{ .L’  10kWIZARD

FORM 10-Q

CEPHEID - CPHD
Filed: November 05, 2007 (period: September 30, 2007)

Quarterly report which provides a continuing view of a company's financial position




Table of Contents

10-Q - FORM 10-Q

PART |

ITEM 1. FINANCIAL STATEMENTS

ITEM 2. MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT
MARKET RISK

ITEM 4. CONTROLS AND PROCEDURES

PART Il

ITEM 1. LEGAL PROCEEDINGS

ITEM 1A. RISK FACTORS

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF
PROCEEDS

ITEM 3. DEFAULTS UPON SENIOR SECURITIES

ITEM 4. SUBMISSION OF MATTERS TO VOTE OF SECURITY HOLDERS

ITEM 5. OTHER INFORMATION

ITEM 6. EXHIBITS

SIGNATURES

Exhibit Index

EX-10.1 (EXHIBIT 10.1)

EX-31.1 (EXHIBIT 31.1)

EX-31.2 (EXHIBIT 31.2)

EX-32.1 (EXHIBIT 32.1)

EX-32.2 (EXHIBIT 32.2)




Source: CEPHEID, 10-Q, November 05, 2007



Table of Contents

UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

(Mark One)
| QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the quarterly period ended September 30, 2007
OR
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the transition period from to
Commission file number 000-30755
(Exact Name of Registrant as Specified in its Charter)
California 77-0441625
(State or Other Jurisdiction of Incorporation or Organization) (LR.S. Employer Identification No.)
904 Caribbean Drive, Sunnyvale, California 94089-1189
(Address of Principal Executive Office) (Zip Code)

(408) 541-4191
(Registrant’s Telephone Number, Including Area Code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports),
and (2) has been subject to such filing requirements for the past 90 days.

Yes M No 0O

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer.
Large Accelerated Filer O  Accelerated Filer M  Non-Accelerated Filer O

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
OYes ©MNo
As of October 31, 2007 there were 55,500,340 shares of the registrant’s common stock outstanding.
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PART I — FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS

CEPHEID

CONDENSED CONSOLIDATED BALANCE SHEETS

(in thousands, except share data)

ASSETS

Current assets:

Cash and cash equivalents

Marketable securities

Accounts receivable, net

Inventory

Prepaid expenses and other current assets
Total current assets
Property and equipment, net
Restricted cash
Other non-current assets
Intangible assets, net
Goodwill

Total assets

LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities:

Accounts payable

Accrued compensation

Accrued royalties

Accrued collaboration profit sharing

Accrued other liabilities

Accrued expense for patent-related matter

Current portion of deferred revenue

Current portion of license fees payable

Current portion of equipment financing

Current portion of note payable

Total current liabilities

Long-term portion of deferred revenue
Long-term portion of equipment financing
Long-term portion of note payable
Deferred rent

Total liabilities

Commitments and contingencies
Shareholders’ equity:

Common stock, no par value; 100,000,000 shares authorized, 55,442,351 and
54,950,284 shares issued and outstanding at September 30, 2007 and December 31,
2006, respectively

Additional paid-in capital

Accumulated other comprehensive income (loss)

Accumulated deficit

Total shareholders’ equity

Total liabilities and shareholders’ equity

See accompanying notes.

September 30, December 31,
2007 2006
(unaudited)

$ 8,269 $ 17,186
33,050 77,750
26,043 15,246
21,961 10,240

2,379 1,390

91,702 121,812
16,213 14,097

661 661

284 666

41,543 30,425
14,662 —

$ 165,065 $ 167,661
$ 12,254 $ 8,977
5,521 3,319

6,402 3,516

617 3,497

4,608 4,107

— 3,350

4,496 3,913

— 447

— 313

3 11

33,901 31,450

3,085 2,663

— 3

2 41

874 798

37.862 34.955
253,788 251,132
22,755 15,065
281 5)
(149,621) (133.,4806)

127.203

$ 165065

132,706

$ 167,661

————
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CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

CEPHEID

(in thousands, except per share data)

Revenues:
Instrument sales
Reagent and disposable sales
Total product sales
Contract revenues
Grant and government sponsored research revenue
Total revenues
Costs and operating expenses:
Cost of product sales
Collaboration profit sharing
Research and development
In-process research and development
Selling, general and administrative
Total costs and operating expenses
Loss from operations
Other income (expense):
Interest income
Interest expense
Other income (expense), net
Other income, net
Net loss

Basic and diluted net loss per share

Shares used in computing basic and diluted net loss per

share

(unaudited)
Three Months Ended Nine Months Ended
September 30, September 30,
2007 2006 2007 2006
$ 15,911 $ 7,287 $ 32,142 $ 15,855
18.105 15,360 47,525 44.945
34,016 22,647 79,667 60,800
2,024 987 5,808 2,275
289 128 3.571 694
36,329 23,762 89,046 63,769
19,966 13,281 47,722 36,357
2,729 3,813 8,957 11,467
8,371 5,568 22,732 17,204
— 139 — 139
10,856 6,146 28.389 19.213
41,922 28,947 107,800 84,380
(5,593) (5,185) (18,754) (20,611)
621 1,299 2,175 3,191
(5) (28) (19) (353)
236 (56) 463 89
852 1,215 2,619 2,927
$ (4741 $ (3,970) $ (16,135) $ (17.684)
$  (0.09) $§  (0.07) $ (0.29) $ (0.34)
55,356 54,771 55,174 51,448

See accompanying notes.
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CEPHEID

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash flows from operating activities:
Net loss

(in thousands)
(unaudited)

Adjustments to reconcile net loss to net cash used in operating activities:

Depreciation and amortization

Amortization of intangible assets

Amortization of imputed interest

In-process research and development
Amortization of prepaid compensation expense

Stock-based compensation related to employees and non-employees

Deferred rent

Changes in operating assets and liabilities:
Accounts receivable
Inventory
Prepaid expenses and other current assets
Other non-current assets
Accounts payable and other current liabilities
Accrued compensation
Accrued expense for patent-related matter
Deferred revenue

Net cash used in operating activities

Cash flows from investing activities:
Capital expenditures
Payments for technology licenses
Cost of Sangtec acquisition, net of cash acquired
Cost of Actigenics acquisition, net of cash acquired
Proceeds from maturities of marketable securities
Purchases of marketable securities
Proceeds from the sale of fixed assets

Net cash provided by (used in) investing activities

Cash flows from financing activities:

Net proceeds from the issuance of common shares, exercise of stock options, awards and

ESPP
Principal payment of line of credit
Principal payments under equipment financing
Payment of note payable

Net cash provided by financing activities

Effect of exchange rate change on cash

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

See accompanying notes.

Nine Months Ended
September 30,

2007 2006
$ (16,135) $ (17,684)
4,023 3,541
3,141 2,009
— 191
— 139
247 29
7,299 5,193
76 59
(9,336) 1,261
(9,540) (1,603)
(709) (517)
210 —
3,219 (1,710)
914 (582)
(3,350) —
759 (1.351)
(19,182) (11,025)
(4,666) (5,145)
(4,737) (9,300)
(27,372) —
(82) (1,037)
46,500 37,950
(1,800) (98,950)
24 —
7.867 (76.482)
2,656 95,559
— (4,000)
(316) (3,906)
(46) —
2,294 87,653
104 — 0
(8,917) 141
17,186 16,072
$§ 8269 $ 16,213
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CEPHEID
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

1. Organization and Summary of Significant Accounting Policies
Organization and Business

Cepheid (the “Company”) was incorporated in the State of California on March 4, 1996. The Company is a molecular diagnostics
company that develops, manufactures, and markets fully-integrated systems for genetic analysis in the Clinical Molecular Diagnostic,
Industrial and Biothreat markets. The Company’s systems enable rapid, sophisticated molecular testing for organisms and
genetic-based diseases by automating otherwise complex manual laboratory procedures.

The condensed consolidated balance sheet at September 30, 2007, the condensed consolidated statements of operations for the
three and nine months ended September 30, 2007 and 2006, and the condensed consolidated statements of cash flows for the nine
months ended September 30, 2007 and 2006 are unaudited. In the opinion of management, these condensed consolidated financial
statements reflect all adjustments (consisting of normal recurring adjustments) that are necessary for a fair presentation of the results
for and as of the periods shown. The accompanying condensed consolidated financial statements have been prepared in conformity
with accounting principles generally accepted in the United States. However, certain information or footnote disclosures normally
included in financial statements prepared in accordance with generally accepted accounting principles have been condensed or omitted
pursuant to the rules and regulations of the Securities and Exchange Commission (“SEC”). The results of operations for such periods
are not necessarily indicative of the results expected for the remainder of 2007 or for any future period. The condensed consolidated
balance sheet as of December 31, 2006 is derived from audited financial statements as of that date but does not include all of the
information and footnotes required by accounting principles generally accepted in the United States for complete financial statements.
These condensed consolidated financial statements should be read in conjunction with the consolidated financial statements and
related notes included in our Annual Report on Form 10-K for the fiscal year ended December 31, 2006 filed with the SEC.

Principles of Consolidation

The condensed consolidated financial statements of Cepheid include the accounts of the Company and its wholly-owned
subsidiaries after elimination of intercompany transactions and balances. In August 2006, the Company’s French subsidiary acquired
Actigenics SA (“Actigenics”). In February 2007, the Company acquired Sangtec Molecular Diagnostics AB (“Sangtec”). The
condensed consolidated financial statements include the results of operations of Actigenics and Sangtec subsequent to their respective
acquisition dates of August 8, 2006 and February 14, 2007. The functional currency of the French subsidiary is the Euro, and the
functional currency of the Swedish subsidiary is the Swedish Krona; accordingly, all gains and losses arising from foreign currency
transactions in currencies other than the functional currency are included in the condensed consolidated statements of operations.
Adjustments resulting from translating the financial statements of foreign subsidiaries into U.S. Dollars are reported as a separate
component of accumulated other comprehensive loss in shareholders’ equity.

Use of Estimates

The preparation of condensed consolidated financial statements in conformity with accounting principles generally accepted in the
United States requires management to make estimates and assumptions that affect the amounts reported in the condensed consolidated
financial statements and accompanying notes. Actual results could differ from these estimates.

Inventory

Inventory is stated at the lower of standard cost (which approximates actual cost) or market, with cost determined on the
first-in-first-out method. Allocation of fixed production overheads to conversion costs is based on normal capacity of the production.
Abnormal amounts of idle facility expense, freight, handling costs and spoilage are expensed as incurred and not included in overhead.

Source: CEPHEID, 10-Q, November 05, 2007
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The components of inventories were as follows (in thousands):

September 30, December 31,

2007 2006
Raw Materials $ 8,709 $ 4910
Work in Process 7,483 2,587
Finished Goods 5,769 2,743
$ 21,961 $ 10,240

Intangible Assets

Intangible assets related to licenses are recorded at cost, less accumulated amortization. Intangible assets related to technology
acquired in acquisitions and other intangible assets are recorded at fair value at the date of acquisition, less accumulated amortization.
Intangible assets are amortized over their estimated useful lives, ranging from 3 to 20 years, on a straight-line basis, except for
intangible assets acquired in the acquisition of Sangtec, which are amortized on the basis of economic useful life. The Company
reviews its intangible assets for impairment under Statement of Financial Accounting Standards (“SFAS”) No. 144, “Accounting for
the Impairment or Disposal of Long-Lived Assets”. The Company conducts the impairment review when events or circumstances
indicate the carrying value of a long-lived asset may be impaired by estimating the future undiscounted cash flows to be derived from
an asset to assess whether or not a potential impairment exists. If the carrying value exceeds the Company’s estimate of future
undiscounted cash flows, an impairment value is calculated as the excess of the carrying value of the asset over the Company’s
estimate of its fair market value. Events or circumstances which could trigger an impairment review include a significant adverse
change in the business climate, an adverse action or assessment by a regulator, unanticipated competition, significant changes in the
Company’s use of acquired assets, the Company’s overall business strategy, or significant negative industry or economic trends. There
were no impairment charges recorded in any of the periods presented.

The recorded value and accumulated amortization of major classes of intangible assets at September 30, 2007 were as follows (in
thousands):

Accumulated Net Book
Recorded Value Amortization Value
Licenses $ 40,678 $ 9,275 $ 31,403
Technology acquired in acquisitions 8,613 233 8,380
Other 2.170 410 1,760
$ 51,461 $ 9,918 $ 41,543

Included in licenses was $19.9 million in connection with a patent license agreement with F. Hoffman-La Roche Ltd., effective
July 1, 2004. The net book value of this license was $15.8 million and $16.7 million at September 30, 2007 and December 31, 2006,
respectively.

Amortization expense of intangible assets was $1.1 million and $0.6 million for the three months ended September 30, 2007 and
2006, respectively, and $3.1 million and $2.0 million for the nine months ended September 30, 2007 and 2006, respectively. The
expected future annual amortization expense of intangible assets recorded on our condensed consolidated balance sheet as of
September 30, 2007 is as follows, assuming no impairment charges (in thousands):

Amortization

For the Years Ending December 31, Expense

2007 (remaining three months) $ 1,091
2008 4,560
2009 4,866
2010 4,825
2011 4,731
Thereafter 21,470
Total expected future annual amortization $ 41,543

Source: CEPHEID, 10-Q, November 05, 2007
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Warranty Provision

The Company warrants its instrument products to be free from defects for a period of 12 to 15 months from the date of sale and its
disposable products to be free from defects, when handled according to product specifications, for the stated life of such products.
Accordingly, a provision for the estimated cost of warranty repair or replacement is recorded at the time revenue is recognized. The
Company’s warranty provision is established using management’s estimates of future failure rates and of the future costs of repairing
any instrument failures during the warranty period or replacing any disposable products with defects. The activities in the warranty
provision for the three and nine months ended September 30, 2007 and 2006 consisted of the following (in thousands):

Three Months Ended Nine Months Ended
September 30, September 30,
2007 2006 2007 2006
Balance at beginning of period $ 408 $ 195 $ 316 § 470
Costs incurred and charged against reserve (69) (26) (122) (405)
Provision for warranty 124 67 269 171
Balance at end of period $ 463 § 236 § 463 § 236

Revenue Recognition

In accordance with Staff Accounting Bulletin No. 104, “Revenue Recognition”, the Company recognizes revenue from product
sales when there is persuasive evidence that an arrangement exists, delivery has occurred, the price is fixed or determinable and
collectibility is reasonably assured. No right of return exists for the Company’s products except in the case of damaged goods. The
Company has not experienced any significant returns of its products. Contract revenues include fees for technology licenses and
research and development services, royalties under license and collaboration agreements. Contract revenue related to technology
licenses is generally fully recognized only after the license period has commenced, the technology has been delivered and no further
involvement of the Company is required. When the Company has continuing involvement related to a technology license, revenue is
recognized over the license term. Royalties are typically based on licensees’ net sales of products that utilize the Company’s
technology, and royalty revenues are recognized as earned in accordance with the contract terms when the royalties can be reliably
measured and their collectibility is reasonably assured, such as upon the receipt of a royalty statement from the customer. Shipping
and handling costs are included in cost of product sales.

The Company recognizes revenue from product sales and contract arrangements. From time to time, the Company enters into
revenue arrangements with multiple deliverables. Multiple element revenue agreements entered into on or after July 1, 2003 are
evaluated under Emerging Issues Task Force (“EITF”) Issue No. 00-21, “Revenue Arrangements with Multiple Deliverables” (“EITF
00-21”), to determine whether the delivered item has value to the customer on a stand-alone basis and whether objective and reliable
evidence of the fair value of the undelivered item exists. Deliverables in an arrangement that do not meet the separation criteria in
EITF 00-21 must be treated as one unit of accounting for purposes of revenue recognition. Advance payments received in excess of
amounts earned, such as funds received in advance of products to be delivered or services to be performed, are classified as deferred
revenue until earned.

Grant and government sponsored research revenue and contract revenue related to research and development services are
recognized as the related services are performed based on the performance requirements of the relevant contract. Under such
agreements, the Company is required to perform specific research and development activities and is compensated either based on the
costs or costs plus a mark-up associated with each specific contract over the term of the agreement or when certain milestones are
achieved.

Stock-Based Compensation

The Company follows the accounting provisions of SFAS No.123 (revised 2004), “Share-Based Payment” (“SFAS 123(R)”), for
share-based awards granted to employees and directors, including employee stock option awards, restricted stock and employee stock
purchases made under our Employee Stock Purchase Plan (“ESPP”), using the estimated grant date fair value method of accounting in
accordance with SFAS No. 123(R). The Company recognizes the fair value of its stock option awards on a straight-line basis over the
requisite service period of each award, which is generally four years. Stock-based compensation to non-employees is determined in
accordance with SFAS No. 123(R) and EITF Issue No. 96-18, “Accounting for Equity Instruments That Are Issued to Other Than
Employees for Acquiring, or in Conjunction with Selling, Goods, or Services”.

8
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The stock-based compensation expense in the condensed consolidated statement of operations for the three and nine months ended
September 30, 2007 and 2006 was as follows (in thousands):

Three Months Ended Nine Months Ended
September 30, September 30,
2007 2006 2007 2006
Cost of product sales $ 229 $ 153 $ 530 $ 531
Research and development 1,378 597 3,169 1,915
Selling, general and administrative 1.394 806 3.600 2,747
Total stock-based compensation expense $ 3,001 $ 1,556 $ 7,299 $§ 5,193

The impact of stock-based compensation expense on basic and diluted net loss per share was $0.05 and $0.03 for the three months
ended September 30, 2007 and 2006, respectively, and $0.13 and $0.10 for the nine months ended September 30, 2007 and 2006,
respectively. In addition, stock-based compensation cost of approximately $0.6 million and $0.2 million was included in inventory as
of September 30, 2007 and December 31, 2006, respectively.

