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BLACK HILLS CORPORATION

NOTICE OF ANNUAL MEETING OF SHAREHOLDERS

WHEN: WHERE:

Dahl Fine
Arts
Center
713
9:30 a.m., local time Seventh
Street
Rapid
City,
South
Dakota
57701

Tuesday, April 25,
2017

We are pleased to invite you to attend the annual meeting of shareholders of Black Hills Corporation.
Proposals:

Election of four directors in Class II: David R. Emery, Rebecca B. Roberts, Teresa A. Taylor and John B. Vering,
“and one director in Class I: Robert P. Otto.

2.Ratification of Deloitte & Touche LLP to serve as our independent registered public accounting firm for 2017.

3. Adoption of an advisory, non-binding resolution to approve our executive compensation.

4. Advisory vote on the frequency of the advisory vote on our executive compensation.

5.Any other business that properly comes before the annual meeting.

Record Date:

The Board of Directors set March 6, 2017 as the record date for the meeting. This means that our shareholders as of
the close of business on that date are entitled to receive this notice of the meeting and vote at the meeting and any
adjournments or postponements of the meeting.

How to Vote:

Your vote is very important. You may vote your shares by telephone, by the Internet or by returning the enclosed
proxy. If you own shares of common stock other than the shares shown on the enclosed proxy, you will receive a
proxy in a separate envelope for each such holding. Please vote each proxy received. To make sure that your vote is
counted if voting by mail, you should allow enough time for the postal service to deliver your proxy before the
meeting.

Sincerely,
ROXANN R. BASHAM
Vice President — Governance and Corporate Secretary
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BLACK HILLS CORPORATION

625 Ninth Street
Rapid City, South Dakota 57701

PROXY
STATEMENT

A proxy in the
accompanying
form is
solicited by the
Board of
Directors of
Black Hills
Corporation, a
South Dakota
corporation, to
ii  be voted at the
annual meeting
of our
shareholders to
be held
Tuesday, April
25,2017, and
at any
adjournment of
the annual
meeting.

ii  The enclosed
form of proxy,
when executed
and returned,
will be voted
as set forth in
the proxy. Any
shareholder
signing a
proxy has the
power to
revoke the
proxy in
writing,
addressed to
our secretary,
or in person at



the meeting at
any time
before the
proxy is
exercised.

We will bear
all costs of the
solicitation. In
addition to
solicitation by
mail, our
officers and
employees
may solicit
proxies by
telephone, fax,
or in person.
We have
retained
Georgeson
LLC to assist
us in the
solicitation of
proxies at an
anticipated
cost of $8,000,
plus
out-of-pocket
expenses.
Also, we will,
upon request,
reimburse
brokers or
other persons
holding stock
in their names
or in the names
of their
nominees for
reasonable
expenses in
forwarding
proxies and
proxy
materials to the
beneficial
owners of
stock.
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This proxy
statement and
the
accompanying
form of proxy
are to be first
mailed on or
about March
16, 2017. Our
2016 annual
report to
shareholders is
being mailed
to shareholders
with this proxy
statement.
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VOTING
RIGHTS AND
PRINCIPAL
HOLDERS

Only our
shareholders
of record at
the close of
business on
March 6,
2017 are
entitled to
vote at the

i meeting. Our
outstanding
voting stock
as of the
record date
consisted of
53,432,111
shares of our
common
stock.



Each
outstanding
share of our
common
stock is
entitled to
one vote.
Cumulative
voting is
permitted in
the election
of our Board
of Directors.
Each share is
entitled to
five votes,
one each for
the election
of five
directors,
and the five
votes may be
cast for a
single
nominee or
may be
distributed
among the
five
nominees.
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COMMONLY ASKED QUESTIONS AND ANSWERS ABOUT THE ANNUAL MEETING PROCESS

Who is soliciting my proxy?

The Board of Directors of Black Hills Corporation is soliciting your proxy.

Where and when is the annual meeting?

The annual meeting is at 9:30 a.m., local time, April 25, 2017 at the Dahl Fine Arts Center, 713 Seventh Street, Rapid

City, South Dakota.

What am I voting on and what is the required vote for the proposals to be adopted?

The required vote and method of counting votes for the various business matters to be considered at the annual
meeting are described in the table below. If you sign and return your proxy card without indicating your vote, your
shares will be voted in accordance with the Board recommendations as set forth below.

Item of Business Board

Recommendation

Proposal 1:

FOR

election of each
director nominee

Election of Directors

Proposal 2:

Ratification of
Appointment of
Independent Registered
Public Accounting Firm

FOR

Proposal 3:
Advisory Vote to FOR
Approve Executive
Compensation
Proposal 4:
One Year

Voting Approval Standard Effect of
If quorum exists, the nominee with most
"FOR" votes is elected.

If a Nominee receives more

"WITHHOLD AUTHORITY" votes thanNo effect
"FOR" votes, the Nominee must submit
resignation for consideration by the

Governance Committee and final Board

decision.

If a quorum exists, the majority of votes
present in person or represented by proxyNo effect
and entitled to vote.

If a quorum exists, the majority of votes

present in person or represented by proxy

and entitled to vote.

This advisory vote is not binding on the No effect
Board, but the Board will consider the

vote results when making future

executive compensation decisions.

If a quorum exists, the frequency

receiving the greatest number of votes

will be considered by our Board.

No effect

Abstention

Effect of Broker
Non-Vote

No effect

Not applicable;
broker may vote
shares without
instruction

No effect

No effect
12
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Advisory Vote on the

Frequency of the This advisory vote is not binding on the
Advisory Vote on Board, but the Board will consider the
Executive vote result when determining the
Compensation frequency of the say on pay vote.

Who can vote?

Holders of our common stock as of the close of business on the record date, March 6, 2017, can vote at our annual
meeting. Each share of our common stock has one vote for Proposals 2, 3, 4 and 5. Cumulative voting is permitted in
the election of directors. Each share is entitled to five votes for the election of directors, one each for the election of
five directors, and the five votes may be cast for a single person or may be distributed among the five nominees.

13
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How do I vote?

There are three ways to vote by proxy:

by calling the toll free telephone number on the enclosed proxy;

by using the Internet by going to the website identified on the enclosed proxy; or

by returning the enclosed proxy in the envelope provided.

You may be able to vote by telephone or the Internet if your shares are held in the name of a bank or broker. If this is

the case, you will need to follow their instructions.

What constitutes a quorum?

Shareholders representing at least 50 percent of our common stock issued and outstanding as of the record date must
be present at the annual meeting, either in person or by proxy, for there to be a quorum. Abstentions and broker
non-votes are counted as present for establishing a quorum. A broker non-vote occurs when a broker or other nominee
holding shares for a beneficial owner does not vote on a particular proposal because the broker or nominee does not
have discretionary voting power and has not received instructions from the beneficial owner.

Is cumulative voting permitted for the election of directors?

In the election of directors, you may cumulate your vote. Cumulative voting allows you to allocate among the director
nominees, as you see fit, the total number of votes equal to the number of director positions to be filled multiplied by
the number of shares you hold. For example, if you own 100 shares of stock, and there are three directors to be elected
at the annual meeting, you could allocate 300 “For” votes (three times 100) among as few or as many of the three
nominees to be voted on at the annual meeting as you choose.

If you choose to cumulate your votes, you will need to submit a proxy card or a ballot and make an explicit statement
of your intent to cumulate your votes, either by indicating in writing on the proxy card or by indicating in writing on
your ballot when voting at the annual meeting. If you hold shares beneficially in street name and wish to cumulate
votes, you should contact your broker, trustee or nominee.

How will my shares be voted if they are held in a broker’s name?

If you hold your shares through an account with a bank or broker, the bank or broker may vote your shares on some
matters even if you do not provide voting instructions. Brokerage firms have the authority under the New York Stock
Exchange ("NYSE") rules to vote shares on certain matters (such as the ratification of auditors) when their customers

do not provide voting instructions. However, on most other matters when the brokerage firm has not received voting
instructions from its customers, the brokerage firm cannot vote the shares on that matter and a “broker non-vote” occurs.
This means that brokers may not vote your shares on the election of directors, the “say on pay” advisory vote, and the
"say on frequency" advisory vote if you have not given your broker specific instructions as to how to vote. Please be
sure to give specific voting instructions to your broker so that your vote can be counted.

What should I do now?

14
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You should vote your shares by telephone, by the Internet or by returning your signed and dated proxy card in the
enclosed envelope as soon as possible so that your shares will be represented at the annual meeting.

‘Who will count the vote?

Representatives of our transfer agent, Wells Fargo Bank, N.A., will count the votes and serve as judges of the election.

15
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Who conducts the proxy solicitation and how much will it cost?

We are asking for your proxy for the annual meeting and will pay all the costs of asking for shareholder proxies. We
have hired Georgeson LLC to help us send out the proxy materials and ask for proxies. Georgeson LLC's fee for these
services is anticipated to be $8,000 plus out-of-pocket expenses. We can ask for proxies through the mail or by
telephone, fax, or in person. We can use our directors, officers and employees to ask for proxies. These people do not
receive additional compensation for these services. We will reimburse brokers and other custodians, nominees and
fiduciaries for their reasonable out-of-pocket expenses for forwarding solicitation material to the beneficial owners of
our common stock.

Can I revoke my proxy?

Yes. You can change your vote in one of four ways at any time before your proxy is used. First, you can enter a new
vote by telephone or Internet. Second, you can revoke your proxy by written notice. Third, you can send a later dated
proxy changing your vote. Fourth, you can attend the meeting and vote in person.

Who should I call with questions?

If you have questions about the annual meeting, you should call Roxann R. Basham, Vice President — Governance and
Corporate Secretary, at (605) 721-1700.

When are the shareholder proposals due for the 2018 annual meeting?

In order to be considered for inclusion in our proxy materials, you must submit proposals for next year’s annual
meeting in writing to our Corporate Secretary at our executive offices at 625 Ninth Street, Rapid City, South Dakota
57701, on or prior to November 16, 2017.

A shareholder who intends to submit a proposal for consideration, but not for inclusion in our proxy materials, must
provide written notice to our Corporate Secretary in accordance with Article I, Section 9 of our Bylaws. In general,
our Bylaws provide that the written notice must be delivered not less than 90 days nor more than 120 days prior to the
first anniversary date of the immediately preceding annual meeting of shareholders. Our 2017 annual meeting is
scheduled for April 25, 2017. Ninety days prior to the first anniversary of this date will be January 25, 2018, and 120
days prior to the first anniversary of this date will be December 26, 2017.

16
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ELECTION
PROPOSAL 1 OF
DIRECTORS

Our Board is nominating five individuals for election as directors at this annual meeting. All of the directors are
currently serving as our directors. In accordance with our Bylaws and Article VI of our Articles of Incorporation,
members of our Board of Directors are elected to three classes of staggered terms consisting of three years each, and
until their successors are duly elected and qualified. At this annual meeting, four directors will be elected to Class 11
for a term of three years until our annual meeting in 2020 and one director will be elected to Class I to complete the
remainder of the term expiring at our annual meeting in 2019.

The Board would like to recognize Gary L. Pechota for his nine years of dedicated service on the Board. Mr. Pechota
passed away unexpectedly on December 15, 2016.

Nominees for director at the annual meeting are David R. Emery, Robert P. Otto, Rebecca B. Roberts, Teresa A.
Taylor and John B. Vering. Ms. Teresa A. Taylor and Mr. Robert P. Otto were appointed to the Board of Directors
effective September 1, 2016 and January 1, 2017, respectively, and are nominees for election for the first time. They
were identified by a third-party search firm. Our Bylaws require a minimum of nine directors. The Board has set the
size of the current board at 10 directors. If, at the time of the meeting, any of such nominees are unable to stand for
election, the Board of Directors may designate a substitute or reduce the number of directors to nine. In that case,
shares represented by proxies may be voted for a substitute director. We do not expect that any nominee will be
unavailable or unable to serve.

The Board and the Governance Committee believe that the combination of the various qualifications, skills and
experiences of the Directors, contribute to an effective and well-functioning Board, and that, individually and as a
whole, the directors possess the necessary qualifications to provide effective oversight of the business and quality
advice to the Company’s management. Included in each director’s biography below is an assessment of the specific
qualifications, attributes, skills and experience that have led to the conclusion that each individual should serve as a
director in light of our current business and structure.

