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EXACT SCIENCES CORPORATION
Condensed Consolidated Balance Sheets
(Amounts in thousands, except share data - unaudit¢

September 30 December 31

2007 2006
ASSETS
Current Assets
Cash and cash equivale $ 7,164 $ 4,831
Marketable securitie 7,611 16,24¢
Prepaid expenses and other current assets 281 386
Total current asse 15,05¢ 21,461
Property and Equipment, at ca
Laboratory equipmer 3,73C 3,832
Office and computer equipme 1,41¢F 1,415
Leasehold improvemen 1,25¢ 1,25¢
Furniture and fixture 299 299
6,702 6,802
Les—Accumulated depreciation and amortizat (6,033) (5,95¢)
670 844
Patent costs, net of accumulated amortization (F&2and $2,871 at September 30, 2007 and Dece3iib
2006, respectivel 450 763
Restricted cash 700 800

$ 16,87¢ $ 23,86¢

LIABILITIES AND STOCKHOLDERS ' EQUITY
Current Liabilities:

Accounts payabl $ 266 $ 158
Accrued expense 2,22¢ 1,844
Deferred license fees, current port 1,35C 4,363
Total current liabilities 3,84z 6,365
Third party royalty obligatiol 250 —
Deferred license fees, less current por 3,03¢ 2,54k

Commitments and contingenci

Stockholder Equity:
Preferred stock, $0.01 par val
Authorizec—5,000,000 share
Issued and outstandi—O0 shares at September 30, 2007 and December 3a — —
Common stock, $0.01 par val
Authorizec—100,000,000 shar¢
Issued and outstanding— 27,134,193 and 26,863 3&&s at September 30, 2007 and December 31,

2006, respectivel 271 269
Additional paic-in capital 168,26: 165,54¢
Treasury stock, at cost, 85,550 she (97) (97)
Other comprehensive incor 14 6
Accumulated defici (158,70¢) (150,76%)

Total stockholders’ equity 9,74€ 14,95¢

$ 16,87¢ $ 23,86¢

The accompanying notes are an integral part oféhmsdensed consolidated financial statements.




EXACT SCIENCES CORPORATION
Condensed Consolidated Statements of Operations
(Amounts in thousands, except per share data - undited)

Three Months Ended September 30, Nine Months Ended September 30,
2007 2006 2007 2006
Revenue
Product royalty fee $ (239) $ 40 $ (194) $ 162
License fee: 338 1,091 2,52C 3,275
Product 14 24 72 135
113 1,15E 2,39¢ 3,57C
Cost of revenue
Product royalty fee 1 3 4 11
Product 45 99 45 772
46 102 49 783
Gross profil 67 1,058 2,34¢ 2,787
Operating expense
Research and development 1,00¢ 1,70E 3,61¢ 5,582
Sales and marketing ( 385 1,051 1,39C 3,80¢
General and administrative ( 2,29C 1,70C 5,16¢ 4,83¢
Restructuring (1) 788 — 819 —
4,477 4,45€ 10,99¢ 14,23(C
Loss from operation (4,405) (3,403) (8,647) (11,449
Interest income 210 320 707 951
Net loss $ (4,195) $ (3,083) $ (7,940) $ (10,492)
Net loss per share—basic and diluted $ (0.16) $ (0.12) $ (0.30) $ (0.40)
Weighted average common shares outstar—basic anc
diluted 27,015 26,562 26,897 26,44¢
(1) Nor-cash stoc-based compensation expel
included in these amounts are as follo
Research and developm $ 49 $ 82 $ 482 $ 452
Sales and marketir 86 258 331 962
General and administrati 1,06€ 329 1,51¢ 1,031
Restructuring 174 — 174 —

The accompanying notes are an integral part oféhendensed consolidated financial statements.




EXACT SCIENCES CORPORATION
Condensed Consolidated Statements of Cash Flows
(Amounts in thousands - unaudited)

Nine Months Ended September 30,

2007 2006
Cash flows from operating activitie
Net loss $ (7,940 $ (10,497)
Adjustments to reconcile net loss to net cash usegerating activities
Depreciation and wri-offs of fixed asset 176 388
Amortization and writ-offs of patent 349 765
Stock-based compensatic 2,50k 2,44~
Amortization of deferred license fe (2,520) (3,27%)
Changes in assets and liabiliti
Prepaid expenses and other current a 105 641
Accounts payabl 108 (138)
Accrued expenses 812 12
Net cash used in operating activit (6,40%) (9,652)
Cash flows from investing activitie
Purchases of marketable securi (15,307) (23,647)
Maturities of marketable securiti 23,94« 28,42¢
Purchases of property and equiprmr 2) (80)
Proceeds from sale of fixed ass 3 —
Increase in patent costs and other as (36) (185)
Net cash provided by investing activities 8,60¢€ 4,517
Cash flows from financing activitie
Proceeds from exercise of common stock optionsstéouak purchase ple 32 119
Decrease in restricted ca 100 220
Net cash provided by financing activities 132 339
Net increase (decrease) in cash and cash equis 2,338 (4,79¢€)
Cash and cash equivalents, beginning of period 4,831 11,98i
Cash and cash equivalents, end of pe $ 7,164 $ 7,191
Supplemental disclosure of r-cash investing and financing activitie
Issuance of 56,675 shares of restricted commork $tocollaborator in lieu of cash to settle semi-
annual license obligatic $ 158 $ —
Issuance of 34,030 shares of common stock to faedCompany’s 401(k) matching contribution f
2006 $ 103 $ =
Issuance of 85,800 shares of common stock to faeadCompan’s 401(k) matching contribution fi
2005 $ — $ 184

The accompanying notes are an integral part oféhmsdensed consolidated financial statements.




EXACT SCIENCES CORPORATION
Notes to Condensed Consolidated Financial Statement
(Unaudited)

(1) ORGANIZATION

EXACT Sciences Corporation (the “Companygs incorporated in February 1995. The Compangldeg proprietary DNA-based
technologies for use in the detection of cancdre Tompany has selected colorectal cancer asrgt@fiplication of its technologies. The
Company has licensed certain of its technologiesuding improvements to such technologies, onxatusive basis through December 201
Laboratory Corporation of America® Holdings (“Lab@®”) for use in a commercial testing service depeld by LabCorp and marketed
under the name “PreGen-Plus™.” PreGen-Plus imaimasive stool-based DNA testing service fordleéection of colorectal cancer in the
average-risk population. The Company has devdtednajority of its efforts to date on research dedelopment and commercialization
support of PreGen-Plus.

The Company has generated limited operatiugnues since its inception and, as of SepteB8he2007, had an accumulated deficit of
approximately $158.7 million. The Company'’s loskase historically resulted from costs incurre@¢amjunction with research, development,
and clinical study initiatives, salaries and betsedissociated with the hiring of personnel, thegation of marketing programs and, prior to
August 31, 2007, costs related to its sales fundtiosupport the commercialization of its stooldth®NA screening technology.

The Company expects that its cash, casivagats and marketable securities balances ae8dr 30, 2007 will be sufficient to fund its
operations through 2008, based upon the Companytertt cost structure and current assumptions déggathe studies and other requirements
that it believes may be necessary to obtain U.8dRmd Drug Administration (“FDA”) regulatory clearce for the DNA-based colorectal
cancer screening technology described in the Octbbe2007 warning letter from the FDA to the Compéthe “Warning Letter”).See Note
for a description of the Warning Letter. The Comphas no current sources of material ongoing neeemd, accordingly, it will likely need
raise additional capital in the next twelve month$urther reduce the scale of the Company’s operat or both. There can be no assurance
that the Company will be successful in any futuapitl raising efforts, or that it would be ablerédse additional funds at an acceptable price
level. An inability to fund the Company’s operattowould have a material adverse effect on itsrass, financial condition and results of
operations.

(2) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of Presentation

The accompanying condensed consolidateshdilal statements of the Company are unauditedhavel been prepared on a basis
substantially consistent with the Company’s audftedncial statements. These condensed consdlidat@ncial statements, in the opinion of
management, include all normal and recurring adjasts which are necessary to present fairly thelteesf operations for the reported
periods. These condensed consolidated finaneidraents are prepared in conformity with accounpirigciples generally accepted in the
United States of America (“GAAP”) and follow theqrarements of the Securities and Exchange Commmigs®8EC”) for interim reporting.

These condensed consolidated financiastants should be read in conjunction with the Comijsaaudited consolidated financial
statements and notes thereto which are containéai@ompany’s Annual Report on Form 10-K for tlearyended December 31, 2006 filed
with the SEC.

The results of the Company’s operationsafoy interim period are not necessarily indicatf¢he results of the Company’s operations for
any other interim period or for a full fiscal year.

Principles of Consolidation
The accompanying condensed consolidatehdilal statements include the accounts of the Cagipavholly-owned subsidiary, EXACT

Sciences Securities Corporation, a Massachusettsises corporation. All significant intercompatmnsactions and balances have been
eliminated in consolidation.




Use of Estimates

The preparation of financial statementsdnformity with GAAP requires management to makéesges and assumptions that affect the
reported amounts of assets and liabilities andalisice of contingent assets and liabilities atdhte of the financial statements and the repc
amounts of revenues and expenses during the negqréiriod. Actual results could differ from thesstimates.

Cash and Cash Equivalents

The Company considers all highly-liquid éstments with maturities of 90 days or less atithe of acquisition to be cash equivalents.
Cash equivalents primarily consist of money mafipts.

Restricted Cash

At September 30, 2007 and December 31,2008 million and $0.8 million, respectively, tiet Company’s cash has been pledged as
collateral for an outstanding letter of credit onaection with the lease for the Company’s corgolegadquarters.

Marketable Securities

The Company accounts for its investments in mabtetsecurities in accordance with Statement of G Accounting Standards
(“SFAS”) No. 115 ,Accounting for Certain Investments in Debt and BgS8ecurities Management determines the appropriate classdicaf
debt securities at the time of purchase and redatesd such designation as of each balance sheet@abt securities are classified as held-to-
maturity when the Company has the positive inteut @bility to hold the securities to maturity. Matable equity securities and debt securities
not classified as held-to-maturity are classifischgailable-for-sale. Available-for-sale secust#e carried at fair value, with the unrealized
gains and losses, net of tax, reported in othempeehensive income. The amortized cost of debtrgesuin this category is adjusted for
amortization of premiums and accretion of discotmthaturity computed under the effective interasthod. Such amortization is included in
investment income. Realized gains and losses acdlihds in value judged to be other-than-tempooaravailable-for-sale securities are
included in investment income. The cost of semsisold is based on the specific identificatiorthnd. Interest and dividends on securities
classified as available-for-sale are included ireBtment income.

All of the Company’s investments are cors@d of fixed income investments and all are deeawvadable-for-sale. The objectives of this
portfolio are to provide liquidity and safety ofipeipal while striving to achieve the highest rateeturn consistent with these two objectives.
The Company'’s investment policy limits investmetatgertain types of instruments issued by instigiwith investment grade credit ratings
and places restrictions on maturities and concgotrdy type and issuer. There were no realizédsgar losses on the sale of availablegate
securities during the three and nine months endptehber 30, 2007 and 2006.

Patent Costs

Patent costs, which have historically cstesl of related legal fees, are capitalized asrieduand are amortized beginning when patents
are approved over an estimated useful life of jigars. Capitalized patent costs are expenseddipapproval, upon a decision by the
Company to no longer pursue the patent or whemnetlaged intellectual property is deemed to be myéw of value to the Company. As of
September 30, 2007, the majority of the recordédevaf the patent portfolio related to intellectpabperty licensed to LabCorp in connection
with PreGen-Plus.

The following table summarizes activity viespect to the Company’s capitalized patentth®mnine months ended September 30, 2007
and 2006. Amounts included in the table are iugands.




Nine Months Nine Months

Ended September 30, Ended September 30,
2007 2006
Patents, net of accumulated amortization, Janua2@d7 $ 763 $ 1,41¢
Patent costs capitaliz¢ 36 186
Amortization of patent (112) (461)
Write-offs of patent: (237) (305)
Patents, net of accumulated amortization, SepteB®he2007 $ 450 $ 839

Capitalized patent costs written off durthg nine months ended September 30, 2007 weraplynthe result of the Company’s
determination that it would likely not pursue commialization of certain technologies unrelatedrtellectual property licensed to LabCorp
PreGen-Plus. Patent write-offs during the nine tin@ended September 30, 2007 also included the-wffitof certain costs with respect to a
capitalized pending patent application not criticalabCorp’s PreGen-Plus testing service, whick nat approved by the U.S. Patent and
Trademark Office.

The Company applies SFAS No. 1Adc¢counting for the Impairment or Disposal of Longdd Assetswhich requires the Company to
evaluate whether events or circumstances have recttirat indicate that the estimated remaininguidiéé of long-lived assets and certain
identifiable intangibles and goodwill may warraevision or that the carrying value of these assetg be impaired.

Net Loss Per Share

Basic and diluted net loss per shareasgmted in conformity with SFAS No. 1Z8rnings per Shar€'SFAS No. 128", for all periods
presented. In accordance with SFAS No. 128, baitoss per common share was determined by diyidét loss applicable to common
stockholders by the weighted average common sloartsganding during the period, less shares sutijeeipurchase. Basic and diluted net
per share are the same because all outstanding @ostock equivalents have been excluded, as tieegrdai-dilutive.

The following potentially issuable commdrages were not included in the computation of didutet loss per share because they would
have an anti-dilutive effect due to net lossesfach period:

September 30
(In thousands) 2007 2006
Shares issuable upon exercise of stock op 4,52C 4,801
Shares issuable upon exercise of outstanding warran 1,00C 1,00C
5,52C 5,801

Revenue Recognition

Licensefees - License fees for the licensing of product righisinitiation of strategic agreements are recom@gdeferred revenue upon
receipt and recognized as revenue on a strdighibasis over the license period. On June 207 2the Company entered into an amendme
its exclusive license agreement with LabCorp (tBecond Amendment”) (See Note 3) that, among otluelifinations to the terms of the
license, extended the exclusive license period ffargust 2008 to December 2010, subject to carve-fautcertain named organizations.
Accordingly, the Company amortizes the remaininfgded revenue balance resulting from its licergea@ment with LabCorp at the time of
the Second Amendment ($4.7 million) on a straigig-basis over the remaining exclusive licenseogervhich ends in December 2010.

Product royalty fees - Prior to the effective date of the Second Amenatnitie Company’s product royalty fees were based specified
contractual percentage of LabCorp’s cash receipta performing PreGen-Plus tests. Accordingly, @lmenpany recorded product royalty fees
based on this specified percentage of LabCorp’s oeceipts, as reported to the Company each mgnth b
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LabCorp. Subsequent to the effective date of #mB8d Amendment, the Company’s product royalty égesased on a specified contractual
percentage of LabCorp’s net revenues from sal@eBen-Plus. Accordingly, subsequent to the effectate of the Second Amendment, the
Company will record product royalty fees basedhmngpecified contractual percentage of LabCorptsenenues from sales of PreGelus, a
reported to the Company each month by LabCorp. clinent royalty rate is 15%, subject to increas&% in the event that LabCorp
achieves a specified significant threshold of ahnearevenues from the sales of PreGen-Plus.