The fair value of stock options granted to employees and shares purchased by employees under the ESPP for the three and nine
months ended September 30, 2007 and 2006 was estimated using the following assumptions:

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

OPTION SHARES:

Expected Term (in years) 5.00 5.00 5.00 5.00

Volatility 0.62 0.96 0.67 0.97

Expected Dividends 0.00% 0.00% 0.00% 0.00%

Risk Free Interest Rates 4.46% 4.84% 4.57% 4.89%

Estimated Forfeitures 6.76% 15.34% 6.76% 15.34%

Weighted Average Fair Value $9.89 $ 6.14 $7.18 $ 6.69
ESPP SHARES:

Expected Term (in years) 1.25 1.25 1.25 1.25

Volatility 0.46 0.49 0.47 0.49

Expected Dividends 0.00% 0.00% 0.00% 0.00%

Risk Free Interest Rates 4.78% 5.08 4.95% 5.01

Weighted Average Fair Value $5.38 $ 3.35 $3.94 $ 3.42

Income Taxes

In June 2006, the Financial Accounting Standards Board (“FASB”) issued Interpretation No. 48, “Accounting for Uncertainty in
Income Taxes — an interpretation of FASB Statement No. 109” (“FIN 48”). FIN 48 clarifies the recognition threshold and
measurement attribute for the financial statement recognition and measurement of a tax position taken or expected to be taken in a tax
return. FIN 48 also provides guidance on de-recognition, classification, interest and penalties, accounting in interim periods,
disclosure and transition. As a result of the implementation of FIN 48 on January 1, 2007, the Company recognized no material
adjustment in the liability for unrecognized income tax benefits. On January 1, 2007 and September 30, 2007, the Company had an
immaterial amount of unrecognized tax benefits, none of which would affect its effective tax rate if recognized.

The Company recognizes interest and penalties related to uncertain tax positions in income tax expense. For the three and nine
months ended September 30, 2007, the Company did not recognize any interest or penalties related to uncertain tax positions in the
condensed consolidated statements of operations, and at September 30, 2007, the Company had no accrued interest or penalties.

The Company is subject to U.S. federal income tax as well as income tax of multiple state jurisdictions. The Company has
substantially concluded all U.S. federal income tax matters for years through December 31, 2002. Substantially all material state, local
and foreign income tax matters have been concluded for years through December 31, 2001.

The Company anticipates that the total unrecognized tax benefits will not significantly change due to the settlement of audits and

the expiration of statute of limitations prior to September 30, 2008.
9
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Net Loss per Share

Basic net loss per share has been calculated based on the weighted-average number of common shares outstanding during the
period. Shares used in diluted net loss per share calculations exclude anti-dilutive common stock equivalent shares, consisting of stock
options and restricted awards. These anti-dilutive common stock equivalent shares totaled 8,923,332 and 7,434,183 at September 30,
2007 and 2006, respectively.

Comprehensive Loss

Comprehensive loss includes net loss as well as other comprehensive income or loss. Other comprehensive income or loss consists
of foreign currency translation adjustments and unrealized gains and losses on available-for-sale securities. The following table
presents the calculation of comprehensive loss, including components of other comprehensive loss (in thousands):

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

Net loss $ (4,741) $ (3,970) $ (16,135) $ (17,684)
Other comprehensive loss:

Foreign currency translation adjustments 349 (67) 286 (10)

Unrealized gain on available-for-sale securities — — — 5
Comprehensive loss $ (4.392) $ (4,037) $ (15,849) $ (17.689)
Reclassification

Certain amounts reported in the condensed consolidated statement of cash flows for the nine months ended September 30, 2006
have been reclassified to conform to the current period presentation.

Recent Accounting Pronouncements

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements” (“SFAS 1577). SFAS 157 defines fair value,
establishes a framework for measuring fair value in generally accepted accounting principles, and expands disclosures about fair value
measurements. SFAS 157 does not require any new fair value measurements, rather, it applies under existing accounting
pronouncements that require or permit fair value measurements. SFAS 157 is effective for fiscal years beginning after November 15,
2007. The Company will adopt SFAS 157 as required. The Company is currently evaluating the impact of SFAS 157 on its
consolidated financial statements.

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities —
Including an Amendment of FASB Statement No. 115” (“SFAS 159”). The fair value option established by SFAS 159 permits all
entities to choose to measure eligible items at fair value at specified election dates. A business entity will report unrealized gains and
losses on items for which the fair value option has been elected in earnings (or another performance indicator if the business entity
does not report earnings) at each subsequent reporting date. The fair value option: (a) may be applied instrument by instrument, with a
few exceptions, such as investments otherwise accounted for by the equity method; (b) is irrevocable (unless a new election date
occurs); and (c) is applied only to entire instruments and not to portions of instruments. SFAS 159 is effective as of the beginning of
fiscal years beginning after November 15, 2007. The Company is currently evaluating the impact of SFAS 159 on its consolidated
financial statements.

2. Segment and Significant Concentrations
The Company and its wholly owned subsidiaries operate in only one business segment.

The Company currently sells its products through its direct sales force and through third-party distributors. There was one direct
customer that accounted for 27% and 38% of total product sales for the three and nine months ended September 30, 2007. There was
one direct customer that accounted for 53% and 59% of total product sales for the three and nine months ended September 30, 2006.
The Company has distribution agreements with Fisher Scientific Company L.L.C. and VWR International to market the Cepheid
SmartCycler system in the U.S. and Canada. The Company also has several regional distribution arrangements throughout Europe,
Japan, South Korea, China, Mexico and other parts of the world. The following table provides a breakdown of product sales by
geographic region for the three and nine months ended September 30, 2007 and 2006:

10
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Three Months Ended Nine Months Ended
September 30, September 30,
2007 2006 2007 2006
(As a percent of total product sales)

Product Sales Geographic information:

North America 81% 87% 80% 89%
Europe 17% 10% 19% 9%
Japan and other _2% _ 3% _ 1% _2%
Total product sales 100% _100% _100% 100%

No single country outside of the United States represented more than 10% of the Company’s total revenues, total net assets or total
net property, plant and equipment in any period presented.

3. Patent License Agreement

On January 16, 2007, Cepheid entered into a sublicense agreement with bioMerieux S.A. (“bioMerieux”), pursuant to which
bioMerieux granted Cepheid a non-exclusive, worldwide, irrevocable sublicense to certain patents that relate to the diagnosis of
methicillin resistant staphylococcus aureus. The patents are owned by Kainos Laboratories Inc. and Professor Keiichi Hiramatsu and
have been exclusively licensed to bioMerieux with the right for bioMerieux to sub-license.

Under the sublicense agreement, and subject to certain limitations set forth therein, Cepheid will be able to use the licensed rights
to develop and sell products for use in connection with its GeneXpert and SmartCycler platforms. In exchange for such rights,
Cepheid agreed to pay an initial license fee of 3.0 million euros (approximately $4.0 million) and quarterly royalties based on net
product sales during the term of the sublicense agreement, which expires when the last of the patents licensed under the agreement
expires. The license fee was paid in the first quarter of 2007 and is being amortized on a straight-line basis over the useful life of
approximately 9 years, with the amortization recorded as part of the cost of product sales.

4. Collaboration Profit Sharing

Collaboration profit sharing represents the amount that we pay to Applied Biosystems Group under our collaboration agreement to
develop reagents for use in the Biohazard Detection System developed for the United States Postal Service. Under the agreement,
computed gross margin on anthrax cartridge sales are shared equally between the two parties. As of September 30, 2007 and
December 31, 2006, the accrued profit sharing liability was $0.6 million and $3.5 million, respectively. Collaboration profit sharing
expense was $2.7 million and $3.8 million for the three months ended September 30, 2007 and 2006, respectively, and $9.0 million
and $11.5 million for the nine months ended September 30, 2007 and 2006, respectively. The total revenues and cost of sales related
to these cartridge sales are included in the respective balances in the condensed consolidated statement of operations.

5. Collaboration and Other Agreements

On January 16, 2007, the Company entered into a collaboration agreement with bioMerieux for the development, production and
marketing of a line of sepsis and hospital acquired pneumonia (“HAP”) products, based upon the Company’s real-time polymerase
chain reaction (“PCR”) technologies. Both companies will jointly develop the products, with the initial development program relating
to sepsis products for bacterial and fungal identification assays, as well a series of genetic markers for antibiotic resistance. Cepheid
will exclusively manufacture these Cepheid products. bioMerieux will market and distribute these products on an exclusive worldwide
basis. Each party will bear its own costs of joint development. Cepheid will sell the products to bioMerieux at an agreed upon price.
The term of the collaboration agreement is 15 years following the latest date that a sepsis product or HAP product is successfully
launched and may be terminated earlier under certain circumstances.

In September 2007, the contract with the Centers for Disease Control and Prevention for the development of a rapid Point-of-Care
in vitro diagnostic product to detect influenza viruses A and B, and the HSN1 “Avian Influenza” virus in human respiratory specimens
was terminated.

In August 2007, the Company entered into a five-year master purchase order with Northrop Grumman for the purchase of up to
$200 million in anthrax test cartridges and associated materials. The anthrax test is currently used in Biohazard Detection System units
installed at United States Postal Service (“USPS”) mail processing centers nationwide. The agreement covers the USPS fiscal years of
2007 through 2011. Under the terms of the agreement, the purchase quantity of anthrax tests will be determined on an annual basis,
based on the USPS fiscal year of October 1 through September 30.
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6. Contingencies

A complaint filed on December 22, 2005, in the United States District Court for the District of Utah by Idaho Technology, Inc.
(“Idaho Technology”) and University of Utah Research Foundation was served on the Company in March 2006. The complaint
alleged that the Company infringed certain patents licensed by the University of Utah Research Foundation to Idaho Technology.

On January 2, 2007, the Company entered into a Settlement and Cross-License Agreement (the “Settlement Agreement”) with
Idaho Technology regarding certain Company and Idaho Technology intellectual property (the “Intellectual Property”). The
Settlement Agreement provided that the parties dismiss with prejudice litigation related to the Intellectual Property. In addition, the
Settlement Agreement provides each of the parties with a non-exclusive, worldwide, fully paid, non-terminable, irrevocable license to
certain of the other’s patents for use in their respective lines of products and contains certain covenants by each of the parties not to
sue the other. Pursuant to the Settlement Agreement, the Company made a payment of $3.35 million to Idaho Technology in
January 2007. As of December 31, 2006, the settlement amount was accrued and recorded as an expense in the consolidated statement
of operations. Although the Company believed it would not be held liable for infringement had the issue ultimately gone to litigation,
it came to the conclusion to settle the litigation. The Company made the Settlement Agreement and payment to avoid incurring
significant legal costs to defend its case. The Company’s belief that it did not infringe Idaho Technology’s patents was based on the
Company’s detailed legal analysis by outside counsel that the patents referenced in the litigation were either not being infringed and/or
that the patents referenced were potentially invalid, due to prior art not specified or referenced in the patents. Due to the fact that the
Company did not believe there to be any validity to the patent infringement case, it did not ascribe any value to future product sales
and recorded the whole amount as fiscal 2006 expense.

Cepheid responds to claims arising in the ordinary course of business. In certain cases, management has accrued estimates of the
amounts it expects to pay upon resolution of such matters, and such amounts are included in other accrued liabilities. Should Cepheid
not be able to secure the terms it expects, these estimates may change and will be recognized in the period in which they are identified.
Although the ultimate outcome of such claims is not presently determinable, management believes that the resolution of these matters
will not have a material adverse effect on Cepheid’s financial position, results of operations and cash flows.

7. Acquisition

On February 14, 2007, Cepheid completed the purchase of 100% of the outstanding stock of Sangtec, a company located in
Bromma, Sweden, from Nycomed-owned Altana Technology Projects GmbH. Sangtec is a broad-based PCR molecular diagnostics
company that develops and manufactures products for standardized nucleic acid testing of infectious diseases. The acquisition will
allow Cepheid to provide a line of products for potential use in managing infections of immuno-compromised patients, a research and
development operation to develop and expand its clinical test products, and a reagent manufacturing base in Europe. Subsequent to the
acquisition, Sangtec’s name was changed to Cepheid AB.

The acquisition was accounted for as a purchase transaction in accordance with SFAS No. 141, “Business Combinations”, and
accordingly, the tangible and intangible assets acquired and liabilities assumed were recorded at their estimated fair value at the date
of the acquisition. The aggregate purchase price of the acquisition was approximately $27.3 million, including $26.5 million cash (net
of $0.6 million cash acquired) and $0.8 million direct acquisition costs. The following table summarizes the preliminary allocation of
the purchase price based on the estimated fair values of the assets acquired and liabilities assumed at the date of acquisition (in
thousands).

Current assets $ 3,571
Property, plant and equipment 1,337
Intangible assets 9,970
Current liabilities (2,197)
Goodwill 14,662
$27,343
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The acquired intangible assets consisted of the following:

Existing technology

Contract manufacturing agreement
Distributor relationships
Trademark

Weighted

Average

Fair Value Useful Life

(in thousands) (in years)
$ 7,800 9
1,700 5
400 9
70 3

$ 9970

The amortization expense related to the existing technology and contract manufacturing was recorded as cost of product sales, and
the amortization expense related to distributor relationships and trademark was recorded as selling, general and administrative
expense. Total amortization expense recorded for the three and nine months ended September 30, 2007 was $0.2 million and

$0.5 million, respectively.

The following table provides pro forma financial information assuming the acquisition of Sangtec had occurred at the beginning of

each period presented (in thousands, except per share data):

Three Months Ended Nine Months Ended
September 30, September 30,
2007 2006 2007 2006
Total revenues $36,329 $25,109 $ 90,244 $ 70,440
Net loss (4,741) (5,617) (16,738) (19,115)
Basic and diluted net loss per share (0.09) (0.10) (0.30) 0.37)
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

Forward-Looking Statements

This Quarterly Report on Form 10-Q, including this Management s Discussion and Analysis of Financial Condition and Results of
Operations, contains forward-looking statements that are based upon current expectations. These statements are forward-looking
statements within the meaning of the Private Securities Litigation Reform Act of 1995. In some cases, you can identify
forward-looking statements by terminology such as “may”, “will”, “should”, “expect”, “plan”, “anticipate”, “believe”, “estimate”,
“intend”, “potential” or “continue” or the negative of these terms or other comparable terminology. Forward-looking statements
involve risks and uncertainties. Our actual results and the timing of events could differ materially from those anticipated in our
forward-looking statements as a result of many factors, including, but not limited to, the following: the scope and timing of actual
United States Postal Service (“USPS”) funding of the Biohazard Detection System (“BDS”); the rate of environmental testing using
the BDS conducted by the USPS, which will affect the amount of consumable products sold; unforeseen development and
manufacturing problems; the need for additional licenses for new tests and other products and the terms of such licenses, lengthy
sales cycles in certain markets; the performance and market acceptance of our new products; our ability to obtain regulatory
approvals and introduce new products into the Clinical Molecular Diagnostic market; our ability to successfully develop and sell
products in the Clinical Molecular Diagnostic market; the success of our development agreements with third parties, our reliance on
distributors and other third parties to market, sell and support our products; the occurrence of unforeseen expenditures, acquisitions
or other transactions; our ability to integrate the businesses, technologies, operations and personnel of acquired companies, our
success in increasing our direct sales, the impact of competitive products and pricing; our ability to manage geographically-dispersed
operations, underlying market conditions worldwide and the other risks set forth under “Risk Factors” and elsewhere in this report,
and we can not guarantee future results, levels of activity, performance or achievements. We assume no obligation to update any of
the forward-looking statements after the date of this report or to conform these forward-looking statements to actual results.

OVERVIEW

We are a broad-based molecular diagnostics company that develops, manufactures, and markets fully-integrated systems for testing
in the Clinical Molecular Diagnostics, Industrial and Biothreat markets. Our systems enable rapid, sophisticated molecular testing for
organisms and genetic-based diseases by automating otherwise complex manual laboratory procedures. Molecular testing involves a
number of complicated and time-intensive steps, including sample preparation, DNA amplification and detection. Our easy-to-use
systems integrate these steps and analyze complex biological samples in our proprietary test cartridges. We are currently the only
company to have obtained Clinical Laboratory Improvement Amendments (CLIA) moderate complexity categorization for an
amplified molecular test system and an associated specific infectious disease test on the market in the United States. Our efforts are
currently focused on those applications where rapid molecular testing is particularly important, such as identifying infectious diseases
and cancer in the Clinical Molecular Diagnostic market; food, agricultural and environmental testing in the Industrial market; and
identifying bio-terrorism agents in the Biothreat market.

Our two principal system platforms are the SmartCycler and GeneXpert systems. The SmartCycler system integrates DNA
amplification and detection to allow rapid analysis of a sample. The GeneXpert system integrates sample preparation in addition to
DNA amplification and detection. The GeneXpert system is designed for a broad range of user types ranging from reference
laboratories and hospital central laboratories to satellite testing locations, such as ER and ICU units within hospitals, and doctors’
offices.

The GeneXpert system represents a paradigm shift in the automation of molecular analysis, producing accurate results in a timely
manner with minimal risk of contamination. Our GeneXpert system can provide rapid results with superior test specificity and
sensitivity over comparable systems on the market today that are integrated but have open architectures.

We currently have available a relatively broad menu of tests and reagents for use on our respective systems. Our reagents and tests
are marketed along with our systems on a worldwide basis.

On February 14, 2007, we completed the purchase of 100% of the outstanding stock of Sangtec Molecular Diagnostics AB
(“Sangtec”), a company located in Bromma, Sweden, from Nycomed-owned Altana Technology Projects GmbH. Sangtec is a PCR
molecular diagnostics company that develops and manufactures products for standardized nucleic acid testing of infectious diseases.
The acquisition will allow us to provide a line of products for potential use in managing infections of immuno-compromised patients,
a research and development operation to develop and expand our clinical test products, and a reagent manufacturing base in Europe.
Subsequent to the acquisition, Sangtec’s name was changed to Cepheid AB. The acquisition has been accounted for as a purchase
transaction in accordance with SFAS No. 141, “Business Combinations”; accordingly, the results of Cepheid AB operations have been
included in our consolidated results of operations from the date of acquisition. The purchase price of the acquisition was
approximately $27.3 million, including $26.5 million cash (net of cash acquired) and $0.8 million direct acquisition costs.
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In January 2007, we entered into two agreements with bioMerieux S.A. (“bioMerieux”), a sublicense agreement and a
collaboration agreement. Pursuant to the sublicense agreement, bioMerieux granted us a non-exclusive, worldwide, irrevocable
sublicense to certain patents that relate to the diagnosis of methicillin resistant staphylococcus aureus (“MRSA”). We will be able to
use the licensed rights to develop and sell products for use in connection with our GeneXpert and SmartCycler platforms. In exchange
for such rights, we agreed to pay an initial license fee of approximately $4.0 million and quarterly royalties based on net product sales
during the term of the sublicense agreement. The collaboration agreement is for the development, production and marketing of a line
of sepsis and hospital acquired pneumonia (“HAP”) products, based upon our real-time polymerase chain reaction (“PCR”)
technologies. Both companies will jointly develop the products. We will exclusively manufacture these Cepheid products at an agreed
upon price for bioMerieux, who will market and distribute the products on an exclusive worldwide basis.

