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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549
FORM 10-Q
(Mark One)

b 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

0 Transition Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
Commission File Number 001-31279
GEN-PROBE INCORPORATED
(Exact Name of Registrant as Specified in Its Charter)

Delaware 33-0044608
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification Number)

10210 Genetic Center Drive

San Diego, CA 92121
(Address of Principal Executive (Zip Code)
Offices)

(858) 410-8000
(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 p No o

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer or a non-accelerated
filer. See definition of accelerated filer and large accelerated filer in Rule 12b-2 of the Exchange Act. (Check one):

Large Accelerated Filer p Accelerated Filer o 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).
Yes o No p

As of October 31, 2007, there were 53,796,801 shares of the registrant s common stock, par value $0.0001 per
share, outstanding.
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GEN-PROBE INCORPORATED
CONSOLIDATED BALANCE SHEETS
(In thousands, except share and per share data)

ASSETS
Current assets:
Cash and cash equivalents
Short-term investments

Trade accounts receivable, net of allowance for doubtful accounts of $750
and $670 at September 30, 2007 and December 31, 2006, respectively

Accounts receivable other
Inventories

Deferred income tax  short term
Prepaid income tax

Prepaid expenses

Other current assets

Total current assets

Property, plant and equipment, net

Capitalized software

Goodwill

Deferred income tax long term

License, manufacturing access fees and other assets

Total assets

LIABILITIES AND STOCKHOLDERS
Current liabilities:
Accounts payable
Accrued salaries and employee benefits
Other accrued expenses
Income tax payable
Deferred income tax  short term
Deferred revenue

Total current liabilities

Non-current income tax payable
Deferred income tax long term
Deferred revenue

Deferred rent

Deferred compensation plan liabilities
Commitments and contingencies
Stockholders equity:

EQUITY

Preferred stock, $.0001 par value per share; 20,000,000 shares authorized,

none issued and outstanding

Table of Contents

September
30,
2007
(unaudited)

$ 66,388
328,185

38,235
5,166
49,186
6,673
16,229
17,874
5,374

533,810
131,245
16,552
18,621
2,064
58,947

$ 761,239

$ 14,696
23,055

8,683

732

103

1,623

48,892
4,766
360
3,167
40
1,755

December
31,
2006

$ 87,905
202,008

25,880
1,646
52,056
7,247

11,362
2,583

390,687
134,614
18,437
18,621
2,064
59,416

$ 623,839

$ 13,586
16,723

3,320

14,075

921
48,625
3,667

128
1,211
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Common stock, $.0001 par value per share; 200,000,000 shares authorized,
53,718,400 and 52,233,656 shares issued and outstanding at September 30,

2007 and December 31, 2006, respectively 5 5
Additional paid-in capital 400,883 334,184
Accumulated other comprehensive income (loss) 581 5
Retained earnings 300,790 236,024
Total stockholders equity 702,259 570,208
Total liabilities and stockholders equity $ 761,239 623,839
See accompanying notes to consolidated financial statements.
3
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GEN-PROBE INCORPORATED
CONSOLIDATED STATEMENTS OF INCOME
(In thousands, except per share data)

(Unaudited)
Three Months Ended Nine Months Ended

September 30, September 30,

2007 2006 2007 2006
Revenues:
Product sales $ 97,402 $83,470 $278,451 $239.811
Collaborative research revenue 3,118 1,470 11,239 14,743
Royalty and license revenue 1,213 7,287 14,375 9,151
Total revenues 101,733 92,227 304,065 263,705
Operating expenses:
Cost of product sales 31,810 24,298 91,148 76,207
Research and development 27,582 24,178 72,813 63,833
Marketing and sales 9,651 9,526 28,580 27,533
General and administrative 11,380 12,748 34,742 34,104
Total operating expenses 80,423 70,750 227,283 201,677
Income from operations 21,310 21,477 76,782 62,028
Total other income, net 3,333 1,921 8,610 5,081
Income before income tax 24,643 23,398 85,392 67,109
Income tax expense 7,392 8,587 19,664 24,745
Net income $ 17,251 $14,811 $ 65,728 $ 42,364
Net income per share:
Basic $ 0.32 $ 0.29 $ 1.25 $ 0.82
Diluted $ 0.31 $ 0.28 $ 1.21 $ 0.80
Weighted average shares outstanding:
Basic 53,221 51,638 52,661 51,407
Diluted 54,857 53,180 54,210 53,001

See accompanying notes to consolidated financial statements.
4
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GEN-PROBE INCORPORATED
CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

(Unaudited)

Operating activities

Net income

Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization

Stock-based compensation charges

Stock option income tax benefits

Excess tax benefit from employee stock options
Loss on disposal of property and equipment
Changes in assets and liabilities:

Accounts receivable

Inventories

Prepaid expenses

Other current assets

Other long term assets

Accounts payable

Accrued salaries and employee benefits
Other accrued expenses

Income tax payable

Deferred revenue

Deferred income tax

Deferred rent

Deferred compensation plan liabilities

Net cash provided by operating activities

Investing activities

Proceeds from sales and maturities of short-term investments
Purchases of short-term investments

Purchases of property, plant and equipment

Capitalization of intangible assets, including license fees
Investment in Qualigen

Other assets

Net cash used in investing activities

Financing activities

Repurchase and retirement of restricted stock for payment of taxes
Excess tax benefit from employee stock options