Additionally, pursuant to the Second Ameedi) the Company will potentially be obligated éimmburse LabCorp for certain third-party
royalty payments, as described in Note 3 below.thEcextent the Company incurs liabilities in cactien with this provision of the Second
Amendment, the accretion of such liabilities wil tecorded as a reduction in the product royakyifee item in the Company’s consolidated
statements of operations.

Product revenue - Product revenue from the sale of certain comptneithe Company’s Effipure™ technology to LabCwrpecognized
upon transfer of the components provided that pileses, the price is fixed or determinable an@ctidn of the receivable is probable.

Other revenue - Revenue from milestone and other performance-bpagchents will be recognized as revenue when thestoihe or
performance is achieved and collection of the red#e is estimable and probable.

Comprehensive Loss
SFAS No. 13Reporting Comprehensive Incomestablishes presentation and disclosure requitenfier comprehensive income (loss).

Comprehensive loss consists of net loss and thegehia unrealized gains and losses on marketabigises. Comprehensive loss for the
three and nine months ended September 30, 200ZC&iwas as follows:

Three Months Ended September 30, Nine Months Ended September 30,
(In thousands) 2007 2006 2007 2006
Net loss $ (4,195) $ (3,083) $ (7,940) $ (10,497)
Unrealized (loss) gain on marketable securities 2 24 8 54
Comprehensive loss $ (4,193) $ (3,05¢) $ (7,932) $ (10,43¢)

(3) AMENDMENTS TO LABCORP LICENSE AGREEMENT

Second Amendment to LabCorp License Agreement - On June 27, 2007, the Company entered into theriSeAmendment with
LabCorp. The Second Amendment modified LabCorpidussive rights to the Company’s DNA technology fmiorectal cancer screening to
permit the Company to license its technology tedethird-party organizations and commercial serV@boratories, subject to LabCorp’s
preferential pricing terms, and to extend LabCorptdified exclusive period under the Second Amentdmatil December 31, 2010.
Additionally, the Second Amendment clarifies thghts and obligations with respect to the Compangi-generation version of stool-based
DNA screening technology for colorectal cancer soieg (“Version 2”).

The Second Amendment also revised the toitesand royalty obligations of LabCorp. The ntidees were revised to eliminate
milestone payments aggregating $15 million basexhwgool-based colorectal cancer screening beilgded as standard of care and certain
policy-level reimbursement approvals. As revisadar the Second Amendment, the Company may bdleifpr up to an aggregate of $40
million in milestone payments, all of which relatethe achievement of significant sales threshoRsyalties due to the Company under the
Second Amendment are equal to 15% of LabCorp’sevenues from tests performed using the CompsabiNA technology licensed under
Second Amendment, and could increase to 17% if bap@chieves a significant annual PreGen-Plusewvetiue threshold. LabCorp also
retains preferential pricing terms over thppdrty organizations and commercial service laboiedédo whom the Company may license its D
technology for colorectal cancer screening.

The Second Amendment also eliminated ancappate $3.0 million contingent liability of theothpany to LabCorp resulting from a
historical third-party royalty obligation of LabGmr Under the terms of the Second Amendment, thregaay will potentially be obligated to
reimburse LabCorp for certain third-party royalgyments if LabCorp’s third-party royalty rate iggter than a specified royalty rate during
the measuring period, as outlined in the tablewel®he Company'’s liability to pay LabCorp pursutmthis provision of the Second
Amendment is based on LabCorp’s sales volumeseB&n-Plus during three separate measurement peadefined below. A significant
increase in PreGen-Plus test sales volumes dunpgn@asurement period, as compared to historical
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PreGen-Plus sales volumes, could reduce the Corigppotential obligation to zero during any measuwegatrperiod, while test volumes
consistent with historical PreGen-Plus sales leveldd result in aggregate payments to LabCorpitataip to $3.5 million during the
measurement periods. Until sales of PreGen-Phrgése to a level that would reduce this potenmiatimum obligation, if ever, the Company
intends to record the maximum potential obligatimler this provision of the Second Amendment rgtahla quarterly basis as a reduction in
the product royalty fee line item in its consolilhistatements of operations. Accordingly, basethersales levels of PreGen-Plus during the
three months ended September 30, 2007, the Compaosded a charge of $0.3 million under the captiRnoduct royalty fees” in its
consolidated statements of operations. This otitigas recorded in the Company’s consolidated taasheets under the caption “Third party
royalty obligation”.

Potential Potential

Minimum Maximum

Third Party Third Party

Royalty Royalty

Measurement Period Measurement Period Obligation During Obligation During
Start Date End Date Measurement Period Measurement Period

June 28, 200 December 31, 200 $ — $ 1,500,00(
January 1, 200 December 31, 200 — 1,000,00(
January 1, 2010 December 31, 201 = 1,000,00(
$ — 3 3,500,00(

In addition, as a result of extending tkel@sive license period from August 2008 to Decenitfd 0, the amortization of the remaining
deferred revenue as of the date of the Second Amentd($4.7 million) related to up-front technold@ense fees received from LabCorp is
amortized on a straight line basis over the extdredelusive license period beginning in the quaeteted September 30, 2007. Additionally,
pursuant to the Second Amendment, the Company dmuttbligated to reimburse LabCorp for certain €ostated to Effipure, up to a
maximum of $0.3 million during the term of the exsive period. The Company recorded a liabilit$45,000 pursuant to this provision of the
Second Amendment during the quarter ended Septe®® @007 under the caption “Cost of product reeénm its consolidated statements of
operations.

The Second Amendment also provides Lab@ittptermination rights if stool-based colorectahcer screening is not accepted as
standard of care in the near term (i.e. includescheening guidelines of the American Cancer Spadethe American Gastroenterological
Association), if the Company’s Version 2 technolagyot commercially launched in the near ternif tte Company’s Version 2 technology
does not attain certain sensitivity and specifitlityesholds during technology validation.

Third Amendment to LabCorp License Agreement - On August 31, 2007, the Company entered into adTAmendment (the “Third
Amendment”) to its exclusive license agreement wihCorp that, among other things, added a poteb2i® million milestone payment for
which the Company may be eligible. The milestobkgation is based upon policy-level reimbursemagroval from Medicare at a specified
minimum reimbursement rate, inclusion of stool-EB&A screening in clinical practice guidelines dhd achievement of certain increases in
sales levels of PreGen-Plus over a defined meagpanod. In addition, the Third Amendment prowdeat LabCorp will assume sole
responsibility, at its expense, for all commereietlivities related to LabCorp’s stool-based DNAitesservice. In accordance with the
foregoing, LabCorp also agreed to offer at-will éoyment to certain former personnel of the Company.

(4) RESTRUCTURING

2006 Restructuring - In October 2006, the Company initiated a plarettuce its cost structure by eliminating 21 posgicor 48% of its
staff at that time, across all departments (théd&Restructuring”). This workforce reduction watended to reduce the Company’s expenses
and help preserve its existing cash and cash dguiga Since the 2006 Restructuring, the Compaafftsts have been focused on:

* the pursuit of inclusion of stool-based DNA testingcreening guidelines of the major guidelinggamizations, including the
guidelines that will result from the joint effort$ the American Cancer Society and the U.S. Mutiisty Task Force on Colorectal
Cancer (the “ACS/MSTF-CRC"), a consortium of seVerganizations including representatives of theehican College of
Gastroenterology, American Gastroenterological Aggimn, American Society for Gastrointestinal Esclmpy and the American
College of Physicians/Saociety of Internal Medicine;

* Medicare coverage pursuit for stool-based DNA teggti
* the pursuit of licensing arrangements relatinggsiool-DNA technologies; and
¢ validation and optimization of the Company’s Versibtechnology.
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Pursuant to the 2006 Restructuring, the @ accrued charges of $0.7 million in the quagteted December 31, 2006 in connection
with one-time employee termination benefits, indghgdseverance and outplacement services. The apmpaorded changes in estimates to
the restructuring accrual as outlined in the tdglew in connection with adjustments to estimafesne-time employee termination benefits,
including severance and outplacement servicesngtine nine months ended September 30, 2007.

Amounts remaining in the 2006 Restructuaigrual at September 30, 2007 are expected taidghrough December 2007 and are
recorded under the caption “Accrued expenses’arctindensed consolidated balance sheets at Septad@907. The following table
summarizes the restructuring activities duringrilree months ended September 30, 2007. Amountsdadlin the table are in thousands.

Balance, Balance,
December 31, Cash Non-cash September 30,
Type of Liability 2006 Charges Payments Write-offs 2007
Employee separation costs $ 283 $ 29 $ (307) $ — 3 5
Total $ 283 $ 29 $ (307) $ — 3 5

2007 Restructuring - In connection with the Third Amendment to the Calop agreement, during the third quarter of 200& Gompany
notified five employees and one employee of thesimination from the Company effective August 3102@nd October 31, 2007, respectively
(the “2007 Restructuring”). The 2007 Restructunvegs principally designed to eliminate the Comparsdles and marketing functions to
reduce costs and help preserve the Company’s eashinces. These restructuring activities wereieidd under a plan of termination described
in SFAS No. 146Accounting for Costs Associated with Exit or Digddsctivities, pursuant to which the Company recorded restrimgur
charges of approximately $0.8 million during theetamonths ended September 30, 2007 under genacaklypted accounting principles,
primarily related to one-time termination beneéitssing under retention and severance agreemettiseatch of the terminated employees.
Since the 2007 Restructuring, the Company’s effoatge been focused on:

* the pursuit of inclusion of stool-based DNA testingcreening guidelines of the major guidelinggamizations, including the
guidelines that will result from the joint effort$ the ACS/MSTF-CRC,;

* Medicare coverage pursuit for stool-based DNA teggti
¢ validation and optimization of the Company’s Versitechnology; and
¢ the pursuit of FDA clearance for its stool-basedAd¢reening technologies.

The total restructuring charges of $0.8iamlincluded $0.6 million in severance and reldtedefit costs expected to be paid in cash
through May 2008, and $0.2 million in non-cash ktbased compensation charges. The Company extdrydeide months, to August 31,
2008, the expiration date of stock options to pasehup to 726,052 shares, with a weighted averaayeise price of $6.41 per share, held by
employees that were terminated as a part of th@ Re®tructuring. Pursuant to the measurement giomg of SFAS No. 123 (revised 2004),
Share-Based PaymefiSFAS No. 123(R)"), the Company recorded one time-cash stock-based compensation charges in ciomedth
these stock option modifications in its consolidestatements of operations during the quarter eSagdember 30, 2007.

Amounts remaining in the 2007 Restructuaigrual at September 30, 2007 are recorded uhderaiption “Accrued expenses” in the
condensed consolidated balance sheet at Septe20@7. The right of terminated employees toikecseverance payments from the
Company will be dependent upon when, and if, theiteated employees secure employment with anotim@tayer during the defined
severance period and, therefore, the Companymasttiof the total restructuring charges may besteglin future periods. The Company
continues to assess its facility needs and otheradipnal costs and, as a result, could incur emit restructuring charges in the event the
Company undertakes additional activities to redtgacilities or other operating costs. The fallng table summarizes the restructuring
activities during the three months ended SepterBde2007. Amounts included in the table are iruamds.
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Balance, Balance,

June 30, Cash Non-cash September 30,
Type of Liability 2007 Charges Payments Write -offs 2007
Employee separation cos $ — $ 617 $ (197) $ — $ 420
Total $ — $ 617 $ (197) $ — $ 420

The charges outlined in the table abovéuebec$0.2 million in non-cash stock-based compémsatxpense recorded in connection with
the stock option modifications discussed above.

(5) STOCK-BASED COMPENSATION
Stock-Based Compensation Plans

The Company maintains the 1995 Stock Option Pl1&895 Option Plan”), the 2000 Stock Option and ItisenPlan (“2000 Option Plai”
and the 2000 Employee Stock Purchase Plan (“Empl&eck Purchase Plan”). Note 8 to the Companmysalidated financial statements
included in the Company’s annual report on FornKifor the year ended December 31, 2006, which leas ffiled with the SEC, includes a
description of the Company’s stock-based compemsatians.

Stock-based Compensation Expense

The Company adopted SFAS No. 123(R) effecianuary 1, 2006 using the modified prospectaesition method. SFAS No. 123(R)
requires all share-based payments to employedading grants of employee stock options and shaweshased under an employee stock
purchase plan (if certain parameters are not ntebje recognized in the financial statements baseitheir fair values. SFAS No. 123(R) did
not change the accounting guidance for share-haegnent transactions with parties other than engaeyprovided in SFAS No. 123, as
originally issued and EITF 96-18ccounting for Equity Instruments That Are Issue®ther Than Employees for Acquiring, or in Conjimt
with Selling, Goods or ServicesPrior to January 1, 2006, the Company accouiuteitis stock-based compensation plans under theigions
of Accounting Principles Board Opinion No. 2&;counting for Stock Issued to Employees

The Company recorded $1.4 million and $gilion in stock-based compensation during theehaad nine months ended September 30,
2007, respectively, in connection with the amottaaof awards of common stock, restricted comntocksand stock options granted to
employees, non-employee directors and non-emplogesultants, as well as restricted common stoaled$o a collaborator, certain stock
option modifications discussed below and stock-basenpensation expense related to the Company’s 200(k) match, which, if approved
by the Companyg board of directors, will be made in Company comrsimck in 2008. The Company recorded $0.7 milliad $2.4 million ii
stock-based compensation during the three andmarghs ended September 30, 2006 in connectionthétlamortization of employee and
non-employee director common stock and stock omisards, stock options and restricted stock awgraisted to non-employee consultants,
and stock-based compensation expense related @otimgany’s 2006 401(k) match, which was approvethbyCompanys board of directors
The Company’s annual employee grant of stock optgenerally occurs in February of each year, stibjelgoard approval. The fair value of
stock-based awards for the three and nine montisde8eptember 30, 2007 and 2006 was determineatlased below.

Valuation and Amortization Method - The fair value of each option award is estimatedhe date of grant using the Black-Scholes option
pricing model based on the assumptions in thevatig table. The estimated fair value of employteels options is amortized to expense u
the straight-line method over the vesting period.

Expected Term - The Company uses the simplified calculation qgfested life, described in the SEC’s Staff AccouptBulletin 107, as
the Company does not currently have sufficienthisal exercise data on which to base an estinfatgmected term. This method allows the
Company to estimate the expected life using theameeof the vesting period and the contractualdffthe stock options granted.