In March 2007, we received clearance from the U.S. Food & Drug Administration (“FDA”) to market our GeneXpert enterovirus
(“EV?”) test, which runs on the GeneXpert platform, for the presumptive qualitative detection of EV RNA in cerebrospinal fluid
(“CSF”) as an aid in the laboratory diagnosis of EV infection in patients with a clinical suspicion of meningitis. The Xpert EV test,
designed to detect EV RNA in CSF by reverse-transcription real-time polymerase chain reaction (“RT-PCR”), is the first test of its
type to receive FDA clearance. GeneXpert EV is the first and only RT-PCR test that delivers EV results in less than two and a half
hours compared to up to three and six days for standard culture testing. This was our third clinical in vitro diagnostic test following the
FDA 510(k) clearances of the Xpert Group B Streptococcus (“GBS”) and Smart GBS tests in 2006.

In April 2007, we received clearance from the FDA to market our GeneXpert MRSA test, which runs on the GeneXpert platform,
for the rapid detection of MRSA. GeneXpert MRSA results are delivered in just over one hour, identifying carriers of the potential
pathogen and enabling healthcare organizations to promptly implement the proper infection control measures, leading to lower
hospital acquired infection rates while improving patient care. This was our fourth clinical in vitro diagnostic test.

In August 2007, we entered into a five-year master purchase order with Northrop Grumman for the purchase of up to $200 million
in anthrax test cartridges and associated materials. The anthrax test is currently used in BDS units installed at USPS mail processing
centers nationwide. The agreement covers the USPS fiscal years of 2007 through 2011. Under the terms of the agreement, the
purchase quantity of anthrax tests will be determined on an annual basis, based on the USPS fiscal year of October 1 through
September 30. We have received notice that expected test purchases for fiscal 2008 will be approximately two million cartridges.

In September 2007, we entered into two Veterans Affairs Federal Supply Service Schedule (“VA/FSS”) contracts for our
GeneXpert system and the Xpert MRSA test for the rapid detection of Methicillin-resistant Staphylococcus aureus. The two contracts,
VA/ESS 65 VII and GSA 66, respectively, cover the purchase of Xpert MRSA tests and GeneXpert systems. These two contracts are
expected to streamline the acquisition process and ensure that VA hospitals and other federal agencies can purchase GeneXpert
systems and Xpert MRSA test kits without individual negotiations as they await funding for the next fiscal year.

In September 2007, our contract with the Centers for Disease Control and Prevention for the development of a rapid Point-of-Care
in vitro diagnostic product to detect influenza viruses A and B, and the HSN1 “Avian Influenza” virus in human respiratory specimens
was terminated.

Sales Channels

We sell our products both directly and through other distribution channels. In the United States, we sell through our direct sales
force in the Industrial and Clinical Molecular Diagnostic markets, as well as through non-exclusive distributors, Fisher Scientific
Company L.L.C. and VWR International, in the Industrial market. In Europe, our products are sold primarily through distributors. In
Japan and other parts of the world, we sell solely through distributors. Through our French subsidiary, Cepheid SA, distributors have
been established in Europe, the Middle East, Western Asia and Africa. We expect to continue expanding our sales efforts into other
territories throughout the world.

Revenues

Currently, we derive our revenues primarily from the sales of our two instrument platforms and associated reagents and disposables
in the Clinical Molecular Diagnostic, Industrial, and Biothreat markets, and to a lesser extent from contract and government sponsored
research.

Research and Development

We devote significant resources to research and development, particularly in developing the technologies for our SmartCycler and
GeneXpert platforms and developing tests for use on those platforms. Research and development expenses were approximately $23.9
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million for the year ended December 31, 2006 and $8.4 million and $22.7 million for the three and nine months ended September 30,
2007. We expect that our research and development expenses in 2007 will increase in line with our product development pipeline, our
contract and collaborator revenues and as we complete clinical trials for our MRSA/SA and Factor 2/Factor 5 hemostasis tests and
begin research on other tests.

CRITICAL ACCOUNTING POLICIES, ESTIMATES AND ASSUMPTIONS

We consider our accounting policies related to revenue recognition, impairment of intangible assets, inventory reserve, warranty
accrual, and stock based compensation to be critical accounting policies. A number of significant estimates, assumptions, and
judgments are inherent in our determination of when to recognize revenue, how to evaluate our intangible assets, and the calculation
of our inventory reserve, warranty accrual, and stock-based compensation expense. These estimates, assumptions, and judgments
include deciding whether the elements required to recognize revenue from a particular arrangement are present, estimating the fair
value of an intangible asset, which represents the future undiscounted cash flows to be derived from the intangible asset, and
estimating the amount of inventory obsolescence and warranty costs associated with shipped products and estimating the useful life
and volatility of stock awards granted. We base our estimates and judgments on historical experience and on various other
assumptions that we believe to be reasonable under the circumstances. Actual results could differ materially from these estimates.
Management believes that there have been no significant changes during the three and nine months ended September 30, 2007 to the
items that we disclosed as our critical accounting policies and estimates in Management’s Discussion and Analysis of Financial
Condition and Results of Operation in our 2006 Annual Report on Form 10-K filed with the Securities and Exchange Commission.
For a description of those critical accounting policies, please refer to our 2006 Annual Report on Form 10-K.

RESULTS OF OPERATIONS
Comparison of the Three and Nine Months Ended September 30, 2007 and 2006
Revenues
Product Sales
Three Months Ended September 30, Nine Months Ended September 30,
2007 2006 % Change 2007 2006 % Change
(Amounts in thousands) (Amounts in thousands)
Revenues:
Instrument sales $ 15911 $ 7,287 118% $ 32,142 $ 15,855 103%
Reagent and disposable
sales 18,105 15,360 18% 47,525 44,945 6%
Total product sales 34,016 22,647 50% 79,667 60,800 31%
Contract revenues 2,024 987 105% 5,808 2,275 155%
Grant and government
sponsored research
revenue 289 128 126% 3,571 694 415%
Total revenues $ 36,329 $§ 23,762 53% § 89,046 $ 63,769 40%

We operate in three market areas: Clinical Molecular Diagnostic, Industrial and Biothreat markets. The following table illustrates
product sales in the three market areas as a percentage of total product sales for three and nine months ended September 30, 2007 and
2006:

Three Months Ended Nine Months Ended
September 30, September 30,
2007 2006 2007 2006
(As a % of total product sales)

Product sales by market:

Clinical Molecular Diagnostic 61% 26% 49% 22%
Biothreat 26% 53% 37% 60%
Industrial _13% _21% _14% _18%
Total product sales 100% 100% 100% 100%

Total product sales increased 50% to $34.0 million for the third quarter of 2007 from $22.6 million for the third quarter of 2006
and increased 31% to $79.7 million for the nine months ended September 30, 2007 from $60.8 million for the same period in 2006.
For the three months ended September 30, 2007 compared to the same period in 2006, the increase in instrument sales was primarily

due to an
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increase of $8.1 million of GeneXpert systems sales in the Clinical Molecular Diagnostic market, a major portion of which was to
Veterans Affairs hospitals. Instrument sales in Europe increased $1.0 million. The increase in reagent and disposable sales was
primarily due to sales of $3.7 million of GeneXpert MRSA disposable tests, a major portion of which was to Veterans Affairs
hospitals, and to $2.1 million sales by Cepheid AB. Such increases were partially offset by reduced GeneXpert anthrax test cartridge
sales of $3.1 million to Northrop Grumman/USPS in the Biothreat market. For the nine months ended September 30, 2007 compared
to the same period in 2006, the increase in instrument sales was primarily to due an increase of $11.6 million of GeneXpert systems
sales. Instrument sales in Europe increased $4.0 million. The increase in reagent and disposable sales was primarily due to sales of
$4.1 million of GeneXpert MRSA disposable tests and from $4.8 million sales by Cepheid AB. Such increases were partially offset by
reduced anthrax test cartridge sales of $7.0 million to Northrop Grumman/USPS in the Biothreat market. Product sales to Northrop
Grumman/USPS represented 27% and 53% of our total product sales for the third quarter of 2007 and 2006, respectively, and 38%
and 59% of our total product sales for the nine months ended September 30, 2007 and 2006, respectively.

The following table provides a breakdown of our product sales by geographic regions:

Three Months Ended Nine Months Ended
September 30, September 30,
2007 2006 2007 2006
(As a % of total product sales)

Product Sales by Geographic Regions:

North America 81% 87% 80% 89%
Europe 17% 10% 19% 9%
Japan and other _ 2% _3% _1% _2%
Total product sales 100% 100% 100% 100%

The change in product sales by geographic regions for the three and nine months ended September 30, 2007 compared to the same
periods in 2006 was primarily due to increases in both instrument and reagent and disposable sales in the Clinical Molecular
Diagnostic market in Europe.

No single country outside of the United States represented more than 10% of our total revenues in any period presented.

Contract Revenues

Contract revenues were $2.0 million for the third quarter of 2007 and $1.0 million for the third quarter 2006 and were $5.8 million
and $2.3 million for the nine months ended September 30, 2007 and 2006, respectively. The increase in revenues for the three and
nine months ended September 30, 2007 was primarily due to collaboration agreements which began in the second half of 2006.

Grant and Government Sponsored Research Revenue

Grant and government sponsored research revenue increased to $0.3 million for the third quarter of 2007 from $0.1 million for the
third quarter of 2006 and increased to $3.6 million for the nine months ended September 30, 2007 from $0.7 million for the nine
months ended September 30, 2006. The increase in revenue for the third quarter of 2007 as compared to the prior year period was due
primarily to a program with the National Institutes of Health (“NIH”), which increase was partially offset by a decrease in revenue due
to the completion of a National Cancer Institute (“NCI”) program in the fourth quarter of 2006. Revenue for the nine months ended
September 30, 2007 was derived from programs with the Centers for Disease Control and Prevention (“CDC”) and NIH, revenues
from which started in the first quarter of 2007. Such revenue increase was partially offset by decreased revenue from the completion
of the NCI program. Revenue derived from the program with the CDC was $2.6 million for the nine months ended September 30,
2007.
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Costs and Operating Expenses

Three Months Ended September 30, Nine Months Ended September 30,
2007 2006 % Change 2007 2006 % Change
(Amounts in thousands) (Amounts in thousands)
Costs and operating
expenses:
Cost of product sales $ 19,966 $ 13,281 50% $ 47,722 $ 36,357 31%
Collaboration profit
sharing 2,729 3,813 (28)% 8,957 11,467 (22)%
Research and
development 8,371 5,568 50% 22,732 17,204 32%
In-process research and
development — 139 (100)% — 139 (100)%
Selling, general and
administrative 10,856 6,146 77% 28,389 19,213 48%
Total costs and operating
expenses $ 41,922 $ 28,947 45% $ 107,800 $ 84,380 28%
Cost of Product Sales

Cost of product sales consists of raw materials, direct labor and stock-based compensation expense, manufacturing overhead,
facility costs and warranty costs. Cost of product sales also includes royalties on product sales and amortization of intangible assets
related to technology licenses and intangibles acquired in the purchase of Sangtec. As a result of the increased product sales discussed
above, cost of product sales increased 50% to $20.0 million for the third quarter of 2007 compared to $13.3 million for the third
quarter of 2006 and increased 31% to $47.7 million from $36.4 million for the nine months ended September 30, 2007 and 2006,
respectively. Our product gross margin percentage was 41% for the third quarter of 2007 and 2006. An increase in gross margin
percentage primarily due to increased manufacturing efficiencies and product and regional mix was offset by increased stock-based
compensation expense and amortization of intangible assets associated with the acquisition of Sangtec. Our product gross margin
percentage was 40% for each of the nine month periods ended September 30, 2007 and 2006. The increase in gross margin percentage
primarily due to increased manufacturing efficiencies was offset by amortization of intangible assets associated with the acquisition of
Sangtec.

Collaboration Profit Sharing

Collaboration profit sharing represents the amount that we pay to Applied Biosystems Group under our collaboration agreement to
develop reagents for use in the USPS BDS. Under the agreement, computed gross margin on anthrax cartridge sales are shared equally
between the two parties. The collaboration profit sharing expense was $2.7 million and $3.8 million for the third quarter of 2007 and
2006, respectively, and $9.0 million and $11.5 million for the nine months ended September 30, 2007 and 2006, respectively. The
decrease in collaboration profit sharing was the result of decreased anthrax cartridge sales under the USPS BDS program, and this
expense will remain proportional to the sales of anthrax cartridges under the USPS BDS program.

Research and Development Expenses

Research and development expenses consist of salaries and employee-related expenses, which include stock-based compensation,
clinical trials, research and development materials, facility costs and depreciation. Research and development expenses increased 50%
to $8.4 million for the third quarter of 2007 from $5.6 million for the third quarter of 2006. The increase in research and development
expenses of $2.8 million is primarily due to a $1.6 million increase in salaries and employee-related expenses resulting from our
operational expansion in Europe and the United States, a $0.3 million increase in consulting and a $0.3 million increase in
facility-related costs. Research and development expenses increased 32% to $22.7 million for the nine months ended September 30,
2007 from $17.2 million for the same period of 2006. The increase in research and development expenses of $5.5 million was
primarily due to a $3.4 million increase in salaries and employee-related expenses resulting from our operational expansion in Europe
and the United States, a $0.7 million increase in facility related costs, a $0.2 million increase in consulting costs, and a $0.2 million
increase in travel related expenses. The increases for the three and nine months ended September 30, 2007 also reflect expansion in
our contract, grant and government sponsored research activities. We expect that our quarterly research and development expenses
will increase during the remainder of 2007 as we increase our assay development, begin clinical trials and incur additional costs
associated with other development arrangements.

In-process research and development

In-process research and development of $0.1 million in 2006 represents the one-time write-off of in-process research and
development intangible assets with no alternative future uses that were acquired in the August 2006 acquisition of Actigenics SA.
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Selling, General and Administrative Expenses

Selling, general and administrative expenses consist primarily of salaries and employee-related expenses, which include
commissions and stock-based compensation, travel, facility, legal, accounting and other professional fees. Selling, general and
administrative expenses increased 77% to $10.9 million for the third quarter of 2007 from $6.1 million for the third quarter of 2006.
The increase of $4.8 million included a $2.9 million increase in salaries and employee-related expenses, principally $1.0 million in
commissions, and a $1.3 million increase in legal, accounting, and other professional expenses. Selling, general and administrative
expenses increased 48% to $28.4 million for the nine months ended September 30, 2007 from $19.2 million for the same period of
2006. The increase of $9.2 million included a $5.3 million increase in salaries and employee-related expenses, including $1.8 million
increase in salaries primarily from sales force expansion and a $1.3 million increase in commissions, a $2.4 million increase in legal,
accounting, and other professional expenses, a $0.5 million increase in travel-related expenses, and a $0.3 million increase in
facility-related expenses. The increases for the three and nine months ended September 30, 2007 also reflect expansion in Europe. We
expect our selling and marketing expenses to increase during the remainder of 2007 as a result of the continuing expansion of our
direct sales force in the United States and as we expand our efforts in the Clinical Molecular Diagnostic market, with particular
emphasis on developing the market for our Xpert MRSA test.

Other Income (Expense), Net

Three Months Ended September 30, Nine Months Ended September 30,
2007 2006 % Change 2007 2006 % Change
(Amounts in thousands) (Amounts in thousands)

Other income (expense),

net:

Interest income § 621 $ 1,299 (52)% $ 2,175 $ 3,191 (32)%

Interest expense 4) (28) (82)% (19) (353) (95)%

Other income (expense),

net 236 (56) 521)% 463 89 420%

Total other income, net $§ 852 $ 1215 (30)% $ 2,619 § 2927 (1H)%

Other income (expense), net consists of interest income, interest expense and other income (expense). For the third quarter of 2007,
interest income decreased to $0.6 million from $1.3 million for the third quarter of 2006 primarily due to the use of marketable
securities for the first quarter of 2007 for the acquisition of Sangtec. Such use of marketable securities was also the primary factor in
interest income decreasing $1.0 million to $2.2 million for the nine months ended September 30, 2007 compared to the same period of
2006. The decrease in interest expense of $0.3 million for the nine months ended September 30, 2007 as compared to the same period
of 2006 was primarily due to repayment of the line of credit during the first quarter of 2006. Other income (expense), net increased by
$0.3 million and $0.4 million for the three and nine months ended September 30, 2007, as compared to the same periods of 2006. Such
increases were primarily the result of the weakening of the U.S. Dollar during 2007.

LIQUIDITY AND CAPITAL RESOURCES
Cash and Cash Flow

As of September 30, 2007, we had $42.0 million in cash and cash equivalents and marketable securities (including $0.7 million in
restricted cash). Our total cash and marketable securities used for the nine months ended September 30, 2007 was $53.6 million,
which consisted of $19.2 million used for operating activities, $27.4 million for the acquisition of Sangtec and Actigenics,
$4.7 million for purchases of technology licenses and intangible assets, and $4.7 million for capital expenditures, offset by
$2.3 million provided by financing activities. We maintain our portfolio of cash equivalents and marketable securities in short-term
commercial paper, auction rate securities and money market funds in order to minimize market risk, preserve principal and provide
liquidity.

Net cash used in operating activities was $19.2 million and $11.1 million for the nine months ended September 30, 2007 and 2006,
respectively. For the nine months ended September 30, 2007, net cash used in operating activities primarily consisted of a
$16.1 million net loss, which was partially offset by $7.1 million of depreciation expense and amortization of intangible assets and
$7.3 million of stock based compensation. In addition, the decrease of $17.8 million attributable to changes in operating assets and
liabilities consisted primarily of increases in receivables of $9.3 million, inventory of $9.5 million and prepaid expenses of
$0.7 million, and payments of $3.4 million for patent-related matters, which were partially offset by increases of $0.8 million in
deferred revenue, $4.1 million in accounts payable, other current liabilities and accrued compensation and $0.2 million in other
non-current assets. For the nine months ended September 30, 2006, net cash used in operating activities primarily consisted of a
$17.7 million net loss, which was partially offset by $5.5 million of depreciation expense and amortization of intangible assets and
$5.2 million of stock-based compensation. In addition, the decrease of $4.5 million attributable to changes in operating assets and
liabilities consisted primarily of $1.6 million for inventory, $2.3 million for accounts payable, other current liabilities and accrued
compensation, $1.4
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million for deferred revenue and $0.5 million for prepaid expenses and other current assets, which were partially offset by $1.3 million
related to accounts receivable.