The Board of Directors recommends a vote FOR the election of the following nominees:

Director Nominee ClassYear Term Expiring
David R. Emery II 2020
Robert P. Otto I 2019
Rebecca B. Roberts I~ 2020
Teresa A. Taylor II 2020
John B. Vering I 2020

4

17



Edgar Filing: BLACK HILLS CORP /SD/ - Form DEF 14A

DIRECTOR BIOGRAPHIES

Average Tenure Average Age Diversity
30% Women
7 Years 60 10% Ethnic

Chairman and Chief Executive Officer of Black Hills Corporation since January 1, 2016, and
Chairman, President and Chief Executive Officer from 2005 through 2015.
Director since 2004  Specific Qualifications, Attributes, Skills and Experience:

David R. Emery

Director Nominee High Level of Financial Expertise

Class II Term Expiring Oversees financial matters in his role as Chairman of the Board and Chief Executive Officer of
2020 the Company. Led the Company through several successful acquisitions. Served as Interim
Age 54 Chief Financial Officer in 2008.

Board Committees Relevant Senior Leadership Experience

None Currently Chairman and Chief Executive Officer of the Company. Previously served in various
Other Public Company leadership roles with the Company, including Chairman, President and Chief Executive
Boards Officer, President and Chief Operating Officer - Retail Business Segment and Vice President -
None Fuel Resources.

Ethnic Diversity
Enrolled member of
Cheyenne River Sioux

Extensive Knowledge of the Company’s Business and/or Industry
27 years of experience with the Company, including 13 years on the Board. Prior to that he
served as a petroleum engineer for a large independent oil and gas company. Serves on many

Tribe industry association Boards and advisory committees.
Michael H. Retired. Former President and Chief Executive Officer and Director of Cleco Corporation, a public
Madison utility holding company, from 2005 to 2011.
Director - e . . .
since 2012 Specific Qualifications, Attributes, Skills and Experience:
Director High Level of Financial Expertise
Class III Term . : S . . . . .
.. Oversaw financial matters in his role as Chief Executive Officer and Director of a public company.
Expiring 2018 . . .
Age 68 Previously served on our Audit Committee.

Board Committees

Compensation Relevant Senior Leadership Experience

(Chair) Served as Chief Executive Officer and Director of Cleco Corporation, a public utility holding
Other Public company, from 2005 to 2011, and President and Chief Operating Officer of Cleco Power, LLC,
Company Boards from 2003 to 2005. He was State President, Louisiana-Arkansas with American Electric Power,
None from 2000 to 2003.

Extensive Knowledge of the Company’s Business and/or Industry

More than 40 years of utility industry experience in various positions of increasing responsibility
including, president, director, vice president of operations and engineering and production and vice
president of corporate services. Served on many industry association Boards and advisory
committees.

President and Chief Executive Officer and Director of Clearwater Paper Corporation, a premier
supplier of private label tissue to major retailers and a producer of bleached paperboard, since

Linda K. Massman2013' Previously, she served as Clearwater’s President and Chief Operating Officer from 2011 to

2013.
Director e o . . .
since 2015 Specific Qualifications, Attributes, Skills and Experience:
Director High Level of Financial Expertise
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Class III Term Oversees financial matters in her role as Chief Executive Officer and Board member of a public

Expiring 2018 company. More than 27 years of experience in the fields of finance, corporate planning and
Age 50 business strategy. Served as Chief Financial Officer of Clearwater Paper Corporation from 2008 to
2011.

Board Committees Relevant Senior Leadership Experience

Compensation Currently Chief Executive Officer of a public company. Previously served in various other
Other Public leadership roles with Clearwater Paper. She also served as Group Vice President of Finance and
Company Boards Corporate Planning for SUPERVALU Inc. and a business strategy consultant for Accenture.
Clearwater Paper

Corporation
(since 2013) Risk Oversight/Management Expertise
Tree House Foods, . ... ; ¢ ) ) ) .
Ine Significant risk oversight/management experience throughout her career in various executive

. leadership, finance and business consulting positions, including Chief Financial Officer of a public
(since July 2016)

company.

Gender Diversity
5
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Financial Consultant and Advisor to clients in the private equity, agribusiness, renewable products
and financial services fields, since 2013. Served as Chief Financial Officer of Amyris, Inc., an

Steven R. Mills integrated renewable products company, from 2012 to 2013. Also served as Senior Executive Vice

Director

since 2011
Director
Class III Term
Expiring 2018
Age 61

Board
Committees
Audit (Chair)
Other Public
Company
Boards

None

Robert P. Otto

Director
since January
2017
Director
Nominee
Class I Term
Expiring 2019
Age 57
Board
Committees
Audit

Other Public
Company
Boards

None

Rebecca B.
Roberts

President Performance and Growth of Archer Daniels Midland Company, a processor, transporter,
buyer and marketer of agricultural products, from 2010 to 2012.

Specific Qualifications, Attributes, Skills and Experience:

High Level of Financial Expertise

Oversaw financial matters in his role as Chief Financial Officer at public companies. More than 35
years of experience in the fields of accounting, corporate finance, strategic planning, and mergers and
acquisitions. Served on our Audit Committee for 6 years, including the past 2 years as Audit Chair.
Relevant Senior Leadership Experience

Served in several leadership positions with public companies including, Chief Financial Officer,
Senior Executive Vice President Performance and Growth and Senior Vice President Strategic
Planning.

Risk Oversight/Management Expertise

Significant risk oversight/management experience throughout his career in various executive
leadership, finance and business consulting positions, including Chief Financial Officer at public
companies.

Retired U.S. Air Force lieutenant general. He served as Deputy Chief of Staff for Intelligence,
Surveillance and Reconnaissance for the Air Force from 2013 to 2016, Commander Air Force
Intelligence, Surveillance and Reconnaissance Agency from 2011 to 2013, and Director of
Intelligence, Surveillance and Reconnaissance Capabilities from 2010 to 2011.

Specific Qualifications, Attributes, Skills and Experience:

Financially Literate
Vast experience in areas spanning strategic planning and financial management from his military
career. Serves on our Audit Committee.

Relevant Senior Leadership Experience

More than 20 years of experience in military leadership roles including Deputy Chief of Staff for
Intelligence, Surveillance and Reconnaissance and Director of Air Force Intelligence. As Director of
Air Force Intelligence, he led a 27,000 person enterprise and guided the Air Force intelligence budget,
effectively restructuring Air Force airborne intelligence capabilities and advancing intelligence
analysis to support world-wide operations.

Risk Oversight/Management Expertise
Significant risk oversight/management experience throughout his military career. As the Air Force's
senior-most intelligence officer, he was directly responsible for policy planning, evaluation, oversight
and leadership of Air Force intelligence, surveillance and reconnaissance capabilities.
Retired. Former President of Chevron Pipe Line Company, a pipeline company transporting crude
oil, refined petroleum products, liquefied petroleum gas, natural gas and chemicals within the
United States, from 2006 to 2011. President of Chevron Global Power Generation from 2003 to
2006.
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Director . o . . .

since 2011 Specific Qualifications, Attributes, Skills and Experience:

Director Nominee Financially Literate

Class II Term . . . . . . e

Expiring 2020 Ope.ratlonal and. financial experience as a president of large public company subsidiaries and
Age 64 serving on public company boards.

Board Committees Relevant Senior Leadership Experience

Compensation Served as President of Chevron Pipeline Company from 2006 to 2011, and President of Chevron
Governance Global Power Generation from 2003 to 2006. She has also served on several public company and
(Chair) non-profit boards in addition to the ones identified at the left.

Other Public

Company Boards Extensive Knowledge of the Company’s Business and/or Industry

Enbridge, Inc. Over 35 years of experience in the energy industry, including managing pipelines in North
(since 2015) America and global pipeline projects, managing a portfolio of power plants in the United States,

MSA Safety Inc. Asia and the Middle East. She also worked as a vice president, chemist, scientist and trader in the
(since 2013) oil and gas sectors.

Gender Diversity
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Mark A. Schober

Director since 2015
Director

Class I Term
Expiring 2019

Age 61

Board Committees
Audit

Other Public
Company Boards
None

Teresa A. Taylor

Director since 2016
Director Nominee
Class II Term
Expiring 2020
Age 53

Board Committees
Compensation
Other Public
Company Boards
T-Mobile USA
(since 2013)

First Interstate
BancSystem, Inc.
(since 2012)
Gender Diversity

John B. Vering
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Retired. Former Senior Vice President and Chief Financial Officer of ALLETE, Inc., a public
energy company, from 2006 to 2014.
Specific Qualifications, Attributes, Skills and Experience:
High Level of Financial Expertise
Oversaw financial matters in his role as Chief Financial Officer of a public utility company. More
than 35 years of experience in the fields of finance and accounting. Serves on our Audit
Committee.
Relevant Senior Leadership Experience
Served as Chief Financial Officer of ALLETE, Inc., a public company, from 2006 to 2014.
Extensive Knowledge of the Company’s Business and/or Industry
More than 35 years of experience in the utility and energy industry, including understanding of
the regulated business model and unique challenges of the geographic and regulatory environment
in which we operate.
Chief Executive Officer of Blue Valley Advisors, LLC, an advisory firm, since 2011. Former
Chief Operating Officer of Qwest Communications, Inc., a telecommunications carrier, from
2009 to 2011.
Specific Qualifications, Attributes, Skills and Experience:

Broad Range of Experience
Has gained a broad range of experience in her career in areas of strategic planning and execution,
technology development, human resources, labor relations and corporate communications.

Relevant Senior Leadership Experience

Served as Chief Operating Officer of Qwest Communications, Inc. where she led the daily
operations and a senior management team responsible for 30,000 employees in field support,
technical development, sales, marketing, customer support and IT systems. She has also served
on several public company and non-profit boards in addition to the ones identified at the left.

Extensive Knowledge of the Company’s Business and/or Industry

Over 28 years of experience in technology, media and the telecom sector. Served on the Board of
NiSource, a public utility company, from 2012 to 2015 and Columbia Pipeline Group, Inc. from
2015 to July 2016.

Managing Director of Lone Mountain Investments, Inc., oil and gas investments, since 2002.
Partner in Vering Feed Yards LLC, a privately owned agricultural company, since 2010.

Director . e . . :
since 2005 Specific Qualifications, Attributes, Skills and Experience:
Director

Nominee High Level of Financial Expertise

Class Il Term  Has gained a high level of financial expertise as Managing Director of an entity making oil and gas
Expiring 2020  investments. Has served on our Audit Committee for 7 years.

Age 67

Board

Committees Relevant Senior Leadership Experience

Lead Director ~ Serves as our Lead Director. Had a 23 year career with Union Pacific Resources Company in
Audit several positions of increasing responsibilities, including Vice President of Canadian Operations.
Governance

Other Public Extensive Knowledge of the Company’s Business and/or Industry

Company Boards Over 30 years of experience in the oil and gas industry, including direct operating experience in oil
None and gas transportation, marketing, exploration and production, and an understanding of the

trans-national oil and gas business. He has served on our Board for 12 years and as our Lead
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Director since March 2016.

Thomas J. Zeller

Director

since 1997
Director
Class I Term
Expiring 2019
Age 69

Board Committees
Compensation
Governance

Other Public
Company Boards
None

Retired. Former Chief Executive Officer of RESPEC, a technical consulting and services firm with
expertise in engineering, information technologies, and water and natural resources specializing in
emerging environmental protection protocols, in 2011 and served as President from 2005 to 2011.

Specific Qualifications, Attributes, Skills and Experience:

High Level of Financial Expertise

Oversaw financial matters in his roles as Chief Executive Officer, President and Vice President of
Finance for a large technical consulting and services firm. He served on our Audit Committee for
11 years, including serving as the Audit Committee Chair for 4 years.

Relevant Senior Leadership Experience

Previously served as our Lead Director from 2010 to February 2016. Executive leader at a global
technical consulting firm. He has served on several non profit boards.

Extensive Knowledge of the Company’s Business and/or Industry

Experience gained at RESPEC relates to many of our Company’s activities concerning technology,
engineering and environmental. With his long tenure on our Board he has developed an extensive
knowledge of the utility industry.
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CORPORATE GOVERNANCE

Corporate Governance Guidelines

Our Board of Directors has adopted corporate governance guidelines titled “Corporate Governance Guidelines of the
Board of Directors,” which guide the operation of our Board and assist the Board in fulfilling its obligations to
shareholders and other constituencies. The guidelines lay the foundation for the Board’s responsibilities, operations,
leadership, organization and committee matters. The Governance Committee reviews the guidelines annually, and the
guidelines may be amended at any time, upon recommendation by the Governance Committee and approval of the
Board. These guidelines can be found in the “Governance” section of our website
(www.blackhillscorp.com/investor-relations/corporate-governance).