Expected Volatility - Expected volatility is based on the Company’sdrisal volatility from the time of its initial pulr offering in
January 2001 through the measurement date of thedaw

Risk-Free Interest Rate - The Company bases the risk-free interest rate usthe Black-Scholes valuation method on the ietpyield
currently available on U.S. Treasury zero-coupsnés with an equivalent remaining term.
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Forfeitures - As required by SFAS No. 123(R), the Company rés@hare-based compensation expense only for #veemels that are
expected to vest. The Company does not estimdtsdtioes because all share based awards vest imamtth expense is trued up at each pe
end.

The fair value of each option award israated on the date of grant using the Black-Schapien-pricing model based on the
assumptions in the following table.

Three Months Ended Nine Months Ended
September 30, September 30,
2007 2006 2007 2006
Option Plan Shares
Risk-free interest rate 4.16- 4.60% 5.03% 4.16- 4.6C% 4.59-5.03%
Expected term (in year 6 6 6 6
Expected volatility 70% 70% 70% 70%
Dividend yield 0% 0% 0% 0%
Weighted average fair value per share of optioastgd
during the periot $1.92 $1.0€ $1.87 $1.67
ESPP Shares
Risk-free interest rate (1) 5.06- 5.22% 5.10-5.17% 4.57-5.22%
Expected term (in year Q) 0.5-2 0.5-2 0.5-2
Expected volatility (1) 70% 70% 70%
Dividend yield 1) 0% 0% 0%
Weighted average fair value per share of stockhase
rights granted during the peris 1) $0.8€ $1.0¢ $0.94

(1) The Company did not issue stock purchase rightter its Employee Stock Purchase Plan duringéhied indicated.

Stock Option Activity

A summary of stock option activity undee ti995 Option Plan and the 2000 Option Plan dutieghine months ended September 30,
2007 is as follows:

Weighted
Weighted Average
Average Remaining Aggregate
Exercise Contractual Intrinsic
Options Shares Price Term (Years) Value (1)
(Aggregate intrinsic value in thousands)
Outstanding, January 1, 20 4,125,94( $5.6¢ 5.3
Grantec 1,354,00( $2.6E
Exercisec (63,13¢) $0.12
Cancelled (896,78¢) $4.92
Outstanding, September 30, 2( 4,520,01¢ $5.0C 4.5 $1,81¢
Exercisable, September 30, 2007 3,5615,52 $5.63 3.1 $1,22:
Vested and expected to vest, September 30, 2007 4,520,01¢ $5.0C 4.5 $1,81¢

() The aggregate intrinsic value of options outstag@nSeptember 30, 2007 is calculated as the difter between the exercise pi
of the underlying options and the market pricehef Company’s common stock for the 2,167,214 optibashad exercise prices
that were lower than the $3.39 market price ofemmmon stock at September 30, 2007. The aggregaitesic value of options
exercisable at September 30, 2007 is calculatéldeadifference between the exercise price of trdetging options and the market
price of the Company’s common stock for the 1,208,dptions that had exercise prices that were |dlar the $3.39 market price
of our common stock at September 30, 2(
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As of September 30, 2007, there was $1lifomiof total unrecognized compensation cost egab non-vested share-based compensatior
arrangements granted under all equity compensptars. Total unrecognized compensation cost wildtjusted for future changes in
forfeitures. The Company expects to recognize ¢bat over a weighted average period of 1.9 years.

Stock Option Modifications

In August 2007, in connection with the 2@®&structuring and the resignation of Don M. Hardias the Company’s President and Chief
Executive Officer, the Company’s board of directapproved the following stock option modifications:

* On August 31, 2007, the effective date of Mr. Hsodi's resignation from the Company, the Companglacated the vesting of
216,251 shares under Mr. Hardison'’s previously steastock options, with a weighted average exemige of $2.94 per share, and
extended the expiration date of all of Mr. Hardisawutstanding options, covering an aggregate @3,560 shares, through August
31, 2009. Prior to August 31, 2009, Mr. Hardissmpiohibited from selling any of the shares of camratock obtained upon the
exercise of any accelerated stock options. Asaltref these modifications, the Company recordee-time stock-based
compensation charges of approximately $0.7 miliiothe “General and Administrative” line item ofti€ompany’s consolidated
statements of operations during the quarter enéptegiber 30, 2007 in accordance with the provisar&-AS No. 123(R).

* On August 31, 2007, the Company extended by ninetinsathe expiration date of stock options to puseh&26,052 shares, with a
weighted average exercise price of $6.41 per shatd,by employees that were terminated as a péned2007 Restructuring. Stock
options subject to the extension now expire on Au@d, 2008. In accordance with the measuremenigions of SFAS No. 123(R),
the Company recorded one-time non-cash stock-bamagensation charges of $0.2 million in the “Resttrting” line item of the
Company'’s consolidated statements of operationsgltine quarter ended September 30, 2007 in colmmewith these modifications.

(6) ISSUANCE OF COMMON STOCK

On June 14, 2007, pursuant to the ternashM&nufacturing and Supply Agreement by and betv@etomethylome Sciences S.A.
(“OMS") and the Company dated June 8, 2007, the fizmy issued to OMS 100,000 shares of the Compa&oeyisnon stock, $.01 par value
per share (the “Common Stock”). The Company resda non-recurring non-cash stock-based compensgiarge of approximately $0.3
million in its consolidated statements of operadidairing the quarter ended June 30, 2007 in coimmewith the Common Stock issuance.

(7) RECEIPT OF FDA WARNING LETTER

Since the commercial launch of PreGen-RlabCorp has offered its testing service as amimsh developed laboratory test, or
“homebrew” testing service. On October 11, 20@7 DA sent a warning letter to the Company (the fvifey Letter”) with respect to the
PreGen-Plus testing service, indicating that PreBles is a Class Il medical device and that itrzsirbe commercially distributed without an
appropriate pre-market approval or clearance fioenrRDA. The Company is currently in communicatigth the FDA to specifically address
the matters raised in the Warning Letter and terteine the appropriate regulatory approval protesssolve the matters raised in the
Warning Letter.

In an in-person meeting with the FDA on @dr 26, 2007, the Company presented a proposaktifically address the matters raised in
the Warning Letter by seeking FDA clearance purst@aa 510(k) pre-market clearance notice (“510(K)t the technology that is the basis
the PreGen-Plus testing service (“Version 1Based on these discussions with the FDA, the Cognjpd@nds to submit a 510(k) for its Vers
1 technology with the FDA to address the matteiserhin the Warning Letter. In this regard, on Biaer 2, 2007, the Company submitted to
the FDA a pre-IDE that describes the specifichef€ompany’s intended 510(K) filing approach aredréproducibility studies that the
Company proposes to perform in connection therewithe FDA has not yet indicated whether the subimiswould be a 510(k) or@e novo
510(k). Moreover, the FDA may determine that ami@ket approval application (“PMA”) is the appragg path forward for the Company
with respect to its stool-based DNA technology.e DA may also determine that additional clinidaldges, which could be costly and time-
intensive, are required in connection with the Canyis submission, or that the Company’s proposattierwise inadequate. There can be no
assurance that the Company’s filing of a 510(k)itoWersion 1 technology will bring the Companyoirompliance with the matters raised by
the FDA in the Warning Letter, or that the FDA wibt issue a similar letter to LabCorp or otherwisguire LabCorp to stop offering its
PreGen-Plus testing service during the regulattgrance process.

Following submission of its filing for tAéersion 1 technology, the Company intends to engagiéscussions with the FDA to determine
the appropriate regulatory approval path for thesita 2 technology. The clearance or approvalgssdor any version of the Company’s
DNA-based technologies may require, among othegthisuccessfully completing additional clinicatlanther studies, may require a PMA
(rather than a 510(k)) and may also necessitat€timepany submitting pre-market clearance notices or
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PMAs with the FDA for multiple versions of its teablogy simultaneously or in sequence, all of whiohld take substantial time and resou
including investment by the Company of substamttiditional funds.

There can be no assurance that any veodithe Company’s stoddased DNA technology will be cleared or approvedhgyFDA, that th
Company’s proposed 510(k) approach will satisfyRBe\'s regulatory requirements for its Version theology or any subsequent version of
its technology, or that such FDA clearance or apalrprocess can be completed without significatayeor expense. The Company may not
have sufficient funds to complete any FDA regubatdearance or approval process for its DNA-basetinologies. Ongoing compliance with
FDA regulations could also increase the cost oflcating the Company’s business, subject the CompadyLabCorp to inspection by FDA
and to the requirements of FDA and penalties fibufato comply with these requirements. Moreovlee, Company cannot assure you that the
commercial sales of PreGen-Plus will not be delahatted or prevented during the regulatory apgrpwacess, or that the FDA will not
initiate enforcement action, which could involvéinal or civil penalties and cause material haonthe Company’s business. Additionally,
LabCorp could decide to stop offering the curresrsion of PreGen-Plus, could decide not to lauhehvtersion 2 technology, or could decide
to defer any potential future launch of the Verstorechnology until that version has been appraredeared by the FDA, if ever, any of
which would materially increase the Company’s cdgtst the Company’s revenue and cause materighha its business and result in
impairments of the Company’s fixed assets or chpétd patent portfolio.

Following the 2006 Restructuring and 20@atRucturing, as described in Note 4, the Compapg@s, based on its current operating
plans, that its cash, cash equivalents and shortitesestments on hand at September 30, 2007 witiufficient to fund its current operations
through 2008, based upon the Company’s currentstasgiture and current assumptions regarding titiest and other requirements that it
believes may be necessary to obtain FDA regulatiegrance of its Version 1 technology. While th@vany is currently in discussions with
the FDA regarding the approval process for its Dbised technology, it has not reached final agreeregarding the studies that would be
necessary for such approval. Accordingly, theso$tainy such studies could require the Compamptain additional funding before
previously expected. The Company does not expatiroduct royalty payments or milestone paymentter its license agreement with
LabCorp will materially supplement its liquidity gition in the next twelve months, if at all. Acdorgly, the Company will likely need to rai
additional capital in the next twelve months otlier reduce the scale of its operations, or bdthere can be no assurance that the Company
will be successful in any future capital raisinfpes, or that it would be able to raise additiofuadds at an acceptable price level. An inability
to fund the Company'’s operations would have a rnietadverse effect on the its business, finanaaldition and results of operations.

(8) RECENT ACCOUNTING PRONOUNCEMENTS

In June 2006, the Financial Accounting 8tads Board (“FASB”) issued FASB Interpretation M8, Accounting for Uncertainty in
Income Taxe—an Interpretation of FASB Statement No. {t@@ “Interpretation”). The Interpretation clarifies the accounting for ertainty in
income taxes recognized in an enterprise’s findistédements in accordance with FASB Statementll§8, Accounting for Income Taxes
The Interpretation prescribes a recognition threshad measurement attribute for the financialestesnt recognition and measurement of a tax
position taken or expected to be taken in a taxmet The Interpretation also provides guidancel@emcognition, classification, interest and
penalties, accounting in interim periods, disclesand transition. The Interpretation is effectimefiscal years beginning after December 15,
2006. The Company adopted the Interpretation #edanuary 1, 2007 and it did not have a matériphct on its consolidated results of
operations, financial position or cash flows.

In September 2006, the FASB issued Stateienl57 ,Accounting for Fair Value MeasuremeiftSFAS No. 157"). SFAS No. 157
clarifies the principle that fair value should kasbd on the assumptions market participants waddwnen pricing an asset or liability and
establishes a fair value hierarchy that prioritidtesinformation used to develop those assumptidirgder the standard, fair value
measurements would be separately disclosed by\thh the fair value hierarchy. SFAS No. 15%fective for financial statements issued
for fiscal years beginning after November 15, 2@6d interim periods within those fiscal years, vatirly adoption permitted. The Company
does not expect the adoption of this standard ve hamaterial impact on its consolidated resultsparations, financial position or cash flows.

In September 2006, the SEC issued Stafbteting Bulletin (SAB) No. 108Considering the Effects of Prior Year Misstatemeavtien
Quantifying Misstatements in Current Year FinanS&htement§'SAB No. 108”). SAB No. 108 provides guidancetbe consideration of the
effects of prior year misstatements in quantifyigrent year misstatements for the purpose of @niadity assessment. SAB No. 108
establishes an approach that requires quantifitatidinancial statement errors based on the effenteach of the compamsybalance sheet al
statement of operations and the related finantaament disclosures. SAB No. 108 permits exigpiaiglic companies to record the cumula
effect of initially applying this approach in thiest year ending after November 15, 2006 by recaydhe necessary correcting adjustments to
the carrying values of assets and liabilities athefbeginning of that year with the offsettinguesiinent recorded to the opening balance of
retained earnings. Additionally, the use of thenalative effect transition method requires detadétlosure of the nature and amount of each
individual error being corrected
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through the cumulative adjustment and how and wharose. The adoption of SAB No. 108 in the figatrter of fiscal 2007 did not have any
impact on the Company'’s financial statements.

In June 2007, the FASB issued EITF IssueNe3,Accounting for Nonrefundable Advance Payments foodS or Services to Be Usec
Future Research and Development Activi(“EITF 07-3"). EITF 07-3 requires that nonrefuntiabdvance payments for goods or services to
be received in the future for use in research awtldpment activities should be deferred and cligéih The capitalized amounts should be
expensed as the related goods are delivered sethiees are performed. EITF 07-3 is effectiverfew contracts entered into during fiscal
years beginning after December 15, 2007. The Casnjsacurrently analyzing the effect, if any, EITF-3 will have on its financial position
and results of operations.
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Item 2. Management’s Discussion and Analysis of Famcial Condition and Results of Operations

The following discussion of the financial conditiemd results of operations of EXACT Sciences Camr should be read in conjuncti
with the condensed consolidated financial statemant the related notes thereto included elsewinetteéis Quarterly Report on Form 10-Q
and the audited financial statements and notesetioesind Management’s Discussion and Analysis ddifiéial Condition and Results of
Operations included in our Annual Report on FormKL€r the year ended December 31, 2006, whichbegs filed with the Securities and
Exchange Commission, or SE

Forward-Looking Statements

This Quarterly Report on Form 10-Q contdiovard-looking statements within the meaning eft®n 27A of the Securities Act of 1933,
as amended, and Section 21E of the Securities addaBge Act of 1934, as amended, that are intetalbd covered by the “safe harbor”
created by those sections. Forward-looking statgmevhich are based on certain assumptions andribesour future plans, strategies and
expectations, can generally be identified by theafforward-looking terms such as “believes,” “@qts,” “may,” “will,” “should,” “could,”
“seek,” “intends,” “plans,” “estimates,” “anticipates” or other comparable terms. Forward-lookingtstaents in this Quarterly Report on
Form 1(-Q include, among others, statements regardingothiling of material market demand, the sufficien€pur capital resources,
expected royalty fees and revenues, research arela@ment and general and administrative experikegyotential costs and impact of U.S.
Food and Drug Administration, or FDA, regulatoryten on the marketing and sale of our D-based technologies, the focus and level of
research and development efforts and developmergwfechnologies, expectations regarding thirdepaeimbursement of PreGen-Plus,
expected restructuring charges, inclusion of steaded DNA screening in colorectal cancer screeguigelines, our expectations concerning
our commercial strategy, and the effectivenessraarket acceptance of our technologies and PreGeis-PForward-looking statements
involve inherent risks and uncertainties which dochuse actual results to differ materially fronodke in the forward-looking statements,
including those risks and uncertainties describettem 1A of this report and our Annual Report ek 10-K for the year ended
December 31, 2006. We urge you to consider theke and uncertainties in evaluating our forw-looking statements. We caution readers
not to place undue reliance upon any such forwaaking statements, which speak only as of thematée. Except as otherwise required by
the federal securities laws, we disclaim any olilgaor undertaking to publicly release any updatesevisions to any forward-looking
statement contained herein (or elsewhere) to reflag change in our expectations with regard theatany change in events, conditions or
circumstances on which any such statement is based.