Net cash provided by (used in) investing activities was $8.0 million and $(76.4) million for the nine months ended September 30,
2007 and 2006, respectively. For the nine months ended September 30, 2007, net cash provided by investing activities consisted of
$44.7 million net marketable securities sold, which was partially offset by $27.3 million used to acquire Sangtec (net of acquired
cash), $4.7 million used for technology licenses and $4.7 million in capital expenditures. For the nine months ended September 30,
2006, net cash used in investing activities consisted of $5.1 million in capital expenditures, $9.3 million payments for technology
licenses, $1.0 million for the acquisition of Actigenics, and $61.0 million in net marketable securities purchased.

Net cash provided by financing activities was $2.3 million and $87.7 million for the nine months ended September 30, 2007 and
2006, respectively. For the nine months ended September 30, 2007, cash provided by financing activities consisted of $2.7 million in
net proceeds from the sale of common stock under our employee equity incentive plans that was partially offset by repayments of
$0.4 million on our equipment and other loans. For the nine months ended September 30, 2006, cash provided by financing activities
consisted of $95.6 million from the sale of common stock, including $80.6 million from our March 2006 common stock offering,
$11.3 million from the underwriter’s exercise of its over-allotment option in April 2006, and $3.7 million from the sales of common
stock under our employee equity incentive plans. This increase was partially offset by the repayment of $7.9 million related to our line
of credit and equipment financing.

Off-Balance-Sheet Arrangements

As of September 30, 2007, we did not have any off-balance-sheet arrangements, as defined in Item 303(a) (4) (ii) of
Regulation S-K promulgated under the Securities Act of 1933.

Financial Condition Outlook

We plan to continue to make expenditures to expand our manufacturing capacity, to support our activities in sales and marketing
and research and development, and to support our working capital needs. We anticipate that our existing capital resources will enable
us to maintain currently planned operations. This expectation is based on our current and long-term operating plan and may change as
a result of many factors, including our future capital requirements and our ability to increase revenues and reduce expenses, which, in
many instances, depend on a number of factors outside our control. For example, our future cash use will depend on, among other
things, market acceptance of our products, the resources we devote to developing and supporting our products, continued progress of
our research and development of potential products, the need to acquire licenses to new technology or to use our technology in new
markets, expansion through acquisitions and the availability of other financing.

In the future, we may seek additional funds to support our strategic business needs and may seek to raise such additional funds
through private or public sales of securities, strategic relationships, bank debt, lease financing arrangements, or other available means.
If additional funds are raised through the issuance of equity or equity-related securities, stockholders may experience additional
dilution, or such equity securities may have rights, preferences, or privileges senior to those of the holders of our common stock. If
adequate funds are not available or are not available on acceptable terms to meet our business needs, our business may be harmed.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

The primary objective of our investment activities is to preserve principal while at the same time maximizing the income we
receive from our investments without significantly increasing risk. Our investments in interest-bearing assets are subject to interest
rate risk. This means that a change in prevailing interest rates may cause the principal amount of the investment to fluctuate. For
example, if we hold a security that was issued with a fixed interest rate at the then-prevailing rate and the prevailing interest rate later
rises, the principal amount of our investment will probably decline. To minimize this risk, we maintain our interest-bearing portfolio,
which consists of cash and cash equivalents, in taxable auction variable rate notes and money market funds. Due to the short-term
nature of the investments, we believe we have no material exposure to interest rate risk arising from our investments. Therefore we
have not included quantitative tabular disclosure in this Form 10-Q.

We do not enter into financial investments for speculation or trading purposes and are not a party to financial or commodity
derivatives.

We operate primarily in the United States and a majority of our revenues, costs, expenses and capital purchasing activities are
transacted in U.S. Dollars. While our exposure to foreign currency fluctuations will increase as our foreign operations grow, we
believe based on our current planned operations that such exposure will not be material.
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ITEM 4. CONTROLS AND PROCEDURES
EVALUATION OF DISCLOSURE CONTROLS AND PROCEDURES

Regulations under the Securities Exchange Act of 1934 require public companies, including our company, to maintain “disclosure
controls and procedures”, which are defined to mean a company’s controls and other procedures that are designed to ensure that
information required to be disclosed in the reports that it files or submits under the Securities Exchange Act of 1934 is recorded,
processed, summarized, and reported, within the time periods specified in the Securities and Exchange Commission’s rules and forms.
Our Chief Executive Officer and our Chief Financial Officer, based on their evaluation of our disclosure controls and procedures as of
the end of the period covered by of this report, concluded that our disclosure controls and procedures were effective for this purpose.

CHANGES IN INTERNAL CONTROL OVER FINANCIAL REPORTING

Regulations under the Securities Exchange Act of 1934 require public companies, including our company, to evaluate any change
in our “internal control over financial reporting”, which is defined as a process to provide reasonable assurance regarding the
reliability of financial reporting and preparation of financial statements for external purposes in accordance with accounting principles
generally accepted in the United States. In connection with their evaluation of our disclosure controls and procedures as of the end of
the period covered by this report, our Chief Executive Officer and Chief Financial Officer did not identify any change in our internal
control over financial reporting during the nine months ended September 30, 2007, that materially affected, or is reasonably likely to
materially affect, our internal control over financial reporting.
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PART IT — OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

We are not currently a party to any material legal proceedings.

ITEM 1A. RISK FACTORS

You should carefully consider the risks and uncertainties described below, together with all of the other information included in
this Report, in considering our business and prospects. The risks and uncertainties described below are not the only ones facing
Cepheid. Additional risks and uncertainties not presently known to us or that we currently deem immaterial also may impair our
business operations. The occurrence of any of the following risks could harm our business, financial condition or results of
operations.

We may not achieve profitability.

We have incurred operating losses in each period since our inception. We experienced net losses of approximately $13.8 million in
2004, $13.6 million in 2005, $26.0 million in 2006 and $16.1 million for the nine months ended September 30, 2007. As of
September 30, 2007, we had an accumulated deficit of approximately $149.6 million. Our ability to become profitable will depend on
our ability to increase our revenues, which is subject to a number of factors including our ability to successfully penetrate the Clinical
Molecular Diagnostic market, our ability to successfully market the GeneXpert system and develop effective GeneXpert tests, the
extent of our participation in the USPS BDS program and the operating parameters of the USPS BDS program, which will affect the
rate of our consumable products sold, the success of our other collaborative programs, our ability to compete effectively against
current and future competitors, global economic and political conditions and the impact of SFAS 123(R). Our ability to become
profitable also depends on our expense levels and product gross margin, which are also influenced by a number of factors, including
the resources we devote to developing and supporting our products, the continued progress of our research and development of
potential products, the ability to gain FDA clearance for our products, our ability to improve manufacturing efficiencies, license fees
or royalties we may be required to pay, our ability to integrate acquired businesses and technologies, acquisition-related costs and
expenses and the potential need to acquire licenses to new technology or to use our technology in new markets, which could require us
to pay unanticipated license fees and royalties in connection with these licenses. Our expansion efforts may prove more expensive
than we currently anticipate, and we may not succeed in increasing our revenues to offset higher expenses. These expenses, among
other things, may cause our net income and working capital to decrease. If we fail to grow our revenue and manage our expenses and
improve our product gross margin, we may never achieve profitability. If we fail to do so, the market price of our common stock will
likely decline.

Our participation in the USPS BDS program may not result in predictable contracts or revenues in the future.

Our participation in the USPS BDS program involves significant uncertainties related to governmental decision-making and timing
of deployment, and is highly sensitive to changes in national and international priorities and budgets. Budgetary pressures may result
in reduced allocations to government agencies such as the USPS, sometimes without advanced notice. We cannot be certain that actual
funding and operating parameters, or product purchases, will occur at currently expected levels or in the currently expected timeframe.

If we cannot successfully commercialize our products, our business could be harmed.

If our tests for use on the SmartCycler and GeneXpert platforms do not gain market acceptance, we will be unable to generate
significant sales, which will prevent us from achieving profitability. While we have received FDA clearance for our GBS, GeneXpert
enterovirus and MRSA tests, these products may not achieve commercial success. Many factors may affect the market acceptance and
commercial success of our products, including:

* timely development of a menu of tests and reagents;
. the results of clinical trials needed to support any regulatory approvals of our tests;

. our ability to obtain requisite FDA or other regulatory clearances or approvals for our tests under development on a timely
basis;

. demand for the tests and reagents we are able to introduce;

. the timing of market entry for various tests for the GeneXpert and the SmartCycler systems;
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. our ability to convince our potential customers of the advantages and economic value of our systems and tests over competing
technologies and products;

. the breadth of our test menu relative to competitors;
. the extent and success of our marketing and sales efforts; and
. publicity concerning our systems and tests.

In particular, we believe that the success of our business will depend in large part on our ability to introduce additional tests for the
Clinical Molecular Diagnostic market. We have had substantial revenue concentrations in recent periods resulting from the USPS
BDS program. We believe that successfully building our business in the Clinical Molecular Diagnostic market is critical to our
long-term goals and success. We have limited ability to forecast future demand for our products in this market. In addition, we have
committed substantial funds to licenses that are required for us to enter the Clinical Molecular Diagnostic market. If we cannot
successfully penetrate the Clinical Molecular Diagnostic market to exploit these licenses, these investments may not yield significant
returns, which could harm our business.

The regulatory approval process is expensive, time-consuming, and uncertain and may prevent us from obtaining required
approvals for the commercialization of some of our products.

In the Clinical Molecular Diagnostic market, our products may generally be regulated as medical devices by the FDA and
comparable agencies of other countries. In particular, FDA regulations govern activities such as product development, product testing,
product labeling, product storage, premarket clearance or approval, manufacturing, advertising, promotion, product sales, reporting of
certain product failures and distribution. Some of our products, depending on their intended use, will require premarket approval
(“PMA”) or 510(k) clearance from the FDA prior to marketing. The 510(k) clearance process usually takes from three to six months
from submission but can take longer. The PMA process is much more costly, lengthy, and uncertain and generally takes from one to
two years or longer from submission. Clinical trials are generally required to support both PMA and 510(k) submissions. Certain of
our products for use on our SmartCycler and GeneXpert systems, when used for clinical purposes, may require PMA, and all such
tests will most likely, at a minimum, require 510(k) clearance. We are planning clinical trials for other proposed products. Clinical
trials are expensive and time-consuming. In addition, the commencement or completion of any clinical trials may be delayed or halted
for any number of reasons, including product performance, changes in intended use, changes in medical practice and issues with
evaluator Institutional Review Boards.

Failure to comply with the applicable requirements can result in, among other things, warning letters, administrative or judicially
imposed sanctions such as injunctions, civil penalties, recall or seizure of products, total or partial suspension of production, refusal to
grant premarket clearance or PMA for devices, withdrawal of marketing clearances or approvals, or criminal prosecution. To date, we
have received FDA clearance on our GBS test, effective July 25, 2006, our Enterovirus GeneXpert test, effective March 19, 2007, and
our MRSA GeneXpert test, effective April 17, 2007. With regard to future products for which we seek 510(k) clearance or PMA from
the FDA, any failure or material delay to obtain such clearance or approval could harm our business. If the FDA were to disagree with
our regulatory assessment and conclude that approval or clearance is necessary to market the products, we could be forced to cease
marketing the products and seek approval or clearance. With regard to those future products for which we will seek 510(k) clearance
or PMA from the FDA, any failure or material delay to obtain such clearance or approval could harm our business. In addition, it is
possible that the current regulatory framework could change or additional regulations could arise at any stage during our product
development or marketing, which may adversely affect our ability to obtain or maintain approval of our products and could harm our
business.

Our manufacturing facilities located in Sunnyvale, California, Bothell, Washington and Bromma, Sweden, where we assemble and
produce the SmartCycler system and the GeneXpert system, cartridges and other molecular diagnostic kits and reagents, are subject to
periodic regulatory inspections by the FDA and other federal and state regulatory agencies. For example, these facilities are subject to
Quality System Regulations (“QSR”) of the FDA and are subject to annual inspection and licensing by the State of California and
European regulatory agencies. If we fail to maintain these facilities in accordance with the QSR requirements, international quality
standards or other regulatory requirements, our manufacturing process could be suspended or terminated, which would prevent us
from being able to provide products to our customers in a timely fashion and therefore harm our business.

The U.S. Food and Drug Administration has issued a final interpretation of the regulations governing the sale of Analyte Specific
Reagent products which could prevent or delay our sales of these products and harm our business.

In September 2006, the FDA published “Draft Guidance for Industry and FDA Staff: Commercially Distributed Analyte Specific
Reagents (“ASRs”): Frequently Asked Questions” clarifying the FDA’s interpretation of the regulations governing the sale of ASR
products. On September 14, 2007, the FDA published its final guidance that becomes effectively enforced on September 15, 2008.
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ASRs are a class of products that do not require regulatory clearance or approval but do require compliance with the FDA’s Good
Manufacturing Practice Regulations. The final guidance contains changes in interpretation of the ASR regulations with regard to
which products may be characterized as ASRs that represent a departure from what we believe had been the previous FDA practice
and policy, in particular, the final guidance excludes reagent mixtures used to detect multiple targets from the definition of ASRs. The
changes in the final ASR guidance may require modifications of some of our ASR products for us to continue selling them, or may
require us to seek FDA clearance in order to sell them. In addition, the final guidance may curtail our interest in developing any new
products that would qualify as ASRs.

We rely on licenses of key technology from third parties and may require additional licenses for many of our new product
candidates.

We rely on third-party licenses to be able to sell many of our products, and we could lose these third-party licenses for a number of
reasons, including, for example, early terminations of such agreements due to breaches or alleged breaches by either party to the
agreement. If we are unable to enter into a new agreement for licensed technologies, either on terms that are acceptable to us or at all,
we may be unable to sell some of our products or access some geographic or industry markets. We also need to introduce new
products and product features in order to market our products to a broader customer base and grow our revenues, and many new
products and product features could require us to obtain additional licenses and pay additional license fees and royalties. Furthermore,
for some markets, we intend to manufacture reagents and tests for use on our instruments. We believe that manufacturing reagents and
developing tests for our instruments is important to our business and growth prospects but may require additional licenses, which may
not be available on commercially reasonable terms or at all. Our ability to develop, manufacture and sell products, and our strategic
plans and growth, could be impaired if we are unable to obtain these licenses or if these licenses are terminated or expire and cannot
be renewed. We may not be able to obtain or renew licenses for a given product or product feature or for some reagents on
commercially reasonable terms, if at all. Furthermore, some of our competitors have rights to technologies and reagents that we do not
have which may put us at a competitive disadvantage in certain circumstances and could adversely affect our performance.

We enter into collaborations with third parties that may not result in the development of commercially viable products or the
generation of significant future revenues.

In the ordinary course of our business, we enter into collaborative arrangements to develop new products or to pursue new markets.
These collaborations may not result in the development of products that achieve commercial success, and these collaborations could
be terminated prior to developing any products. Accordingly, we cannot assure you that any of our collaborations will result in the
successful development of a commercially viable product or result in significant additional future revenues in the future.

We may face risks associated with acquisitions of companies, products and technologies, and our business could be harmed if we
are unable to address these risks.

If we are presented with appropriate opportunities, we intend to acquire or make other investments in complementary companies,
products or technologies. For example, in August 2006, we acquired Actigenics SA, a French micro RNA research and services
company, and, in February 2007, we acquired Sangtec Molecular Diagnostics AB (“Sangtec”), a Swedish PCR molecular diagnostics
company. We may not realize the anticipated benefit of any acquisition or investment. We will likely face risks, uncertainties and
disruptions associated with the integration process, including difficulties in the integration of the operations and services of an
acquired company, integration of acquired technology with our products, diversion of our management’s attention from other business
concerns, the potential loss of key employees or customers of the acquired businesses and impairment charges if future acquisitions
are not as successful as we originally anticipate. If we fail to successfully integrate other companies, products or technologies that we
acquire, our business could be harmed. Furthermore, we may have to incur debt or issue equity securities to pay for any additional
future acquisitions or investments, the issuance of which could be dilutive to our existing shareholders. In addition, our operating
results may suffer because of acquisition-related costs or amortization expenses or charges relating to acquired intangible assets.

We expect that our operating results will fluctuate significantly, and any failure to meet financial expectations may result in a
decline in our stock price.

We expect that our quarterly operating results will fluctuate in the future as a result of many factors, such as those described
elsewhere in this section, many of which are beyond our control. Because our revenue and operating results are difficult to predict, we
believe that period-to-period comparisons of our results of operations are not a good indicator of our future performance. Our
operating results may be affected by the inability of some of our customers to consummate anticipated purchases of our products,
whether due to changes in internal priorities or, in the case of governmental customers, problems with the appropriations process and
variability and timing of orders, or manufacturing inefficiencies. If revenue declines in a quarter, whether due to a delay in
recognizing expected revenue, unexpected costs or otherwise, our results of operations will be harmed because many of our expenses
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are relatively fixed. In particular, research and development and selling, general and administrative expenses are not significantly
affected by variations in revenue. If our quarterly operating results fail to meet or exceed the expectations of securities analysts or
investors, our stock price could drop suddenly and significantly.

If we are unable to manufacture our products in sufficient quantities and in a timely manner, our operating results will be harmed
and our ability to generate revenue could be diminished.

Our revenues and other operating results will depend in large part on our ability to manufacture and assemble our products in
sufficient quantities and in a timely manner. Any interruptions we experience in the manufacturing or shipping of our products could
delay our ability to recognize revenues in a particular quarter. We have limited experience in manufacturing large volumes of
products, and manufacturing problems can and do arise or we may be unable to adequately scale-up manufacturing in a timely manner
or on a commercially reasonable basis if we experience increased demand. In the past, we have experienced problems and delays in
production that have impacted our product yield and caused delays in our ability to ship finished products, and we may experience
such delays in the future. We may not be able to react quickly enough to ship products and recognize anticipated revenues for a given
period if we experience significant delays in the manufacturing process. If we are unable to manufacture our products consistently and
on a timely basis, our revenues from product sales, gross margins and our other operating results will be materially and adversely
affected.

If certain single source suppliers fail to deliver key product components in a timely manner, our manufacturing ability would be
impaired and our product sales could suffer.