Proceeds from issuance of common stock

Net cash provided by financing activities

Table of Contents

Nine Months Ended
September 30,

2007 2006
65,728 42,364
25,518 19,752
14,487 17,755

2,031 111
(13,055) (8,232)
202 4
(15,861) 7,550
2,660 (5,338)
(6,538) (682)
(2,756) 507
(930) (1,305)
1,116 (3,103)
6,328 2,821
5,343 624
(14,544) 2,037
202 (3,975)
794 645
(88) 87)
544 593
71,181 72,041
57,391 83,641
(182,449) (104,163)
(17,674) (40,126)
(2,127) (2,245)
(6,993)
(334) (223)
(145,193) (70,109)
(1,020)
13,055 8,232
40,677 19,089
52,712 27,321
7
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Effect of exchange rate changes on cash and cash equivalents 283 485
Net (decrease)/increase in cash and cash equivalents (21,017) 29,738
Cash and cash equivalents at the beginning of period 87,905 32,328
Cash and cash equivalents at the end of period $ 66,388 $ 62,066

See accompanying notes to consolidated financial statements.
5
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Notes to the Consolidated Financial Statements (unaudited)
Note 1  Basis of presentation
The accompanying interim consolidated financial statements of Gen-Probe Incorporated ( Gen-Probe or the

Company ) at September 30, 2007, and for the three and nine month periods ended September 30, 2007 and 2006, are
unaudited and have been prepared in accordance with United States generally accepted accounting principles ( U.S.
GAAP ) for interim financial information. Accordingly, they do not include all of the information and footnotes
required by U.S. GAAP for complete financial statements. In management s opinion, the unaudited consolidated
financial statements include all adjustments, consisting only of normal recurring accruals, necessary to state fairly the
financial information therein, in accordance with U.S. GAAP. Interim results are not necessarily indicative of the
results that may be reported for any other interim period or for the year ending December 31, 2007.

These unaudited consolidated financial statements and footnotes thereto should be read in conjunction with the
audited financial statements and footnotes thereto contained in the Company s Annual Report on Form 10-K for the
year ended December 31, 2006.

Note 2 Summary of significant accounting policies
Recent accounting pronouncements
In September 2006, the Securities and Exchange Commission ( SEC ) released Staff Accounting Bulletin No. 108,

Considering the Effects of Prior Year Misstatements when Quantifying Misstatements in Current Year Financial
Statements, ( SAB No. 108 ). SAB No. 108, which is effective for fiscal years ending after November 15, 2006,
provides guidance on how the effects of prior year uncorrected misstatements, previously deemed to be immaterial,
must be considered and adjusted during the current year. The Company adopted this statement effective January 1,
2006, which resulted in a recast of its financial results for the first nine months of 2006. The details are more fully
discussed in Note 1 of the Company s Annual Report on Form 10-K for the year ended December 31, 2006.

In July 2006, the Financial Accounting Standards Board ( FASB ) issued FASB Interpretation No. 48 ( FIN No. 48 )

Accounting for Uncertainty in Income Taxes an interpretation of Statement of Financial Accounting Standards
( SFAS ) No. 109, which prescribes a recognition threshold and measurement process for recording in the financial
statements uncertain tax positions taken or expected to be taken in a tax return. Additionally, FIN No. 48 provides
guidance on the derecognition, classification, accounting in interim periods and disclosure requirements for uncertain
tax positions. The Company adopted this statement effective January 1, 2007, which resulted in an adjustment of
$962,000 for the net impact of the change in guidance. The adjustment was accounted for as a reduction in the
beginning balance of retained earnings and an increase in the beginning balance of net tax liabilities. The Company
does not anticipate that the adoption of FIN No. 48 will have a material effect on its statements of income and
effective tax rate in future periods.
Contingencies

Contingent gains are not recorded in the Company s financial statements since this accounting treatment could
result in the recognition of gains that might never be realized. Contingent losses are only recorded in the Company s
financial statements if it is probable that a loss will result from a contingency and the amount can be reasonably
estimated.

Principles of consolidation

The consolidated financial statements of the Company include the accounts of the Company and its subsidiaries,
Gen-Probe Sales & Service, Inc., Gen-Probe International, Inc., Gen-Probe UK Limited ( GP UK Limited ) and
Molecular Light Technology Limited ( MLT ) and its subsidiaries. Prior to the second quarter of 2007, MLT and its
subsidiaries were consolidated into the Company s financial statements one month in arrears. During the second
quarter of 2007, as part of MLT s integration onto the Company s enterprise resource planning ( ERP ) system, the lag
time between reporting periods was eliminated. The effect of this change was immaterial to the Company s financial
statements. All intercompany transactions and balances have been eliminated in consolidation.

6
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Use of estimates

The preparation of financial statements in conformity with U.S. GAAP requires management to make estimates
and assumptions that affect the amounts reported in the consolidated financial statements. These estimates include
assessing the collectibility of accounts receivable, the valuation of stock-based compensation, the valuation of
inventories and long-lived assets, including capitalized software, license and manufacturing access fees, income tax,
and liabilities associated with employee benefit costs. Actual results could differ from those estimates.
Foreign currencies

The functional currency for the Company s wholly owned subsidiaries GP UK Limited and MLT and its
subsidiaries is the British pound. Accordingly, balance sheet accounts of these subsidiaries are translated into United
States dollars using the exchange rate in effect at the balance sheet date, and revenues and expenses are translated
using the average exchange rates in effect during the period. The gains and losses from foreign currency translation of
the financial statements of these subsidiaries are recorded directly as a separate component of stockholders equity
under the caption Accumulated other comprehensive income (loss).

Note 3  Stock-based compensation
Share-based payments

On January 1, 2006, the Company adopted SFAS No. 123(R), Share-Based Payment. Under SFAS No. 123(R),
stock-based compensation cost is measured at the grant date, based on the estimated fair value of the award, and is
recognized as expense over the employee s requisite service period. The Company has no awards with market or
performance conditions. Stock-based compensation expense recognized is based on the value of the portion of
stock-based payment awards that is ultimately expected to vest, which coincides with the award holder s requisite
service period. Certain of these costs are capitalized into inventory on the Company s balance sheet, and generally are
recognized as an expense when the related products are sold.