Board Independence

In accordance with New York Stock Exchange rules, the Board of Directors through its Governance Committee
affirmatively determines the independence of each director and director nominee in accordance with guidelines it has
adopted, which include all elements of independence set forth in the NYSE listing standards. These guidelines are
contained in our Policy for Director Independence, which can be found in the “Governance” section of our website
(www.blackhillscorp.com/investor-relations/corporate-governance). Based on these standards, the Governance
Committee determined that each of the following non-employee directors is independent and has no relationship with
us, except as a director and shareholder:

Michael H. Madison Mark A. Schober
Linda K. Massman 90% Teresa A. Taylor
Steven R. Mills INDEPENDENT John B. Vering

Robert P. Otto Thomas J. Zeller

Rebecca B. Roberts

In addition, based on such standards, the Governance Committee determined that Mr. Emery is not independent
because he is our Chairman and Chief Executive Officer (“CEQO”).

Board Leadership Structure

Mr. Emery has served as our Chairman of the Board and CEO since 2005 and has been a member of our Board since
2004. Mr. Emery provides strategic, operational, and technical expertise and context for the matters considered by our
Board. After considering alternative board leadership structures, our Board chose to retain the ability to balance an
independent Board structure with the designation of an independent Lead Director and to appoint as Chairman a
CEO-Director with knowledge of and experience in the operations of our Company. At this time, our Board believes
that having a single person serve as Chairman and CEO provides unified and responsible leadership for our Company
and in conjunction with the Lead Director provides the proper balance to ensure the Board receives the information,
experience and direction it needs to effectively govern.

Our Board has and continues to value a high degree of Board independence. As a result, our corporate governance
structure and practices promote a strong, independent Board and include several independent oversight mechanisms.
Only independent directors serve on our Audit, Compensation and Governance Committees. Our Board believes these
practices ensure that experienced and independent directors will continue to effectively oversee management and
critical issues related to financial and operating plans, long-range strategic issues, enterprise risk and corporate
integrity. All of our Board committees may seek legal, financial or other expert advice from a source independent of
management.
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Our Board annually appoints an independent Lead Director. John B. Vering is our current Lead Director and has
served in this role since March 2016. The responsibilities of Lead Director, as provided in the Board’s Governance
Guidelines, are to chair executive sessions of the independent directors and communicate the Board’s annual
evaluation of the CEO. The Lead Director, together with the independent directors, establishes the agenda for
executive sessions, which are held at each regular Board meeting. The Lead Director serves as a liaison between the
independent members of the Board and the CEO and discusses, to the extent appropriate, matters raised by the
independent directors in executive session. The Lead Director also consults with the Chairman regarding meeting
agendas and presides over regular meetings of the Board in the absence of the Chairman. This leadership structure
provides consistent and effective oversight of our management and our Company.

8
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Risk Oversight

Our Board oversees an enterprise approach to risk management that supports our operational and strategic objectives.
The Corporate Governance Guidelines of our Board of Directors provide that the Board will review major risks facing
our Company and the options for risk mitigation presented by management. Our Board delegates oversight of certain
risk considerations to its committees within each of their respective areas of responsibility; however, the full Board
monitors

risk relating to strategic planning and execution, as well as executive succession. Financial risk oversight falls within
the purview of our Audit Committee. Our Compensation Committee oversees compensation and benefit plan risks.
Each committee reports to the full Board.

Our Board reviews any material changes in our key enterprise risk management ("ERM") issues, including cyber
security, with management at each quarterly Board meeting in conjunction with the presentation of quarterly financial
results. In so doing, our Board seeks to ensure appropriate risk mitigation strategies are implemented by management
on an ongoing basis. Operational and strategic plan presentations by management to our Board include consideration
of the challenges and risks to our business. Our Board and management actively engage in discussions of these topics
and utilize outside consultants as needed. Our Board oversees the assessment of our strategic plan risks as part of our
strategic planning process. In addition, our Board periodically receives safety performance, environmental, legal and
compliance reports.

Our Audit Committee oversees management’s strategy and performance relative to our significant financial risks. In
consultation with management, the independent auditors and the internal auditors, the Audit Committee discusses our
risk assessment, risk management and credit policies and reviews significant financial risk exposures along with steps
management has taken to monitor, mitigate and report such exposures. At least twice a year, our Chief Risk Officer
provides a Risk and Credit Report to the Audit Committee. We adopted a Credit Policy that establishes guidelines,
controls and limits to manage and mitigate credit risk within established risk tolerances.

Our Compensation Committee adopted an executive compensation philosophy that provides the foundation for our
executive compensation program. The executive compensation philosophy states that the executive pay program
should be market-based and maintain an appropriate and competitive balance between fixed and variable pay
elements, short-term and long-term compensation and cash and stock-based compensation. The Compensation
Committee establishes company-specific performance goals with potential incentive payouts for our executive officers
to motivate and reward performance, consistent with our long-term success. The target compensation for our senior
officers is heavily weighted in favor of long-term incentives, aligning performance incentives with long-term results
for our shareholders. Our Compensation Committee also sets minimum performance thresholds and maximum
payouts in the incentive programs and maintains the discretion to reduce awards if excessive risk is taken. Stock
ownership guidelines established for all of our officers require our executives to hold 100 percent of all shares
awarded to them (net of share withholding for taxes and, in the case of cashless stock option exercises, net of the
exercise price and withholding for taxes) until the established stock ownership guidelines are achieved. Our
Compensation Committee also instituted “clawback” provisions in our incentive plans, which may require an executive
to return incentives received, if the Compensation Committee determines, in its discretion, that the executive engaged
in specified misconduct or wrongdoing or in the event of certain financial restatements.

Our management is responsible for day-to-day risk management and operates under an ERM program that addresses
strategic, operational, financial and compliance risks. The ERM program includes practices to identify risks, assesses
the impact and probability of occurrence, and develops action plans to prevent the occurrence or mitigate the impact
of the risk. The ERM program includes regular reporting to our senior management team and includes monitoring and
testing by Risk Management, Compliance and Internal Audit groups. The overall ERM program is reviewed with the
Board of Directors on a regular basis.
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We believe this division of risk management responsibilities described above is an effective approach for addressing
the risks facing our Company.

Director Nominees

The Governance Committee uses a variety of methods for identifying and evaluating nominees for director. The
Governance Committee regularly assesses the appropriate size of the Board and whether any vacancies on the Board
are expected due to retirement or otherwise. In the event vacancies are anticipated, or otherwise arise, the Governance
Committee considers various potential candidates for director. Board candidates are considered based upon various
criteria, including diverse business, administrative and professional skills or experiences; an understanding of relevant
industries, technologies and markets; financial literacy; independence status; the ability and willingness to contribute
time and special competence to Board

9
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activities; personal integrity and independent judgment; and a commitment to enhancing shareholder value. The
Governance Committee considers these and other factors as it deems appropriate, given the needs of the Board. Our
goal is a balanced and diverse Board, with members whose skills, background and experience are complementary and,
together, cover the spectrum of areas that impact our business. The Governance Committee considers candidates for
Board membership suggested by a variety of sources, including current or past Board members, the use of third-party
executive search firms, members of management and shareholders. Any shareholder may make recommendations for
consideration by the Governance Committee for membership on the Board by sending a written statement of the
qualifications of the recommended individual to the Corporate Secretary. There are no differences in the manner by
which the Committee evaluates director candidates recommended by shareholders from those recommended by other
sources.

Shareholders who intend to nominate persons for election to the Board of Directors must provide timely written notice
of the nomination in accordance with Article I, Section 9 of our Bylaws. Generally, our Corporate Secretary must
receive the written notice at our executive offices at 625 Ninth Street, Rapid City, South Dakota, 57701, not less than
90 days nor more than 120 days prior to the anniversary date of the immediately preceding annual meeting of
shareholders. For the 2018 shareholder meeting, those dates are January 25, 2018 and December 26, 2017. The notice
must set forth at a minimum the information set forth in Article I, Section 9 of our Bylaws, including the shareholder’s
identity and status, contingent ownership interests, description of any agreement made with others acting in concert
with respect to the nomination, specific information about the nominee and supply certain representations by the
nominee to us.

Communications with the Board

Shareholders and others interested in communicating directly with the Lead Director, with the independent directors
as a group, or the Board of Directors may do so in writing to the Lead Director, Black Hills Corporation, PO Box
1400, Rapid City, South Dakota, 57709.

Corporate Governance Documents

The charters of the Audit, Compensation and Governance committees, as well as the Board’s Corporate Governance
Guidelines, Policy for Director Independence, Code of Business Conduct and the Code of Ethics that applies to our
Chief Executive Officer, Chief Financial Officer, Corporate Controller, and certain other persons performing similar
functions can be found in the “Governance” section of our website
(www.blackhillscorp.com/investor-relations/corporate-governance). We intend to disclose any amendments to, or
waivers of the Code of Ethics on our website. Please note that none of the information contained on our website is
incorporated by reference in this proxy statement.

Our Corporate Governance Guidelines include a plurality plus voting policy. Pursuant to the policy, any nominee for
election as a director in an uncontested election who receives a greater number of votes “Withheld” from his or her
election than votes “For” his or her election will promptly tender his or her resignation as a director to the Chairman of
the Board following certification of the election results. Broker non-votes will not be deemed to be votes “For” or
“Withheld” from a director’s election for purposes of the policy. The Governance Committee (without the participation
of the affected director) will consider each resignation tendered under the policy and recommend to the Board whether
to accept or reject it. The Board will then take the appropriate action on each tendered resignation, taking into account
the Governance Committee’s recommendation. The Governance Committee in making its recommendation, and the
Board in making its decision, may consider any factors or other information that it considers appropriate, including the
reasons why the Committee believes shareholders “Withheld” votes for election from such director and any other
circumstances surrounding the “Withheld” votes, any alternatives for curing the underlying cause of the “Withheld” votes,
the qualifications of the tendering director, his or her past and expected future contributions to us and the Board, and
the overall composition of the Board, including whether accepting the resignation would cause us to fail to meet any
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applicable SEC or NYSE requirements. The Board will publicly disclose by filing with the SEC on Form 8-K its
decision and, if applicable, its rationale within 90 days after receipt of the tendered resignation.

Certain Relationships and Related Party Transactions

We recognize related party transactions can present potential or actual conflicts of interest and create the appearance
that decisions are based on considerations other than the best interests of us and our shareholders. Accordingly, as a
general matter, it is our preference to avoid related party transactions. Nevertheless, we recognize that there are
situations where related party transactions may be in, or may not be inconsistent with, the best interests of us and our
shareholders, including but not limited to situations where we may obtain products or services of a nature, quantity or
quality, or on other terms, that are not readily available from alternative sources or when we provide products or
services to related parties on an arm’s length basis on terms comparable to those provided to unrelated third parties or
on terms comparable to those provided to employees generally.

10
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Therefore, our Board of Directors has adopted a policy for the review of related party transactions. This policy
requires directors and officers to promptly report to our Vice President — Governance all proposed or existing
transactions in which the Company and they, or persons related to them, are parties or participants. Our Vice President
— Governance presents to our Governance Committee those transactions that may require disclosure pursuant to Item
404 of Regulation S-K (typically, those transactions that exceed $120,000). Our Governance Committee reviews the
material facts presented and either approves or disapproves entry into the transaction. In reviewing the transaction, the
Governance Committee considers the following factors, among other factors it deems appropriate: (i) whether the
transaction is on terms no less favorable than terms generally available to an unaffiliated third party under the same or
similar circumstances; (ii) the extent of the related party’s interest in the transaction; and (iii) the impact on a director’s
independence in the event the related party is a director, an immediate family member of a director or an entity in
which a director is a partner, shareholder or executive officer.

Section 16(a) Beneficial Ownership Reporting Compliance
Based solely upon a review of our records and copies of reports on Form 3, 4 and 5 furnished to us, we believe that
during and with respect to 2016, all persons subject to the reporting requirements of Section 16(a) of the Securities

Exchange Act of 1934, as amended, filed the required reports on a timely basis.

11
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MEETINGS AND COMMITTEES OF THE BOARD

THE BOARD OF DIRECTORS

Our directors review and approve our strategic plan and oversee our management. Our Board of Directors held four
in-person meetings and one telephonic meeting during 2016. Each regularly scheduled meeting of the Board includes
an executive session of only independent directors. We encourage our directors to attend the annual shareholders’
meeting. During 2016, every director attended at least 75 percent of the combined total of Board meetings and
Committee meetings on which the director served and all directors then serving attended the 2016 annual meeting of
shareholders.