We depend on certain single source suppliers that supply some of the components used in the manufacture of our instruments and
our disposable reaction tubes and cartridges. If we need alternative sources for key component parts for any reason, these component
parts may not be immediately available to us. If alternative suppliers are not immediately available, we will have to identify and
qualify alternative suppliers, and production of these components may be delayed. We may not be able to find an adequate alternative
supplier in a reasonable time period or on commercially acceptable terms, if at all. Shipments of affected products have been limited
or delayed as a result of such problems in the past, and similar problems could occur in the future. Our inability to obtain our key
source supplies for the manufacture of our products may require us to delay shipments of products, harm customer relationships or
force us to curtail or cease operations.

If certain of our products fail to obtain an adequate level of reimbursement from third-party payers, our ability to sell products in
the Clinical Molecular Diagnostic market would be harmed.

Our ability to sell our products in the Clinical Molecular Diagnostic market will depend in part on the extent to which
reimbursement for tests using our products will be available from:

. government health administration authorities;
*  private health coverage insurers;

. managed care organizations; and

. other organizations.

There are efforts by governmental and third-party payers to contain or reduce the costs of health care through various means.
Additionally, third-party payers are increasingly challenging the price of medical products and services. If purchasers or users of our
products are not able to obtain adequate reimbursement for the cost of using our products, they may forego or reduce their use.
Significant uncertainty exists as to the reimbursement status of newly approved health care products and whether adequate third-party
coverage will be available.

If our competitors and potential competitors develop superior products and technologies, our competitive position and results of
operations would suffer.

We face intense competition from a number of companies that offer products in our target markets. These competitors include:
. companies developing and marketing sequence detection systems for industrial research products;

. healthcare companies that manufacture laboratory-based tests and analyzers;

. diagnostic companies; and

. companies developing or offering biothreat detection technologies.
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Several companies provide instruments and reagents for DNA amplification or detection. ABI and Roche sell systems integrating
DNA amplification and detection (sequence detection systems) to the commercial market. Roche, Abbott Laboratories, Becton,
Dickinson and Company, Qiagen, Celera and GenProbe sell sequence detection systems, some with separate robotic batch DNA
purification systems and sell reagents to the Clinical Molecular Diagnostic market. Other companies, including Siemens, Third Wave
Technologies and bioMerieux, offer molecular tests.

If our products do not perform as expected or the reliability of the technology on which our products are based is questioned, we
could experience lost revenue, delayed or reduced market acceptance of our products, increased costs and damage to our
reputation.

Our success depends on the market’s confidence that we can provide reliable, high-quality molecular test systems. We believe that
customers in our target markets are likely to be particularly sensitive to product defects and errors. Our reputation and the public
image of our products or technologies may be impaired if our products fail to perform as expected or our products are perceived as
difficult to use. Despite testing, defects or errors could occur in our products or technologies. Furthermore, with respect to the BDS
program, our products are incorporated into larger systems that are built and delivered by others; we cannot control many aspects of
the final system.

In the future, if our products experience a material defect or error, this could result in loss or delay of revenues, delayed market
acceptance, damaged reputation, diversion of development resources, legal claims, increased insurance costs or increased service and
warranty costs, any of which could harm our business. Any failure in the overall BDS, even if it is unrelated to our products, could
harm our business. Even after any underlying concerns or problems are resolved, any widespread concerns regarding our technology
or any manufacturing defects or performance errors in our products could result in lost revenue, delayed market acceptance, damaged
reputation, increased service and warranty costs, and claims against us.

If product liability lawsuits are successfully brought against us, we may face reduced demand for our product and incur significant
liabilities.

We face an inherent risk of exposure to product liability claims if our technologies or systems are alleged to have caused harm or
do not perform in accordance with specifications, in part because our products are used for sensitive applications. We cannot be

certain that we would be able to successfully defend any product liability lawsuit brought against us. Regardless of merit or eventual
outcome, product liability claims may result in:

. decreased demand for our products;

. injury to our reputation;

*  costs of related litigation; and

. substantial monetary awards to laintiffs.

If we become the subject of a successful product liability lawsuit, we could incur substantial liabilities, which could harm our
business.

We rely on relationships with collaborative partners and other third parties for development, supply and marketing of certain
products and potential products, and such collaborative partners or other third parties could fail to perform sufficiently.

We believe that our success in penetrating our target markets depends in part on our ability to develop and maintain collaborative
relationships with other companies. Relying on collaborative relationships is risky to our future success for these products because,
among other things:

. our collaborative partners may not devote sufficient resources to the success of our collaboration;
. our collaborative partners may not obtain regulatory approvals necessary to continue the collaborations in a timely manner;

. our collaborative partners may be acquired by another company and decide to terminate our collaborative partnership or
become insolvent;

. our collaborative partners may develop technologies or components competitive with our products;
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. components developed by collaborators could fail to meet specifications, possibly causing us to lose potential projects and
subjecting us to liability;

. disagreements with collaborators could result in the termination of the relationship or litigation;
. collaborators may not have sufficient capital resources;

. collaborators may pursue tests or other products that will not generate significant volume for us, but may consume significant
research and development and manufacturing resources; and

. we may not be able to negotiate future collaborative arrangements, or renewals of existing collaborative agreements, on
acceptable terms.

Because these and other factors may be beyond our control, the development or commercialization of these products may be
delayed or otherwise adversely affected.

If we or any of our collaborative partners terminate a collaborative arrangement, we may be required to devote additional resources
to product development and commercialization or we may need to cancel some development programs, which could adversely affect
our product pipeline and business.

If our direct selling efforts for our products fail, our business expansion plans could suffer, and our ability to generate revenue
will be diminished.

We have a relatively small sales force compared to our competitors. If our direct sales force is not successful, we may not be able
to increase market awareness and sales of our products. If we fail to establish our systems in the marketplace, it could have a negative
effect on our ability to sell subsequent systems and hinder the planned expansion of our business.

If our distributor relationships are not successful, our ability to market and sell our products would be harmed and our financial
performance will be adversely affected.

We depend on relationships with distributors for the marketing and sales of our products in the Industrial and Clinical Molecular
Diagnostic markets in various geographic regions, and we have a limited ability to influence their efforts. We expect to continue to
rely substantially on our distributor relationships for sales into other markets or geographic regions, which is key to our long-term
growth potential. Relying on distributors for our sales and marketing could harm our business for various reasons, including:

. agreements with distributors may terminate prematurely due to disagreements or may result in litigation between the partners;
. we may not be able to renew existing distributor agreements on acceptable terms;

. our distributors may not devote sufficient resources to the sale of products;

. our distributors may be unsuccessful in marketing our products;

. our existing relationships with distributors may preclude us from entering into additional future arrangements with other
distributors; and

. we may not be able to negotiate future distributor agreements on acceptable terms.

We may be subject to third-party claims that require additional licenses for our products and we could face costly litigation, which
could cause us to pay substantial damages and limit our ability to sell some or all of our products.

Our industry is characterized by a large number of patents, claims of which appear to overlap in many cases. As a result, there is a
significant amount of uncertainty regarding the extent of patent protection and infringement. Companies may have pending patent
applications, which are typically confidential for the first eighteen months following filing, that cover technologies we incorporate in
our products. Accordingly, we may be subjected to substantial damages for past infringement or be required to modify our products or
stop selling them if it is ultimately determined that our products infringe a third party’s proprietary rights. Moreover, from time to
time, we receive correspondence and other communications from companies that ask us to evaluate the need for a license of patents
they hold, and indicating or suggesting that we need a license to their patents in order to offer our products and services or to conduct
our business operations. Even if we are successful in defending against claims, we could incur substantial costs in doing so. Any
litigation related to claims of patent infringement could consume our resources and lead to significant damages, royalty payments or
an injunction on the sale of certain products. Any additional licenses to patented technology could obligate us to pay substantial
additional royalties, which could adversely impact our product costs and harm our business.
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If we fail to maintain and protect our intellectual property rights, our competitors could use our technology to develop competing
products and our business will suffer.

Our competitive success will be affected in part by our continued ability to obtain and maintain patent protection for our
inventions, technologies and discoveries, including our intellectual property that includes technologies that we license. Our ability to
do so will depend on, among other things, complex legal and factual questions. We have patents related to some of our technology and
have licensed some of our technology under patents of others. We cannot assure you that our patents and licenses will successfully
preclude others from using our technology. Our pending patent applications may lack priority over applications submitted by third
parties or may not result in the issuance of patents. Even if issued, our patents may not be sufficiently broad to provide protection
against competitors with similar technologies and may be challenged, invalidated or circumvented.

In addition to patents, we rely on a combination of trade secrets, copyright and trademark laws, nondisclosure agreements, licenses
and other contractual provisions and technical measures to maintain and develop our competitive position with respect to intellectual
property. Nevertheless, these measures may not be adequate to safeguard the technology underlying our products. For example,
employees, consultants and others who participate in the development of our products may breach their agreements with us regarding
our intellectual property, and we may not have adequate remedies for the breach. We also may not be able to effectively protect our
intellectual property rights in some foreign countries, as many countries do not offer the same level of legal protection for intellectual
property as the United States. Furthermore, for a variety of reasons, we may decide not to file for patent, copyright or trademark
protection outside of the United States. Our trade secrets could become known through other unforeseen means. Notwithstanding our
efforts to protect our intellectual property, our competitors may independently develop similar or alternative technologies or products
that are equal or superior to our technology. Our competitors may also develop similar products without infringing on any of our
intellectual property rights or design around our proprietary technologies. Furthermore, any efforts to enforce our proprietary rights
could result in disputes and legal proceedings that could be costly and divert attention from our business.

We may need to initiate lawsuits to protect or enforce our patents, which would be expensive and, if we lose, may cause us to lose
some, if not all, of our intellectual property rights, and thereby impair our ability to compete.

We rely on patents to protect a large part of our intellectual property. To protect or enforce our patent rights, we may initiate patent
litigation against third parties, such as infringement suits or interference proceedings. These lawsuits could be expensive, take
significant time and divert management’s attention from other business concerns. They would also put our patents at risk of being
invalidated or interpreted narrowly, and our patent applications at risk of not issuing. We may also provoke these third parties to assert
claims against us. Patent law relating to the scope of claims in the technology fields in which we operate is still evolving and,
consequently, patent positions in our industry are generally uncertain. We cannot assure you that we would prevail in any of these
suits or that the damages or other remedies awarded, if any, would be commercially valuable. During the course of these suits, there
may be public announcements of the results of hearings, motions and other interim proceedings or developments in the litigation. Any
public announcements related to these suits could cause our stock price to decline.

Our sales cycle can be lengthy, which can cause variability and unpredictability in our operating results.

The sales cycles for our systems products can be lengthy, which makes it more difficult for us to accurately forecast revenues in a
given period, and may cause revenues and operating results to vary significantly from period to period. Sales of our products to the
Industrial market often involve purchasing decisions by large public and private institutions, and any purchases can require many
levels of pre-approval. In addition, many of these sales depend on these institutions receiving research grants from various federal
agencies, which grants vary considerably from year to year in both amount and timing due to the political process. As a result, we may
expend considerable resources on unsuccessful sales efforts or we may not be able to complete transactions on the schedule
anticipated.

Our international operations subject us to additional risks and costs.

Our international operations have expanded recently. These operations are subject to a number of difficulties and special costs,
including:

. compliance with multiple, conflicting and changing governmental laws and regulations;
. laws and business practices favoring local competitors;
. potential for exchange and currency risks;

. potential difficulty in collecting accounts receivable;
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. import and export restrictions and tariffs;
. difficulties staffing and managing foreign operations;
. difficulties and expense in enforcing intellectual property rights;

. business risks, including fluctuations in demand for our products and the cost and effort to conduct international operations
and travel abroad to promote international distribution, and global economic conditions;

. multiple conflicting tax laws and regulations; and
. political and economic instability.

We intend to expand our international sales and marketing activities, including through our subsidiary in France, and enter into
relationships with additional international distribution partners. We may not be able to attract international distribution partners that
will be able to market our products effectively.

Our international operations could also increase our exposure to international laws and regulations. If we cannot comply with
foreign laws and regulations, which are often complex and subject to variation and unexpected changes, we could incur unexpected
costs and potential litigation. For example, the governments of foreign countries might attempt to regulate our products and services or
levy sales or other taxes relating to our activities. In addition, foreign countries may impose tariffs, duties, price controls or other
restrictions on foreign currencies or trade barriers, any of which could make it more difficult for us to conduct our business.

The nature of some of our products may also subject us to export control regulation by the US Department of State and the
Department of Commerce. Violations of these regulations can result in monetary penalties and denial of export privileges.

Our SmartCycler and GeneXpert products are marketed in Europe under the CE IVD mark, and we intend to introduce additional
products under the CE IVD mark as we pursue our expansion plans. Our use of the CE IVD mark is based on self declarations of
conformity with stated directives and standards of the European Parliament and Council and is subject to review by competent
authorities in Europe. Our recently acquired subsidiary, Cepheid AB, successfully introduced CE IVD-marked products that require
independent third party review recognized by competent authorities, for example, a CMV test for use on our SmartCycler instrument.
Any finding of non-conformity under such a review could prevent or otherwise adversely affect our ability to market products in
Europe and result in other consequences, including both criminal sanctions, such as the imposition of fines or penalties, and civil
claims for damages from persons suffering damage as a result of the non-conformity.

If we fail to retain key members of our staff, our ability to conduct and expand our business would be impaired.

We are highly dependent on the principal members of our management and scientific staff. The loss of services of any of these
persons could seriously harm our product development and commercialization efforts. In addition, we require skilled personnel in
areas such as microbiology, clinical and sales, marketing and finance. Attracting, retaining and training personnel with the requisite
skills remains challenging, and, as general economic conditions improve, is becoming increasingly competitive, particularly in the
Silicon Valley area of California where our main office is located. If at any point we are unable to hire, train and retain a sufficient
number of qualified employees to match our growth, our ability to conduct and expand our business could be seriously reduced.

If we become subject to claims relating to improper handling, storage or disposal of hazardous materials, we could incur
significant cost and time to comply.

Our research and development processes involve the controlled storage, use and disposal of hazardous materials, including
biological hazardous materials. We are subject to federal, state and local regulations governing the use, manufacture, storage, handling
and disposal of materials and waste products. We may incur significant costs complying with both existing and future environmental
laws and regulations. In particular, we are subject to regulation by the Occupational Safety and Health Administration (“OSHA”) and
the Environmental Protection Agency (“EPA”), and to regulation under the Toxic Substances Control Act and the Resource
Conservation and Recovery Act. OSHA or the EPA may adopt regulations that may affect our research and development programs.
We are unable to predict whether any agency will adopt any regulations that would have a material adverse effect on our operations.

The risk of accidental contamination or injury from hazardous materials cannot be eliminated completely. In the event of an
accident, we could be held liable for any damages that result, and any liability could exceed the limits or fall outside the coverage of
our insurance. We may not be able to maintain insurance on acceptable terms, if at all. We could be required to incur significant costs
to comply with current or future environmental laws and regulations.
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If a catastrophe strikes our manufacturing facilities, we may be unable to manufacture our products for a substantial amount of
time and we would experience lost revenue.

Our manufacturing facilities are located in Sunnyvale, California, Bromma, Sweden, and Bothell, Washington. Although we have
business interruption insurance, our facilities and some pieces of manufacturing equipment are difficult to replace and could require
substantial replacement lead-time. Various types of disasters, including earthquakes, fires, floods and acts of terrorism, may affect our
manufacturing facilities. Earthquakes are of particular significance since our primary manufacturing facilities in California are located
in an earthquake-prone area. In the event our existing manufacturing facilities or equipment is affected by man-made or natural
disasters, we may be unable to manufacture products for sale or meet customer demands or sales projections. If our manufacturing
operations were curtailed or ceased, it would seriously harm our business.

We might require additional capital to support business growth, and such capital might not be available.

We may need to engage in additional equity or debt financing to support business growth and respond to business challenges,
which include the need to develop new products or enhance existing products, conduct clinical trials, enhance our operating
infrastructure and acquire complementary businesses and technologies. Equity and debt financing, however, might not be available
when needed or, if available, might not be available on terms satisfactory to us. In addition, to the extent that additional capital is
raised through the sale of equity or convertible debt securities, the issuance of these securities could result in dilution to our
shareholders. In addition, these securities may be sold at a discount from the market price of our common stock and may include right
preferences or privileges senior to those of our common stock. If we are unable to obtain adequate financing or financing on terms
satisfactory to us, our ability to continue to support our business growth and to respond to business challenges could be significantly
limited.

Compliance with regulations governing public company corporate governance and reporting is complex and expensive.

Many laws and regulations, notably those adopted in connection with the Sarbanes-Oxley Act of 2002 by the SEC and the
NASDAQ Stock Market, impose obligations on public companies, such as ours, which have increased the scope, complexity, and cost
of corporate governance, reporting, and disclosure practices. Our implementation of these reforms and enhanced new disclosures has
required and will continue to require substantial management time and oversight and requires us to incur significant additional
accounting and legal costs.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS
Not Applicable

ITEM 3. DEFAULTS UPON SENIOR SECURITIES
Not Applicable

ITEM 4. SUBMISSION OF MATTERS TO VOTE OF SECURITY HOLDERS
Not Applicable

ITEM 5. OTHER INFORMATION

Not Applicable
ITEM 6. EXHIBITS
(a) Exhibits
Exhibit Incorporated by Reference Filing Filed
Number Exhibit Description Form File No. Exhibit Date Herewith

Master Purchase Order between Northrop Grumman Security
10.1 Tt Systems
and Cepheid dated August 15, 2007. X

Certification of Chief Executive Officer pursuant to Rule

31.1 13a-14(a), as
adopted pursuant to Section 302 of the Sarbanes-Oxley Act of X
2002.

Certification of Chief Financial Officer pursuant to Rule

31.2 13a-14(a), as
adopted pursuant to Section 302 of the Sarbanes-Oxley Act of X
2002.

Certification of Chief Executive Officer pursuant to 18 U.S.C.
32.1% Section
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1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley
Act
0f2002.*
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Exhibit

Number Exhibit Description

Incorporated by Reference Filing Filed
Form File No. Exhibit Date Herewith

Certification of Chief Financial Officer pursuant to 18 U.S.C.

322 % Section

1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley

Act
of 2002.*

Tt

31

X

This certification accompanying this Report pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002 is not
deemed filed with the Securities and Exchange
Commission and is not to be incorporated by reference
into any filing of the Company under the Securities Act
of 1933 or the Securities Exchange Act of 1934
(whether made before or after the date of the Report),
irrespective of any general incorporation language
contained in such filing.

Confidential treatment has been requested with regard
to portions of this exhibit. Such portions were filed
separately with the Securities and Exchange
Commission.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its
behalf by the undersigned thereunto duly authorized, in the City of Sunnyvale, State of California on this 5th day of November 2007.