Overview

EXACT Sciences Corporation develops praprieDNA-based technologies for use in the deteatibcancer. We have selected
colorectal cancer as the first application of @ahinologies. We have licensed certain of our teldyies, including improvements to such
technologies, on an exclusive basis through Dece2®) to Laboratory Corporation of America® Holglin or LabCorp®, for use in a
commercial testing service developed and sold yCQoap under the name PreGen-Plus™. PreGen-PLabiSorp’s non-invasive, stodlase:
DNA testing service for the detection of coloreaahcer in the average-risk population. Sinceimegption in February 1995, our principal
activities have included:

* researching and developing our technologies fasreatal cancer screening;

¢ conducting clinical studies to validate our colda¢cancer screening technologies;

* negotiating licenses for intellectual property tiers;

¢ developing relationships with opinion leaders ia #tientific and medical communities;

*  pursuing reimbursement for stool-based DNA scragniith third-party payors, including the Centers Kbedicare and Medicaid
Services;

* conducting market studies and analyzing varioukatarfor our technologies;

*  raising capital;

* licensing our proprietary technologies to LabCang athers;

* working to further the adoption of stool-based Diating for colon cancer, including seeking inabumsof such technology in the
guidelines of the major guidelines organizatioms]j a
¢ working with LabCorp on activities in support oetbommercialization of PreGen-Plus.

We have generated limited operating reversirgce our inception and, as of September 30,,200'had an accumulated deficit of
approximately $158.7 million. Our losses havedristlly resulted from costs incurred in conjunotiwith our research, development, and
clinical study initiatives, salaries and benefgsaciated with the hiring of personnel, the initiatof marketing
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programs and, prior to August 31, 2007, the buiitlaf our sales infrastructure to support the comumaézation of stool-based DNA
screening. We expect that our losses will contifou¢he next several years and we may never aehpedfitability.

LabCorp launched PreGen-Plus commerciallugust 2003. From the date of launch throughte&eper 30, 2007, LabCorp had
accessioned approximately 14,000 PreGen-Plus saniptduding 406 and 1,424 samples, respectivelsind the three and nine months ended
September 30, 2007 and approximately 3,700, 4889 4,300 samples, during the years ended Dece3ibh@006, 2005 and 2004,
respectively. To achieve sufficient demand for DWA-based technologies, we believe that stool-&NA testing must be broadly included
in the colorectal cancer screening guidelines efrtfajor guidelines organizations, including thedglines of the American Cancer Society, or
the ACS, and the U.S. Multisociety Task Force oto€gztal Cancer, which is a consortium of severghaizations including representative:
the American College of Gastroenterology, AmeriGastroenterological Association, American SocietyGastrointestinal Endoscopy and
American College of Physicians/Society of Interl@dicine, or the MSTF-CRC, and together with AQ& ACS/MSTF-CRC. As a result of
a recent warning letter from the FDA classifyingBen-Plus as a Class Il medical device, we alfeugethat FDA clearance or approval will
be necessary to continue the marketing and salardDNA-based colorectal cancer technologies, whimhld require additional studies to
validate our technologies. In addition, we beligvat substantial funds and managerial attentidinikely need to be invested in sales and
marketing efforts over the next several years. d&@ot have, and we cannot assure you that Lab@iirdevote, the funds or management
resources that we believe are likely necessaryitd bufficient demand for PreGen-Plus. Evendiodtbased DNA screening is broadly
included in colorectal cancer screening guidelif€A clearance or approval is obtained and sufficfands and managerial time are invested
in sales and marketing efforts, our success wslb @lepend upon a number of factors that are lamelpf our control, including the following:

* the positioning of stool-based DNA screening witgindelines such that it is not limited among theesning options offered and that
any inclusion in screening guidelines includes mext-generation version of stool-based DNA scregi@chnology, or our Version 2
technology;

* the specific regulatory requirements for, and argutatory restrictions placed upon, PreGen-Pluangrother product based on our
technologies, and the timing and potential costsngfrequired regulatory filings and approval peses;

¢ whether LabCorp continues to offer PreGen-Plus cerorally or commercially launches a testing senldased on our Version 2
technology;

* acceptance, endorsement and formal policy appafabol-based DNA screening for reimbursement ldMare and other third-
party payers;

¢ effective LabCorp sales and sales management persand processes to educate physicians and thfs and consumers regarding
stool-based DNA screening and patient compliance;

*  success in educating third-party payers, managedarganizations, and technology assessment gregpsding stool-based DNA
screening;

¢ effective negotiation and contracting by us andCatp with Medicare, including the approval by Metie of our National Coverage
Application, and other third-party payers for caage and acceptable levels of reimbursement fot-bimsed DNA screening;

* patient acceptance of stool-based DNA screenimdyiding its novel sample collection process;
stool-based DNA screening becoming a standardrefaaong prescribing physicians; and
the quality and service of the LabCorp testing pssc

Until such time as the factors outlinedabare in place, we do not expect material revgmaaith. Our revenue is comprised of product
royalty fees on PreGen-Plus tests sold by LabQuqjuct revenue from the sale to LabCorp of Effgdfrcomponents, which are used by
LabCorp in processing PreGen-Plus tests, and tlweteation of license fees for the licensing ofte@r patent rights to LabCorp under our
strategic license agreement. We expect that ptadyalty fees for 2007 will be significantly lowéran amounts recorded in 2006 as a result
of potential third party royalty obligations in awection with our amended license agreement withClasp. In addition, as a result of the
amendment to our license agreement with LabCorp;iwdiso extended the exclusive license perioceundr agreement with LabCorp, we
expect that license fee revenue for 2007 will eelothan amounts recorded in 2006 as a resulteoéxtended amortization period over which
our remaining deferred revenue will be amortiz&€ee “Recent Developments” below for a discussiorecént modifications to our license
agreement with LabCorp. LabCorp informed the FRAiry 2006 that they were working on changes t@&RrePlus that would eliminate the
use of Effipure in PreGen-Plus. We, thereforendbexpect to record material revenues from the shEffipure components to LabCorp
during 2007. The potential loss of this revenuerdu2007 is not expected to have a material impaabur total revenues.

While LabCorp has received payment on agiprately 50% of the PreGeRlus tests accessioned by LabCorp to date, labgrafeerating
factors such as turnaround times for the testioggss, possible pre- and post-analytical samplesamgble processing
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deficiencies and third-party reimbursement alluefice the timing and whether an accession by Lgb®ireventually be recognized as
revenue by us.

In October 2006 and again in July 2007 jniteated cost reduction plans and reduced our Yavde and other operating expenses, which
we refer to as the 2006 Restructuring and the Zstructuring, respectively, to help preserve @shaesources. The 2006 Restructuring
eliminated 21 positions, or 48% of our staff at time, across all departments. Since this woddaeduction, our efforts have focused on the
pursuit of inclusion of stool-based DNA testingsitreening guidelines of the major guidelines orgaions, including the guidelines of the
ACS/MSTF-CRC, Medicare coverage pursuit for stoaddrd DNA testing, optimization and validation of ®ersion 2 technology and, most
recently, FDA clearance or approval of our stoadddthDNA screening technologies. As part of the72R8structuring, we eliminated our sales
and marketing functions and terminated six empleyegee “Recent Developments” below for a discussfadhe 2007 Restructuring.

Research and development expenses inchsle lated to scientific and laboratory persomasiearch and clinical studies and reagents
and supplies used in the development of our teclyies and, effective as of January 1, 2006, noh-saxk-based compensation recorded
pursuant to SFAS No. 123 (revised 20®Bhare-Based Paymenor SFAS No. 123(R). As a result of restructuring operations, we expect
that our research and development costs in 200 baibwer than 2006 levels. Any reduction in grsé and development costs will be offset,
however, by the costs of any clinical or other sadhat may be required to obtain FDA approvawf DNA-based technologies, as discussed
in “Recent Developments” below. Our research aaetbpment efforts for the remainder of 2007 angeeted to focus on the validation and
optimization of our Version 2 technology, and afigical or reproducibility studies or other actieis that may be necessary to meet FDA
clearance or approval requirements. While we haken steps to lower research and development bpg$teusing primarily on our Version 2
technology, we may need to invest substantial fum@slditional research, design and developmerntliwical or other studies that may be
required to meet regulatory requirements to suéakgsommercialize the technology that is the kdsr the PreGen-Plus testing service, or
our Version 1 technology, or our Version 2 techgglor other potential future products. In thisaelj the costs of the reproducibility studies
most recently proposed by us in a pre-IDE submisgidhe FDA in connection with our proposed 51Q(fg-market clearance notice, or 510
(k), for our Version 1 technology are expectedeainaterial.

Selling, general and administrative expsrmsist primarily of non-research personnel sdaoffice expenses, professional fees and, as
of January 1, 2006, non-cash stdidsed compensation recorded pursuant to SFAS NgR)12 As a result of the 2007 Restructuring, désd
below under “Recent Developments”, in which we @hiated our sales and marketing functions, we exgpaes and marketing expenses in
2007 to be significantly lower than 2006 levelgeS&ifically, we do not expect to incur materialesahnd marketing operating expenses
subsequent to the third quarter of 2007 as a reétiite elimination of our sales and marketing fiores effective August 31, 2007. We expect
general and administrative expenses in 2007 toddenmlly consistent with 2006 levels, althoughexpect our professional fees to increase
during the remainder of 2007 as we focus our effort obtaining FDA regulatory clearance or apprafaur DNA-based technologies.

During the fourth quarter of 2006 in connectionhntite 2006 Restructuring, we entered into employmetention agreements with our
remaining employees, which provide for severanakaane-time retention bonus in the aggregate atraftapproximately $0.9 million in
total across all employees, payable on Decembe2(®X/ (subject to acceleration in certain circumsts), provided that such employees
continue to be employed on the date of payment rétention agreements also provide that upondbercence of certain triggering events,
such as a change of control or termination witltautse, remaining employees will be entitled to isecany unpaid retention bonus and
severance payments, at a rate equal to their ladm® st the time of termination of employment, p@riods ranging from three to twelve
months. In connection with the 2007 Restructurgigemployees were terminated. Retention bonympats in the aggregate amount of
approximately $0.3 million were accelerated andipaithose employees during the third quarter @720ursuant to their retention
agreements. We intend to accrue the remainingafdle retention bonuses for our remaining empsyeurrently estimated to be
approximately $0.1 million, over the remaining réten period, which ends on December 31, 2007.

Recent Developments

Regulatory Status of PreGen-Plus. Since the commercial launch of PreGen-Plus, Lap®@as offered its testing service as an in-house
developed laboratory test, or “homebrew” testinise. On October 11, 2007 the FDA sent a warttigr to us, which we refer to as the
Warning Letter, with respect to the PreGen-Plusrtgservice, indicating that PreGen-Plus is a €ldsmedical device and that it cannot be
commercially distributed without an appropriate-prarket approval or clearance from the FDA. Wecanmgently in communication with the
FDA to specifically address the matters raisedenWarning Letter and to determine the appropriegelatory approval process to resolve the
matters raised in the Warning Letter.

In an in-person meeting with the FDA on OctoberZ®)7, we presented a proposal to specifically estdthe matters raised in the
Warning Letter by seeking FDA clearance
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pursuant to a 510(k) for our Version 1 technolo@ased on these discussions with the FDA, we intersdibmit a 510(k) for our Version 1
technology with the FDA to address the mattersedhia the Warning Letter. In this regard, on Nobem2, 2007, we submitted to the FDA a
pre-IDE that describes the specifics of our inteh8i#0(k) filing approach and the reproducibilitydies that we propose to perform in
connection therewith. The FDA has not yet indidatdether the submission would be a 510(k) de aovds10(k). Moreover, the FDA may
determine that a pre-market approval applicatior®MA, is the appropriate path forward for us witispect to our stool-based DNA
technology. The FDA may also determine that addéi clinical studies, which could be costly amddiintensive, are required in connection
with our submission, or that our proposal is otlisewnadequate. There can be no assurance théilimgiiof a 510(k) for our Version 1
technology will bring us into compliance with theatters raised by the FDA in the Warning Letterthat the FDA will not issue a similar let!
to LabCorp or otherwise require LabCorp to stopwfig its PreGen-Plus testing service during tlyelegory clearance process.

Following submission of our filing for oMersion 1 technology, we intend to engage in disicus with the FDA to determine the
appropriate regulatory approval path for our Ver2aechnology. The clearance or approval proftgsany version of our DNA-based
technologies may require, among other things, ssfally completing additional clinical and otheudies, may require a PMA (rather than a
510(k)) and may also necessitate us submittingpaeket clearance notices or PMAs with the FDA faidtiple versions of our technology
simultaneously or in sequence, all of which coakktsubstantial time and resources including imvest by us of substantial additional funds.

There can be no assurance that any veo$ioar stool-based DNA technology will be clearecpproved by the FDA, that our proposed
510(k) approach will satisfy the FDAregulatory requirements for our Version 1 tecbhgglor any subsequent version of its technologyhal
such FDA clearance or approval process can be aetpwithout significant delays or expense. We matyhave sufficient funds to complete
any FDA regulatory clearance or approval processtfio DNA-based technologies. Ongoing complianié WDA regulations could also
increase the cost of conducting our business, subgand LabCorp to inspection by FDA and to #guirements of FDA and penalties for
failure to comply with these requirements. Moragwee cannot assure you that the commercial sélBsegsenPlus will not be delayed, halt
or prevented during the regulatory approval processthat the FDA will not initiate enforcement iact, which could involve criminal or civil
penalties and cause material harm to our busingdditionally, LabCorp could decide to stop offegithe current version of PreGen-Plus,
could decide not to launch the Version 2 technol@gyould decide to defer any potential futurentzluof the Version 2 technology until that
version has been approved or cleared by the FD&ydf, any of which would materially increase oosts, limit our revenue and cause mat
harm to our business and result in impairmentsuofi@ed assets or capitalized patent portfolio.