COMMITTEES OF THE BOARD

Our Board has three standing committees to facilitate and assist the Board in the execution of its responsibilities. The
committees are currently the Audit Committee, the Compensation Committee and the Governance Committee. In
accordance with the NYSE listing standards and our Corporate Governance Guidelines, the Audit, Compensation and
Governance Committees are comprised solely of independent directors. Each committee operates under a charter,
which is available on our website at www.blackhillscorp.com/investor-relations/corporate-governance and is also
available in print to any shareholder who requests it. In addition, our Board creates special committees from time to
time for specific purposes. Members of the Committees are designated by our Board upon recommendation of the
Governance Committee.

AUDIT COMMITTEE
Committee

Chair:

Steven

R. Total Meetings Held
Mills

Additional
ConhtmRezson Telephonic
Members:

Robert

P.

Otto,

Mark

A 3 6

Schober,

John

B.

Vering

Primary Responsibilities

©assist the Board in
fulfilling its oversight
responsibility to our
shareholders relating
to the quality and
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integrity of our
accounting, auditing
and financial reporting
practices;

oversee the integrity of
our financial
statements, financial
reporting process,
©systems of internal
controls and disclosure
controls regarding
finance, accounting
and legal compliance;

review areas of
©potential significant
financial risk to us;

review consolidated
©financial statements
and disclosures;

appoint an
independent registered
©public accounting firm
for ratification by our
shareholders;

monitor the
independence and
performance of our
©independent registered
public accountants and
internal auditing
department;

pre-approve all audit
and non-audit services
©provided by our
independent registered
public accountants;

review the scope and
results of the annual
audit, including
reports and
recommendations of
our independent
registered public
accountants;
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review the internal
audit plan, results of
internal audit work
and our process for
monitoring
compliance with our
©Code of Conduct and
other policies and
practices established
to ensure compliance
with legal and
regulatory
requirements; and

periodically meet, in
private sessions, with
our internal audit
group, Chief Financial
Officer, Chief
Compliance Officer,
other management,
and our independent
registered public
accounting firm.

12
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In accordance with the rules of the NYSE, all of the members of the Audit Committee are financially literate. In
addition, the Board determined that Messrs. Mills, Schober and Vering have the requisite attributes of an “audit

committee financial expert” as provided in regulations promulgated by the SEC, and that such attributes were acquired

through relevant education and/or experience.

COMPENSATION COMMITTEE
Committee Chair:

Michael

H.  Total Meetings Held

Madison

Additional

CommltteBerson Telephonic
Members:
Linda

K.
Massman,
Rebecca
B.
Roberts,
Teresa

A.
Taylor,
Thomas
J.

Zeller

Primary Responsibilities

discharge the Board of Directors’ responsibilities related to
©executive and director compensation philosophy, policies and
programs;

perform functions required of directors in the administration
©of all federal and state laws and regulations pertaining to
executive employment and compensation;

consider and recommend for approval by the Board all
©executive compensation programs including executive benefit
programs and stock ownership plans; and

©
Revenue Recognition

We recognize revenue related to license and research
agreements with collaborators, royalties and milestone
payments. The principles and guidance outlined in EITF No.
00-21, “Revenue Arrangements with Multiple Deliverables,”
provide a framework to (i) determine whether an arrangement
involving multiple deliverables contains more than one unit of
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accounting, (ii) determine how the arrangement consideration
should be measured and allocated to the separate units of
accounting in the arrangement and (iii) apply relevant revenue
recognition criteria separately for each of the separate units.
For each separate unit of accounting we have objective and
reliable evidence of fair value using available internal
evidence for the undelivered item(s) and our arrangements
generally do not contain a general right of return relative to
the delivered item.

We have several license and marketing agreements with
various oncology, diagnostics, research tools, agriculture and
biologics production companies. With certain of these
agreements, we receive nonrefundable license payments in
cash or equity securities, option payments in cash or equity
securities, royalties on future sales of products, milestone
payments, or any combination of these items. Nonrefundable
signing or license fees that are not dependent on future
performance under these agreements or the intellectual
property related to the license has been delivered are
recognized as revenue when received and over the term of the
arrangement if we have continuing performance obligations.
Option payments are recognized as revenue over the term of
the option agreement. Milestone payments are recognized
upon completion of specified milestones, representing the
culmination of the earnings process, according to contract
terms. Royalties are generally recognized upon receipt of the
related royalty payment.

We recognize revenue under collaborative agreements,
including related party agreements, as the related research and
development costs for services are rendered. Deferred revenue
represents the portion of research and license payments
received for which we have not yet performed the research
services.
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Restricted Cash

As of September 30, 2006 and December 31, 2005, we held
$530,000 in a Certificate of Deposit as collateral on an unused
line of credit.

Marketable and Non-Marketable Equity Investments in
Licensees and Joint Ventures

Investments in non-marketable nonpublic companies are
carried at the lower of cost or net realizable value. Investments
in marketable equity securities are carried at market value as
of the balance sheet date. For marketable equity securities,
unrealized gains and losses are reported in accumulated other
comprehensive income (loss) in stockholders’ equity. Realized
gains or losses are included in interest and other income and
are derived using the specific identification method.

We monitor our equity investments in licensees and joint
ventures for impairment on a quarterly basis and make
appropriate reductions in carrying values when such
impairments are determined to be other-than-temporary.
Impairment charges are included in interest and other income.
Factors used in determining an impairment include, but are
not limited to, the current business environment including
competition and uncertainty of financial condition; going
concern considerations such as the rate at which the investee
company utilizes cash, and the investee company’s ability to
obtain additional private financing to fulfill its stated business
plan; the need for changes to the investee company’s existing
business model due to changing business environments and its
ability to successfully implement necessary changes; and the
general progress toward product development, including
clinical trial results. If an investment is determined to be
impaired, then we determine whether such impairment is
other-than-temporary. We recognized impairment charges of
none and $119,000 for the three and nine months ended
September 30, 2006, respectively, related to
other-than-temporary declines in fair values of our
non-marketable equity investments. No impairment charges
were recognized for the three and nine months ended
September 30, 2005. As of September 30, 2006 and December
31, 2005, the carrying values of our equity investments in
non-marketable nonpublic companies, including our joint
ventures, were $195,000 and $314,000, respectively.

Derivative Financial Instruments

Our exposure to currency exchange fluctuation risk is
insignificant. Geron Bio-Med, our one wholly-owned
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subsidiary and a United Kingdom company, satisfies its
financial obligations almost exclusively in its local currency.
For the three and nine months ended September 30, 2006 and
2005, there was an insignificant currency exchange impact
from intercompany transactions. We do not engage in foreign
currency hedging activities. We do not use derivative financial
instruments for trading or speculative purposes.

Intangible Asset and Research Funding Obligation

In May 1999, we completed the acquisition of Roslin
Bio-Med Ltd., a privately held company formed by the Roslin
Institute in Midlothian, Scotland. In connection with this
acquisition, we formed a research collaboration with the
Roslin Institute and committed approximately $20,000,000 in
research funding over six years. Using an effective interest
rate of 6%, this research funding obligation had a net present
value of $17,200,000 at the acquisition date and was
capitalized as an intangible asset that was being amortized as
research and development expense over the six year funding
period. In December 2004, we extended the research funding
period from June 30, 2005 to June 30, 2006 and we adjusted
the amortization period of the intangible asset to coincide with
the extended research period. No additional funding was
committed. Imputed interest was accreted to the value of the
research funding obligation and recognized as interest expense
through April 2005. As of June 30, 2006, the entire research
funding commitment has been paid and the intangible asset
has been fully amortized.

Research and Development Expenses

All research and development costs are expensed as incurred.
The value of acquired in-process research and development is
charged to research and development expense on the date of
acquisition. Research and development expenses include, but
are not limited to, acquired in-process technology deemed to
have no alternative future use, payroll and personnel expense,
lab supplies, preclinical studies, raw materials to manufacture
clinical trial drugs and vaccines, manufacturing costs for
research and clinical trial materials, sponsored research at
other labs, consulting and research-related overhead. Accrued
liabilities for raw materials to manufacture clinical trial drugs,
manufacturing costs, clinical trial expenses and sponsored
research reimbursement fees are included in accrued liabilities
and research and development expenses.

7
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Depreciation and Amortization

We record property and equipment at cost and calculate
depreciation using the straight-line method over the estimated
useful lives of the assets, generally four years. Leasehold
improvements are amortized over the shorter of the estimated
useful life or remaining term of the lease.

Stock-Based Compensation

On January 1, 2006, we adopted Statement of Financial
Accounting Standards No. 123 (revised 2004), “Share-Based
Payment,” (SFAS 123R) which requires the measurement and
recognition of compensation expense for all stock-based
awards made to employees and directors, including employee
stock options and employee stock purchases related to our
Employee Stock Purchase Plan (ESPP purchases) based upon
the grant-date fair value of those awards. We previously
accounted for our stock-based awards under the intrinsic value
method prescribed by Accounting Principles Board Opinion
No. 25, “Accounting for Stock Issued to Employees” (APB 25)
and related interpretations, and provided the required pro
forma disclosures prescribed by Statement of Financial
Accounting Standards No. 123, “Accounting for Stock-Based
Compensation,” as amended. Under the intrinsic method, no
stock-based compensation expense had been recognized in the
consolidated statements of operations, because the exercise
price of the stock options granted to employees and directors
equaled the fair market value of the underlying stock on the
date of grant. SFAS 123R requires forfeitures to be estimated
at the time of grant and revised, if necessary, in subsequent
periods if actual forfeitures differ from those estimates. In the
pro forma information required by SFAS 123 for the periods
prior to fiscal 2006, we accounted for forfeitures as they
occurred.

We implemented the provisions of SFAS 123R using the
modified prospective transition method which requires the
application of the accounting standard as of January 1, 2006,
the first day of our fiscal year 2006. In accordance with this
method, for awards expected to vest, we began recognizing
compensation expense on a straight-line basis for stock-based
awards granted after January 1, 2006, plus unvested awards
granted prior to January 1, 2006 based on the grant date fair
value estimated in accordance with the original provisions of
SFAS 123 and following the expense attribution method
elected originally upon the adoption of SFAS 123. Results for
prior periods have not been adjusted retrospectively.
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During the three and nine months ended September 30, 2006,
we recognized stock-based compensation expense of $996,000
and $3,323,000, respectively, related to employee and director
stock options and ESPP purchases. No income tax benefit was
recognized in the income statement for share-based
compensation arrangements for the three and nine months
ended September 30, 2006, since we reported an operating
loss. There was no stock-based compensation expense related
to employee and director stock options and ESPP purchases
recognized during the three and nine months ended September
30, 2005. For the nine months ended September 30, 2006, the
implementation of SFAS 123R increased loss from operations
and net loss by $3,323,000 and basic and fully diluted net loss
per share by $0.05. The implementation of SFAS 123R did
not have an impact on cash flows from operations or financing
activities for the nine months ended September 30, 2006.

We used the Black Scholes option-pricing valuation model to
estimate the grant-date fair value of our stock-based awards
which was also used for valuing stock-based awards for pro
forma information required under SFAS 123. For additional
information, see Note 2 on Stockholders’ Equity. The
determination of fair value for stock-based awards on the date
of grant using an option-pricing model is affected by our stock
price as well as assumptions regarding a number of complex
and subjective variables. These variables include, but are not
limited to, our expected stock price volatility over the term of
the awards, and actual and projected employee exercise
behaviors. Option-pricing models have been developed for use
in estimating the value of traded options that have no vesting
or hedging restrictions and are fully transferable. However,
because our employee stock options have certain
characteristics that are significantly different from traded
options, and because changes in the subjective assumptions
can materially affect the estimated value, in management’s
opinion, existing valuation models may not provide an
accurate measure of the fair value of our stock-based awards.
Although the fair value of our stock-based awards is
determined in accordance with SFAS 123R and SAB 107
using an option-pricing model, that value may not be
indicative of the fair value observed in a willing buyer/willing
seller market transaction.