CEPHEID
(Registrant)

/s/ JOHN L. BISHOP

John L. Bishop
Chief Executive Olfficer and Director
(Principal Executive Officer)

/s/ JOHN R. SLUIS
John R. Sluis
Senior Vice President, Finance and Chief Financial Officer

(Principal Financial and Accounting Officer)
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Exhibit Index

Exhibit
Number Exhibit Description

10.1 ¥ Master Purchase Order between Northrop Grumman Security Systems and Cepheid dated August 15, 2007.

31.1 Certification of Chief Executive Officer pursuant to Rule 13a-14(a), as adopted pursuant to Section 302 of the

Sarbanes-Oxley Act of 2002.

31.2 Certification of Chief Financial Officer pursuant to Rule 13a-14(a), as adopted pursuant to Section 302 of the

Sarbanes-Oxley Act of 2002.

32.1°% Certification of Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the

Sarbanes-Oxley Act of 2002.*

322 % Certification of Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the

Sarbanes-Oxley Act of 2002.*

Tt

Source: CEPHEID, 10-Q, November 05, 2007

This certification accompanying this report pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002 is not
deemed filed with the Securities and Exchange
Commission and is not to be incorporated by reference
into any filing of the Company under the Securities Act
of 1933 or the Securities Exchange Act of 1934
(whether made before or after the date of the Report),
irrespective of any general incorporation language
contained in such filing.

Confidential treatment has been requested with regard
to portions of this exhibit. Such portions were filed
separately with the Securities and Exchange
Commission.
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EXHIBIT 10.1

CONFIDENTIAL TREATMENT REQUESTED

Northrop Grumman Security Systems, LLG
7040b Troy Hill Drive

Suite 510, MS 8822

Elkridge, Maryland 21075

PO ACKNOWLEDGEMENT
FOR
MASTER PURCHASE ORDER

Please sign, date, and return immediately via fax to the Buyer’s number on the first page of PO or email a signed PDF copy to the
Buyer.

Acknowledged and accepted by:
Company Name: CEPHEID

Signature:  /s/ Joseph H. Smith
Printed Name: Joseph H. Smith
Title: Sr. V.P. and General Counsel
Date:  August 15, 2007

The symbol [***] is used to indicate that a portion of the exhibit has been omitted and filed separately with the Securities and
Exchange Commission. Confidential treatment has been requested with respect to the omitted portion.
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PURCHASE ORDER:

REPRINT
Order Placed with: 10037678 PURCHASE ORDER Issue Date: 08/15/2007
CEPHEID
904 CARIBBEAN DR. Authorized by cognizant buyer

SUNNYVALE CA 94089-1189
Attn: BRANT ADORNATO

Invoices are required and must identify the city and state Electronic Systems
in which the work was performed. Where applicable, labor Northrop Grumman Systems Corporation
and material must be identified separately. 7055 Troy Hill Drive
Send invoices to Northrop Grumman, PO Box 392, Troy Hill #3 MS 8822
MS A320, Baltimore, MD 21203 Elkridge MD 21227

Forward correspondence and inquiries to buyer: DONALD HANNAH
Phone No: (410) 471-4072 Ext: Fax No: (410) 694-2560

Email: donaid.hannah@ngc.com

PLEASE SUPPLY THE FOLLOWING SUBJECT TO SPECIFICATIONS, DRAWINGS, DESIGNATED REVISION OF
STANDARD TERMS AND CONDITIONS REFERRED TO HEREIN AND/OR ATTACHED HERETO.

PO Header Text

CHANGE NOTICE #1, DATED 08-15-07

Change Notice #1 clarifies last document under “Applicable Documents” contained in PO Item Text. Specifically, the following
wording is added as follows: as specifically referenced in the other applicable documents”.

Quantity UoM Description Unit Pri Unit

1 LT MASTER PURCHASE ORDER - 5 YEAR O&M 1.00 LT
Period of Performance: 10/01/2006 To 09/30/2011

The symbol [***] is used to indicate that a portion of the exhibit has been omitted and filed separately with the Securities and
Exchange Commission. Confidential treatment has been requested with respect to the omitted portion.
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THE ABOVE ITEM CONTAINS THE FOLLOWING SERVICES

10 1 LT Master Purchase Order - 5 Year
Oo&M Rate: 1.00 1.00
Invoices must identify line items in
accordance with the above

Purchase Order Line Item Details
Line Item Details
Req Line Item Text
5 YEAR BDS OMC MASTER PURCHASE ORDER
SCOPE

This Master Purchase Order (MPO) delineates the contractual agreements and commitments between Northrop Grumman Security
Systems and Cepheid for support the USPS BDS OMC program for governmental fiscal years FY2007 through FY2011. In support of
this program NGSS will issue multiple purchase orders for Consumable Products, Spare Parts, Repair Services, Calibration Services,
Technical Support Services, and Escrow Services. Applicable terms for purchase orders will be in accordance with the documents
listed below. Cepheid will accept purchase orders issued by NGSS for needed materials and services in accordance with the provisions
of this master purchase order. Purchase orders will refer to the master purchase order number and incorporate the provisions of the
master purchase order by reference.

Expiration

This master purchase order is valid through September 30, 2011

Changes

Changes to this master purchase order can only be made by mutual agreement between Buyer and Seller
Limitations

Funding for the 5 year CMG program will be issued annually.

Seller is not authorized to incur any cost solely as a result of this master purchase order

Seller is not authorized to incur cost until a purchase order is issued by NGC.

Seller is not authorized to make commitments beyond that necessary to support current PO authorizations.

No research or development, or modifications to deliverables shall be funded under this master purchase order. Any such development
shall be performed under separately negotiated terms and conditions, including, without limitation, the allocation of rights to USPS if
such work is accomplished with USPS funding.

Subject to annual funding limits and purchase quantity adjustments, total estimated annual expenditures for each FY including all
FYO07 commitments to date are:

The symbol [***] is used to indicate that a portion of the exhibit has been omitted and filed separately with the Securities and
Exchange Commission. Confidential treatment has been requested with respect to the omitted portion.
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FYO07 $ [***]
FY08 § [***]
FY09 § [***]
FY10 $ [**%]
FY11§ [***]

Applicable documents

The following documents, associated attachments and references apply to the purchase of materials and services ordered by NGSS in
support of the USPS 5 year BDS OMC program:

“ Supplemental Clauses, Rev S, dated 14 August 2007

“ Terms and Conditions: Terms and Conditions for Cepheid and Northrop Grumman Security Systems, LLC, Exhibit A, Rev B, dated
2 December, 2005

“BDS Technical Requirements Document (TRD) for No-Identifier Modulo (BIM), Rev 8,3, dated 21 September 2005.
“Biohazard Detection System (BDS) Statement of Work for the Bio-identifier Module (BIM), Rev G, dated 21 September 2005.
“BDS Operations and Maintenance/Consumables Technical Support Statement of Work, Rev 1, dated February 1, 2007

“BDS Calibration, Repairables and Spare Parts Statement of Work, Rev 11, dated 31 July 2007

“BDS Escrow Agreement, Rev G, dated 6 July 2006 & Addendum 1, dated 28 September 2006

“ USPS Interim Internal Purchasing Guidelines, PM Issue 1, dated 15 November 2001, as specifically referenced in the other
applicable documents

Security Details
Classified(Y/N) [N]
Delivery Details
Shipping Instructions
Regular Shipment (See instructions to supplier)
Delivery Terms
Incoterms: ORG freight Collect shipment (Different incoterms may apply to each item)
Deliver To
ES Sector
Northrop Grumman Electronic Systems

7055 Troy Hill Drive
Elkridge MD 21075-7063

The symbol [***] is used to indicate that a portion of the exhibit has been omitted and filed separately with the Securities and
Exchange Commission. Confidential treatment has been requested with respect to the omitted portion.
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Quality Details
Source Inspection

Yes( )No(X)
GOVT.[ ] NORTHROP GRUMMAN] |

Terms and Condition Details
Terms & Conditions Text

Terms and Conditions for Cepheid and Northrop Grumman Security Systems, LLC, Exhibit A, Rev B, Dated December 20051s
hereby incorporated and applies to this order,

Government Contract Details
Contract Number: 3BMHRD-03-Z-5541
Payment Details
Tax Designation
Non-Taxable
Payment Terms
0% 0 DAYS NET 30
Currency: USO American Dollar

PURCHASE ORDER Total: 1.00 USD

The symbol [***] is used to indicate that a portion of the exhibit has been omitted and filed separately with the Securities and
Exchange Commission. Confidential treatment has been requested with respect to the omitted portion.
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PURCHASE ORDER:
REPRINT

Instructions to Supplier:

1. Export Requirement - This purchase order may contain licensable technical data covered under the International Traffic in Arms
Regulation (“ITAR’”). Prior to any export or release to any non-U.S, person of licensable data, you must obtain export approval from
the U.S. Dept: of Slate, Office of Defense trade Controls.

2. Order Identification - Show our order number and line item on all invoices (if required), bills of fading, express receipts and
containers.

3. Shipping Instructions - (a) All domestic transportation (U.S. including Puerto Rico) should be routed through Ryder Logistics
utilizing the SCATS online routing system or Ryder provided Routing instructions. The SCATS system is accessed on the OASIS
Website at the following Internet address: https://oasis.northgrum.com (OASIS requires Netscape or Internet Explorer version 5.x or
later). Contact the Ryder Transportation Management Center at 877-828-8646 (Backup number 817-490-5300) at least three days
prior to shipment to obtain a SCATS User ID, Password and training or Routing Instructions. (b) International shipments (Shipments
from countries outside the U.S. and Puerto Rico) should be routed in accordance with the approved carriers and procedures listed on
the Supplier Transportation Routing Instructions on the OASIS Website for the Electronic Systems Business Unit location issuing the
Purchase Order. If you cannot access the Internet, please contact the buyer for instructions. (¢) Consolidate all material to be shipped o
one location on any one day into a single shipment. (d) Route shipment as specified above, unless directed otherwise by the Buyer.
Please adhere to the delivery address as indicated by this purchase order. Shipment or receipt of product at any other location may
result in delayed or non-payment.

4. Finishes and Terminations: When any change in product or part number is made or planned which would incorporate lead
(Pb)-tree finish or lead (Pb)-free solders, seller is required to inform the buyer. Seller shall include the substance of this clause
in every applicable purchase order for parts specified in buyer.s bill of material and/or parts list (when present). Change
notifications received from seiler.s suppliers in response to this clause shall be forwarded to the Northrop Grumman buyer for
disposition.

5. Transportation Related Charges - (a) All transportation should be routed through Ryder Logistics or Buyers designated Freight
Forwarders or carriers as shown above. Seller will be responsible for any additional transportation costs for failing to follow these
instructions. (b) Northrop Grumman Electronic Systems is self-insured. Do NOT insure shipments to any facilities or “declare value
for carriage”. You will be responsible for any insurance costs that result from doing so. (c¢) Seller must contact Buyer for instructions
when it desires shipping arrangements other than those specified.

6. Packaging, Labeling and Marking - (a) Package all items per ASTM D 3951 or best generally accepted commercial equivalent.
(b) Each purchase order line item must be packaged and Barcoded separately when being shipped in the same box. (Note: SCATS will
generate a Barcode for each Purchase Order line item shipped). (c) If one shipping container is used to consolidate more than one
Purchase Order, mark the outside of the container with all Purchase Order Numbers and indicate “Consolidated Shipment”. Also
indicate same on the packing list. When shipping multiple boxes, they should be marked 1 of 5, 2 of 5, etc. (d) Packing List (or
Barcode for SCATS generated shipments) Include a separate packing list for each purchase order in all shipments giving our purchase
order number, quantity, weight, and contents of container. The packing list must be affixed to the outside of the package or container
in an easily accessible

The symbol [***] is used to indicate that a portion of the exhibit has been omitted and filed separately with the Securities and
Exchange Commission. Confidential treatment has been requested with respect to the omitted portion.
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packing slip envelope and must clearly identify a packing slip number or invoice number. (e) All packages or shipping containers
must be clearly labeled and marked with special handling, orientation or hazardous material labels or markings as required by all
United States Government or International Regulations required for safe and lawful transport.

7. PO Terms and Conditions - The general terms and conditions of sale referenced herein may be found on the following Internet
address, https://oasis.northgrum.com/esss/contract.htm#procforms. OASIS requires Netscape or Internet Explorer version 5.x or later.
If you cannot access the internet, please contact the Buyer for copies of referenced Forms and Instructions

8. Northrop Grumman Business Conduct - In the event that seller becomes aware of unethical or unlawful conduct pertaining to
this order by Northrop Grumman employees, seller can contact the Northrop Grumman OpenLine at telephone 1-800-247-4952 to
report such conduct.

9. Invoice - By submitting an invoice, Seller is certifying that it is in compliance with the Fair Labor Standards Act of 1938, as
amended. Submit a separate invoice for each shipment and/or each purchase order, showing shipment destination. If shipment is not to
buying point, provide one copy of bill of lading or express receipt to the Buyer. In the event that invoicing is by a concern other than
the Seller, notify Buyer in writing.

The symbol [***] is used to indicate that a portion of the exhibit has been omitted and filed separately with the Securities and
Exchange Commission. Confidential treatment has been requested with respect to the omitted portion.
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BDS O&M/C Program
Supplemental Clauses
Rev S. dated 14 August 2007

Applicable Documents:

The list of applicable documents is contained within the Master Purchase Order.

Attachments:
Attachment 1 Incremental Period of Performance Table
Attachment 2 5 Year OM/C Multi-year and Single Year Cartridge Pricing
Attachment 3 Liquidated Damages
Attachment 4 [***] Clause
Attachment 5 Change Control Clause
Attachment 6 5 Year OMIC Multi-year Buffer Pricing
Attachment 7 5 Year OM/C Calibration, Repairables and Spare Part Pricing
Attachment 8 Technical Support Pricing

5 Year Purchase Commitment
(Funded annually)

Fiscal Year Definition:

FYXX = (period of performance)

FY07 = (10-1-06 to 9-30-07)
FY08 = (10-1-07 to 9-30-08)
FY09 = (10-1-08 to 9-30-09)
FY 10 =(10-1-09 to 9-30-10)
FY11 =(10-1-10t09-30-11)

The symbol [***] is used to indicate that a portion of the exhibit has been omitted and filed separately with the Securities and
Exchange Commission. Confidential treatment has been requested with respect to the omitted portion.
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Consumables — Minimum Quantities and Purchase Commitment Requirements
Cartridges

The Buyer and Seller have agreed that the minimum quantity of cartridges to be delivered over the 5 year contract is [***]. in the
first year of the contract (FY07) the Buyer shall order a minimum of [***] cartridges. In each of the subsequent years (FY08
through FY11) the minimum volume shall be [***] cartridges.

Quantity Notification for Following Fiscal Year:

The Buyer agrees to commit, in writing, to Seller, that the order quantity for the following year (beginning October 1st) shall be
agreed upon by August 1st of the current year. Quantities ordered on August st that are at or above the minimum for the
subsequent year will earn the applicable volume discount per Attachment 2 (5 Year OM/C Multi-year and Single Year Cartridge
Pricing), Table 1. Any subsequent increase to the quantity ordered August 1st shall not affect pricing for the period.

The Purchase Order for the following Fiscal Year shall be issued by Buyer to Seller within 60 days of contract award by USPS to
Buyer.

Issuance of a Purchase Order shall not be later than that required to facilitate the first delivery of cartridges from Seller to Buyer
based upon Buyer’s schedule.

Subsequent funding releases with associated quantities for the follow on periods of performance for FY08 through FY'11 shall be
issued in advance of the associated Fiscal Year and funded annually.

ek

Applicable NTE (Unit Price) for FY07:

Note that all unit prices applied herein are NTE values and will remain as NTE values until the NTE purchase is definitized.
Notwithstanding such NTE values described above, however, unit prices quoted herein are exclusive of royalties to be paid by
Buyer in regard to Applied Biosystems that are due as a result of the price mark-up between the cartridge unit price of the
definitized subcontract and the unit price charged to Buyer’s customer.

FYO07-A is defined by the quantity of cartridges shipped prior to 10-1-06 (end of Q3 2006)
FYO07-B is defined as the quantity of cartridges shipped from 10-1-06 until 8-14-07
FYO07-C is defined as the qty shipped after 8-14-07

The symbol [***] is used to indicate that a portion of the exhibit has been omitted and filed separately with the Securities and
Exchange Commission. Confidential treatment has been requested with respect to the omitted portion.
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The unit price and quantity definition for FY07 is separated into 3 incremental periods of performance. These incremental periods
of performance are defined as follows: FY07-A, FY07-B, and FY07-C, and are so identified in Attachment 1 (Incremental Period
of Performance Table). The total number of cartridges to be purchased in FY07 is [***].

Contract definitization prior to 8-15-07, as detailed in Attachment 1, will result in a credit due to NGSS from Cepheid in the
amount of $[***]. Once the final shipments of cartridges have been received by NGSS, and prior to September 24, 2007, Cepheid
will deliver to NGSS a check for the total amount of the credit due. The receipt of this check will reconcile the unit price for all
cartridges delivered in FYO7 ([***]) to be $[***].

Price Validity:
The single year and multi-year cartridge pricing contained in Attachment 2 shall remain valid for the life of the contract.

Liquidated Damages for Termination for Convenience:

The Buyer shall notify the Seller as soon as reasonably practicable upon USPS notification of termination for convenience. Upon
notification of termination for convenience, pricing on any cartridges delivered to date under the multi-year contract shall be
adjusted to base line (single year) prices (see Attachment 3) per the volumes delivered within each year of the prior year’s
deliveries. However, once [***] cartridges have been delivered, any price adjustment look back shall apply only to cartridges
delivered above the [***] cartridge volume. The quantity of cancelled cartridges will equal the number necessary to fulfill the
minimum delivery requirements for the remaining periods. Damages for minimum cartridge quantities that will not be ordered will
be calculated per Attachment 3 (Liquidated Damages).

In addition, Clause B-12 shall apply in reference to materials.
Non-Cartridge Pricing Validity:
The pricing for Buffer 1, Buffer 2 and Buffer 3, contained in Attachment 6 — Table 1, shall remain valid for the life of the contract.

The Calibration pricing (see Attachment 7 — Table 1), the Repairables pricing (see Attachment 7 — Table 2) and the GX Module
Spare Part pricing (see Attachment 7 — Table 3), contained in Attachment 7, shall remain valid for the life of the contract.