Colorectal Cancer Screening Guidelines. On June 7, 2007 we were informed by officialshef ACS that the release of updated color
cancer screening guidelines, which are being didftethe ACS/MSTRERC, would not be issued in June 2007. No additiorformation wat
available regarding when the process would be ceragl The timing and determination as to whetremldiased DNA screening is includec
colorectal cancer screening guidelines is outsfdmipcontrol. We cannot assure you that a degisdgarding stool-based DNA will be made
or that stool-based DNA screening will ever beuded in colorectal cancer screening guidelinesuifstool-based DNA screening
technologies are not included in colorectal cascegening guidelines for sufficiently broad andufficiently frequent use within the
population, or if inclusion or notification of ingdion in such screening guidelines is significadyayed, our business, financial condition and
results of operations would be materially adverséigcted. In such event, we could be requirefditiher significantly curtail our operations.
In addition, an adverse guidelines determinatiandoesult in the impairment of the recorded vadfieur patent portfolio ($0.5 million at
September 30, 2007) or our fixed assets. Moreavemcannot assure you that the Warning Letter aaiders relating to the regulatory statu
stool-based DNA screening in general, or PreGes-Rlparticular, will not adversely affect the gelides process, including by delaying a
guidelines answer or by excluding stool-based DN#esning from the colorectal cancer screening diniele altogether.

Amendments to LabCorp License Agreement.

Second Amendment to LabCorp License Agreement - On June 27, 2007, we entered into a second amendane®econd Amendment, to
our license agreement with LabCorp. The Secondrdment modified LabCorp’s exclusive rights to oudMtechnology for colorectal
cancer screening to permit us to license our tddgydo select third-party organizations and conuiaservice laboratories, subject to
LabCorp’s preferential pricing terms, and to exteathCorp’s modified exclusive period under the Aahment until December 31, 2010.
Additionally, the Second Amendment clarifies thghis and obligations with respect to our Versidachnology for colorectal cancer
screening.

The Second Amendment also revised certédestone and royalty obligations of LabCorp. Thiéestones were revised to eliminate
milestone payments aggregating $15 million basexhygwlicy-level reimbursement approval from key @ayincluding Medicare and the
inclusion of stool-based DNA screening in clinipahctice guidelines. As revised, we may be el@fbl up to an aggregate of $40 million in
milestone payments, all of which now relate todbkievement of significant sales thresholds. R@stue to us under the Second
Amendment are equal to 15% of LabCorp’s net reveifiteen tests performed using our DNA technologgised
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under the Second Amendment, and could increasé%oiflLabCorp achieves a significant annual Pre@&rs net revenue threshold. LabC
also retains preferential pricing terms over ttpatty organizations and commercial service laboiegdo which we may license our DNA
technology for colorectal cancer screening.

The Second Amendment also eliminated opragimately $3.0 million contingent liability to b&orp resulting from a certain third-party
royalty obligation of LabCorp. Under the termgloé Second Amendment, we will potentially be oligbto reimburse LabCorp for certain
third-party royalties payments if LabCorp’s thirdsfy royalty rate is greater than a specified riyyedte during the measuring period, as
outlined in the table below. Our liability to pagbCorp pursuant to this provision of the SecondeAdment is based on LabCorp’s sales
volumes of PreGen-Plus during three separate measunt periods, as defined below. A significantéase in PreGen-Plus test sales volumes
during any measurement period, as compared toritistcales PreGen-Plus sales levels volumes, aedlgce our potential obligation to zero
during any measurement period, while test volunoesistent with historical PreGen-Plus sales legeldd result in aggregate payments to
LabCorp totaling up to $3.5 million over the measuent periods. Until sales of PreGen-Plus increasdevel that would reduce this
potential maximum obligation, if ever, we intendré@ord the maximum potential obligation under finsvision of the Second Amendment
ratably on a quarterly basis as a reduction irptiegluct royalty fee line item in our consolidateatesments of operations. Accordingly, based
on the sales levels of PreGen-Plus during the tme@hs ended September 30, 2007, we recordedrgechb$0.3 million under the caption
“Product royalty fees” in our consolidated statetsesf operations. This obligation is recorded im consolidated balance sheets under the
caption “Third party royalty obligation”.

Potential Potential

Minimum Maximum

Third Party Third Party

Royalty Royalty
Measurement Period Measurement Period Obligation During Obligation During
Start Date End Date Measurement Period Measurement Period

June 28, 200 December 31, 200 $ — 3 1,500,00(
January 1, 200 December 31, 200 — 1,000,00(
January 1, 2010 December 31, 201 — 1,000,00(
$ — $ 3,500,00(

In addition, as a result of extending tkelesive license period from August 2008 to Decenf#fH 0, the amortization of the remaining
deferred revenue as of the date of the Second Amentd($4.7 million) related to up-front technold@ense fees received from LabCorp is
amortized on a straight line basis over the extdredelusive license period beginning in the quaeteted September 30, 2007. Additionally,
pursuant to the Second Amendment, we could be atiligto reimburse LabCorp for certain costs reltddsffipure, up to a maximum of $0.3
million during the term of the exclusive period.eWtecorded a liability of $45,000 pursuant to firisvision of the Second Amendment during
the quarter ended September 30, 2007 under thmedtost of product revenue” in our consolidatéataments of operations.

The Second Amendment also provides LabCorp withiteation rights if stool-based colorectal canceesning is not accepted as
standard of care in the near term, if our Versigachnology is not commercially launched in therrteem, or if our Version 2 technology does
not attain certain sensitivity and specificity tbinelds during technology validation.

Third Amendment to LabCorp License Agreement - On August 31, 2007, we entered into the third amesrd, or Third Amendment, to
our exclusive license agreement with LabCorp. Thied Amendment, among other things, added a piate$2.5 million milestone payment
for which we may be eligible. The milestone paytrisiased upon specified minimum policy-level reursement approval from Medicare,
inclusion of stool-based DNA screening in clinipahctice guidelines and the achievement of centaireases in sales levels of PreGen-Plus
over a defined measuring period. In addition,Theed Amendment provides that LabCorp will assurole sesponsibility, at its expense, for
commercial activities related to LabCorp’s stooséad DNA testing service. In accordance with thhedoing, LabCorp also agreed to offer at-
will employment to certain of our former personnel.

2007 Restructuring - In connection with the Third Amendment to ouelise agreement with LabCorp, we notified five emgés and one
employee of their termination from the Company efffee August 31, 2007 and October 31, 2007, respagt which we refer to as the 2007
Restructuring. The 2007 Restructuring was prinbip#esigned to eliminate our sales and marketimgfions to reduce costs and help pres
our cash resources. These restructuring actiwiteze initiated under a plan of termination dessdiin SFAS No. 146Accounting for Costs
Associated with Exit or Disposal Activiti, or SFAS No. 146, pursuant to which we recordatfueturing charges of approximately $0.8
million during the three months ended Septembe2807 under
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generally accepted accounting principles. Theuestring charges generally include one-time teation benefits arising under retention and
severance agreements with each of the terminatptbgees.

Total restructuring charges of $0.8 million inclddg0.6 million in severance and related benefitxegpected to be paid in cash
through May 2008, and $0.2 million in non-cash ktbased compensation charges. We extended bymonéhs, to August 31, 2008, the
expiration date of stock options to purchase up2®,052 shares, with a weighted average exercise pf $6.41 per share, held by
employees that were terminated as a part of th@ Re®tructuring. Pursuant to the measurement gioms of SFAS No. 123(R), we
recorded one time non-cash stock-based compensdt&rges in connection with these stock option fications.

Amounts remaining in the 2007 Restructuring accat@eptember 30, 2007 are recorded under theood@tccrued expenses” in the
condensed consolidated balance sheets at Sept8Mk007. The right of terminated employees to receive sevagayments from us will |
dependent upon when, and if, the terminated empkgecure employment with another employer dutiegiefined severance period and,
therefore, our estimate of the total restructudhgrges may be adjusted in future periods. Wemoato assess our facility needs and other
operational costs and, as a result, could incuitiaddl restructuring charges in the event we utader additional activities to reduce our
facilities or other operating costs. The followitadple summarizes the restructuring activitiesmythe three months ended September 30,
2007. Amounts included in the table are in thodsan

Balance, Balance,
June 30, Cash Non-cash September 30
Type of Liability 2007 Charges Payments Write -offs 2007
Employee separation cos $ — 3 617 $ (197) $ — 3 420
Total $ — 3 617 $ (197) $ — 3 420

The charges outlined in the table abovéuebec$0.2 million in non-cash stock-based compémsatxpense recorded in connection with
the stock option modifications discussed above.

Reimbursement. On August 1, 2007, we were informed by officialghe Centers for Medicare & Medicaid ServicesCMS, that our
application for a National Coverage Determinationdur stool-based DNA cancer screening technolagy/been accepted. The timing of any
coverage decision by CMS is not within our contWde would not expect CMS to make a coverage detsimner than nine months from the
date of the acceptance of our National Coverager®bation application. There can be no assur#trateCMS will reach a positive coverage
decision regarding our request for a National CagerDetermination. Moreover, even if CMS issupssitive coverage decision for stool-
based DNA screening, such coverage may not pradeguate levels of reimbursement or may not inctadebursement for all current and
future versions of our technologies. Further, wendt believe that CMS has yet determined whethgmpatential coverage decision would
provide for stool-based DNA screening for colorectmcer broadly, or whether any potential CMS cage would relate solely to a particular
version of our technology. Additionally, the FDAepmarket clearance or approval process with réspemr DNA-based colorectal cancer
screening technology may delay, or negatively affedecision by CMS regarding our application fddational Coverage Determination,
which could materially limit our potential revenard cause material harm to our business.

Significant Accounting Policies

This management’s discussion and analysisiofinancial condition and results of operatidga®ased on our consolidated financial
statements, which have been prepared in accordetitaccounting principles generally accepted i thited States. The preparation of tt
financial statements requires us to make estinatdsassumptions that affect the reported amourdass#ts and liabilities and the disclosure of
contingent assets and liabilities at the date effitancial statements as well as the reportedug® and expenses during the reporting peri
On an ongoing basis, we evaluate our estimategualgthents, including those related to revenue reitiog and intangible assets. We base
our estimates on historical experience and on uarather factors that are believed to be appraptiatler the circumstances, the results of
which form the basis for making judgments aboutdheying value of assets and liabilities thatroereadily apparent from other sources.
Actual results may differ from these estimates urdiféerent assumptions or conditions.

The notes to our consolidated financiaiesteents included in our annual report on Form 1fdrkthe year ended December 31, 2006,
which has been filed with the SEC, include a sunynodithe significant accounting policies and methaded in the preparation of our
consolidated financial statements. As describdolave believe that that the following accountpgicies and judgments are most critical to
aid in fully understanding and evaluating our répdifinancial results.
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Revenue Recognition.

License fees - License fees for the licensing of product rightdrgtiation of strategic agreements are recordededarred revent
upon receipt and recognized as revenue on a sti@ighbasis over the license period. On June2R®/, we amended our exclusive
license agreement with LabCorp which, among othedlifitations to the terms of the license, extenttedexclusive license period of
the license with LabCorp from August 2008 througttBmber 2010. Accordingly, we amortize the renmgindeferred revenue
balance at the time of the Second Amendment ($4libm) on a straight-line basis over the remaineglusive license period, which
ends in December 2010.

Product royalty fees - Prior to the effective date of the Second Amenatmneur product royalty fees were based on a sigelcif
contractual percentage of LabCorp’s cash receipta performing PreGen-Plus tests. Accordingly,raerded product royalty fees
based on this specified percentage of LabCorp’s oeeipts, as reported to us each month by LahCorp

Subsequent to the effective date of the@S@@mendment, our product royalty fees are basea specified contractual
percentage of LabCorp’s net revenues from sal@eBen-Plus. Accordingly, subsequent to the effectate of the Amendment, we
will record product royalty fees based on the djegticontractual percentage of LabCorp’s net reesrftom sales of PreGen-Plus, as
reported to us each month by LabCorp. The cunmyalty rate is 15%, subject to increase to 17%héevent that LabCorp achieve
specified significant threshold of annual net rexesnfrom the sales of PreGen-Plus.

Additionally, pursuant to the Second Ameeditn we will potentially be obligated to reimbutsabCorp for certain third-party
royalty payments, as described elsewhere in tipisrte To the extent we incur liabilities in contien with this provision of the
Second Amendment, the accretion of such liabilitvdsbe recorded as a reduction in the productityyfee line item in our
consolidated statements of operations.

Product revenue - Product revenue from the sale of certain comptnefour Effipure™ technology to LabCorp is reczgal
upon transfer of the components provided that pileses, the price is fixed or determinable an@cin of the receivable is probat

Other revenue - Revenue from milestone and other performance-bpagaients will be recognized as revenue when the
milestone or performance is achieved and colleatfcthe receivable is estimable and probable.

Patent Costs. Patent costs are capitalized as incurred andraggtized beginning when patents are issued ovestmated useful life of
five years. Capitalized patent costs are expenped disallowance of the patent, upon a decisionsip no longer pursue the patent, or when
the related intellectual property is deemed to déonger of value to us.

The following table summarizes activity viespect to our capitalized patents for the nioetis ended September 30, 2007 and 2006.
Amounts included in the table are in thousands.

Nine Months Nine Months
Ended September 30, Ended September 30,
2007 2006

Patents, net of accumulated amortizat

January 1, 200 $ 763 $ 1,41¢
Patent costs capitalize 36 186
Amortization of patent (112) (461)
Write-offs of patent: (237) (305)
Patents, net of accumulated amortizat

September 30, 20( $ 450 $ 839

Capitalized patent costs written off durthg nine months ended September 30, 2007 wereaplynthe result of our determination that
would likely not pursue commercialization of centé&chnologies which were unrelated to intellecpraperty
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licensed to LabCorp for PreGen-Plus. Patent waite-during the nine months ended September 307 2050 included the write-off of certain
costs with respect to a capitalized pending patpptication not critical to LabCorp’s PreGen-Plesting service that was not approved by the
U.S. Patent and Trademark Office.

We apply SFAS No. 14Accounting for the Impairment or Disposal of Lonigdd Assets and for Long-Lived Assetgich requires us 1
continually evaluate whether events or circumstar@e occurred that indicate that the estimatexirdng useful life of londived assets ar
certain identifiable intangibles may warrant reotsor that the carrying value of these assets redynpaired. Such events may include whe
stool-based DNA screening is included in colorecsalcer screening guidelines or a change in thdatxgy requirements for PreGen-Plus.
We did not record any impairment charges durirgyar ended December 31, 2006.