The determination of fair value of stock-based payment awards on the date of grant using the
Black-Scholes-Merton model is affected by the Company s stock price and the implied volatility on its traded options,
as well as the input of other subjective assumptions. These assumptions include, but are not limited to, the expected
term of stock options and the Company s expected stock price volatility over the term of the awards. The Company s
stock options and the option component of the Company s Employee Stock Purchase Plan ( ESPP ) shares have
characteristics significantly different from those of traded options, and changes in the assumptions can materially
affect the fair value estimates.

The Company used the following weighted average assumptions (annualized percentages) to estimate the fair value
of options granted and the shares purchased under the Company s stock option plans and ESPP for the three and nine
month periods ended September 30, 2007 and 2006:

Stock Option Plans ESPP
Three Months Nine Months Three Months Nine Months
Ended Ended Ended Ended

September 30, September 30, September 30, September 30,

2007 2006 2007 2006 2007 2006 2007 2006
Risk-free
interest
rate 4.7% 4.8% 4.7% 4.8% 5.0% 5.0% 5.0% 4.4%
Volatility 37% 42% 36% 42% 29% 38% 29% 40%
Dividend
yield
Expected
term
(years) 4.2 4.2 4.2 4.5 0.5 0.5 0.5 0.5
Resulting $22.42 $19.87 $21.13 $20.93 $13.82 $1348 $12.89 $12.99
average
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The Company s unrecognized compensation expense, before income tax and adjusted for estimated forfeitures,
related to outstanding unvested stock-based awards was approximately as follows (in thousands, except number of
years):

Weighted
Average Unrecognized

Remaining
Expense Expense as of
September 30,
Awards Life (Years) 2007
Options 1.7 $ 42,016
ESPP 0.2 76
Restricted stock 1.7 12,459
Deferred Issuance Restricted Stock 1.5 2,371
$ 56,922

At September 30, 2007, the Company had outstanding 305,395 shares of unvested restricted stock and Deferred
Issuance Restricted Stock from awards that had a weighted average grant date fair value of $53.09 per share. The fair
value of the 44,041 shares of restricted stock and Deferred Issuance Restricted Stock from awards that vested during
the first nine months of 2007 was approximately $2,048,000.

Impact of SFAS No. 123(R)

The following table summarizes the stock-based compensation expense for stock option grants and ESPP shares
that the Company recorded in its statement of income in accordance with SFAS No. 123(R) for the three and nine
month periods ended September 30, 2007 and 2006 (in thousands, except per share data):

Three Months
Ended Nine Months Ended

September 30, September 30,

2007 2006 2007 2006
Cost of product sales $ 663 $ 743 $ 2,345 $ 1,366
Research and development 1,206 2,024 3,076 5,698
Marketing and sales 581 863 1,552 2,335
General and administrative 1,755 2,749 4,950 6,755
Reduction of operating income before
income tax 4,205 6,379 11,923 16,154
Income tax benefit (1,012) (2,331) (4,441) (5,782)
Reduction of net income $ 3,193 $ 4,048 $ 7,482 $10,372
Reduction of net income per share:
Basic $ 0.06 $ 0.08 $ 0.14 $ 020
Diluted $ 0.06 $ 0.08 $ 0.14 $ 0.19

Note 4 Net income per share
The Company computes net income per share in accordance with SFAS No. 128, Earnings Per Share and SFAS
No. 123(R). Basic net income per share is computed by dividing the net income for the period by the weighted

Table of Contents 12
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average number of common shares outstanding during the period. Diluted net income per share is computed by
dividing the net income for the period by the weighted average number of common and common equivalent shares
outstanding during the period. The Company excludes stock options when the combined exercise price, average
unamortized fair values and assumed tax benefits upon exercise are greater than the average market price for the
Company s common stock from the calculation of diluted net income per share because their effect is anti-dilutive.

8
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The following table sets forth the computation of net income per share (in thousands, except per share amounts):

Three Months
Ended Nine Months Ended

September 30, September 30,

2007 2006 2007 2006
Net income $17,251 $14,811 $65,728 $42,364
Weighted average shares outstanding Basic 53,221 51,638 52,661 51,407
Effect of dilutive common stock options
outstanding 1,636 1,542 1,549 1,594
Weighted average shares outstanding
Diluted 54,857 53,180 54,210 53,001
Net income per share:
Basic $ 032 $ 029 $ 125 $ 0.82
Diluted $ 031 $ 028 $ 121 $ 0.80

Dilutive securities include common stock options subject to vesting. Potentially dilutive securities totaling
1,493,973 and 1,437,857 shares for the three month periods ended September 30, 2007 and 2006, respectively, and
1,507,776 and 1,149,091 shares for the nine month periods ended September 30, 2007 and 2006, respectively, were
excluded from the calculation of diluted earnings per share because of their anti-dilutive effect.

Note 5 Comprehensive income

In accordance with SFAS No. 130, Reporting Comprehensive Income, all components of comprehensive income,
including net income, are reported in the consolidated financial statements in the period in which they are recognized.
Comprehensive income is defined as the change in equity during a period from transactions and other events and
circumstances from non-owner sources. Net income and other comprehensive income (loss), which includes certain
changes in stockholders equity such as foreign currency translation of the Company s wholly owned subsidiaries
financial statements and unrealized gains and losses on their available-for-sale securities, are reported, net of their
related tax effect, to arrive at comprehensive income.