The Technical Support pricing in Attachment 8 — Table 1, shall remain valid for the life of the contract.
Buffer Quantity Notification for Following Fiscal Year:

The Buyer agrees to commit, in writing, to Seller, that the order quantity of Buffer 1, Buffer 2 and Buffer 3 for the following year
(beginning October 1st) shall be agreed upon by August Ist of the current year. The ordered quantity for each of the Buffers must be
for the entire following fiscal year. The lead time for Buffer orders is 90 days.
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Conversion to other Agents:
(Buyer’s right to change to other cartridges/agents)

The Buyer may change cartridge product from one cartridge type or assay to another(or other applicable agent cartridge) within any
Performance Segment or Period of Performance. In such event, the BA Tagman price schedule shall apply to the ordered BA Tagman
cartridges and the alternative price schedule shall apply to the ordered alternative cartridges, with the earned quantity price break
within the applicable product price schedule being based upon the cumulative quantity of cartridges projected for delivery within the
subject period of performance regardless of type or agent (e.g. if Buyer purchases 1 million BA Tagman cartridges and 1 million
alternative cartridges in a given FY period of performance, the [2] million quantity cartridge prices for the BA Taqman cartridges and
the alternative cartridges would then be used).

Marking and Identification of Cartridges:

Each cartridge shall be uniquely identified. Each cartridge shall include a bar code label located on the front face (side opposite the
reaction tube). The bar code shall be 22 characters in length and shall include an eight (8) digit serial number, an expiration date, the
reagent lot number and a product code that ensures that the cartridge can only be used with appropriate assay definitions within the
GeneXpert software database.

The Seller shall provide cartridges in cases of 120 counts. A case shall be affixed with an external label to include, in human readable
and bar-code formats, the product code, the expiration date, and the reagent lot number of the contents. For each label, the human
readable and bar-code formats will match in the information they represent and will accurately represent the contents to which the
label is affixed. The case container shall be marked with an orientation marking indicating transport and storage must be in an upright
manner.

[***] Clause:

The [***] Clause, Rev A, dated March 28, 2007 (see Attachment 4) is incorporated into the Terms and Conditions for Cepheid and
Northrop Grumman Security Systems, LLC, Exhibit A, Rev B, dated 2 December, 2005, incorporated herein by reference, and
replaces the previous clause.

Escrow:

The BDS Escrow Agreement, Rev G, dated 6 July 2006 & Addendum 1, dated 28 September 2006, shall remain in full force and
effect for the life of this agreement.

Invoicing for Technical Support:

For recurring Technical Support activities, the SELLER will invoice the BUYER each month for one twelfth (1/12) of the issued
Technical Support purchase order value. The SELLER will submit an invoice to the BUYER detailing the period covered by the
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invoice and the amount being claimed for the period, by the 15 working day of the following month. The BUYER will review the
invoice upon receipt, and work with the SELLER to resolve any issues without undue delay. Once the BUYER has completed the
review and accepted the invoice, the invoice will be paid by the BUYER in accordance with the terms and conditions contained in the
purchase order.

For non-recurring Technical Support activities, the SELLER will submit an invoice against the fixed price purchase order specifically
issued to cover such activities The BUYER will review the invoice upon receipt, and work with the SELLER to resolve any issues
without undue delay. Once the BUYER has completed the review and accepted the invoice, the invoice will be paid by the BUYER in
accordance with the terms and conditions contained in the purchase order.

Resolution of [***]:

The BUYER and SELLER shall resolve the [***] each calendar quarter, in accordance with the BDS Technical Requirements
Document (TRD) for Bio-ldentifier Module (BIM), Rev 8.3, dated 21 September 2005, for the period of performance of this
agreement. The process for resolution will be as follows:

The BUYER will send to the SELLER, by the 5th working day following the end of a calendar quarter, a summary
spreadsheet (see [***] Clause Calculation Template) for the quarter that will detail [***]:

o [rwe
o res
.
.
o res
.
.
o res
.
.
o res

The Seller will have 10 working days from receipt of the summary spreadsheet to review the data.

The BUYER and SELLER will review and discuss the quarterly [***] summary data at the next Weekly Action Item
conference call, following the completion of the SELLER’s 10 working day review period.

The BUYER will present to the SELLER [***] for the quarter.
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The SELLER will have 5 business days from receipt (of notification of the [***]) from the BUYER to comment on the
BUYER’s notification.

After the SELLER’s comment period has expired, the BUYER will then notify the SELLER of the [***] for the quarter.
If the SELLER disagrees with the BUYER’s [***], the SELLER can invoke dispute resolution.
Change Control Clause:

The Change Control Clause (see Attachment 5), is incorporated into the Biohazard Detection System (BDS) Statement of Work for
the Bio-identifier Module (BIM), Rev G, dated 21 September 2005, Section 3.5.3, incorporated herein by reference, and replaces the
previous clause.

USPS Regulations Incorporated by Reference:

The following listed USPS Regulations, USPS Interim Internal Purchasing Guidelines, PM Issue 1, dated 15 November 2001, are
hereby incorporated by reference:

B-4, Variation on Quantity, 1/97

B-5, Certificate of Conformance, 1100

B-26, Protection of Postal Service Buildings, Equipment, and Vegetation, 1/97
B-27, Performance at Occupied Postal Premises, 1/97

B-28, Safety and Health Standards, 1/97

1-11, Prohibition Against Contracting with Former Officers or PCES Executives, 1/97
5-2, Subcontractor Cost or Pricing Data, 1/97

7-9, State and Local Taxes (Indefinite Delivery Equipment Rental), 1/97

8-2, Authorization and Consent, 1/97

8-3, Notice and Assistance Regarding Patent and Copyright Infringement, 1/97
8-7, Withholding Payment (Tech Data and Computer S/W), 1/97

B-19, Excusable Delays, 1/97

1-12, Use of Former Postal Service Employees, 10/01

4-14, Non-Commercial Software Development Warranty

4-13, Software License Warranty and Indemnification

B-1, Definitions, 1/97

B-16, Suspensions and Delays, 1/97

1-5, Gratuities or Gifts, 1/97

9-1, Convict Labor, 1/97

9-5, Contract Work hours and Safety Standards Act — Safety Standards, 1/97
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-6, Contingent Fees, 1/97

1, Small, Minority and Woman-Owned Business Subcontracting Requirements, 2/99
2, Participation of Small, Minority and Woman — Owned Businesses, 2/99

6, Walsh-Healey Public Contracts Act, 1/97

9-7, Equal Opportunity, 1/97
9-13, Affirmative Action for Handicapped Workers, 1/97
9-14, Affirmative Action for Disabled Veterans and Veterans of the Vietnam Era, 1/97
B-12, Termination for Convenience or Default (January 1997) — (only for materials)
2-11, Postal Service Property — Fixed-Price (January 1997)
7-4, Insurance, Standard Provisions
5-1, Price Reduction for defective Cost or Pricing Data, 1/97 (This clause pertains only to Buffers, and specifically does not apply to
the following: Cartridges; Gx modules; Calibration, Repairs and Spare Parts; and Technical Support Services).

1

3-
3-
9-

Modifications to LISPS Regulations:

The following clauses have been modified and are hereby incorporated by reference:

Rights in Technical Data (modified from Clause 8-6 Rights in Technical Data (January 1997) (8.3.5))
a. Definitions

(1) Data. Recorded information, regardless of the form or the medium on which it may be recorded. The term includes technical data
and computer software. The term does not include information incidental to contract administration, such as financial, administrative,
cost or pricing, or management information.

(2) Form, Fit, and Function Data shall have the meaning set forth in the Supplemental Clauses, Rev S, dated 14 August 2007,
Attachment 5 — Change Control Clause.

(3) Limited Rights Data. Data other than computer software developed at private expense, including minor modifications of these
data.

(4) Technical Data. Data other than computer software, of a scientific or technical nature.

(5) Unlimited Rights. The rights of the Postal Service in technical data and computer software to use, disclose, reproduce, prepare
derivative works, distribute copies to the public, and perform and display publicly, in any manner and for any purpose, and to have or
permit others to do so.

b. Allocation of Rights

(1) Except as provided in paragraph ¢ below regarding copyright, the Postal Service has unlimited rights in:
(a) Technical data first produced in the performance of this contract (except to the extent that they constitute minor modifications of
data that are limited rights data);
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(b) Form, fit, and function data delivered under this contract; except that all form, fit, and function data describing limited rights data
must be delivered with unlimited rights;

(c) Technical data delivered under this contract that constitute manuals or instructional and training material for installation, operation,
or routine maintenance and repair of items, components, or processes delivered or furnished for use under this contract; and

(d) All other technical data delivered under this contract, unless provided otherwise in paragraph g below.

(2) The allocation of rights in any computer programs, data bases, and documentation will be determined by the Rights in Computer
Software clause, except that limited rights data formatted as computer data bases for delivery to the Postal Service are to be treated as
limited rights data under this Rights in Technical Data clause.

c¢. Copyright

(1) Unless provided otherwise in paragraph d below, the supplier may establish, without prior approval of the contracting officer,
claim to copyright in scientific and technical articles based on, or containing, technical data first produced in the performance of this
contract and published in academic, technical, or professional journals, symposia proceedings, or similar works. The prior, express
written permission of the contracting officer is required to establish claim to copyright in all other technical data first produced in the
performance of this contract. When making claim to copyright, the supplier must affix the applicable copyright notice of 17 U.S.C.
401 or 402. The supplier grants to the Postal Service and others acting on its behalf a paid-up, nonexclusive, irrevocable worldwide
license in such copyright data to reproduce, prepare derivative works, distribute copies to the public, and perform and display the data
publicly.

(2) The supplier may not, without prior written permission of the contracting officer, incorporate in technical data delivered under this
contract any data not first produced in the performance of this contract containing the copyright notice of 17 U.S.C. 401 or 402, unless
the supplier identifies the data and grants to the Postal Service, or acquires on its behalf at no cost to the Postal Service, a license of
the same scope as set forth in subparagraph c.1 above.

(3) The Postal Service agrees not to remove any copyright notices placed on data pursuant to this paragraph c, and to include such
notices on all reproductions of the data. d. Release, Publication, and Use of Technical Data

(1) The supplier has the right to use, release to others, reproduce, distribute, or publish any technical data first produced by the
supplier in the performance of this contract, except to the extent these data may be subject to the federal export control or national
security laws or regulations, or unless otherwise provided below in this paragraph d.2 following or expressly set forth in this contract.

(2) The supplier agrees that if it receives or is given access to data necessary for the performance of this contract that contain
restrictive markings, the supplier will treat the data in accordance with the markings unless otherwise specifically authorized in
writing by the contracting officer. e. Unauthorized Marking of Data

(1) If any technical data delivered under this contract are marked with the notice specified in paragraph g below and the use of such a
notice is not authorized by this clause, or if the data bear any other unauthorized restrictive markings, the contracting officer may at
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any time either return the data or cancel the markings. The contracting officer must afford the supplier at least 30 days to provide a
written justification to substantiate the propriety of the markings. Failure of the supplier to timely respond, or to provide written
justification, may result in the cancellation of the markings. The contracting officer must consider any written justification by the
supplier and notify the supplier if the markings are determined to be authorized.

(2) The foregoing procedures may be modified in accordance with Postal Service regulations implementing the Freedom of
Information Act (5 U.S.C. 552) if necessary to respond to a request thereunder. In addition, the supplier is not precluded from bringing
a claim in connection with any dispute that may arise as the result of a final disposition of the matter by a court of competent
jurisdiction.

f. Omitted or Incorrect Markings

(1) Technical data delivered to the Postal Service without limited rights notice authorized by paragraph g below, or the copyright
notice required by paragraph c above, will be deemed to have been furnished with unlimited rights, and the Postal Service assumes no
liability for the disclosure outside the Postal Service, the supplier may request, within six months (or a longer time approved by the
contracting officer) after delivery of the data, permission to have notices placed on qualifying technical data at the supplier’s expense,
and the contracting officer may agree to do so if the supplier:

(a) Indemnifies the technical data to which the omitted notice is to be applied;
(b) Demonstrates that the omission of the notice was inadvertent;
(c) Establishes that the use of the proposed notice is authorized; and

(d) Acknowledges that the Postal Service has no liability with respect to the disclosure, use, or reproduction of any such data made
before the addition of the notice or resulting from the omission of the notice.

(2) The contracting officer may also (a) permit correction at the suppliers expense of incorrect notices if the supplier identifies the
technical data on which correction of the notice is to be made and demonstrates that the correct notice is authorized, or (b) correct any
incorrect notices.

g. Protection of Limited Rights Data. When technical data other than data listed in b.1(a), (b), and (c) above are specified to be
delivered under this contract and qualify as limited rights data, if the supplier desires to continue protection of such data, the supplier
must affix the following “Limited Rights Notice” to the data, and the Postal Service will thereafter treat the data, subject to paragraphs
e and f above, in accordance with the Notice:

“LIMITED RIGHTS NOTICE

These technical data are submitted with limited rights under Postal Service Contract No. (and subcontract , if appropriate).
These data may be reproduced and used by the Postal Service with the express limitation that they will not, without written permission
of the supplier, be used for purposes of manufacture or disclosed outside the Postal Service; except that the Postal Service may
disclose these data outside the Postal Service for the following purposes, provided that the Postal Service makes such disclosure
subject to prohibition against further use and disclosure:
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1. Use (except for manufacture) by support service suppliers.
2. Evaluation by Postal Service evaluators.

3. Use (except for manufacture) by other suppliers participating in the Postal Service’s program of which the specific contract is a
part, for information and use in connection with the work performed under each contract.

4. Emergency repair or overhaul work.
This Notice must be marked on any reproduction of these data, in whole or in part.”

h. Subcontracting. The supplier has the responsibility to obtain from its subcontractors all data and rights therein necessary to fulfill
the supplier’s obligations under the contract. If a subcontractor refuses to accept terms affording the Postal Service such rights, the
supplier must promptly bring such refusal to the attention of the contracting officer and may not proceed with subcontract award
without further authorization.

i. Relationship to Patents. Nothing contained in this clause implies a license to the Postal Service under any patent or may be
construed as affecting the scope of any license or other right otherwise granted to the Postal Service.

Rights in Computer Software (modified from 8-9, Rights In Computer Software, 1/97)

a. Definitions

(1) Computer Software: Computer programs, computer data bases, and their documentation.

(2) Form, Fit, and Function Data shall have the meaning set forth in the Supplemental Clauses, Rev S, dated 14 August 2007,
Attachment 5 — Change Control Clause.

(3) Restricted Computer Software. Computer software developed by supplier that is a trade secret, is commercial or financial and
confidential or privileged, or is published copyrighted computer software, including minor modifications of this computer software.

(4) Restricted Rights. The rights of the Postal Service in restricted computer software, as set forth in a Restricted Rights Notice as
provided in paragraph g below, or as otherwise may be provided in a collateral agreement incorporated in and made part of this
contract.

(5) Unlimited Rights. The rights of the Postal Service in computer software to use, disclose, reproduce, prepare derivative works,
distribute copies to the public, and perform and display publicly, in any manner and for any purpose, and to have or permit others to
do so.

b. Allocation of Rights. Except as provided in paragraph c below regarding copyright, the Postal Service has unlimited rights in:

(1) Computer software first produced in the performance of this contract (except to the extent that it constitutes minor modifications of
computer software that is Restricted Computer Software);

(2) Form, fit, and function data delivered under this contract; except that all form, fit, and function data describing limited rights data
must be delivered with unlimited rights;

(3) All other computer software delivered under this contract, except for Restricted Computer Software provided in accordance with
paragraph g below.
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c. Copyright

(1) (a) Except for Computer Software and other data generated by the supplier, the prior, express written permission of the contracting
officer is required to establish claim to copyright in all computer software or other data first produced and paid for in the performance
of this contract. When making claim to copyright, the supplier must affix the applicable copyright notice of 17 U.S.C. 401. To the
extent such copyright relates solely to Unlimited Rights Computer Software, the supplier grants to the Postal Service and others acting
on its behalf a paid-up, nonexclusive, irrevocable worldwide license in such copyrighted computer software to reproduce, prepare
derivative works, and perform and display the computer software and other data publicly. (b) If the Postal Service desires to obtain
copyright in the computer software first produced by supplier in the performance of the contract and permission has not been granted
pursuant to c.1(a) above, the contracting officer may request the supplier to establish, or authorize the establishment of, claim to
copyright in the computer software and may request supplier to assign, or obtain the written assignment of, the copyright to the Postal
Service or its designated assignee, and at supplier’s sole discretion, supplier may so assign said copyright.

(2) The supplier may not, without prior written permission of the contracting officer, incorporate in computer software delivered under
this contract any computer software not first produced in the performance of this contract containing the copyright notice of 17 U.S.C.
401, unless the supplier identifies the computer software and grants to the Postal Service, or acquires on its behalf at no cost to the
Postal Service, a license of the same scope as set forth in c.1.(a) above or as otherwise may be provided in a collateral agreement
incorporated in and made part of this contract.

(3) The Postal Service agrees not to remove the supplier’s copyright notice placed on computer software pursuant to this paragraph c,
and to include such notices on all reproduction of the computer software.

d. Release, Publication, and Use of Computer Software

(1) Unless otherwise agreed in a separate document, Unless prior written permission is obtained from the contracting officer or to the
extent expressly set forth in this contract, the supplier will not supplier may use, release to others, reproduce, distribute, or publish any
computer software first produced by the supplier and paid for in the performance of the contract. NO

(2) The supplier agrees that to the extent it receives or is given access to computer software necessary for the performance of this
contract that contains restrictive markings, the supplier will treat the computer software in accordance with these markings unless
otherwise specifically authorized in writing by the contracting officer.

e. Unauthorized Marking of Computer Software

(1) if any computer software delivered under this contract is marked with the notice specified in paragraph g below and the use of such
a notice is not authorized by this clause, or if the computer software bears any other unauthorized restrictive markings, the contacting
officer may at any time either return the computer software or cancel the markings. The contracting officer must afford the supplier at
least 30 days to provide a written justification to substantiate the propriety of the markings. Failure of the supplier to timely respond,
or to provide written justification, may result in the cancellation of the markings. The contracting officer must consider any written
justification by the supplier and notify the supplier if the markings are determined to be authorized.
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(2) The foregoing procedures may be modified in accordance with Postal Service regulations implementing the Freedom of
Information Act (5 U.S.C. 552) if necessary to respond to a request thereunder. In addition, the supplier is not precluded from bringing
a claim in connection with any dispute that may arise as the result of the Postal Service’s action to remove any markings on computer
software, unless this action occurs as a result of a final disposition of the matter by a court of competent jurisdiction.

f. Omitted or Incorrect Markings

(1) Computer software delivered to the Postal Service without the restricted rights notice authorized by paragraph g below, or the
copyright notice required by paragraph c above, will be deemed to have been furnished with unlimited rights, and the Postal Service
assumes no liability for the disclose, use or reproduction of such computer software. However, the extent the computer software has
not been disclosed outside the Postal Service, the supplier may request, within six months (or a longer time approved by the
contracting officer) after delivery of the computer software, permission to have notices placed on qualifying computer software at the
supplier’s expense, and the contracting officer may agree to do so if the supplier:

(a) Identifies the computer software involved;
(b) Demonstrates that the omission of the notice was inadvertent;
(c) Establishes that the use of the proposed notice is authorized; and

(d) Acknowledges that the Postal Service has no liability with respect to the disclosure, use, or reproduction of any such computer
software made before the addition of the notice or relisting from the omission of the notice.