Stock-Based Compensation . We adopted SFAS No. 123(R) effective January 16260ng the modified prospective transition method.
SFAS No. 123(R) requires all share-based paymergmployees, including grants of employee stociooptand shares purchased under an
employee stock purchase plan (if certain parametersiot met), to be recognized in the financiaeshents based on their fair values. SFAS
No. 123(R) did not change the accounting guidancsliar-based payment transactions with parties other ¢h@ployees provided in SFAS
No. 123, as originally issued and EITF-18 Accounting for Equity Instruments That Are Isswe®ther Than Employees for Acquiring, or in
Conjunction with Selling, Goods or ServiceBrior to January 1, 2006, we accounted for stmaded compensation under the provisions of
Accounting Principles Board Opinion No. 2&;counting for Stock Issued to Employees

We believe that full consideration has bgeen to all relevant circumstances that we maguigect to, and the financial statements
accurately reflect our best estimate of the reqfltsperations, financial position and cash floassthe periods presented.

Critical Accounting Estimate

Third Party Royalty Obligation . Under the terms of our amended license agreemdnthabCorp, we are potentially liable to reimburse
LabCorp for a certain third-party royalty paymerdde by LabCorp in connection with its sales of Rre®Ilus. Our potential liability is
described under the section “Recent Developmeiisi@ In connection with this obligation, we reded a charge of $0.3 million under the
caption “Product royalty fees” in our consolidastdtements of operations during the three montdedBeptember 30, 2007. This obligation
is recorded in our consolidated balance sheetsruhdecaption “Third party royalty obligation”.

Recent Accounting Pronouncements

In June 2006, the FASB issued FASB Intagtien No. 48 Accounting for Uncertainty in Income Taxes—an Iptetation of FASB
Statement No. 10%r the Interpretation. The Interpretation clasfthe accounting for uncertainty in income taseg®gnized in an enterprise’
financial statements in accordance with FASB Stat@mlo. 109Accounting for Income TaxesThe Interpretation prescribes a recognition
threshold and measurement attribute for the firdrstatement recognition and measurement of adaitipn taken or expected to be taken in a
tax return. The Interpretation also provides gn@aon derecognition, classification, interest padalties, accounting in interim periods,
disclosure and transition. The Interpretationfisative for fiscal years beginning after Decemb8r 2006. We adopted the Interpretation
effective January 1, 2007 and it did not have eenetimpact on our consolidated results of operstj financial position or cash flows.

In September 2006, FASB issued StatementlBl6,Accounting for Fair Value Measurementsr SFAS No. 157. SFAS No. 157 clarifi
the principle that fair value should be based @nabsumptions market participants would use whieingran asset or liability and establishe
fair value hierarchy that prioritizes the inforntatiused to develop those assumptions. Under &énelatd, fair value measurements would be
separately disclosed by level within the fair vafierarchy. SFAS No. 157 is effective for finad@tatements issued for fiscal years beginning
after November 15, 2007 and interim periods withiose fiscal years, with early adoption permitt¥de do not expect the adoption of this
standard to have a material impact on our congeliteesults of operations, financial position cstcélows.

In September 2006, the SEC issued Stafbating Bulletin (SAB) No. 108Considering the Effects of Prior Year Misstatemeavtien
Quantifying Misstatements in Current Year Finan@#&tementsor SAB No. 108. SAB No. 108 provides guidancetmconsideration of the
effects of prior year misstatements in quantifyigrent year misstatements for the purpose of @niadity assessment. SAB No. 108
establishes an approach that requires quantifitatidinancial statement errors based on the effenteach of the compamsybalance sheet al
statement of operations and the related finantaament disclosures. SAB No. 108 permits exigpiaiglic companies to record the cumula
effect of initially applying this approach in thiest year ending after November 15, 2006 by recaydhe necessary correcting adjustments to
the carrying values of assets and liabilities athef
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beginning of that year with the offsetting adjustrineecorded to the opening balance of retainedirgsn Additionally, the use of the
cumulative effect transition method requires detaiflisclosure of the nature and amount of eaclviohahl error being corrected through the
cumulative adjustment and how and when it arodee adoption of SAB No. 108 in the first quartefis€al 2007 did not have any impact on
our financial statements.

In June 2007, the FASB issued EITF Issue@Ne3,Accounting for Nonrefundable Advance Payments fuodS or Services to Be Usec
Future Research and Development Activi, or EITF 07-3. EITF 07-3 requires that nonrefusldaadvance payments for goods or services to
be received in the future for use in research awtldpment activities should be deferred and cligéih The capitalized amounts should be
expensed as the related goods are delivered sethiiees are performed. EITF 07-3 is effectiverfew contracts entered into during fiscal
years beginning after December 15, 2007. We areictly analyzing the effect, if any, EITF -3 will have on our financial position and
results of operations.

Results of Operations

Revenue. Total revenue decreased to $0.1 million for tireé¢ months ended September 30, 2007 from $1.bmftr the three months
ended September 30, 2006 and decreased to $2idmfidt the nine months ended September 30, 2a07 $3.6 million for the nine months
ended September 30, 2006. Revenue is primarilyposed of amortization of up-front technology licerises associated with our amended
license agreement with LabCorp that are being dnsaiton a straight-line basis over the exclusigerise period, which ends in December
2010 and, to a lesser extent, royalties on LabGmales of PreGen-Plus, and sales of Effipure tmitebCorp.

The decrease in total revenue for the threkenine months ended September 30, 2007 as cechfzathe same periods for the prior year
was primarily the result of lower narash license fee amortization revenue resulting fitee Second Amendment to our license agreemeh
LabCorp. Total revenues also decreased as a sauliecrease in product royalty fees.

During 2006, LabCorp informed the FDA thiay were working on changes to PreGen-Plus thaticdiminate the use of Effipure. We,
therefore, do not expect to record material reveriten the sale of Effipure components to LabCarprdy 2007 or beyond. The loss of this
revenue during 2007 is not expected to have a mhiepact on our total revenues.

The prospective impact of our amended Beesgreement with LabCorp on our license fee revamd our product royalty fee revenue is
described under the section “Recent Developmeihisie

Cost of revenue. Total cost of revenue includes both the costftiptre components sold to LabCorp as well as the& of product
royalty revenue owed to third parties for technglogrrently incorporated into PreGen-Plus. Dur28§6, we wrote-off the cost of our
remaining Effipure inventory as a result of LabCsmpecision to discontinue use of Effipure in thegessing of PreGen-Plus tests. There can
be no assurance that LabCorp will be able to ifieati alternative process for Effipure in conneetwith LabCorp’s processing of the PreGen-
Plus test, which could result in interruption ire tAreGen-Plus testing service and could matetaliyn our business. There can also be no
assurance that LabCorp will cease using Effipurtaénprocessing of PreGen-Plus tests if LabCorfs do¢ have a suitable alternative to
Effipure in place. As of December 31, 2006 andtS&mper 30, 2007, the carrying value of our Effipumeentory was $0. Under the terms of
the Second Amendment to our license agreementhaiiCorp, we may be obligated to pay LabCorp upmaaimum of $250,000 in
connection with certain costs related to Effipi#45,000 of which was charged to cost of sales irconsolidated statements of operations for
the three months ended September 30, 20007.

Total cost of revenue decreased to $46f00the three months ended September 30, 2007 $10&,000 for the three months ended
September 30, 2006 and decreased to $49,000 foirteenonths ended September 30, 2007 from $783¢#0Be nine months ended
September 30, 2006. The decrease in the cosbdfipt revenue for the three months ended SepteBh@007 as compared to the same
period of the prior year was primarily the resdltawer Effipure write-offs during the quarter embd8eptember 30, 2007 as compared to the
three months ended September 30, 2006. The dedret® cost of product revenue for the nine meetided September 30, 2007 as
compared to the nine months ended September 36,286 primarily due to $0.7 million in write-off$ Bffipure inventory during the nine
months ended September 30, 2006 resulting from bgii€decision to discontinue use of Effipure ie firocessing of PreGen-Plus tests.

Research and development expenses. Research and development expenses were $1i0midr the three months ended September 30,
2007 compared to $1.7 million for the three morghded September 30, 2006. The decrease in theertiorths ended September 30, 2007 as
compared to the same period of 2006 was primaréyrésult of the cost reduction plan undertakezoimection with the 2006 Restructuring
and described under the heading “RestructuringdwelPursuant to the 2006 Restructuring, we todioas to reduce our headcount across all
departments in order to lower our overall costcitrre and focused our research
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and development organization on the optimizatiosh zalidation of our Version 2 technology. Includadhe decrease in research and
development expenses for the three months endeadr8leer 30, 2007, as compared to the three monttede®eptember 30, 2006, were
decreases of $0.3 million in personnel-related pgps, $0.1 million in laboratory supplies, $0.1liil in clinical study expenses, and $0.1
million in laboratory operating costs resultingrfradhe reduction in the size of our research anéldgwment force from 19 employees at
September 30, 2006 to eight employees at SepteBih&007.

Research and development expenses decreea$8d million for the nine months ended Septen@@e 2007 from $5.6 million for the ni
months ended September 30, 2006. This decredseéucreductions of $0.8 million in personnel-rethexpenses, $0.5 million in laboratory
supplies, $0.4 million in laboratory operating spstnd $0.3 million in clinical study expensesoéiwhich resulted from the restructuring
activities discussed above. These decreases ratogpexpenses were partially offset by an inceéasion-cash stock-based compensation
expense of $27,000, resulting primarily from thetassociated with issuing 100,000 shares of omneoon stock to Oncomethylome Sciences
S.A., or OMS, on June 14, 2007 pursuant to theserha Manufacturing and Supply Agreement with OMS.

Sales and marketing expenses. Sales and marketing expenses decreased to $ilch iior the three months ended September 307200
from $1.1 million for the three months ended SeftenB80, 2006. Sales and marketing expenses decdré@m$1.4 million for the nine months
ended September 30, 2007 from $3.8 million forrtime months ended September 30, 2006. These desresre primarily due to reductions
of $0.4 million and $1.2 million, respectively, prersonnel-related expenses for the three and nimths ended September 30, 2007 when
compared to the same periods of 2006 as a resalteduction in the size of our sales and markdbnge from 16 employees at September 30,
2006 to zero employees at September 30, 2007.edaitbed under the heading “Restructuring” belawlily 2007, we eliminated our sales
and marketing functions, effective August 31, 200his workforce reduction also drove reductionsim stock-based compensation expense
recorded under SFAS No. 123(R), which decrease®Di® million and $0.6 million, respectively, foretlhree and nine months ended
September 30, 2007 when compared to the same pexid@006. We also reduced our external advedjsimarketing and promotional
spending by $0.1 million and $0.6 million, respeely, during the three and nine months ended SdpeB0, 2007 as compared to the three
and nine months ended September 30, 2006.

General and administrative expenses. General and administrative expenses increasd.8million for the three months ended
September 30, 2007, compared to $1.7 million ferttiree months ended September 30, 2006. Theasekgas primarily the result of higher
non-cash stock-based compensation expense due &zctkleration of the vesting of 216,251 sharegmupiviously unvested stock options,
with a weighted average exercise price of $2.94hare, held by Don M. Hardison, our former Prasidad Chief Executive Officer, as well
as the extension of the expiration date of all of Mardison’s outstanding options, covering an aggte of 1,025,560 shares, through August
31, 2009. Mr. Hardison resigned from the Compdiscive August 31, 2007, and, pursuant to a sejparagreement between the Company
and Mr. Hardison, Mr. Hardison is prohibited frogllimig, prior to August 31, 2009, any of the shavsésommon stock obtained upon the
exercise of any accelerated stock options. In ection with these stock option modifications, weargled one-time stock-based compensation
charges of approximately $0.7 million in the quageded September 30, 2007 in accordance withrihggions of SFAS No. 123(R). General
and administrative expenses increased to $5.2omiftir the nine months ended September 30, 2007 $4.8 million for the nine months
ended September 30, 2006. This increase was piyrttee result of an increase of $0.5 million inmoash stock-based compensation expense
as a result of the stock option modifications diéset above with respect to Mr. Hardison. This é@ase was partially offset by a decrease of
$0.2 million in salary and benefit costs due teduction in general and administrative headcourinduhe quarter ended September 30, 2007
as compared to the same period of the prior year.

Restructuring.
2006 Restructuring. In October 2006, we initiated a plan to reduceamst structure by eliminating 21 positions, or 48%6ur staff at the

time, across all departments. This workforce rédaovas intended to reduce our expenses and nef@gve our existing cash and cash
equivalents. Since the 2006 Restructuring, owrtsfthave been focused on:

* the pursuit of inclusion of stool-based DNA testingcreening guidelines of the major guidelinegaoiizations, including the
guidelines that will result from the joint efforté the American Cancer Society and the U.S. Mutilisty Task Force on Colorectal
Cancer, or ACS/MSTF-CRC, a consortium of severghoizations including representatives of the Anari€ollege of
Gastroenterology, American Gastroenterological Aggimn, American Society for Gastrointestinal Esclmpy and the American
College of Physicians/Society of Internal Medicine;

* Medicare coverage pursuit for stool-based DNA ibegti
* the pursuit of licensing arrangements relatinguosiool-DNA technologies; and
¢ validation and optimization of our Version 2 tecloyy.
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Pursuant to the 2006 Restructuring, we accruedyelsasf $0.7 million in the quarter ended Decemle2B06 in connection with ortene
employee termination benefits, including severaam outplacement services. We recorded changestimates to the restructuring accrual of
$29,000 in connection with adjustments to estimafeme-time employee termination benefits, inahgdseverance and outplacement services,
during the nine months ended September 30, 2007.

2007 Restructurin g. In connection with the Third Amendment to ourlesove license agreement with LabCorp, during thedtquarter
of 2007, we terminated five employees and one eyggl@ffective August 31, 2007 and October 31, 2885hectively. The 2007
Restructuring was principally designed to eliminate sales and marketing functions to reduce aosishelp preserve our cash
resources. These restructuring activities wetéited under a plan of termination described in SF¥0. 146 pursuant to which we recorded
restructuring charges of approximately $0.8 millchrring the three months ended September 30, 208&rgenerally accepted accounting
principles. The restructuring charges generaltjude one-time termination benefits arising undgemtion and severance agreements with
each of the terminated employees. Since the 2@8T&cturing, our efforts have been focused on:

* the pursuit of inclusion of stool-based DNA testingcreening guidelines of the major guidelinegaoiizations, including the
guidelines that will result from the joint efforté the ACS/MSTF-CRC,;

Medicare coverage pursuit for stool-based DNA hegti
¢ validation and optimization of our Version 2 tectogy; and
¢ the pursuit of FDA clearance for our stool-basedAdd¢reening technologies.