Components of comprehensive income, net of income tax, were as follows (in thousands):

Three Months
Ended Nine Months Ended

September 30, September 30,

2007 2006 2007 2006
Net income $17,251 $14.811 $65,728 $42.364
Change in unrealized gain (loss) on
investments 1,466 1,023 1,015 462
Foreign currency translation adjustment (440) (68) (429) 1,050
Other comprehensive income, net 1,026 955 586 1,512
Comprehensive income $ 18,277 $ 15,766 $66,314 $43.,876

9
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Note 6 Balance sheet information
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The following tables provide details of selected balance sheet items (in thousands):

Inventories

Raw materials and supplies
Work in process
Finished goods

Property, plant and equipment

Land
Building

Machinery and equipment
Tenant improvements
Furniture and fixtures
Construction in-progress

Property, plant and equipment (at cost)
Less accumulated depreciation and amortization

Property, plant and equipment (net)

License, manufacturing access fees and other assets

Patents

Purchased intangible assets

License and manufacturing access fees
Investment in Molecular Profiling Institute, Inc.
Investment in Qualigen, Inc.

Other assets

Less accumulated amortization

Note 7 Short-term investments

September
30,

2007

$ 8,205
22,641

18,340

$ 49,186

September
30,

2007

$ 13,862
69,946
137,518
31,529

16,037

479

269,371

(138,126)

$ 131,245

September
30,

2007

$ 17,217
33,636

53,326

2,500

6,993

3,220

116,892

(57,945)

$ 58,947

December
31,

2006

$ 9,479
25,018
17,559

$ 52,056

December
31,

2006

$ 13,862
70,928
128,572
28,185
15,995

618

258,160
(123,546)

$ 134,614

December
31,

2006

$ 16,689
33,636
51,726

2,500

6,993

2,293

113,837
(54,421)

$ 59,416

The following is a summary of short-term investments as of September 30, 2007 (in thousands):

Table of Contents
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Gross Gross
Unrealized  Unrealized Estimated
Fair
Cost Gains Losses Value
Municipal securities $326,245 $ 909 $ (376) $ 326,778
Foreign debt securities 1,407 1,407
Total short-term investments $327,652 $ 909 $ (376) $ 328,185

10
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The following table shows the gross unrealized losses and estimated fair values of the Company s investments in

individual securities that have been in a continuous unrealized loss position deemed to be temporary for less than
12 months and for more than 12 months, aggregated by investment category, as of September 30, 2007 (in thousands):

Less than 12 Months More than 12 Months
Estimated Unrealized Estimated Unrealized
Fair Fair
Value Losses Value Losses
Municipal securities $ 25,810 $ (78) $ 81,815 $ (298)
Foreign debt securities
Total short-term investments $ 25,810 $ (78) $ 81,815 $ (298)

The unrealized losses on the Company s investments in municipal securities were caused by market interest rate
increases. The contractual terms of those investments do not permit the issuer to settle the securities at a price less
than the amortized cost of the investment. The Company does not consider its investments in municipal securities to
be other-than-temporarily impaired at September 30, 2007, since the Company has the ability and intent to hold those
investments until a recovery of fair value, which may be at maturity. There were less than $1,000 in realized gains
from the sale of short-term investments for the three and nine month periods ended September 30, 2007 and 2006.
Gross realized losses from the sale of short-term investments were $13,000 and $48,000 for the three month periods
ended September 30, 2007 and 2006, respectively, and $13,000 and $69,000 for the nine month periods ended
September 30, 2007 and 2006, respectively.

Note 8 Income tax

Effective January 1, 2007, the Company adopted FIN No. 48. In accordance with the transition guidance provided
by FIN No. 48, the Company increased its accrual for unrecognized tax benefits, principally related to research tax
credits, by adjusting for the net cumulative impact of the change in guidance, which was $962,000. The adjustment
was accounted for as a reduction in the beginning balance of retained earnings and an increase in the beginning
balance of net tax liabilities. As of January 1, 2007, including the FIN No. 48 cumulative adjustment, the Company
had total gross unrecognized tax benefits of $17,512,000. The amount of unrecognized tax benefits (net of the federal
benefit for state taxes) that would favorably affect the Company s effective income tax rate, if recognized, was
$15,260,000.

During the second quarter of 2007, a U.S. federal audit of the Company s 2003 and 2004 tax returns was completed.
As a result of this audit, previously unrecognized tax benefits of $9,481,000 were recognized. The completion of the
audit, including reversal of accrued interest, resulted in an $8,736,000 benefit that favorably affected the Company s
effective tax rate. As of September 30, 2007, the Company had total gross unrecognized tax benefits of approximately
$9,157,000. The amount of unrecognized tax benefits (net of the federal benefit for state taxes) that would favorably
affect the Company s effective income tax rate, if recognized, was $6,612,000.

The Company estimates that its accrual for unrecognized tax benefits will decrease between $2,500,000 to
$2,700,000 during the next twelve months as a result of tax audits expected to be completed during this period. The
unrecognized tax benefits generally relate to areas of tax law, including research tax credits, where the determination
of an allowable benefit is highly subjective.

The Company s California tax returns for the 2003 and 2004 tax years are currently under audit. Material filings
subject to future examination are the Company s U.S. federal and California returns filed for the 2005 and 2006 tax
years.

It is the Company s practice to include interest and penalties that relate to income tax matters as a component of
income tax expense. Including the cumulative effect of adopting FIN No. 48, $2,157,000 of interest and $0 of
penalties were accrued as of January 1, 2007. As of September 30, 2007, the accrued interest balance was $255,000.
Note 9  Stockholders equity
Stock options
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The Company s stock option program is a broad-based, long-term retention program that is intended to attract and
retain talented employees and directors and to align stockholder and employee interests. Substantially all of the
Company s full-time employees have historically participated in the Company s stock option program.
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A summary of the Company s stock option activity for all option plans is as follows (in thousands, except per share
data and number of years):

Weighted
Average Aggregate
Remaining Intrinsic
Number Weighted
of Average Contractual Value
Life (in
Shares Exercise Price (Years) thousands)
Outstanding at December 31, 2006 6,300 $ 34.99
Granted 1,054 58.12
Exercised (1,350) 28.85
Cancelled (338) 44.29
Outstanding at September 30, 2007 5,666 40.13 7.4 $ 150,268
Exercisable at September 30, 2007 3,022 $ 30.90 6.2 $ 108,353

The Company defines in-the-money options at September 30, 2007 as options that had exercise prices that were
lower than the $66.58 closing market price of its common stock at that date. The aggregate intrinsic value of options
outstanding at September 30, 2007 is calculated as the difference between the exercise price of the underlying options
and the market price of the Company s common stock for the 3,021,758 shares that were in-the-money at that date.
The total intrinsic value of options exercised during the first nine months of 2007 was $39,312,000, determined as of
the exercise dates. The total fair value (using the Black-Scholes-Merton Model) of shares vested during the first nine
months of 2007 was $19,337,000. The Company also had 80,000 shares of Deferred Issuance Restricted Stock awards
and 259,980 shares of restricted stock outstanding as of September 30, 2007 that have not been reflected in the table
above.