8
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On November 10, 2005, the Financial Accounting Standards
Board (FASB) issued FASB Staff Position No. FAS 123(R)-3,
“Transition Election Related to Accounting for Tax Effects of
Share-Based Payment Awards.” We have elected to adopt the
alternative transition method provided in the FASB Staff
Position for calculating the tax effects (if any) of stock-based
compensation expense pursuant to SFAS 123R. The alterative
transition method includes simplified methods to establish the
beginning balance of the additional paid-in capital pool (APIC
pool) related to the tax effects of employee stock-based
compensation, and to determine the subsequent impact to the
APIC pool and the consolidated statements of operations and
cash flows of the tax effects of employee stock-based
compensation awards that are outstanding upon adoption of
SFAS 123R.

We continue to apply the provisions of EITF 96-18,
“Accounting for Equity Instruments that are Issued to Other
than Employees for Acquiring, or in Conjunction with Selling,
Goods or Services,” (EITF 96-18) for our non-employee
stock-based awards. Under EITF 96-18, the measurement date
at which the fair value of the stock-based award is measured is
equal to the earlier of 1) the date at which a commitment for
performance by the counterparty to earn the equity instrument
is reached or 2) the date at which the counterparty’s
performance is complete. We recognize stock-based
compensation expense for the fair value of the vested portion
of the non-employee awards in our consolidated statements of
operations.

Comprehensive Loss

Comprehensive loss is comprised of net loss and other
comprehensive loss. Other comprehensive loss includes
certain changes in stockholders’ equity which are excluded
from net loss. The activity in comprehensive loss during
the three and nine months of 2006 and 2005 are as follows:

Three Months Nine Months
Ended Ended

September 30, September 30,
2006 2005 2006 2005

(In thousands)
Net loss $(9,837)$ (11,862) $ (28,104) $ (24,632)
Change in 143 19 188 (&2))

unrealized gains
(losses) on
securities
available-for-sale
and marketable
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equity securities
Change in foreign

currency
translation

adjustments 5) 1 3) 37
Comprehensive

loss $(9,699)$ (11,842)$ (27,919) $ (24,720)

The components of accumulated other comprehensive loss are
as follows:

September December

30, 31,
2006 2005
(In thousands)

Unrealized holding loss on

available-for-sale securities and

marketable equity investments $ (143) $ (331)

Foreign currency translation

adjustments (175) (172)
$ (318) $ (503)

Reclassifications
Certain reclassifications of prior year amounts have made to
conform to current year presentation. Deferred compensation

has been reclassified to additional paid-in capital.

9
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2. STOCKHOLDERS’ EQUITY

Stock-Based Compensation

Stock Option Program Descriptions

1992 Stock Option Plan

The 1992 Stock Option Plan (1992 Plan) expired in August
2002 and no further option grants can be made from the 1992
Plan. The options granted under the 1992 Plan were either
incentive stock options or nonstatutory stock options. Options
granted under the 1992 Plan expired no later than ten years
from the date of grant. For incentive stock options and
nonstatutory stock options, the option exercise price was at
least 100% and 85%, respectively, of the fair market value of
the underlying common stock on the date of grant. Options to
purchase shares of common stock generally vested over a
period of four or five years from the date of the option grant,
with a portion vesting after six months and the remainder
vesting ratably over the remaining period.

2002 Equity Incentive Plan

In May 2002, our stockholders approved the adoption of the
2002 Equity Incentive Plan (2002 Plan). Our Board of
Directors administers the 2002 Plan. The 2002 Plan provides
for grants to employees of us or of our subsidiary (including
officers and employee directors) of either incentive stock or
nonstatutory stock options and stock purchase rights to
employees (including officers and employee directors) and
consultants (including non-employee directors) of us or of our
subsidiary. As of September 30, 2006, we had reserved
11,579,603 shares of common stock for issuance under the
2002 Plan. Options granted under the 2002 Plan expire no
later than ten years from the date of grant. For incentive stock
options, the option price shall be equal to 100% of the fair
market value of the underlying common stock on the date of
grant. All other stock option prices are determined by the
administrator. If, at the time we grant an option, the optionee
directly or by attribution owns stock possessing more than
10% of the total combined voting power of all classes of our
stock, the option price shall be at least 110% of the fair market
value of the underlying common stock and shall not be
exercisable more than five years after the date of grant.

Options to purchase shares of common stock generally vest
over a period of four years from the date of the option grant,
with a portion vesting after six months and the remainder
vesting ratably over the remaining period. Under certain
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circumstances, options may be exercised prior to vesting,
subject to our right to repurchase shares subject to such option
at the exercise price paid per share. Our repurchase rights
would generally terminate on a vesting schedule identical to
the vesting schedule of the exercised option. For the three and
nine months ended September 30, 2006 and 2005, we did not
repurchase any shares in accordance with these repurchase
rights. As of September 30, 2006, no shares outstanding were
subject to repurchase.

1996 Directors’ Stock Option Plan

The 1996 Directors’ Stock Option Plan (1996 Directors Plan)
expired in June 2006 and no further option grants can be made
from the 1996 Directors Plan. The options granted under the
1996 Directors Plan were nonstatutory stock options and
expired no later than ten years from the date of grant. The
option exercise price was equal to the fair market value of the
underlying common stock on the date of grant. Options to
purchase shares of common stock generally were 100% vested
upon grant, except for options granted upon first appointment
to the Board of Directors (First Option). The First Option
vested annually over three years upon each anniversary date of
appointment to the Board. The options issued pursuant to the
1996 Directors Plan remain exercisable for up to 90 days
following the optionee’s termination of service as our director,
unless such termination is a result of death or permanent and
total disability, in which case the options (both those already
exercisable and those that would have become exercisable had
the director remained on the Board of Directors for an
additional 36 months) remain exercisable for up to a 24 month
period.

10
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2006 Directors’ Stock Option Plan

In May 2006, our stockholders approved the adoption of the
2006 Directors’ Stock Option Plan (2006 Directors Plan) to
replace the 1996 Directors Plan. As of September 30, 2006,
we had reserved an aggregate of 2,500,000 shares of common
stock for issuance under the 2006 Directors Plan. As of
September 30, 2006, 80,000 options have been granted under
the 2006 Directors Plan. The 2006 Directors Plan provides
that each person who becomes a non-employee director after
the effective date of the 2006 Directors Plan, whether by
election by our stockholders or by appointment by the Board
of Directors to fill a vacancy, will automatically be granted an
option to purchase 45,000 shares of common stock on the date
on which such person first becomes a non-employee director
(First Option). In addition, non-employee directors (other than
the Chairman of the Board of Directors) will automatically be
granted a subsequent option on the date of the Annual
Meeting of Stockholders in each year during such director’s
service on the Board (Subsequent Option) to purchase 20,000
shares of common stock under the 2006 Directors Plan. In the
case of the Chairman of the Board of Directors, the
Subsequent Option is for 40,000 shares of common stock. We
grant an option to purchase 2,500 shares to each
non-employee director (other than the Chairmen of such
committees) on the date of each Annual Meeting during the
director’s service on the Audit Committee, Nominating
Committee or Compensation Committee (Committee Service
Option). The Committee Service Option for the Chairman of
the Audit Committee is for 10,000 shares of common stock
and the Nominating and Compensation Committee Chairmen
each receive an option to purchase 5,000 shares of common
stock.

The 2006 Directors Plan provides that each First Option
granted thereunder becomes exercisable in installments
cumulatively as to one-third of the shares subject to the First
Option on each of the first, second and third anniversaries of
the date of grant of the First Option. Each Subsequent Option
and Committee Service Option is fully vested on the date of
its grant. The options issued pursuant to the 2006 Directors
Plan remain exercisable for up to 90 days following the
optionee’s termination of service as a director, unless such
termination is a result of death or permanent and total
disability, in which case the options (both those already
exercisable and those that would have become exercisable had
the director remained on the Board of Directors for an
additional 36 months) remain exercisable for up to a 24 month
period.
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The exercise price of all stock options granted under the 2006
Directors Plan is equal to 100% of the fair market value of the
underlying common stock on the date of grant. Options
granted under the 2006 Directors Plan have a term of ten
years.

Employee Stock Purchase Plan

In July 1996, we adopted the 1996 Employee Stock Purchase
Plan (Purchase Plan) and as of September 30, 2006, we had
reserved an aggregate of 600,000 shares of common stock for
issuance under the Purchase Plan. Approximately 304,000 and
287,000 shares have been issued under the Purchase Plan as of
September 30, 2006 and December 31, 2005, respectively. As
of September 30, 2006, 296,231 shares were available for
issuance under the Purchase Plan.

Under the terms of the Purchase Plan, employees can choose
to have up to 10% of their annual salary withheld to purchase
our common stock. An employee may not make additional
payments into such account or increase the withholding
percentage during the offering period.

The Purchase Plan is comprised of a series of offering periods,
each with a maximum duration (not to exceed 12 months)
with new offering periods commencing on January 1 and July
1 of each year. The date an employee enters the offering
period will be designated his or her entry date for purposes of
that offering period. An employee may only participate in one
offering period at a time.

The purchase price per share at which common stock is
purchased by the employee on each purchase date within the
offering period is equal to 85% of the lower of (i) the fair
market value per share of Geron common stock on the
employee’s entry date into that offering period or (ii) the fair
market value per share of common stock on that purchase
date. If the fair market value of Geron common stock on the
purchase date is less than the fair market value at the
beginning of the offering period, a new 12 month offering
period will automatically begin on the first business day
following the purchase date with a new fair market value.

11
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Option Activity

Aggregate option activity for the 1992 Plan, 2002 Plan, the
1996 Directors Plan, and the 2006 Directors Plan is as
follows:

Outstanding Options
Weightedgregate
Weightdd-eragintrinsic
Shares Number AverRgmainin¥alue
Available of Exertisatractualln
For Grant Shares Price Life¢housands)
Balance at
December
31, 2005 5,047,456 7,786,707 $ 798 6.5 $ 4,529
Additional
shares
authorized 4,500,000 -3 —
Options
granted (1,665,058) 1,665,058 $ 6.74
Awards
granted (209,563) -5 —
Options
exercised — (192,919)$ 4.55
Options
forfeited 368,705 (368,705)$ 9.57
1992 Plan
and 1996
Directors
Plan options
expired (95,663) -$ —
Balance at
September
30, 2006 7,945,877 8,890,141 $ 7.76 6.4 $ 4,126
Options
exercisable at
September
30, 2006 6,245,012 $8.16 54 $ 3,998

The aggregate intrinsic value in the preceding table represents
the total intrinsic value, based on Geron’s closing stock price
of $6.27 as of September 30, 2006, which would have been
received from the option holders had all the option holders
exercised their options as of that date.

Valuation and Expense Information Under SFAS 123R

On January 1, 2006, we adopted SFAS 123R, which requires
the measurement and recognition of compensation expense for
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all share-based payment awards made to employees and
directors, including employee stock options and employee
stock purchases related to the Purchase Plan based on
estimated grant-date fair values. The following table
summarizes the stock-based compensation expense related to
stock options and employee stock purchases under SFAS
123R for the three and nine months ended September 30, 2006
which was allocated as follows:

Three Nine
Months Months
Ended Ended
September September
30, 2006 30, 2006
(In Thousands)
Research and development  $ 630 $ 1,603
General and administrative 366 1,720
Stock-based compensation
expense included in operating
expenses $ 26 $ 3,323

The fair value of options granted during the nine months
ended September 30, 2006 and 2005 has been estimated at the
date of grant using the Black Scholes option-pricing model
with the following assumptions:

Nine Months
Ended September
30,
2006 2005
Dividend yield None None
Expected volatility 0.789to 0.863 to
range 0.824  0.893
Risk-free interest rate 4.28% to 3.48% to
range 5.14%  4.20%
Expected term 5 yrs 4 yrs
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The fair value of employees’ purchase rights during the nine
months ended September 30, 2006 and 2005 has been
estimated using the Black Scholes option-pricing model with
the following assumptions:

Nine Months
Ended September
30,
2006 2005
Dividend yield None None
Expected volatility 0.381to 0.524 to
range 0.471 0.617
Risk-free interest rate 4.81% to 3.10% to
range 527% 3.93%
6-12
Expected term mos 6 mos

Expected volatilities are based on historical volatilities of our
stock since no traded options on Geron stock have maturities
greater than three months. The expected term of options is
derived from actual historical exercise data and represents the
period of time that options granted are expected to be
outstanding. The expected term of employees’ purchase rights
is equal to the offering period. The risk-free interest rate is
based on the U.S. Zero Coupon Treasury Strip Yields for the
expected term in effect on the date of grant. We grant options
under our equity plans to employees, non-employee directors,
and consultants for whom the vesting period is generally four
years.