We account for restructuring charges in accordavite SFAS No. 146. SFAS No. 146 requires thaahility for a cost associated with
exit or disposal activity be recognized and measingially at its fair value in the period in whiche liability is incurred, except for one-time
termination benefits that meet specified requiretsien

Interest income. Interest income decreased to $0.2 million fortthree months ended September 30, 2007 from $0li@mrfior the three
months ended September 30, 2006. Interest incetreased to $0.7 million for the nine months erBleptember 30, 2007 from $1.0 million
for the nine months ended September 30, 2006. eTthesreases were due primarily to lower average, cash equivalents and marketable
securities balances held during the three andmimeths ended September 30, 2007 as compared sane periods of 2006.

Liquidity and Capital Resources

We have financed our operations since inceptiomanily through private sales of preferred stoclyluofferings of common stock in
February 2001 and February 2004 and cash receigadlfabCorp in connection with our license agreeméys of September 30, 2007, we
had approximately $14.8 million in unrestricteditasash equivalents and marketable securities @ridrillion in restricted cash, which has
been pledged as collateral for an outstandingrlefteredit in connection with the lease for ourfdarough, Massachusetts facility.

All of our investments in marketable securities evenprised of fixed income investments and alldegemed available-for-sale. The
objectives of this portfolio are to provide liguigland safety of principal while striving to achéethe highest rate of return, consistent with
these two objectives. Our investment policy linitgestments to certain types of instruments isdyeishstitutions with investment grade cre
ratings and places restrictions on maturities amtentration by type and issuer.

Net cash used in operating activities was $6.4ionilfor the nine months ended September 30, 20@dmpared to $9.7 million for the
same period of 2006. The principal use of caghpierating activities for the nine months ended &eper 30, 2007 and 2006 was to fund our
net loss. The decrease in net cash used in opg&dtivities for the nine months ended SeptembBePB07 as compared to the nine months
ended September 30, 2006 was primarily due to deerein sales and marketing and applied reseagectlisyy as a result of cost reduction
actions taken during 2007 and 2006 which are dgsnliglsewhere in this report. Cash flows from atp@ns can vary significantly due to
various factors, including changes in our operajgmepaid expenses, accounts payable and acorpedses.

Net cash provided by investing activities was $8ilion for the nine months ended September 30,7268 compared to net cash provided
by investing activities of $4.5 million nine montbeded September 30, 2006. Excluding the impaptiafhases and maturities of marketable
securities, net cash used in investing activitias $38,000 and $265,000 for the nine months endpte®ber 30, 2007 and 2006, respectively.

Purchases of property and equipment of $2,000 duhie nine months ended September 30, 2007 werdgisamtly lower than purchases

of property and equipment of $80,000 during theemonths ended September 30, 2006 primarily asudtref the cost reduction actions taken
during 2007 and late 2006. Excluding activitiesttimay be required by the FDA, we expect that pasek of
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property and equipment during 2007 will be lowearttamounts invested during 2006, although stueigsired by the FDA in connection with
our technologies may require that we purchase iadditproperty and equipment in 2007. We also ceduhe expenditures related to our
patent portfolio for the nine months ended Septer8Be2007 compared to the same period of the ggar and we expect that investments
made in our patent portfolio during 2007 will bevier than amounts invested during 2006.

Net cash provided by financing activities was $088,and $339,000 for the nine months ended SepteB®h@007 and 2006,
respectively, and was primarily the result of dases in restricted cash in connection with theeléasour corporate headquarters, and to a
lesser extent, proceeds received from the issuainoc@mmon stock under our employee stock option@mdhase plans.

As a result of the restructuring actions takendA2and 2006, we expect that cash, cash equivaedtshort-term investments on hand at
September 30, 2007 will be sufficient to fund ourrent operations through 2008, based upon ouentioost structure and current assump
regarding the studies and other requirements thdielieve may be necessary to obtain FDA regulatiegrance of the DNA-based colorectal
cancer screening technology described in the Wagrbhéatter. We are currently in discussion with Bi2A regarding the approval process for
our DNA-based technology, however, we have not reachebagraement regarding the studies that would bessry for such approval. 1
costs of any such studies could require us to olatdditional funding before previously expectede W not expect that product royalty
payments or milestone payments from LabCorp wiltarially supplement our liquidity position in thext twelve months, if at all. Under the
terms of our amended license agreement with LabhGeepare eligible to receive up to an aggregat®@t5 million in milestone payments;
$2.5 million of which is based on specified polieyel reimbursement approval from Medicare, inausdf stool-based DNA screening in
clinical practice guidelines and the achievemertasfain increases in sales levels of PreGen-Rlesadefined measuring period, and the
remaining $40.0 million of which relates to the @sfement of certain significant cumulative LabCsgbes thresholds that depend upon
LabCorp’s widespread success with respect to its sd PreGen-Plus. Because these milestone pagraennot expected in the foreseeable
future, if at all, we do not believe that any payrsepursuant to our agreement with LabCorp wilsb#icient or timely enough to meet our
liquidity needs. Accordingly, we will likely neeld raise additional capital in the next twelve ninor further reduce the scale of our
operations, or both. There can be no assurantevéhwill be successful in any future capital nagsefforts, or that we would be able to raise
additional funds at an acceptable price level. iability to fund our operations would have a mialeadverse effect on our business, financial
condition and results of operations.

The table below reflects our estimated fixed oliliyas and commitments as of September 30, 2007:

Payments Due by Period

Less Than More Than
Description Total One Year 1-3Years 3-5 Years 5 Years
(in Thousands)

Obligations under license and collaborative agregs $ 533¢ $ 934 $ 630 $ 630 $ 3,14k
Operating lease obligatiol 2,85C 981 1,86¢ — —
Retention bonus obligations in connection with esgpient

agreement 445 445 — — —
Purchase obligatior 367 367 — — —
Total $ 9,001 $ 2,727 $ 2,49¢ $ 630 $ 3,14E

Obligations under license and collaboration agregsmepresent on-going commitments under variossareh collaborations and
licensing agreements. Commitments under licensseagents generally expire concurrent with the extigin of the intellectual property
licensed from the third party. Operating leaséieceremaining obligations associated with leafsailities in Marlborough, Massachusetts.
Retention bonus obligations represent commitmentait remaining employees following our October @8structuring. Purchase obligati
primarily represent a potential $0.3 million obliga to reimburse LabCorp for certain costs reldteBffipure as well as commitments
associated with our research and development tetiviAs described under “Recent DevelopmentsVaponder the terms of our amended
license agreement with LabCorp, we may be obligadedimburse LabCorp for a certain third-partyaity, up to an aggregate maximum of
$3.5 million during the period from June 28, 20Biugh December 31, 2010. Payment of this potdidlaility is dependent upon LabCorp’s
sales levels of PreGen-Plus and is therefore mhided in the table above. Additionally, as weksteereduce our lease and facility related
operating costs, we could incur short-term, oneetausts in connection with subleasing a portioawffacility. We do not have any special
purpose entities or any other off balance sheanfiing arrangements.

Our anticipated future capital requirements inc|uulé are not limited to, continued funding of a@velopment efforts, including product

development and FDA submissions, clinical and ostedies required for such FDA submissions, andiicoed investment in our intellectual
property estate. Our future capital requiremerdy odepend on many factors, including the following:
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the inclusion of stool-based DNA screening in cettal cancer screening guidelines of major guiésliorganizations (including the
ACS/MSTF-CRC) and the timing thereof;

* the specific regulatory requirements for PreGersPUersion 2 and any subsequent versions of oint#ogy, or other stool-based
DNA testing services utilizing our technologiesddhe timing of any required regulatory clearanceagproval process;

*  our ability to attract third parties to support development of an FDA-cleared or approved prodased on our technologies;

* acceptance, endorsement and formal policy appafabol-based DNA screening for reimbursement ladMare and other third-
party payers;

*  our ability to receive milestone payments undersitategic agreement with LabCorp and the timindj rieeipt, if any, of such
payments from LabCorp;

* adetermination that additional studies surroundingtechnologies are needed;

* asustained level of interest and commitment byQap in the commercialization of PreGen-Plus;

¢ the ability and commitment by LabCorp to market anamote PreGen-Plus;

* stool-based DNA screening becoming a standardrefamong prescribing physicians;

* the scope of and progress made in our researctemdopment activities;

¢ threats posed by competing technologies;

* new out-licensing arrangements relating to ourrietdgies;

* the successful commercialization and sales grofvBr@Gen-Plus, or other stool-based DNA testinglpcts or services utilizing our
technologies; and
a shift in our strategic direction or entry intoanmarkets.

Until such time as some or all of the factors ol above are in place, we do not expect matenanue growth. Moreover, if our stool-
based DNA screening technology is not includedendolorectal cancer screening guidelines of omaae of the major organizations issuing
guidelines recommendations, or if inclusion or ficdition of inclusion in such screening guideline$fimited in any respect (for example, in
terms of the specific version of our technologyh® frequency of use or population for whom stoaddrl DNA screening may be
recommended), or is significantly delayed, our bess, financial condition and results of operatiwpsld be materially adversely affected and
our business direction may change. In such eventyould likely be required to further significanturtail our operations. Additionally, if
Version 1 technology is not cleared or approvedhgyFDA in the near term, LabCorp could decidetop ®ffering the current version of Pre-
Gen Plus. Furthermore, LabCorp could decide ntauoch Version 2 of its testing service, or codéatide to defer any potential future launch
of Version 2 of its testing service until that iershas been approved or cleared by the FDA, if.et&ither of these situations will limit our
revenue and materially adversely affect our busiresl cash reserves. Moreover, if our pursuitioh Elearance or approval delays approval
under our Medicare application for a National Caggr Determination, or if the FDA status of our temlbgy causes the Centers for Medicare
and Medicaid Services to reject our applicatiorright or to let the time for consideration of thgpécation expire without a positive decision,
this will materially adversely affect our businesgl we may never be successful.

We cannot assure you that our business will eveemgge sufficient cash flow from operations, ot the will be able to liquidate our
investments or obtain financing when needed ordels. Further, to the extent that additionalitedyis raised through the sale of equity or
convertible debt securities, the issuance of tsesarities could result in significant dilutiondar stockholders.

Off-Balance Sheet Arrangements

As of September 30, 2007, we had no off-balancetsireangements.
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Item 3. Quantitative and Qualitative Disclosures Aout Market Risk

Our exposure to market risk is principally confirtecbur cash, cash equivalents and marketableifesurWe invest our cash, cash
equivalents and marketable securities in securitiese U.S. government and its agencies and iestment-grade, highly liquid investments
consisting of commercial paper, bank certificatedeposit and corporate bonds, all of which areentty invested in the U.S. and are class
as available-for-sale. We place our cash equitsiamd marketable securities with high-quality ficial institutions, limit the amount of credit
exposure to any one institution and have estaldigineestment guidelines relative to diversificateamd maturities designed to maintain safety
and liquidity.

Based on a hypothetical ten percent adverse movementerest rates, the potential losses in fukamnings, fair value of risk-sensitive
financial instruments, and cash flows are immakeaithough the actual effects may differ mateyidtbm the hypothetical analysis.

Item 4. Controls And Procedures

As of the end of the period covered by this repeg,carried out an evaluation, under the supemviaitd with the participation of our
management, including our Chief Executive Officed aur Chief Financial Officer, of the effectivesasf the design and operation of our
disclosure controls and procedures pursuant to R2del5b promulgated under the Exchange Act of 1884mended. Based upon that
evaluation, our Chief Executive Officer and our €Htinancial Officer concluded that, as of Septen@fk 2007, our disclosure controls and
procedures were effective in enabling us to reqordgess, summarize and report information requidsk included in our periodic SEC
filings within the required time period. Our digsure controls and procedures include, withouttéitian, controls and procedures designed to
ensure that information required to be discloseddin the periodic reports filed with the SEC és@mulated and communicated to our
management, including our principal executive, fiicial and accounting officers, or persons perfogrdimilar functions, as appropriate to
allow timely decisions regarding required discl@sur

During the fiscal quarter covered by this repdrére have been no significant changes in intematrol over financial reporting that have
materially affected, or are reasonably likely totenilly affect, our internal control over finantiaporting.
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Part Il - Other Information
Iltem 1A. Risk Factors
Factors That May Affect Future Results

We operate in a rapidly changing environment thadives a number of risks that could materiallyeaffour business, financial condition
or future results, some of which are beyond outrobn In addition to the other information settfoin this report, the risks and uncertainties
that we believe are most important for you to cdesare discussed in Part I, “ltem 1A. Risk Fac¢torour Annual Report on Form 10-K for
the fiscal year ended December 31, 2006. Thera@reaterial changes to the risk factors descrbexdir Annual Report on Form 1for the
fiscal year ended December 31, 2006 other thangdsaset forth in our Quarterly Report on Form 1fQthe period ended June 30, 2007 and
changes to the risk factors listed below to upétateecent developments with the U.S. Food and Dxdministration, or FDA. Additional
risks and uncertainties not presently known toagch we currently deem immaterial or which areikinto those faced by other companies in
our industry or business in general, may also impai business operations. If any of the foregaiskgs or uncertainties actually occurs, our
business, financial condition and operating resutiald likely suffer.

If we or LabCorp fail to comply with FDA requirements, we or LabCorp may be limited or prohibited in our ability to commercialize stool-
based DNA testing for colorectal cancer and may be subject to stringent penalties.

Since the commercial launch of PreGen-Plus, Lab®@agoffered its testing service as an in-houseldped laboratory test, or
“homebrew” testing service. On October 11, 206¥RBDA sent a warning letter to us, which we refeas the Warning Letter, with respect to
the PreGen-Plus testing service, indicating thaGGen-Plus is a Class Il medical device and thediithot be commercially distributed without
an appropriate pre-market approval or clearance fiee FDA. We are currently in communication wtitle FDA to specifically address the
matters raised in the Warning Letter and to deteentine appropriate regulatory approval procesedolve the matters raised in the Warning
Letter.

In an in-person meeting with the FDA on OctoberZ®)7, we presented a proposal to specifically esidthe matters raised in the
Warning Letter by seeking FDA clearance pursuaat 560(k) premarket clearance notice, or 510(k), for the tecbgwlthat is the basis for tl
PreGen-Plus testing service, or our Version 1 teldygy. Based on these discussions with FDA, wenidtto submit a 510(k) for our Version 1
technology with the FDA to address the matterserhia the Warning Letter. In this regard, on Nobem2, 2007, we submitted to the FDA a
pre-IDE that describes the specifics of our intehB20(k) filing approach and the reproducibilitydies that we propose to perform in
connection therewith. The FDA has not yet indidatdether the submission would be a 510(k) de @movadb10(k). Moreover, the FDA may
determine that a pre-market approval applicatio®®MA, is the appropriate path forward for us witlspect to our stool-based DNA
technology. The FDA may also determine that addéi clinical studies, which could be costly amddiintensive, are required in connection
with our submission, or that our proposal is otlisewnadequate. There can be no assurance théilimgiiof a 510(Kk) for our Version 1
technology will bring us into compliance with thetters raised by the FDA in the Warning Letterthat the FDA will not issue a similar lett
to LabCorp or otherwise require LabCorp to stopwifiy its PreGen-Plus testing service during tlyellegory clearance process.