(2) The contracting officer may also (a) permit correction, at the supplier’s expense, of incorrect notices if the supplier identifies the
computer software on which correction of the notice is to be made and demonstrates that the correct notice is authorized, or (b) correct
any incorrect notices.

g. Protection of Restricted Computer Software

(1) When computer software other than that listed in subparagraphs b.1 and b.2 above is specified to be delivered under this contract
and qualifies as restricted computer software, if the supplier desires to continue protection of such computer software, the supplier
must affix the following “Restricted Rights Notice” to the computer software, subject to paragraphs e and f above, in accordance with
the Notice:

RESTRICTED RIGHTS NOTICE

(a) This computer software is submitted with restricted rights under Postal Service Contract No. _ and subcontract, if appropriate). It
may not be used, reproduced, or disclosed by the Postal Service except as provided below or as otherwise stated in the contract.

(b) This computer software may be:

(1) Used or copied for use in or with the computer or computers for which it was acquired, including use at any Postal Service
installation at which the computer or computers may be transferred,;

(i1) Used or copied for use in a backup computer if any computer for which it was acquired is inoperative;
(iii) Reproduced for safekeeping (archives) or backup purposes;
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(iv) Modified, adapted, or combined with other computer software, provided that the modified, adapted, or combined portions of any
derivative software incorporating restricted computer software are made subject to the same restricted rights;

(v) Disclosed to and reproduced for use by support service suppliers in accordance with i through iv above, provided the Postal
Service makes such disclosure or reproduction subject to these restricted rights; and

(vi) Used or copied for use in or transferred to a replacement computer.

(c) Notwithstanding the foregoing, if this computer software is published copyrighted computer software, it is licensed to the Postal
Service, without disclosure prohibitions, with the minimum rights set forth in the preceding paragraph.

(d) Any other rights or limitations regarding the use, duplication, or disclosure of this computer software are to be expressly stated in,
or incorporated in, the contract.

(e) This Notice must be marked on any reproduction of this computer software, in whole or in part.

(2) When it is impracticable to include the above Notice on restricted computer software, the following short-form Notice may be used
instead, on condition that the Postal Service’s rights with respect to such computer software will be as specified in the above Notice
unless otherwise expressly stated in the contract.

RESTRICTED RIGHTS NOTICE (SHORT FORM)

Use, reproduction, or disclosure is subject to restrictions set forth in Contract No. (and subcontract , if appropriate)
with (Name of supplier and subcontractor).”

h. Subcontracting. The supplier has the responsibility to obtain from its subcontractors all computer software and rights in it necessary
to fulfill the supplier’s obligations under this contract. If a subcontractor refuses to accept terms affording the Postal Service such
rights, the supplier must promptly bring such refusal to the attention of the contracting officer and may not proceed with subcontract
award without further authorization.

i. Standard Commercial License or Lease Agreements. The supplier unconditionally accepts the terms and conditions of this clause
unless expressly provided otherwise in this contract or in a collateral agreement incorporated in and made part of this contract. Thus
the supplier agrees that, notwithstanding any provisions to the contrary contained in the supplier’s standard commercial license or
lease agreement pertaining to any restricted computer software delivered under this contract, and irrespective of whether any such
agreement has been proposed before or after issuance of this contract of the fact that such agreement may be affixed to or accompany
the restricted computer software upon delivery, the Postal Service has the rights set forth in this clause to use, duplicate, or disclose
any restricted computer software delivered under this contract.

[***] Calculation Provision:

In the interest of implementing the intent of clause 3.2.1.3.1.4.2 Qty [***] (BDS Technical Requirements Document (TRD) for
Bio-Identifier Module (BIM), Rev 8.3, dated 21 September 2005) in an efficient manner, the Parties agree to discuss and equitably
resolve the [***] calculation reasonably associated with the Supplier’s products provided under this agreement for use in BDS systems
in USPS facilities.
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Attachment 1 - Incremental Period of Performance Table

Incremental
Period Of Incremental Period of Performance Cartridge Applicable Unit
Performance Definition Quantity Price Total Paid
FY07-A  Product shipped in support of FY07 prior to 10-1-06 (Q3-2006) [ S[F*] S[***]
FY07-B Product shipped in support of FY07, from 10-1-06 (Q4-2006) [¥**] $[***]
through 8-14-07 $[***]
FY07-C Product shipped in support of FY07, after 8-14-07 555 $[***] $[***]
FYO07 Totals [*%*] $[***]
FYO07 Single Year Price* [555] $[***]
FYO07 Multiyear Price* [**%*] $[***]
FYO07Price Delta $[***]
Credit Due to NGSS from Cepheid
for FY07 Multiyear Quantity Price Reduction [¥**] [***] S[***]
Final FY07 Purchase Order
Value
(FYO07 Total Paid — Credit
Due) S[***]

*See Attachment 2 — (5 Year OM/C Multi-year and Single Year Cartridge Pricing), Table 1
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Attachment 2 — 5 Year OM/C Multi-Year and Single Year Cartridge Pricing

Table 1
Multi-Year Cartridge Pricing

BA Tagman 5-Multi year 2007 2008 2009 2010 2011
< 100,000 units $[***] $[***] R $[***] $[***] $[***]
100,001 < 199,999 units $[***] $[***] $[***] $[F**] $[F*] S[*F**]
200,000 < 299,999 units $[***] S[***] S[***] S[F*] S[F*] S[F*%]
300,000 < 599,999 units $[***] $[FH*] $[F**] $[***] $[***] $[*F**]
600,000 < 899,999 units $[***] $[***] $[***] $[F**] $[F**] $[***]
900,000 < 1,499,999 units $[***] $[***] $[***] $[***] $[*F**] $[***]
1,500,000<1,999,999 units $[***] $[***] $[***] $[***] $[F**] $[*F**]
2,000,000 < 2,994,999 units $[***] $[***] $[***] $[F**] $[*] S[*F**]
> 3,000,000 units $[***] $[***] §[***] §[***] $[***] $[***]
Table 2
Single Year Unit Pricing
BA Tagman 5 individual years Baseline 2007 2008 2009 2010 2011
< 100,000 units R $[***] $[***] S $[***] L
100,001 <199,999 units $[***] $[F**] $[***] S[F**] $[***] S[***]
200,000 <299,999 units $[***] $[***] $[***] 8[***] $[***] $[***]
300,000 <599,999 units $[***] $[***] $[***] $[*F**] $[*F**] $[***]
600,000 <899,999 units $[***] $[***] $[***] $[***] $[F**] $[F**]
900,000 <1,499,999 units $[***] $[***] $[***] $[***] S[F**] $[F**]
1,500,000<1,999,999 units $[***] $[***] $[***] $[F**] S[F**] S[***]
2,000;000 < 2,999,999 units $[***] $[F**] $[***] S[F**] $[***] S[***]
> 3,000,000 units $[***] $[***] $***] §[***] $[***] $[***]

The symbol [***] is used to indicate that a portion of the exhibit has been omitted and filed separately with the Securities and
Exchange Commission. Confidential treatment has been requested with respect to the omitted portion.
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Attachment 3 — Liquidated Damages

Liquidated Damages

Cartridges Cancelled 2007 2008 2009 2010 2011
< 100,000 units $[***] $[***] $[***] $[***] $[***]
100,001 < 199,999 units N il S[*F**] S[*F**] S[***] S[***]
200,000 < 299,999 units S[F#%] S[F**] A el S[***] S[***]
300,000 < 599,999 units S[*F**] S[***] S[***] S[***] S[***]
600,000 < 899,999 units S[*F**] $[*F**] $[*F**] S[***] S[***]
900,000 < 1,999,999 units S[*F**] $[*F**] $[*F**] $[*F**] S[***]
2,000,000 < 2,999,999 units $[F**] $[F**] $[*F**] S[***] S[***]
> 3,000 000 units S[F**] S[*F**] S[*F**] S[***] S[***]

The symbol [***] is used to indicate that a portion of the exhibit has been omitted and filed separately with the Securities and

Exchange Commission. Confidential treatment has been requested with respect to the omitted portion.
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Attachment 4 — [***] Clause, Rev A, dated March 28, 2007

In the event that there is a [***] (as defined below in this Section 11) and BUYER requests support from SELLER to investigate such
[***], SELLER shall employ reasonable efforts to develop and implement an agreed upon action plan to identify the cause of [***].
Once the cause of [***] has been determined, BUYER and SELLER will cooperate to make a scientific assessment of the best
approach to correct the cause of [***]. Considerations in that assessment will include such variables as [***]. If the parties agree in
their reasonable scientific judgment that [***], SELLER will use reasonable efforts to develop an agreed upon action plan and
SELLER will use commercially reasonable efforts to implement said action plan to correct the cause of [***]. In developing and
implementing the action plan to identify the cause of [***], assessing the solutions, and in developing and implementing the action
plan to correct the cause of [***], SELLER agrees to spend up to a limit of $[***], at its then standard hourly time and material rates,
to modify its products and/or processes, the goal of that modification being to prevent [***]. Once the spending limit has been reached
by SELLER, any additional effort may be contracted for by way of a change order or a separate purchase order, either to be negotiated
between the parties at the time. For purposes of this Purchase Order, a [***] means [***].

After the SELLER and/or its subcontractors complete the [***] described above, SELLER must notify BUYER in writing. [**¥]
then SELLER will again enter into the process described above, and as many times as necessary, until the balance of the $[***]
identified above is spent by SELLER. Thereafter, additional support will be provided as requested by BUYER pursuant to a
negotiated change order or separate purchase order.

(b) Except for liability for breach of warranty by SELLER, Section 11(a), and notwithstanding anything else in this Purchase Order,
the above states the entire liability of SELLER for [***].

The symbol [***] is used to indicate that a portion of the exhibit has been omitted and filed separately with the Securities and
Exchange Commission. Confidential treatment has been requested with respect to the omitted portion.
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Attachment 5
3.5.3 Change Control (Rev A, dated 7 June 2007)

It is anticipated that the SELLER may need the ability to make changes to the design during the life of the program.. These changes
have the ability to affect the overall system performance and design and need to be controlled. The SELLER shall not make a change
without submitting a VECR.

If the change being made by the SELLER does not impact the Form, Fit, and Function of any item being provided, then the SELLER
shall submit a Vendor Engineering Change Request (VECR) for notification only and check the appropriate block on the VECR form.
BUYER approval is not required in this case. The VECR shall detail:

. What the change consists of
. The reason, or justification, for making the change

If the change being made by the SELLER does impact the Form, Fit, and Function of any item being provided, the SELLER shall
submit a Vendor Engineering Change Request (VECR) and receive approval from the BUYER before releasing the change, such
approval not to be unreasonably withheld. The data that defines form, fit or function means technical data relating to an item or
process identifying source, size, configuration, mating and attachment characteristics, functional characteristics (as defined by the
performance specifications), all to the extent necessary to permit physical and functional interchangeability; except that for computer
software, it means data identifying origin, functional characteristics (as defined by the performance specifications), but specifically
excludes the source code, algorithm, process, formulas, and machine-level flow charts of the computer software. For purposes of
clarity, this definition of Form, Fit, and Function is meant to capture those changes that are required to be identified under the
SAFETY Act.

The VECR shall detail:
. What the change consists of
. The reason, or justification, for making the change
. The associated cost and/or schedule impact, if any

. The proposed break-in point (effectivity) by hardware serial number, or reagent lot number, or SW version number depending
on the type of item affected

A sample copy of a VECR form with instructions is included in Appendix A of this SOW.
In any event, SELLER shall comply with Paragraph 22 of the Terms and Conditions.

The symbol [***] is used to indicate that a portion of the exhibit has been omitted and filed separately with the Securities and
Exchange Commission. Confidential treatment has been requested with respect to the omitted portion.
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Attachment 6 — 5 Year OM/C Multi-year Buffer Pricing
Table 1 — Buffer Pricing

2006 2007 2008 2009 2010 2011
Buffer 1 $[***] §[***] $[***] $[***] $[***] $[***]
Buffer 2 $[***] §[***] §[***] $[***] $[***] $[***]
Buffer 3 §[***] §[***] §[***] $[***] $***] $[***]

The symbol [***] is used to indicate that a portion of the exhibit has been omitted and filed separately with the Securities and
Exchange Commission. Confidential treatment has been requested with respect to the omitted portion.
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Attachment 7 — 5 Year OM/C Multi-year Calibration, Repairables and Spare Part Pricing

Table 1 — Calibration Pricing

FY - 2007 FY - 2008

Calibration (Out of Warranty) $[***] $[*F**]

Table 2 — Repairables Pricing

Repairs FY - 2007 FY - 2008

700-0491 (Heater) $[F**] $[***]
300-2610 (Uniframe) $[***] $[***]
300-1531 (Horn Housing) S[F**] S[***]
300-2571 (Encoder Label) $[***] $[***]
200-0488 (Horn) $[H*] $[**+]
300-1125 (DC Motor Worm Gear) $[***] $[***]
700-0955 (Motherboard Replacement $[***] $[***]
700-0849 (Stepper Motor) $[*F**] $[***]
300-2250 (Plunger Rod) S[***] S[***]
200-0532 (Force Sensor) $[***] $[***]
700-0940 (Force Sensor Cable) $[***] $[***]
700-0851 (Latch) $[***] $[**]
700-0376 (I-Core Replacement) S[F**] $[***]
700-0388 (I-Core PCB Replacement) $[***] $[***]
700-0427 (Excite Block) $[***] $[***]
700-0387 (Detect Block) Y Rl S[***]
700-0521 (Gateway Board) $[***] S[***]
100-3055 (Power Supply Board — 75) $[F**] $[***]
100-3056 (Power Supply Board — 30) S[F**] $[***]
200-1057 (Wavewasher) $[***] $[***]
Motherboard Upgrade S[***] S[***]

Table 3 — GX Module Spare Part Pricing

Quantity per 12 months

1 — 10 units
11 — 50 units
51 — 100 units
101 — 500 units
501 —799 units
800 units or greater

FY - 2009 FY - 2010 FY - 2011
FY - 2009 FY - 2010 FY - 2011
Price
$[***]/unit
$[***]/unit
$[***]/unit
$[***]/unit
$[***]/unit
$[***]/unit

The symbol [***] is used to indicate that a portion of the exhibit has been omitted and filed separately with the Securities and

Exchange Commission. Confidential treatment has been requested with respect to the omitted portion.
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Attachment 8 — Technical Support Pricing

Table 1

FY-2007 $[***]
FY-2008 $[***]
FY-2009 $[***]
FY-2010 $[***]
FY-2011 $[***]

The symbol [***] is used to indicate that a portion of the exhibit has been omitted and filed separately with the Securities and
Exchange Commission. Confidential treatment has been requested with respect to the omitted portion.
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Exhibit 31.1

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

I, John L. Bishop, certify that:

1.
2.

I have reviewed this quarterly report on Form 10-Q of Cepheid;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading
with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this report;

The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined
in the Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under
our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is
made known to us by others within those entities, particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this
report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the
registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has
materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons
performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting
which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial
information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal control over financial reporting.

Date: November 5, 2007 /s/ JOHN L. BISHOP

John L. Bishop
Chief Executive Officer

Source: CEPHEID, 10-Q, November 05, 2007
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Exhibit 31.2

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

I, John R. Sluis, certify that:

1.
2.

I have reviewed this quarterly report on Form 10-Q of Cepheid;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading
with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this report;

The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined
in the Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under
our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is
made known to us by others within those entities, particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this
report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the
registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has
materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons
performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting
which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial
information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal control over financial reporting.

Date: November 5, 2007 /s/ JOHN R. SLUIS

John R. Sluis
Senior Vice President of Finance and Chief
Financial Officer

Source: CEPHEID, 10-Q, November 05, 2007
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Exhibit 32.1

Certification of Chief Executive Officer 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 Cepheid (the Company) on Form 10-Q for the quarter ended September 30, 2007, as
filed with the Securities and Exchange Commission on the date hereof (the Report), I, John L. Bishop, as Chief Executive Officer of
the Company, hereby certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of
2002, that:

(1) The Report fully complies with the requirements of Section 13(a) of the Securities Exchange Act of 1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of the Company.

Date: November 5, 2007 /s/ JOHN L. BISHOP
John L. Bishop
Chief Executive Officer

This certification accompanies this Report pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 and is not deemed filed with
the Securities and Exchange Commission and is not to be incorporated by reference into any filing of the Company under the
Securities Act of 1933 or the Securities Exchange Act of 1934 (whether made before or after the date of the Report), irrespective of
any general incorporation language contained in such filing.

Source: CEPHEID, 10-Q, November 05, 2007
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Exhibit 32.2

Certification of Chief Financial Officer 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 Cepheid (the Company) on Form 10-Q for the quarter ended September 30, 2007, as
filed with the Securities and Exchange Commission on the date hereof (the Report), I, John R. Sluis, as Chief Financial Officer of the
Company, hereby certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002,
that:

(1) The Report fully complies with the requirements of Section 13(a) of the Securities Exchange Act of 1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of the Company.

Date: November 5, 2007 /s/ JOHN R. SLUIS
John R. Sluis
Senior Vice President of Finance and Chief
Financial Officer

This certification accompanies this Report pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 and is not deemed filed with
the Securities and Exchange Commission and is not to be incorporated by reference into any filing of the Company under the
Securities Act of 1933 or the Securities Exchange Act of 1934 (whether made before or after the date of the Report), irrespective of
any general incorporation language contained in such filing.
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