Additional information about stock options outstanding at September 30, 2007 with exercise prices less than or
above $66.58, the closing price of the Company s common stock as of September 30, 2007, is as follows (in thousands,
except per share data):

Exercisable Unexercisable Total
Weighted Weighted Weighted
Average Average Average
Exercise Exercise Exercise
As of September 30, 2007 Shares Price Shares Price Shares Price
In-the-Money 3,022 $ 3090 2,644 $ 50.73 5,666 $ 40.13
Out-of-the-Money
Total Options Outstanding 3,022 2,644 5,666

A summary of the Company s unvested stock options at September 30, 2007, including the associated fair value of
the awards using the Black-Scholes-Merton Model, and changes during the nine months then ended, is as follows (in
thousands, except per share data and number of years):

Weighted
Average
Remaining
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Non-vested at December 31, 2006
Granted

Vested

Forfeited

Non-vested at September 30, 2007

: GEN PROBE INC - Form 10-Q

12

Number
of

Shares
2,959
1,054

(1,035)
(334)

2,644

Weighted
Average

Grant-Date

Fair Value

$ 19.51
21.13

18.69

19.39

$ 20.62

Contractual
Life
(Years)

1.4
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Changes in stockholders equity for the nine months ended September 30, 2007 were as follows (in thousands):

Balance at December 31, 2006 $570,208
Net income 65,728
Cumulative effect adjustment upon adoption of FIN No. 48 (962)
Other comprehensive income, net 586
Net proceeds from the issuance of common stock 38,937
Purchase of common shares through ESPP 1,740
Purchase of common stock by board members 98
Cancellation of restricted stock awards (260)
Repurchase and retirement of restricted stock for payment of taxes (1,020)
Stock-based compensation expense  restricted stock 2,726
Stock-based compensation expense all other 11,923
Stock-based compensation net capitalized to inventory (500)
Tax benefit from the exercise of stock options 13,055
Balance at September 30, 2007 $702,259

Note 10 Litigation

The Company is a party to the following litigation and may be involved in other litigation in the ordinary course of
business. The Company intends to vigorously defend its interests in this matter. The Company expects that the
resolution of this matter will not have a material adverse effect on its business, financial condition or results of
operations. However, due to the uncertainties inherent in litigation, no assurance can be given as to the outcome of
these proceedings.

Digene Corporation

In December 2006, Digene Corporation ( Digene ) filed a demand for binding arbitration against F. Hoffman-La
Roche Ltd. and Roche Molecular Systems, Inc. (collectively, Roche ) with the International Centre for Dispute
Resolution ( ICDR ) of the American Arbitration Association in New York. Digene s arbitration demand challenges the
validity of the February 2005 supply and purchase agreement between the Company and Roche. Under the supply and
purchase agreement, Roche manufactures and supplies the Company with human papillomavirus ( HPV )
oligonucleotide products. Digene s demand asserts, among other things, that Roche materially breached a cross-license
agreement between Roche and Digene by granting the Company an improper sublicense and seeks a determination
that the supply and purchase agreement is null and void.

On July 13, 2007, the ICDR arbitrators granted the Company s petition to join the arbitration. On August 27, 2007,
Digene filed an amended arbitration demand and asserted a claim against the Company for tortious interference with
the cross-license agreement. The arbitration hearing in this matter has been set for October 2008.

On December 8, 2006, the Company filed a complaint in the Superior Court of the State of California for the
County of San Diego naming Digene as defendant and the Roche entities as nominal defendants. The complaint
sought a declaratory judgment that the supply and purchase agreement was valid and did not constitute a license or
sublicense of the patents covered by the cross-license agreement between Roche and Digene. On July 26, 2007,
following the ICDR arbitrators decision to permit the Company to join the arbitration, the San Diego County Superior
Court entered judgment dismissing the Company s complaint.

The Company believes that the supply and purchase agreement is valid and that its purchases of HPV
oligonucleotide products under the supply and purchase agreement are and will be in accordance with applicable law.
However, there can be no assurance that the matter will be resolved in favor of the Company.
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Item 2. Management s Discussion and Analysis of Financial Condition and Results of Operations

This report contains forward-looking statements within the meaning of the Private Securities Litigation Reform Act
of 1995, which provides a safe harbor for these types of statements. To the extent statements in this report involve,
without limitation, our expectations for growth, estimates of future revenue, expenses, profit, cash flow, balance sheet
items or any other guidance on future periods, these statements are forward-looking statements. Forward-looking
statements can be identified by the use of forward-looking words such as believes, expects, hopes, may, will,

intends, estimates, could, should, would, continue, seeks or anticipates, or other similar words, incluc
the negative. Forward-looking statements are not guarantees of performance. They involve known and unknown risks,
uncertainties and assumptions that may cause actual results, levels of activity, performance or achievements to differ
materially from any results, level of activity, performance or achievements expressed or implied by any
forward-looking statement. We assume no obligation to update any forward-looking statements.