Following submission of our filing for our Versidntechnology, we intend to engage in discussiotis thie FDA to determine the
appropriate regulatory approval path for our nexteyation version of stool-based DNA screeningrieldgy for colorectal cancer
screening, or our Version 2 technology. The cleegeor approval process for any version of our Didésed technologies may require,
among other things, successfully completing addéialinical and other studies, may require a PivetHer than a 510(k)) and may also
necessitate us submitting pre-market clearanceestr PMAs with the FDA for multiple versions afrdechnology simultaneously or in
sequence, all of which could take substantial tamé resources including investment by us of sutisteadditional funds.

There can be no assurance that any version oftoolrlsased DNA technology will be cleared or apgdby the FDA, that our proposed
510(k) approach will satisfy the FDA's regulatogguirements for our Version 1 technology or anysggjient version of our technology, or
that such FDA clearance or approval process cambmpleted without significant delays or expensee May not have sufficient funds to
complete any FDA regulatory clearance or approvat@ss for our DNAkased technologies. Ongoing compliance with FDgulations coulc
also increase the cost of conducting our busirsedgect us and LabCorp to inspection by FDA antthéorequirements of FDA and penalties
for failure to comply with these requirements. KEaver, we cannot assure you that the commercies$ sdlPreGen-Plus will not be delayed,
halted or prevented during the regulatory apprpvatess, or that the FDA will not initiate enforaamhaction, which could involve criminal or
civil penalties and cause material harm to ourress. Additionally, LabCorp could decide to stffgring the current version of PreGen-Plus,
could decide not to launch the Version 2 technol@gycould decide to defer any potential futurenletuof the Version 2 technology until that
version has been approved or cleared by the FD&ydf, any of which would materially increase oosts, limit our revenue and cause mat
harm to our business and result in impairmentsuofi@ed assets or capitalized patent portfolio.
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We will likely need to raise additional funding, which may not be available on favorable terms, if at all, or without dilution to our
stockholders. If we do not raise any necessary funds, we will need to cut back or terminate some or all aspects of our operations which would
materially adversely affect our business prospects.

We believe that our existing cash, cash equivalamtsinvestment balances will be sufficient to nmetanticipated cash requirements through
2008, based on our current cost structure and muassumptions regarding the clinical and othadisgiand other requirements that we believe
may be necessary to obtain FDA approval of Verdiof our DNA-based colorectal cancer screeningrteldgy. Because we are currently in
discussions with the FDA regarding the approvatpss for our DNA-based technology, it is very difft to predict the actual costs of the
studies and other requirements that will be necgdsaobtain FDA approval. In light of our receiptthe Warning Letter, we believe that the
requirements for regulatory clearance or approfauo Version 1 and Version 2 technologies areljike be significant and that, our current
cash, cash equivalents and marketable securitiendes are likely to be reduced significantly. Wése no current sources of material ongoing
revenue and, accordingly, we will likely need tsesadditional funds in the next twelve monthsdatmue the development and
commercialization of our technologies. The amafradditional capital we will likely need to raidepends on many factors, including:

* theinclusion of stool-based DNA screening in cettal cancer screening guidelines of major guiésliorganizations, including the
ACS/MSTF-CRC, and the timing thereof;

* the specific regulatory requirements for PreGersftu other stool-based DNA testing services utifjour technologies, and the
timing of any required regulatory approval process;

*  our ability to attract third parties to support ttevelopment of an FDA-cleared or approved prodased on our technologies;

* acceptance, endorsement and formal policy appafvabol-based DNA screening for reimbursement ®dMare and other third-
party payors;

*  our ability to achieve milestones under our strategreement with LabCorp;

* adetermination that additional studies surrounaingtechnologies are needed;

* stool-based DNA screening becoming a standardrefamong prescribing physicians;
* the scope of and progress made in our researcterdopment activities;

* the successful commercialization and near termsgglawth of PreGen-Plus, or other stool-based Dégtitig services utilizing our
technologies; and

* ashiftin our strategic direction or entry intoanmarkets.

We cannot be certain that additional capital waldvailable or that our actual cash requiremeritswi be greater than anticipated. If we
require additional capital at a time when investtmebiotechnology or life sciences companies ahiemmarketplace in general is limited du
the then prevailing market or other conditions,may not be able to raise such funds at the timevteadesire or any time thereafter. In
addition, if we raise additional funds through tbguance of equity or convertible debt securities,percentage ownership of our stockholders
could be significantly diluted, and these newlyssd securities may have rights, preferences oilgges senior to those of existing
stockholders. If we obtain additional debt finarggia substantial portion of our operating castv fioay be dedicated to the payment of
principal and interest on such indebtedness, amtettms of the debt securities issued could impa@ggficant restrictions on our operations. [If
we raise additional funds through collaborationd Brensing arrangements, we might be require@liaquish significant rights to our
technologies, or grant licenses on terms that aréawvorable to us. If we are unable to obtaimficing on terms favorable to us, we may be
unable to execute our business plan and we magchared to cease development or commercializati@muotechnology, sell some of all of
our technology or assets or merge with anothetyenti

Item 4. Submission of Matters to a Vote of SecuytHolders

On July 20, 2007, we adjourned our annual meetirgjozkholders to distribute a proxy supplementrding the status of Don M.
Hardison, our former President and Chief Execu@¥icer and a director on our Board of Directo@n August 10, 2007, at our reconvened
annual meeting of stockholders, the stockholdezstetl as a Class | director, to serve for a tlgesa-term, Connie Mack, Il (23,475,985 shi
for; 328,679 shares withheld). The term of offieeeach of Sally W. Crawford, Edwin M. Kania, Irgnce Willsey and Patrick J. Zenner as
directors of the Company continued following th@aa meeting. A proposal to ratify Ernst & YoungR.as the Company’s independent
auditors for fiscal year 2007 was also approved6@B 035 shares for, 137,715 shares against aBd 3 abstained).
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Iltem 6. Exhibits

Exhibit

Number Description

10.1t Non-Employee Director Compensation Policy (previoudldf as Exhibit 10.1 to our Report on Forr-K filed on August 15
2007, which is incorporated herein by referen

10.2%1 Executive Incentive Plan (previously filed as Exhil®).2 to our Report on Forn-K filed on August 15, 2007, which
incorporated herein by referenc

10.3** Third Amendment to Agreement between the RegistradtLaboratory Corporation of America Holdingstedibas of August 3
2007 (previously filed as Exhibit 10.1 to our Repam Form 8-K filed on September 7, 2007, whichirporated herein by
reference)

10.4t Separation Agreement and Release between the Regiahd Don M. Hardison, dated as of August 3D72@reviously filed a
Exhibit 10.2 to our Report on Forn-K filed on September 7, 2007, which is incorpordtecein by reference

31.1 Certification Pursuant to Rule 13-14(a) or Rule 1&-14(a) of Securities Exchange Act of 19

31.2 Certification Pursuant to Rule 13-14(a) or Rule 1£-14(a) of Securities Exchange Act of 19

32.1 Certification Pursuant to 18 U.S.C. Section 1350Adopted Pursuant to Section 906 of the Sarl-Oxley Act of 2002

** Confidential treatment has been requested for pogtiof this exhibit.
t Indicates a management contract or any compensaiaury, contract or arrangement.
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SIGNATURES

Pursuant to the requirements of the Securities &xgé Act of 1934, the Registrant has duly causisddiport to be signed on its behalf by
the undersigned thereunto duly authorized.

EXACT SCIENCES CORPORATIOI

Date: November 6, 20C By: /s/ Jeffrey R. Lube
Jeffrey R. Lube
Presiden
(Authorized Officer)

Date: November 6, 20C By: /s/ Charles R. Carelli, J
Charles R. Carelli, J
Senior Vice President, Chief Financial Officer, d3sarer
and Secretar
(Authorized Officer and Principal Financial Offig¢
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EXHIBIT INDEX

Exhibit

Number Description

10.1t Non-Employee Director Compensation Policy (previptited as Exhibit 10.1 to our Report on Form &iled on August 15,
2007, which is incorporated herein by referen

10.2t Executive Incentive Plan (previously filed as Exhil®).2 to our Report on Forn-K filed on August 15, 2007, which
incorporated herein by referenc

10.3** Third Amendment to Agreement between the RegisaadtLaboratory Corporation of America Holdingstedbas of August 3
2007 (previously filed as Exhibit 10.1 to our Repam Form 8-K filed on September 7, 2007, whichmirporated herein by
reference)

10.4% Separation Agreement and Release between the Regiahd Don M. Hardison, dated as of August 3074@reviously filed a
Exhibit 10.2 to our Report on Forn-K filed on September 7, 2007, which is incorpordiedein by reference

31.1 Certification Pursuant to Rule 13-14(a) or Rule 1£-14(a) of Securities Exchange Act of 19

31.2 Certification Pursuant to Rule 13-14(a) or Rule 15-14(a) of Securities Exchange Act of 19

32.1 Certification Pursuant to 18 U.S.C. Section 1350Adopted Pursuant to Section 906 of the Sarl-Oxley Act of 2002

** Confidential treatment has been requested for pogtiof this exhibit.
T Indicates a management contract or any compensaiary, contract or arrangement.
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Exhibit 31.1

I, Patrick J. Zenner, certify that:

1.

2.

| have reviewed this quarterly report on Form 18f@XACT Sciences Corporation;

Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omététe a material fact necessary to
make the statements made, in light of the circuntgtsi.under which such statements were made, ntetamisg with respect to the period
covered by this report;

Based on my knowledge, the financial statements$ aéimer financial information included in this repdairly present in all material
respects the financial condition, results of operetand cash flows of the registrant as of, amdtfe periods presented in this report;

The registrant’s other certifying officer and | aesponsible for establishing and maintaining disate controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%nd internal control over financial reportirag @efined in Exchange Act Rules
13a-15(f) and 15d-15(f)) for the registrant andéhav

a) Designed such disclosure controls and proceduregused such disclosure controls and procedures tesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known to us
others within those entities, particularly duritg tperiod in which this report is being prepared;

b) Designed such internal control over financial réjpgr; or caused such internal control over finah@orting to be designed under
our supervision, to provide reasonable assuramgadang the reliability of financial reporting attte preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principles;

c) Evaluated the effectiveness of the registrant’sld&ire controls and procedures and presentedsimgport our conclusions about the
effectiveness of the disclosure controls and prores] as of the end of the period covered by #psit based on such evaluation; and

d) Disclosed in this report any change in the regigtsanternal control over financial reporting thatcurred during the registraatnos
recent fiscal quarter (the registrant’s fourth disguarter in the case of an annual report) thatnhaterially affected, or is reasonably
likely to materially affect, the registrant’s inted control over financial reporting; and

The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluatiartexhal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a) All significant deficiencies and material weaknessethe design or operation of internal contratiofinancial reporting which are
reasonably likely to adversely affect the regidfsaability to record, process, summarize and refioancial information; and

b) Any fraud, whether or not material, that involveamagement or other employees who have a significdain the registrant’s
internal control over financial reporting.

Date: November 6, 20C By: /s/ Patrick J. Zenn

Patrick J. Zenne
Executive Chairman and Interim Chief Executive €Hfi




Exhibit 31.2

I, Charles R. Carelli, Jr., certify that:

1.

2.

| have reviewed this quarterly report on Form 18f@XACT Sciences Corporation;

Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omététe a material fact necessary to
make the statements made, in light of the circuntgtsi.under which such statements were made, ntetamisg with respect to the period
covered by this report;

Based on my knowledge, the financial statements$ aéimer financial information included in this repdairly present in all material
respects the financial condition, results of operetand cash flows of the registrant as of, amdtfe periods presented in this report;

The registrant’s other certifying officer and | aesponsible for establishing and maintaining disate controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%nd internal control over financial reportirag @efined in Exchange Act Rules
13a-15(f) and 15d-15(f)) for the registrant andéhav

a) Designed such disclosure controls and proceduregused such disclosure controls and procedures tiesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known to us
others within those entities, particularly duritg tperiod in which this report is being prepared;

b) Designed such internal control over financial réjpgr, or caused such internal control over finah@gaorting to be designed under
our supervision, to provide reasonable assuramgadang the reliability of financial reporting attte preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principles;

c) Evaluated the effectiveness of the registrant’sld&ire controls and procedures and presentedsimgport our conclusions about the
effectiveness of the disclosure controls and prores] as of the end of the period covered by #psit based on such evaluation; and

d) Disclosed in this report any change in the regigtsanternal control over financial reporting thatcurred during the registraatnos
recent fiscal quarter (the registrant’s fourth disguarter in the case of an annual report) thatnhaterially affected, or is reasonably
likely to materially affect, the registrant’s inted control over financial reporting; and

The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluatiartexhal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a) All significant deficiencies and material weaknessethe design or operation of internal contratiofinancial reporting which are
reasonably likely to adversely affect the regidfsaability to record, process, summarize and refioancial information; and

b) Any fraud, whether or not material, that involveamagement or other employees who have a significdain the registrant’s
internal control over financial reporting.

Date: November 6, 20C By: /s/ Charles R. Carelli, J

Charles R. Carelli, J
Senior Vice President, Chief Financial Officer, 3sarer ant
Secretary




Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of EXACTi&Gwes Corporation (the “Company”) on Form 10-Qtfar period ending September 30,
2007 as filed with the Securities and Exchange Cimsion on the date hereof (the “Report”), we, &td. Zenner, Executive Chairman and
Interim Chief Executive Officer of the Company a@darles R. Carelli, Jr., Senior Vice PresidenteCkinancial Officer, Treasurer and
Secretary of the Company, certify, pursuant to 18.0. Section 1350, as adopted pursuant to Se@fiérof the Sarbanes-Oxley Act of 2002,
to our knowledge, that:

(1) The Report fully complies with the requiremeotsSection 13(a) or 15(d) of the Securities ExgeAct of 1934; and

(2) The information contained in the Report fajphgsents, in all material respects, the finanaaldition and results of operations of the
Company.

/s/ Patrick J. Zenne
Patrick J. Zenne
Executive Chairman and Interim Chief Executive €Hfi

November 6, 200

/s/ Charles R. Carelli, J

Charles R. Carelli, J

Senior Vice President, Chief Financial Officer, 3sarer
and Secretar

November 6, 200




