








Is where we saw a world connected by the common need for rapid answers.



Is where we envisioned a diverse
landscape changed by a single solution.



Is where we are rewarded by a vision
that is changing the lives of many.



Is where we see answers being brought to life.
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Is where we are.

Dear Fellow Shareholders,

2007 was a breakout year for Cepheid as we fully crossed
over from a company predominately driven by Biothreat
product sales to a company driven by Clinical product sales.
52% of our product sales in 2007 were from the Clinical
market as compared to 24% in 2006. Biothreat sales were
35% of total product sales in 2007 versus 58% in 2006 and
Industrial sales were 13% of the total product sales in 2007
versus 18% in 2006. Our annual revenues grew to $129.5
million in 2007. Top line sales growth for 2007 was driven
by the developing market for MRSA surveillance and the
introduction of our Xpert™ MRSA test in the U.S. last April.
The transition to the Clinical market offers a substantially
larger, higher-growth and higher-margin opportunity
compared to the Industrial and Biothreat market segments.

As of December 31, 2007, we had installed 2,569 GeneXpert®
diagnostic modules in 483 GeneXpert Systems in the U.S.
and Europe. This is an increase of 1,583 modules and 231
systems compared to the end of the second quarter of 2007
when our Xpert MRSA test was approved for the

U.S. market.

The Veterans Administration (VA) required that hospitals
within its network implement MRSA screening procedures
during 2007 to aid in the reduction of infection rates. Even
though our Xpert MRSA product wasn’t FDA cleared for
market launch until April of 2007, we were still able to secure
4 out of 5 accounts desiring to do molecular testing within
the VA network. This is a testament to the added value our
customers recognize in the GeneXpert System.

While the early success of our MRSA business was driven
by the VA market opportunity, general hospital adoption
outside of the VA hospital system drove our MRSA business
at the end of 2007 and into 2008. As of the end of the fourth
quarter, general hospital accounts comprised 52% of our
MRSA accounts.

Looking ahead in 2008, our success will be measured on
three fronts. First, through commercial operations with the
continued market adoption of the GeneXpert System, and
increased test cartridge utilization. Second, through R&D
with the expansion of our clinical test menu in the Healthcare
Associated Infection (HAI) market, along with the expected
release of our first genetic market test for the evaluation

of coagulation Factor Il and Factor V. We also expect to
expand the scope of our GeneXpert System offering with

the initiation of shipment of our high throughput GeneXpert

Infinity-48 System. Third, we expect to realize an increase
in the percentage of gross profit margin earned on
product sales.

Growth of the HAI market continues to be driven in part

by state and national legislation including mandatory
reporting of hospital rates of infection and mandated MRSA
surveillance testing. Four states have already enacted
legislation mandating active MRSA surveillance of all
high-risk patients entering hospitals and there is similar
legislation at various stages of development in an additional
seven states and the District of Columbia. Legislation

was introduced on a national level this past December

that included provisions for near-term implementation of
mandated surveillance in all acute care hospitals for high
risk patients and surveillance of all acute care hospital
admissions by 2012.

We plan to offer the most robust platform and menu

of tests for HAI in the industry. We plan to release our
Clostridium difficile and Vancomycin resistant enterococci
(VRE) tests in Europe as CE marked products at the end
of 2008 and in the U.S. following FDA clearance in 2009.
These two infections pose an additional substantial threat
to our healthcare system, and in some parts of the world
C. difficile infections have already surpassed MRSA as a
serious health issue.

We expect to further expand our MRSA testing portfolio.

In 2008, we expect FDA clearance of our MRSA/SA/

mecA combination products for blood culture bottles as
well as for skin and soft tissue infections for the diagnosis
of symptomatic patients. We have also expanded our
development plans to include a nasal specimen application
of our MRSA/SA/mecA test for pre-surgical testing. This
product is also expected to be released in Europe as a CE
marked product by the end of 2008 and in the U.S. following
FDA clearance in 2009.

Work is also continuing on the potential 2009 release of

a CLIA waived product for MRSA surveillance, which will
extend the market to U.S. nursing home testing. As an
additional note, we will also be improving our existing MRSA
surveillance product, which is currently on the market

in the U.S. and Europe, reducing the time-to-result to
approximately 50 minutes from the current time-to-result of
approximately 70 minutes. This improvement is expected to
be implemented before the end of 2008.

““We plan to offer the most robust platform
and menu of tests for healthcare associated
infections in the industry.”

The scalability of the GeneXpert System is proving to

be a significant benefit as it allows accounts to easily
configure the system to meet their current high volume or
low volume needs — as well as having the ability to further
increase the capacity of their system at their discretion.
Presently, accounts can configure their GeneXpert Systems
with anywhere from one to 16 modules per system. With

the introduction of our new GeneXpert Infinity Systems,
accounts will have the ability to configure systems with up to
72 modules. In addition to its high throughput capability, the
GeneXpert Infinity Systems will have true random access
capability enabling the user to run up to 48 or 72 different
tests simultaneously, depending on system configuration.

We expect 2008 to be another significant year of
achievement for Cepheid. Based on the strong market
adoption we are seeing in our GeneXpert Systems and
associated Xpert tests, we expect continued revenue
growth in 2008 driving us to profitability, excluding stock
option expenses.

| thank you, our shareholders, for your commitment to our
endeavors to improve the efficiency of clinical molecular lab
testing and to place molecular diagnostics in the hands of
the healthcare professionals, closer to the patient, to make
rapid on-demand treatment decisions. This undertaking

is just beginning to unfold, and we are looking ahead to
expanding our reach to additional clinical care settings.

Thank you for your continued support.

John L. Bishop
Chief Executive Officer

March 2008
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SELECTED FINANCIAL DATA

YEAR ENDED DECEMBER 31,

Consolidated Statements of Operations

(in thousands, except per share data)

Revenues
Product sales
Other revenue

Total revenues

Cost and operating expenses:
Cost of product sales
Collaboration profit sharing
Research and development
In-process research and development
Selling, general and administrative
Expense for patent related matter
Total costs and operating expenses
Loss from operations
Other income (expense), net
Net loss before provision for income taxes
Provision for income taxes
Net loss
Basic and diluted net loss per share
Shares used in computing basic and diluted
net loss per share

AS OF DECEMBER 31,

Balance Sheet Information
(in thousands)

Cash, cash equivalents and marketable securities

Working capital

Total assets

Long-term obligations
Accumulated deficit

Total shareholders’ equity

2007

$ 116,532
12,941
129,473

69,174
12,256
31,449

41,081
153,960
(24,487)
3,277
(21,210)
(213)

$ (21,423)

$ (0.39)

55,263

2007

$ 44,026
56,109
165,245

2
(154,909)
126,935

2006

$ 82,403
4,949
87,352

48,800
14,974
23,886
139
26,470
3,350
117,619
(30,267)
4,282
(25,985)
$ (25,985)

$ (0.50)

52,325

2006

$ 94,936
90,362
167,661
44
(133,486)
132,706

2005

$ 80,440
4,570
85,010

46,232
14,483
18,961

18,901
98,577
(18,567)
(27)
(13,594)

$ (13,594)
$ (0.32

42,494

2005

$ 37,222
19,561
103,188
2,439
(107,501)
55,403

FORM 10-K IS HERE.



TODAY.