The following information should be read in conjunction with our September 30, 2007 consolidated financial
statements and related notes thereto included elsewhere in this quarterly report and with our consolidated financial
statements and notes thereto for the year ended December 31, 2006 and the related Management s Discussion and
Analysis of Financial Condition and Results of Operations contained in our Annual Report on Form 10-K for the year
ended December 31, 2006. We also urge you to review and consider our disclosures describing various risks that may
affect our business, which are set forth under the heading Risk Factors in this quarterly report and in our Annual
Report on Form 10-K for the year ended December 31, 2006.

Overview

We are a global leader in the development, manufacture and marketing of rapid, accurate and cost-effective nucleic
acid probe-based products used for the clinical diagnosis of human diseases and for screening of donated human
blood. We also develop and manufacture nucleic acid probe-based products for the detection of harmful organisms in
the environment and in industrial processes. We have over 24 years of nucleic acid detection research and product
development experience, and our products, which are based on our patented nucleic acid testing, or NAT, technology,
are used daily in clinical laboratories and blood collection centers in countries throughout the world.

We have achieved strong sustained growth in both revenues and earnings due to the success of our clinical
diagnostic products for sexually transmitted diseases, or STDs, and our blood screening products that are used to
detect the presence of human immunodeficiency virus (type 1), or HIV-1, hepatitis C virus, or HCV, hepatitis B virus,
or HBV, and West Nile Virus, or WNV. Under our collaboration agreement with Novartis Vaccines and Diagnostics,
Inc., or Novartis, formerly known as Chiron Corporation, we are responsible for the research, development, regulatory
process and manufacturing of our blood screening products, while Novartis is responsible for marketing, sales,
distribution and service of those products.

We are currently developing future nucleic acid probe-based products that we hope to introduce in the clinical
diagnostic, blood screening and industrial microbiology testing markets, including products for the detection of human
papillomavirus, or HPV, and for measuring markers for prostate cancer. We are also developing instrumentation and
software designed specifically for performing our NAT assays, including a new instrument platform designed for low
to mid-volume customers.

Recent Events

Financial Results

Product sales for the third quarter of 2007 were $97.4 million, compared to $83.5 million in the same period of the
prior year, an increase of 17%. Total revenues for the third quarter of 2007 were $101.7 million, compared to
$92.3 million in the same period of the prior year, an increase of 10%. Net income for the third quarter of 2007 was
$17.2 million ($0.31 per diluted share), compared to $14.8 million ($0.28 per diluted share) in the same period of the
prior year, an increase of 16%.

Product sales for the first nine months of 2007 were $278.5 million, compared to $239.8 million in the same period
of the prior year, an increase of 16%. Total revenues for the first nine months of 2007 were $304.1 million, compared
to $263.7 million in the same period of the prior year, an increase of 15%. Net income for the first nine months of
2007 was $65.7 million ($1.21 per diluted share), compared to $42.4 million ($0.80 per diluted share) in the same
period of the prior year, an increase of 55%. Net income for the first nine months of 2007 included an $8.7 million tax
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Corporate Collaborations

In July 2007, we authorized Stratec Biomedical Systems AG, or Stratec, to commence their Phase 2 development
activities pursuant to our Development Agreement for the Panther Instrument System. The Development Agreement
provides for the development of a fully automated, mid-volume molecular diagnostic instrument by Stratec. Stratec is
providing services for the design and development of the Panther Instrument System at a fixed price of $9.4 million,
to be paid in installments due upon achievement of specified technical milestones. In addition, we will purchase
prototype, validation, pre-production and production instruments, at specified fixed transfer prices, that will cost
approximately $10.2 million in the aggregate if we elect to purchase the number of each instrument type we currently
expect to purchase. We will also purchase production tooling from Stratec at a cost of approximately $1.2 million.

In May 2007, we announced that Millipore Corporation, or Millipore, will market our Mycoplasma Tissue Culture
Non-Isotopic, or MTC-NI, test to its biopharmaceutical customers. This new agreement expands on our existing
collaboration with Millipore to create a new generation of nucleic acid tests for the biopharmaceutical market. We
developed the MTC-NI test prior to our collaboration with Millipore and it is commercially available today.

In April 2007, we entered into an exclusive collaboration agreement with 3M Company, or 3M, to develop and
commercialize rapid nucleic acid tests to detect certain dangerous healthcare-associated infections, such as
methicillin-resistant Staphylococcus aureus. Under the terms of the agreement, we will be responsible for assay
development, which 3M will help fund. 3M will be responsible for integrating these assays onto one of its proprietary
integrated instrument platforms currently under development. We will conduct bulk manufacturing of assays, while
3M will produce disposables for use on its instrument. 3M will manage clinical trials and regulatory affairs, and will
handle global sales and marketing with co-promotion assistance from our sales representatives. 3M has agreed to pay
milestones to us based on technical and commercial progress, and we will share profits from the sale of commercial
products.

Product Development

In May 2007, the Food and Drug Administration, or FDA, approved our Procleix TIGRIS system for use with our
Procleix Ultrio assay, to screen donated blood, plasma, organs and tissues for HIV-1 and HCV in individual blood
donations or in pools of up to 16 blood samples. The system and assay also detect HBV in blood donations that are
HBV-positive based on serology tests for HBV surface antigen and core antibodies. The system has not been
approved at this time to screen donated blood for HBV, as the initial clinical studies were not designed to, and did not,
demonstrate HBV yield . Yield is defined as HBV-infected blood donations that were intercepted by the Procleix
Ultrio assay, but that were initially negative based on the serology tests. We and Novartis have initiated a
post-marketing study to demonstrate HBV yield and gain the associated donor screening claim. We believe the first of
two required yield cases has been identified in the study, although this must be confirmed through a regulatory
submission to the FDA.