As stock-based compensation expense recognized in the
consolidated statements of operations for the three and nine
months ended September 30, 2006 is based on awards
ultimately expected to vest, it has been reduced for estimated
forfeitures but at a minimum, reflects the grant date fair value
of those awards that actually vested in the period. SFAS 123R
requires forfeitures to be estimated at the time of grant and
revised, if necessary, in subsequent periods if actual
forfeitures differ from those estimates. Forfeitures were
estimated based on historical experience. In the pro forma
information required under SFAS 123 for periods prior to
January 1, 2006, forfeitures were accounted for as they
occurred.

Based on the Black Scholes option-pricing model, the
weighted average estimated fair value of employee stock
options granted during the nine months ended September 30,
2006 was $4.57 per share. The weighted average estimated
fair value of purchase rights under our Purchase Plan for the
nine months ended September 30, 2006 was $1.88 per share.
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Pro Forma Information Under SFAS 123 for Periods Prior to
2006

Prior to January 1, 2006, Geron followed the disclosure-only
provisions of SFAS 123. The following table illustrates the
effect on net loss and net loss per share for the three and nine
months ended September 30, 2005 if the fair value recognition
provisions of SFAS 123 had been applied to stock-based
awards using the Black Scholes option-pricing model. The
assumptions used to value the employee stock options and
employees’ purchase rights are listed above.

For purposes of pro forma disclosures, the estimated fair value
of the options is amortized over the vesting period of the
options using the straight-line method. We accounted for
forfeitures as they occurred. If we had recognized the expense
of stock-based awards to employees and directors in our
consolidated statements of operations, additional paid-in
capital would have increased by the corresponding amount.
Pro forma information previously reported during periods
prior to the adoption of SFAS 123R was as follows:

Three Nine
Months EndedMonths Ended
September  September

30, 2005 30, 2005

(In thousands, except per

share amounts)

Reported net loss $ (11,862)$ (24,632)
Deduct:

Stock-based employee

expense determined under

SFAS 123 (1,071) (3,749)
Pro forma net loss $ (12,933)$ (28,381)
Basic and diluted net loss per

share as reported $ 02D % (0.44)
Basic and diluted pro forma

net loss per share $ (0.23)$ (0.51)

Based on the Black Scholes option-pricing model, the
weighted average estimated fair value of employee stock
options granted during the nine months ended September 30,
2005 was $4.36 per share. The weighted average estimated
fair value of purchase rights under our Purchase Plan for the
nine months ended September 30, 2005 was $2.55 per share.
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3. SEGMENT INFORMATION

Statement of Financial Accounting Standards No. 131,
“Disclosures about Segments of an Enterprise and Related
Information,” (SFAS 131) establishes standards for reporting
information regarding operating segments in annual financial
statements and requires selected information for those
segments to be presented in interim financial reports issued to
stockholders. SFAS 131 also establishes standards for related
disclosures about products and services and geographic areas.
Operating segments are identified as components of an
enterprise about which separate discrete financial information
is available for evaluation by the chief operating decision
maker, or decision making group, in making decisions how to
allocate resources and assess performance. Our executive
management team represents our chief decision maker, as
defined under SFAS 131. To date, we have viewed our
operations as principally one reporting segment. As a result,
the financial information disclosed herein materially
represents all of the financial information related to our
principal operating segment.

4. CONDENSED CONSOLIDATED STATEMENT OF
CASH FLOWS DATA

Nine Months Ended
September 30,
(In Thousands) 2006 2005
(Unaudited)

Supplemental Operating, Investing
and Financing Activities:
Net unrealized gain (loss) on equity
investments in licensees $ 5 % (26)
Cash in transit from options 8 —
Net unrealized gain (loss) on
marketable securities 183 (25)
Shares issued for 401(k) matching
contribution and performance bonus 2,173 1,803
Shares or warrants issued for
services 1,183 1,019
5. SUBSEQUENT EVENT

In October 2006, we issued 161,238 shares of Geron common
stock to Cambrex Bioscience Walkersville, Inc. (Cambrex) in
a private placement as advance consideration related to the
first project order under a services agreement pursuant to
which Cambrex is manufacturing certain products for our
telomerase cancer vaccine program. The total fair value of the
common stock was $1,000,000, which has been recorded as a
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prepaid asset and is being amortized to research and
development expense on a pro-rata basis as services are
performed, which is expected to be approximately four
months.
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ITEM 2. MANAGEMENT’S DISCUSSION AND
ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

OVERVIEW

This Form 10-Q contains forward-looking statements that
involve risks and uncertainties. We use words such as
“anticipate”, “believe”, “plan”, “expect”, “future”, “intend” and similar
expressions to identify forward-looking statements. These
statements appear throughout the Form 10-Q and are
statements regarding our intent, belief, or current expectations,
primarily with respect to our operations and related industry
developments. You should not place undue reliance on these
forward-looking statements, which apply only as of the date of
this Form 10-Q. Our actual results could differ materially

from those anticipated in these forward-looking statements for
many reasons, including the risks faced by us and described
under the heading “Additional Factors that May Affect Future
Results” in the Company’s Annual Report on Form 10-K/A for
the fiscal year ended December 31, 2005, in Part II, Item 1A,
entitled “Risk Factors” and elsewhere in this Form 10-Q.

The following discussion should be read in conjunction with
the unaudited condensed consolidated financial statements and
notes thereto included in Part I, Item 1 of this Quarterly
Report on Form 10-Q and with Management’s Discussion and
Analysis of Financial Condition and Results of Operations
contained in the Company’s Annual Report on Form 10-K/A
for the fiscal year ended December 31, 2005.

Geron is a Menlo Park, California based biopharmaceutical
company that is developing and intends to commercialize
first-in-class therapeutic products for the treatment of cancer
and degenerative diseases, including spinal cord injury, heart
failure, diabetes and HIV/AIDS. The products are based on
Geron’s core expertise in telomerase and human embryonic
stem cells.

Our results of operations have fluctuated from period to period
and may continue to fluctuate in the future, as well as the
progress of our research and development efforts and
variations in the level of expenses related to developmental
efforts during any given period. Results of operations for any
period may be unrelated to results of operations for any other
period. In addition, historical results should not be viewed as
indicative of future operating results. We are subject to risks
common to companies in our industry and at our stage of
development, including risks inherent in our research and
development efforts, reliance upon our collaborative partners,
enforcement of our patent and proprietary rights, need for
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future capital, potential competition and uncertainty of
regulatory approvals or clearances. In order for a product to be
commercialized based on our research, we and our
collaborators must conduct preclinical tests and clinical trials,
demonstrate the efficacy and safety of our product candidates,
obtain regulatory approvals or clearances and enter into
manufacturing, distribution and marketing arrangements, as
well as obtain market acceptance. We do not expect to receive
revenues or royalties based on therapeutic products for a
period of years, if at all.

CRITICAL ACCOUNTING POLICIES AND
ESTIMATES

Our condensed consolidated financial statements have been
prepared in accordance with U.S. generally accepted
accounting principles. The preparation of these financial
statements requires management to make estimates and
assumptions that affect the reported amounts of assets,
liabilities, revenues and expenses. Note 1 of Notes to
Condensed Consolidated Financial Statements describes the
significant accounting policies used in the preparation of the
condensed consolidated financial statements.

Estimates and assumptions about future events and their
effects cannot be determined with certainty. We base our
estimates on historical experience and on various other
assumptions believed to be applicable and reasonable under
the circumstances. These estimates may change as new events
occur, as additional information is obtained and as our
operating environment changes. These changes have
historically been minor and have been included in the
condensed consolidated financial statements as soon as they
became known. Based on a critical assessment of our
accounting policies and the underlying judgments and
uncertainties affecting the application of those policies,
management believes that our condensed consolidated
financial statements are fairly stated in accordance with
accounting principles generally accepted in the United States,
and present a meaningful presentation of our financial
condition and results of operations.
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During the three and nine months ended September 30, 2006,
Geron implemented a new critical accounting policy regarding
equity-based compensation which is described below. We
believe that there have been no other significant changes in
our critical accounting policies and estimates during the three
and nine months ended September 30, 2006 as compared to
the critical accounting policies and estimates disclosed in our
Annual Report on Form 10-K/A for the year ended December
31, 2005.

Valuation of Equity-Based Compensation

On January 1, 2006, we began accounting for stock-based
awards under the provisions of SFAS 123R using the modified
prospective transition method. Under SFAS 123R, we are
required to measure and recognize compensation expense for
all stock-based awards to our employees and directors,
including employee stock options and employee stock
purchases related to our Employee Stock Purchase Plan
(ESPP) based on estimated fair values. We estimated the fair
value of stock options and ESPP shares using the Black
Scholes option-pricing model. Option-pricing model
assumptions such as expected volatility, risk-free interest rate
and estimated term impact the fair value estimate. Further,
estimated forfeiture rate impacts the amount of aggregate
compensation recognized during the period. The fair value of
equity-based awards is amortized over the vesting period of
the award using the straight-line method.

Expected volatilities are based on historical volatilities of our
stock since no traded options on Geron stock have maturities
greater than three months. The expected term of options
represents the period of time that options granted are expected
to be outstanding. In deriving this assumption, we reviewed
actual historical exercise and cancellation data and the
remaining outstanding options not yet exercised nor cancelled.
The expected term of employees’ purchase rights is equal to
the offering period. The risk-free interest rate is based on the
U.S. Zero Coupon Treasury Strip Yields for the expected term
in effect on the date of grant. Forfeiture rate was estimated
based on historical experience and will be adjusted over the
requisite service period based on the extent to which actual
forfeitures differ, or are expected to differ, from their estimate.

Prior to the implementation of SFAS 123R, we accounted for
stock-based awards under the intrinsic method of Accounting
Principles Board Opinion No. 25, “Accounting for Stock Issued
to Employees,” (APB 25) and made pro forma footnote
disclosures as required by Statement of Financial Accounting
Standards No. 148, “Accounting For Stock-Based
Compensation - Transition and Disclosure,” which amended
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Statement of Financial Accounting Standards No. 123,
“Accounting For Stock-Based Compensation.” Under the
intrinsic method, no stock-based compensation expense had
been recognized in the consolidated statements of operations
for stock options granted to employees and directors because
the exercise price of the stock options equaled the fair market
value of the underlying stock on the date of grant. Pro forma
net loss and pro forma net loss per share disclosed in the
footnotes to the consolidated condensed financial statements
were estimated using the Black Scholes option-pricing model.

We continue to apply the provisions of EITF 96-18,
“Accounting for Equity Instruments that are Issued to Other
than Employees for Acquiring, or in Conjunction with Selling,
Goods or Services,” (EITF 96-18) for our non-employee
stock-based awards. Under EITF 96-18, the measurement date
at which the fair value of the stock-based award is measured is
equal to the earlier of 1) the date at which a commitment for
performance by the counterparty to earn the equity instrument
is reached or 2) the date at which the counterparty’s
performance is complete. We recognized stock-based
compensation expense for the fair value of the vested portion
of the non-employee awards in our consolidated statements of
operations for 2006 and 2005.

Stock-based compensation expense recognized under SFAS
123R for the three and nine months ended September 30, 2006
were $1.0 million and $3.3 million, respectively. There was no
stock-based compensation expense recognized for the three
and nine months ended September 30, 2005 related to
employee stock options and ESPP purchases. As of September
30, 2006, total compensation cost related to unvested stock
options not yet recognized was $8.3 million, which is
expected to be recognized over the next 18 months on a
weighted-average basis.

If factors change and we employ different assumptions in the
application of SFAS 123R in future periods, the compensation
expense that we record under SFAS 123R may differ
significantly from what we have recorded in the current
period.
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RESULTS OF OPERATIONS

Revenues

Revenues from collaborative agreements were $199,000 and
$365,000 for the three and nine months ended September 30,
2006, respectively, compared to $67,000 and $118,000 for the
comparable 2005 periods. Revenues for the first nine months
of 2006 primarily reflect the related party reimbursements we
received from our joint venture in Hong Kong, TA
Therapeutics, Ltd. (TAT) for scientific research services and
revenue recognized under our collaboration with Corning Life
Sciences. Revenues for the first nine months of 2005 reflect
only our related party reimbursements from TAT.