In March 2007, the FDA approved our Procleix TIGRIS system, to screen donated blood, organs and tissues for
WNYV using the Procleix WNYV assay. The fully automated, high throughput Procleix TIGRIS system can process
1,000 blood samples in about 14 hours. This level of productivity facilitates individual donor testing, which increases
screening sensitivity and blood safety. Blood testing sites typically screen for WNV using pooled samples; however,
when predetermined WNV prevalence triggers are met in their geographic areas, they switch to individual donor
testing.

In January 2007, the United States Army Medical Research and Material Command, which actively manages
research programs for the Department of Defense, granted us a $2.5 million award for the development of improved
cancer diagnostic assays. In September 2007, this award was increased by $1.1 million to $3.6 million.
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Revenues

We derive revenues from three primary sources: product sales, collaborative research revenue and royalty and
license revenue. The majority of our revenues come from product sales, which consist primarily of sales of our NAT
assays tested on our proprietary instruments that serve as the analytical platform for our assays. We recognize as
collaborative research revenue payments we receive from Novartis for the products provided under our collaboration
agreement with Novartis prior to regulatory approval, and the payments we receive from Novartis and other
collaboration partners for research and development activities. Our royalty and license revenue reflects fees paid to us
by Bayer Corporation, or Bayer (now Siemens Medical Solutions Diagnostics, Inc.), and other third parties for the use
of our proprietary technology. For the first nine months of 2007, product sales, collaborative research revenue, and
royalty and license revenue equaled 91%, 4% and 5%, respectively, of our total revenues of $304.1 million. For the
same period in the prior year, product sales, collaborative research revenue, and royalty and license revenue equaled
91%, 6%, and 3%, respectively, of our total revenues of $263.7 million.

Product sales

Our primary source of revenue is the sale of clinical diagnostic and blood screening products in the United States.
Our clinical diagnostic products include our APTIMA, PACE, AccuProbe and Amplified Mycobacterium
Tuberculosis Direct Test product lines. The principal customers for our clinical diagnostics products include large
reference laboratories, public health institutions and hospitals.

We supply NAT assays for use in screening blood donations intended for transfusion. Our primary blood screening
product in the United States detects HIV-1 and HCV in donated human blood. Our blood screening assays and
instruments are marketed worldwide through our collaboration with Novartis under the Procleix and Ultrio
trademarks. We recognize product sales from the manufacture and shipment of tests for screening donated blood at the
contractual transfer prices specified in our collaboration agreement with Novartis for sales to end-user blood bank
facilities located in countries where our products have obtained governmental approvals. Blood screening product
sales are then adjusted monthly corresponding to Novartis payment to us of amounts reflecting our ultimate share of
net revenue from sales by Novartis to the end user, less the transfer price revenues previously recorded. Net sales are
ultimately equal to the sales of the assays by Novartis to third parties, less freight, duty and certain other adjustments
specified in our collaboration agreement with Novartis multiplied by our share of the net revenue. Our share of net
revenues from commercial sales of assays that include a test for HCV is 45.75% under our collaboration agreement
with Novartis. With respect to commercial sales of blood screening assays under our collaboration agreement with
Novartis that do not include a test for HCV, such as the WNV assay, we receive 50% of net revenues after deduction
of appropriate expenses. Our costs related to these products after commercialization primarily include manufacturing
costs.

Collaborative research revenue

Under our collaboration agreement with Novartis, we have responsibility for research, development and
manufacturing of the blood screening products covered by the agreement, while Novartis has responsibility for
marketing, distribution and service of the blood screening products worldwide.

We have recorded revenues related to use of our blood screening products in the United States and other countries
in which the products have not received regulatory approval as collaborative research revenue because of price
restrictions applied to these products prior to FDA license approval in the United States and similar approvals in
foreign countries. In December 2005, the FDA granted marketing approval for our WNV assay on our enhanced
semi-automated instrument system, or eSAS, to screen donated human blood. In the first quarter of 2006, upon
shipment of FDA-approved and labeled product, we changed the recognition of prospective sales of the WNV assay
for use on eSAS from collaborative research revenue to product sales.

The costs associated with collaborative research revenue are based on fully burdened full time equivalent rates and
are reflected in our consolidated statements of income under the captions Research and development, = Marketing and
sales and General and administrative, based on the nature of the costs. We do not separately track all of the costs
applicable to collaborations and, therefore, are not able to quantify all of the direct costs associated with collaborative
research revenue.
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Royalty and license revenue

We recognize revenue for royalties due to us upon the manufacture, sale or use of our products or technologies
under license agreements with third parties. For those arrangements where royalties are reasonably estimable, we
recognize revenue based on estimates of royalties earned during the applicable period and adjust for differences
between the estimated and actual royalties in the following period. Historically, these adjustments have not been
material. For those arrangements where royalties are not reasonably estimable, we recognize revenue upon receipt of
royalty statements from the applicable licensee. Non-refundable license fees are recognized over the related
performance period or at the time that we have satisfied all performance obligations.

Cost of product sales

Cost of product sales includes direct material, direct labor, and manufacturing overhead associated with the
production of inventories. Other components of cost of product sales include royalties, warranty costs, instrument and
software amortization and allowances for scrap.

In addition, we manufacture significant quantities of materials, development lots, and clinical trial lots of product
prior to receiving FDA approval for commercial sale. The majority of costs associated with development lots are
classified as research and development, or R&D, expense. The portion of a development lot that is manufactured for
commercial sale outside the United States is capitalized to inventory and classified as cost of product sales upon
shipment.

Our blood screening manufacturing facility has operated, and will continue to operate, below its potential capacity
for the foreseeable future. A portion of this available capacity is utilized for R&D activities as new product offerings
are developed for commercialization. As a result, certain operating costs of our blood screening manufacturing
facility, together with other manufacturing costs for the production of pre-commercial development lot assays that are
delivered under the terms of an Investigational New Drug, or IND, application, are classified as R&D expense prior to
FDA approval.

A portion of our blood screening revenues is from sales of TIGRIS instruments to Novartis, which totaled
$6.2 million and $6.6 million during the first nine months of 2007 and 2006, respectively. Under our collaboration
agreement with Novartis, we sell TIGRIS instruments to them at prices that approximate cost. These instrument sales,
therefore, negatively impact our gross margin percentage in the periods when they occur, but are a necessary precursor
to increased sales of blood screening assays in the future.

Research and development

We invest significantly in R&D as part of our ongoing efforts to develop new products and technologies. Our R&D
expenses include the development of proprietary products and instrument platforms, as well as expenses related to the
co-development of new products and technologies in collaboration with our partners. R&D spending is expected to
increase in the future due to new product development, clinical trial costs and manufacturing costs of development
lots; however, we expect our R&D expenses as a percentage of total revenues to decline in future years.

In connection with our R&D efforts, we have various license agreements that provide us with rights to develop and
market products using certain technologies and patent rights maintained by third parties. These agreements generally
provide for a term that commences upon execution of the agreement and continues until expiration of the last patent
covering the licensed technology.

R&D expenses include the costs of materials, development lots and clinical trial lots of products that we
manufacture. These costs are dependent on the status of projects under development and may vary substantially
between quarterly or annual reporting periods. We expect to incur additional costs associated with the manufacture of
development lots and clinical trial lots for our blood screening products, further development of our TIGRIS
instrument, initial development of a fully automated system for low and mid-volume laboratories, as well as for the
development of assays for PCA3, HPV, hospital-acquired infections and for industrial applications.
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Critical accounting policies and estimates

Our discussion and analysis of our financial condition and results of operations is based on our consolidated
financial statements, which have been prepared in accordance with United States generally accepted accounting
principles, or U.S. GAAP. The preparation of these financial statements requires us to make estimates and judgments
that affect the reported amounts of assets, liabilities, revenues and expenses and related disclosure of contingent assets
and liabilities. On an ongoing basis, we evaluate our estimates, including those related to revenue recognition, the
collectibility of accounts receivable, valuation of inventories, long-lived assets, including license and manufacturing
access fees, patent costs and capitalized software, income tax and valuation of stock-based compensation. We base our
estimates on historical experience and on various other assumptions that are believed to be reasonable under the
circumstances, which form the basis for making judgments about the carrying values of assets and liabilities. Senior
management has discussed the development, selection and disclosure of these estimates with the Audit Committee of
our Board of Directors. Actual results may differ from these estimates.

We believe there have been no significant changes during the first nine months of 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 Operations in our Annual Report on Form 10-K for the year ended December 31, 2006,
except for the item discussed below.

New accounting requirement

Effective January 1, 2007, we adopted Financial Accounting Standards Board, or FASB, Interpretation No. 48

Accounting for Uncertainty in Income Taxes an interpretation of Statement of Financial Accounting Standards, or
SFAS, No. 109 , or FIN No. 48, which prescribes a recognition threshold and measurement process for recording in the
financial statements uncertain tax positions taken or expected to be taken in a tax return. Additionally, FIN No. 48
provides guidance on the derecognition, classification, accounting in interim periods and disclosure requirements for
uncertain tax positions. In accordance with the transition guidance provided by FIN No. 48, we made an adjustment of
$1.0 million for the net impact of the change in guidance. The adjustment was accounted for as a reduction in the
beginning balance of retained earnings and an increase in the beginning balance of net tax liabilities. We do not
anticipate that the adoption of FIN No. 48 will have a material effect on our statements of income and effective tax
rate in future periods.

Results of Operations

Three Months Ended Nine Months Ended
September 30, September 30,
$ % $ %
2007 2006 Change Change 2007 2006 Change Change

(In millions, except per share data)
Statement of income:

Revenues:

Product sales $ 974 $835 $ 139 17% $278.5 $2398 § 38.7 16%
Collaborative research revenue 3.1 1.5 1.6 107% 11.2 14.7 3.5 2H%
Royalty and license revenue 1.2 7.3 (6.1) 8% 14.4 9.2 52 57%
Total revenues 101.7 92.3 9.4 10% 304.1 263.7 40.4 15%
Operating expenses:

Cost of product sales 31.8 243 7.5 31% 91.2 76.2 15.0 20%
Research and development 27.6 242 34 14% 72.8 63.8 9.0 14%
Marketing and sales 9.6 9.5 0.1 1% 28.6 27.6 1.0 4%
General and administrative 11.4 12.8 (1.4) (1% 34.7 34.1 0.6 2%
Total operating expenses 80.4 70.8 9.6 14% 227.3 201.7 25.6 13%
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Income from operations 21.3 21.5 (0.2) (1% 76.8 62.0 14.8
Total other income, net 33 1.9 1.4 T74% 8.6 5.1 3.5
Income tax expense 7.4 8.6 (1.2) (1% 19.7 24.7 5.0
Net income $ 172 $148 $ 24 16% $ 657 $ 424 $ 233

Net income per share

Basic $ 032 $029 $ 003 10% $ 125 $ 082 $ 043
Diluted $ 031 $028 $ 003 11% $ 121 $ 080 $ 041
Weighted average shares

outstanding

Basic 532 51.6 52.7 514

Diluted 54.9 53.2 54.2 53.0

24%

69%
(20)%

55%

52%
51%

Amounts and percentages in this table and throughout our discussion and analysis of financial conditions and
results of operations may reflect rounding adjustments. Percentages have been rounded to the nearest whole

percentage.
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Product sales

Product sales increased 17% to $97.4 million in the third quarter of 2007 and 16% to $278.5 million in the first
nine months of 2007, from the comparable periods of 2006. The $13.9 million increase in the third quarter of 2007
compared to 2006 was primarily attributed to $7.7 million in higher APTIMA assay sales, $4.8 million in higher blood
screening assay sales and $3.3 in 