We have entered into license agreements with companies
involved with oncology, diagnostics, research tools,
agriculture and biologics production. In each of these
agreements, we have granted certain rights to our
technologies. In connection with the agreements, we are
entitled to receive license fees, milestone payments and
royalties on future sales, or any combination thereof. We
recognized license fee revenues of $511,000 and $1.6 million
for the three and nine months ended September 30, 2006,
respectively, compared to $591,000 and $5.2 million for the
comparable 2005 periods related to our various agreements. In
April 2005, we recognized $4.0 million in license fee revenue
in conjunction with the transfer of nuclear transfer intellectual
property rights for use in animal cloning to the joint venture,
Start Licensing, Inc. We received royalties of $13,000 and
$84,000 for the three and nine months ended September 30,
2006, respectively, compared to $15,000 and $53,000 for the
comparable 2005 periods on product sales of telomerase
detection and telomere measurement kits to the
research-use-only market, cell-based research products and
agricultural products. License and royalty revenues are
dependent upon additional agreements being signed and future
product sales. We expect to recognize revenue of $538,000 for
the remainder of 2006, $1.2 million in 2007, $59,000 in 2008,
$47,000 in 2009 and $80,000 thereafter related to our existing
deferred revenue. However, current revenues may not be
predictive of future revenues.

Research and Development Expenses

Research and development expenses were $10.7 million and
$29.4 million for the three and nine months ended September
30, 2006, respectively, compared to $12.2 million and $25.5
million for the comparable 2005 periods. The decrease for the
2006 third quarter compared to the 2005 third quarter is
primarily the net result of increased personnel-related expense
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of $1.0 million, including $630,000 for stock-based
compensation expense associated with stock options,
increased manufacturing costs of $508,000 related to the
telomerase cancer vaccine, GRNVACI, and higher preclinical
and toxicology study expenses of $566,000 for GRNOPCI,
our hESC-derived oligodendrocyte progenitor cells for the
treatment of acute spinal cord injury, offset by reduced raw
materials purchases of $3.6 million for the manufacture of
Geron’s telomerase inhibitor drug, GRN163L. Research and
development expense increased for the first nine months of
2006 compared to the comparable period in 2005 primarily as
a result of higher personnel-related expenses of $3.4 million,
including $1.6 million for stock-based compensation expense
associated with stock options, increased costs of $1.4 million
for preclinical studies of GRNOPC1 and clinical studies of
GRN163L, increased manufacturing costs of $1.8 million
related to GRNVACI, and increased scientific supplies of
$605,000, offset by reduced raw materials purchases of $3.7
million for the manufacture of GRN163L. Overall, we expect
research and development expenses to increase in the next
year as we incur expenses related to clinical trials for
GRN163L and GRNVACI and continued development of our
human embryonic stem cell (hESC) programs.

Our research and development activities have arisen from our
two major technology platforms, telomerase and hESCs. The
oncology programs focus on treating or diagnosing cancer by
targeting or detecting the presence of telomerase, either
inhibiting activity of the telomerase enzyme, diagnosing
cancer by detecting the presence of telomerase, or using
telomerase as a target for therapeutic vaccines. Our core
knowledge base in telomerase and telomere biology supports
all these approaches, and our scientists may contribute to any
or all of these programs in a given period. Currently four sites
have been designated as patient enrollment centers for our
Phase 1-2 clinical trial of GRN163L in patients with chronic
lymphocytic leukemia. In April 2006, we initiated clinical
testing of GRN163L in patients with solid tumor malignancies
at one site. An investigator-sponsored Phase 1-2 clinical trial
at Duke University Medical Center (Duke) using our
therapeutic vaccine targeting telomerase in patients with
metastatic prostate cancer has been completed. We have
transferred the vaccine manufacturing process from Duke to
Geron for further optimization and transfer to a contract
manufacturer.
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Our hESC therapy programs focus on treating injuries and
degenerative diseases with cell therapies based on cells
derived from hESCs. A core of knowledge of hESC biology,
as well as a significant continuing effort in deriving, growing,
maintaining, and differentiating hESCs, underlies all aspects
of this group of programs. Many of our researchers are
allocated to more than one hESC project, and the percentage
allocations of time change as the resource needs of individual
programs vary. In our hESC therapy programs, we have
concentrated our resources on several specific cell types. We
have developed proprietary methods to culture and scale up
undifferentiated hESCs and differentiate them into
therapeutically relevant cells. We are now testing six different
therapeutic cell types in animal models of human disease.
After completion of these studies, and assuming continued
success, we expect to begin Phase 1-2 clinical trials.

Research and development expenses allocated to programs are
as follows (in thousands):

Three Months Nine Months
Ended Ended
September 30, September 30,
2006 2005 2006 2005
(Unaudited)
Oncology $ 6412 $ 9,072 $ 16,740 $ 16,101
hESC Therapies 4,291 3,111 12,652 9,379
Total $ 10,703 $ 12,183 $ 29,392 $ 25,480

At this time, we cannot provide reliable estimates of how
much time or investment will be necessary to commercialize
products from the programs currently in progress. Drug
development in the U.S. is a process that includes multiple
steps defined by the FDA under applicable statutes,
regulations and guidance documents. After the preclinical
research process of identifying, selecting and testing in
animals a potential pharmaceutical compound, the clinical
development process begins with the filing of an IND.
Clinical development typically involves three phases of study:
Phase 1, 2 and 3. The most significant costs associated with
clinical development are incurred in Phase 3 trials, which tend
to be the longest and largest studies conducted during the drug
development process. After the completion of a successful
preclinical and clinical development program, a New Drug
Application (NDA) or Biologics License Application (BLA)
must be filed with the FDA, which includes, among other
things, very large amounts of preclinical and clinical data and
results and manufacturing-related information necessary to
support requested approval of the product. The NDA/BLA
must be reviewed and approved by the FDA.
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According to industry statistics, it generally takes 10 to 15
years to research, develop and bring to market a new
prescription medicine in the United States. In light of the steps
and complexities involved, the successful development of our
potential products is highly uncertain. Actual timelines and
costs to develop and commercialize a product are subject to
enormous variability and are very difficult to predict. In
addition, various statutes and regulations also govern or
influence the manufacturing, safety reporting, labeling,
storage, record keeping and marketing of each product. The
lengthy process of seeking these regulatory reviews and
approvals, and the subsequent compliance with applicable
statutes and regulations, require the expenditure of substantial
resources. Any failure by us to obtain, or any delay in
obtaining, regulatory approvals could materially adversely
affect our business. In responding to an NDA/BLA
submission, the FDA may grant marketing approval, request
additional information, deny the application if it determines
that the application does not provide an adequate basis for
approval, and refuse to review an application that has been
submitted if it determines that the application does not provide
an adequate basis for filing and review. We cannot provide
assurance that any approval required by the FDA will be
obtained on a timely basis, if at all.

For a more complete discussion of the risks and uncertainties
associated with completing development of potential products,
see the sub-section titled “Because we or our collaborators
must obtain regulatory approval to market our products in the
United States and other countries, we cannot predict whether
or when we will be permitted to commercialize our products”
and “Entry into clinical trials with one or more product
candidates may not result in any commercially viable products”
in Part II, Item 1A entitled “Risk Factors” and elsewhere in this
Form 10-Q.
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General and Administrative Expenses

General and administrative expenses were $2.1 million and
$7.1 million for the three and nine months ended September
30, 2006, respectively, compared to $1.4 million and $7.1
million for the comparable 2005 periods. The increase in
general and administrative expenses for the 2006 third quarter
compared to the 2005 third quarter was primarily due to
stock-based compensation expense recognized for stock
options to employees and directors of $366,000. General and
administrative expenses for the first nine months of 2006 and
2005 were each $7.1 million due to recognition of
compensation expense related to stock option grants, offset by
reduced consulting expense. We expect general and
administrative expenses to remain consistent with current
levels.

Interest and Other Income and Equity in Losses of Joint
Venture

Interest income was $2.3 million and $6.4 million for the three
and nine months ended September 30, 2006, respectively,
compared to $1.1 million and $2.9 million for the comparable
2005 periods. The increase in interest income for 2006
compared to 2005 was due to higher cash and investment
balances as a result of proceeds received from the public
offering in September 2005 and higher interest rates. Interest
earned in future periods will depend on future funding and
prevailing interest rates.

We also recognized none and $64,000 of other income for the
three and nine months ended September 30, 2005,
respectively, related to the sale of equity investments in
licensees. No such sales occurred in the comparable periods in
2006.

In March 2005, we formed TA Therapeutics, Ltd. (TAT) in
Hong Kong to conduct research and develop telomerase
activator drugs to restore the functional capacity of cells in
various organ systems that have been impacted by senescence,
injury, or chronic disease. For the three and nine months
ended September 30, 2005, we recognized none and $12,000,
respectively, of loss for our proportionate share of net losses
from the joint venture. Since our share of TAT’s net losses
exceeds the original carrying value of the equity investment,
we discontinued the application of the equity method of
accounting as of June 30, 2005.

Interest and Other Expense
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Interest and other expense was $26,000 and $104,000 for the
three and nine months ended September 30, 2006,
respectively, compared to $46,000 and $389,000 for the
comparable 2005 periods. The decrease in interest and other
expense for 2006 compared to 2005 was primarily due to the
conclusion of interest accretion for the Roslin
research-funding obligation.

Net Loss

Net loss was $9.8 million and $28.1 million for the three and
nine months ended September 30, 2006, respectively,
compared to $11.9 million and $24.6 million for the
comparable 2005 periods. Net loss for the third quarter of
2006 decreased compared to the comparable 2005 period as a
result of decreased operating costs and increased interest
income. Overall net loss for 2006 increased over the
comparable 2005 period primarily due to increased operating
expenses for the clinical development of GRN163L and
GRNVACI and reduced license fee revenue.

LIQUIDITY AND CAPITAL RESOURCES

Cash, restricted cash, cash equivalents and marketable
securities at September 30, 2006 totaled $174.6 million
compared to $191.0 million at December 31, 2005. We have
an investment policy to invest these funds in liquid,
investment grade securities, such as interest-bearing money
market funds, corporate notes, commercial paper,
asset-backed securities and municipal securities. The decrease
in cash, restricted cash, cash equivalents and marketable
securities in 2006 was due to the use of cash for operations.

Cash Flows from Operating Activities. Net cash used in
operations was $21.0 million for the nine months ended
September 30, 2006 compared to $12.9 million for the
comparable 2005 period. The increase in net cash used for
operations in 2006 was primarily the result of increased net
operating loss.
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Cash Flows from Investing Activities. Net cash provided by
investing activities was $24.3 million for the nine months
ended September 30, 2006, compared $27.9 million for the
comparable 2005 period. The decrease in net cash provided by
investing activities in 2006 compared to 2005 reflected
reduced purchases and maturities of marketable securities.

Through September 30, 2006, we have invested approximately
$16.0 million in property and equipment, of which
approximately $8.3 million was financed through an
equipment financing arrangement. No payments are due under
the equipment financing facilities for the remainder of 2006.
As of September 30, 2006, we had approximately $1.4 million
available for borrowing under our equipment financing
facilities. The drawdown period under the equipment
financing facilities expires in November 2006. We intend to
renew the commitment for new equipment financing facilities
in 2006 to further fund equipment purchases. If we are unable
to renew the commitment, we will be obliged to use our own
cash resources for capital expenditures.

Cash Flows from Financing Activities. Net cash provided by
financing activities for the nine months ended September 30,
2006 was $4.7 million, compared to $94.4 million for the
comparable 2005 period. In 2005, we received $76.0 million
in net proceeds as a result of our underwritten public offering
of common stock and the exercise of the Merck warrant and
received $12.5 million in proceeds from the exercise of
warrants issued to institutional investors in November 2004.

As of September 30, 2006, our contractual obligations for the
next five years and thereafter are as follows:

Principal Payments Due by Period

Less
Than After
Contractual 1 1-3 4-5 5
Obligations (1) Total Year Years Years Years
(In thousands)
Operating leases
2 $ —3 =3 -3 -3 —

Research funding
3) 6,891 752 4,958 394 787
Total contractual
cash obligations $ 6,891 $ 752 $ 4958 $§ 394 § 787

(1) This table does not include any milestone
payments under research collaborations or
license agreements as the timing and
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likelihood of such payments are not
known.

(2)In March 2004, we issued 363,039 shares
of our common stock to the lessor of our
premises at 200 and 230 Constitution
Drive in payment of our monthly rental
obligation from February 1, 2004 through
July 31, 2008. The fair value of the
common stock has been recorded as a
prepaid asset and is being amortized to
rent expense on a straight-line basis over
the lease period.

(3)Research funding is comprised of
sponsored research commitments at
various laboratories around the world,
including our Hong Kong joint venture.

We estimate that our existing capital resources, interest
income and equipment financing facilities will be sufficient to
fund our current level of operations through at least December
2007. Changes in our research and development plans or other
changes affecting our operating expenses or cash balances
may result in the expenditure of available resources before
such time, and in any event, we will need to raise substantial
additional capital to fund our operations in the future. We
intend to seek additional funding through strategic
collaborations, public or private equity financings, equipment
loans or other financing sources that may be available.
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ITEM 3. QUANTITATIVE AND QUALITATIVE
DISCLOSURES ABOUT MARKET RISK

The following discussion about our market risk disclosures
contains forward-looking statements. Actual results could
differ materially from those projected in the forward-looking
statements. We are exposed to market risk related to changes
in interest rates and foreign currency exchange rates. We do
not use derivative financial instruments for speculative or
trading purposes.

Credit Risk. We place our cash, restricted cash, cash
equivalents, and marketable securities with five financial
institutions in the United States. Generally, these deposits may
be redeemed upon demand and therefore, bear minimal risk.
Deposits with banks may exceed the amount of insurance
provided on such deposits. Financial instruments that
potentially subject us to concentrations of credit risk consist
primarily of marketable securities. Marketable securities
consist of high-grade corporate notes, asset-backed securities
and commercial paper. Our investment policy, approved by
our Board of Directors, limits the amount we may invest in
any one type of investment, thereby reducing credit risk
concentrations.

Interest Rate Sensitivity. The fair value of our cash equivalents
and marketable securities at September 30, 2006 was $172.8
million. These investments include $103.3 million of cash
equivalents which are due in less than 90 days and $63.2
million of short-term investments which are due in less than
one year and $6.3 million of asset-backed securities which
have varying maturity dates. Our investment policy is to
manage our marketable securities portfolio to preserve
principal and liquidity while maximizing the return on the
investment portfolio through the full investment of available
funds. We diversify the marketable securities portfolio by
investing in multiple types of investment grade securities. We
primarily invest our marketable securities portfolio in
short-term securities with at least an investment grade rating
to minimize interest rate and credit risk as well as to provide
for an immediate source of funds. Although changes in
interest rates may affect the fair value of the marketable
securities portfolio and cause unrealized gains or losses, such
gains or losses would not be realized unless the investments
are sold. Due to the nature of our investments, primarily
commercial paper, corporate notes, asset-backed securities
and money market funds, we have concluded that there is no
material market risk exposure related to interest rates.

Foreign Currency Exchange Risk. Because we translate
foreign currencies into United States dollars for reporting
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purposes, currency fluctuations can have an impact, though
generally immaterial, on our results. We believe that our
exposure to currency exchange fluctuation risk is insignificant
primarily because our international subsidiary satisfies its
financial obligations almost exclusively in its local currency.
As of September 30, 2006, there was an immaterial currency
exchange impact from our intercompany transactions. Our
financial obligation to the Roslin Institute has been fully paid
as of June 30, 2006. As of September 30, 2006, we did not
engage in foreign currency hedging activities.

ITEM 4. CONTROLS AND PROCEDURES

(a) Evaluation of Disclosure Controls and Procedures. The
Securities and Exchange Commission defines the term
“disclosure controls and procedures” 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 Commission’s rules and forms.
Our chief executive officer and our chief financial officer have
concluded, based on the evaluation of the effectiveness of our
disclosure controls and procedures by our management, with
the participation of our chief executive officer and our chief
financial officer, as of the end of the period covered by this
report, that our disclosure controls and procedures were
effective for this purpose.

(b) Changes in Internal Controls Over Financial Reporting.
There was no change in our internal control over financial
reporting for the three months ended September 30, 2006 that
has materially affected, or is reasonably likely to materially
affect, our internal control over financial reporting.

It should be noted that any system of controls, however well
designed and operated, can provide only reasonable assurance,
and not absolute assurance, that the objectives of the system
are met. In addition, the design of any control system is based
in part upon certain assumptions about the likelihood of future
events. Because of these and other inherent limitations of
control systems, there can be no assurance that any design will
succeed in achieving its stated goals in all future
circumstances.
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PART II. OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS
None
ITEM 1A. RISK FACTORS

Our business is subject to various risks, including those
described below. You should carefully consider these risk
factors, together with all of the other information included in
this Form 10-Q. Any of these risks could materially adversely
affect our business, operating results and financial condition.

Our business is at an early stage of development.

Our business is at an early stage of development, in that we do
not yet have product candidates in late-stage clinical trials or
on the market. One of our product candidates, a telomerase
therapeutic cancer vaccine, has been studied in a Phase 1-2
clinical trial conducted by an academic institution. We have
begun clinical testing of our lead anti-cancer drug, GRN163L,
in patients with chronic lymphocytic leukemia and solid tumor
malignancies. We have no other product candidates in clinical
testing. Our ability to develop product candidates that progress
to and through clinical trials is subject to our ability to, among
other things:

- succeed in our research and development efforts;

- select therapeutic compounds or cell therapies for
development;

- obtain required regulatory approvals;
- manufacture product candidates; and

- collaborate successfully with clinical trial sites, academic
institutions, physician investigators, clinical research
organizations and other third parties.

Potential lead drug compounds or other product candidates
and technologies will require significant preclinical and
clinical testing prior to regulatory approval in the United
States and other countries. Our product candidates may prove
to have undesirable and unintended side effects or other
characteristics adversely affecting their safety, efficacy or
cost-effectiveness that could prevent or limit their commercial
use. In addition, our product candidates may not prove to be
more effective for treating disease or injury than current
therapies. Accordingly, we may have to delay or abandon
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efforts to research, develop or obtain regulatory approval to
market our product candidates. In addition, we will need to
determine whether any of our potential products can be
manufactured in commercial quantities at an acceptable cost.
Our research and development efforts may not result in a
product that can be approved by regulators or marketed
successfully. Because of the significant scientific, regulatory
and commercial milestones that must be reached for any of
our development programs to be successful, any program may
be abandoned, even after we have expended significant
resources on the program, such as our investments in
telomerase technology and human embryonic stem cells,
which could cause a sharp drop in our stock price.

The science and technology of telomere biology and
telomerase, human embryonic stem cells and nuclear transfer
are relatively new. There is no precedent for the successful
commercialization of therapeutic product candidates based on
our technologies. These development programs are therefore
particularly risky. In addition, we, our licensees or our
collaborators must undertake significant research and
development activities to develop product candidates based on
our technologies, which will require additional funding and
may take years to accomplish, if ever.
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We have a history of losses and anticipate future losses, and
continued losses could impair our ability to sustain
operations.

We have incurred operating losses every year since our
operations began in 1990. As of September 30, 2006, our
accumulated deficit was approximately $397.7 million. Losses
have resulted principally from costs incurred in connection
with our research and development activities and from general
and administrative costs associated with our operations. We
expect to incur additional operating losses and, as our
development efforts and clinical testing activities continue,
our operating losses may increase in size.

Substantially all of our revenues to date have been research
support payments under collaboration agreements and
revenues from our licensing arrangements. We may be
unsuccessful in entering into any new corporate collaboration
or license agreement that results in revenues. We do not
expect that the revenues generated from these arrangements
will be sufficient alone to continue or expand our research or
development activities and otherwise sustain our operations.

While we receive royalty revenue from licenses of diagnostic
product candidates, telomerase-immortalized cell lines and
other licensing activities, we do not currently expect to receive
sufficient royalty revenues from these licenses to sustain our
operations. Our ability to continue or expand our research and
development activities and otherwise sustain our operations is
dependent on our ability, alone or with others, to, among other
things, manufacture and market therapeutic products.

We also expect to experience negative cash flow for the
foreseeable future as we fund our operating losses and capital
expenditures. This will result in decreases in our working
capital, total assets and stockholders' equity, which may not be
offset by future financings. We will need to generate
significant revenues to achieve profitability. We may not be
able to generate these revenues, and we may never achieve
profitability. Our failure to achieve profitability could
negatively impact the market price of our common stock.
Even if we do become profitable, we cannot assure you that
we would be able to sustain or increase profitability on a
quarterly or annual basis.

We will need additional capital to conduct our operations
and develop our products, and our ability to obtain the
necessary funding is uncertain.
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We will require substantial capital resources in order to
conduct our operations and develop our product candidates,
and we cannot assure you that our existing capital resources,
interest income and equipment financing arrangements will be
sufficient to fund our current and planned operations. The
timing and degree of any future capital requirements will
depend on many factors, including:

- the accuracy of the assumptions underlying our estimates
for our capital needs in 2006 and beyond;

- the magnitude and scope of our research and development
programs;

- the progress we make in our research and development
programs and in preclinical development and clinical trials;

- our ability to establish, enforce and maintain strategic
arrangements for research, development, clinical testing,
manufacturing and marketing;

- the number and type of product candidates that we pursue;

- the time and costs involved in obtaining regulatory
approvals; and

- the costs involved in preparing, filing, prosecuting,
maintaining, defending and enforcing patent claims.

We do not have any committed sources of capital. Additional
financing through strategic collaborations, public or private
equity financings, capital lease transactions or other financing
sources may not be available on acceptable terms, or at all.
The receptivity of the public and private equity markets to
proposed financings is substantially affected by the general
economic, market and political climate and by other factors
which are unpredictable and over which we have no control.
Additional equity financings, if we obtain them, could result
in significant dilution to stockholders. Further, in the event
that additional funds are obtained through arrangements with
collaborative partners, these arrangements may require us to
relinquish rights to some of our technologies, product
candidates or proposed products that we would otherwise seek
to develop and commercialize ourselves. If sufficient capital is
not available, we may be required to delay, reduce the scope
of or eliminate one or more of our programs, any of which
could have a material adverse effect on our business.
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We do not have experience as a company conducting
large-scale clinical trials, or in other areas required for the
successful commercialization and marketing of our product
candidates.

We will need to receive regulatory approval for any product
candidates before they may be marketed and distributed. Such
approval will require, among other things, completing
carefully controlled and well-designed clinical trials
demonstrating the safety and efficacy of each product
candidate. This process is lengthy, expensive and uncertain.
We have no experience as a company in conducting
large-scale, late stage clinical trials, and our experience with
early-stage clinical trials with small numbers of patients is
limited. Such trials would require either additional financial
and management resources, or reliance on third-party clinical
investigators, clinical research organizations (CROs) or
consultants. Relying on third-party clinical investigators or
CROs may force us to encounter delays that are outside of our
control.

We also do not currently have marketing and distribution
capabilities for our product candidates. Developing an internal
sales and distribution capability would be an expensive and
time-consuming process. We may enter into agreements with
third parties that would be responsible for marketing and
distribution. However, these third parties may not be capable
of successfully selling any of our product candidates.

Because we or our collaborators must obtain regulatory
approval to market our products in the United States and
other countries, we cannot predict whether or when we will
be permitted to commercialize our products.

Federal, state and local governments in the United States and
governments in other countries have significant regulations in
place that govern many of our activities and may prevent us
from creating commercially viable products from our
discoveries.

The regulatory process, particularly for biopharmaceutical
product candidates like ours, is uncertain, can take many years
and requires the expenditure of substantial resources. Any
product candidate that we or our collaborators develop must
receive all relevant regulatory agency approvals before it may
be marketed in the United States or other countries. Biological
drugs and non-biological drugs are rigorously regulated. In
particular, human pharmaceutical therapeutic product
candidates are subject to rigorous preclinical and clinical
testing and other requirements by the Food and Drug
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Administration (FDA) in the United States and similar health
authorities in other countries in order to demonstrate safety
and efficacy. Because certain of our product candidates
involve the application of new technologies or are based upon
a new therapeutic approach, they may be subject to substantial
additional review by various government regulatory
authorities, and, as a result, the process of obtaining regulatory
approvals for them may proceed more slowly than for product
candidates based upon more conventional technologies. We
may never obtain regulatory approval to market our product
candidates.

Data obtained from preclinical and clinical activities is
susceptible to varying interpretations that could delay, limit or
prevent regulatory agency approvals. In addition, delays or
rejections may be encountered as a result of changes in
regulatory agency policy during the period of product
development and/or the period of review of any application
for regulatory agency approval for a product candidate. Delays
in obtaining regulatory agency approvals could:

- significantly harm the marketing of any products that we or
our collaborators develop;

- impose costly procedures upon our activities or the activities
of our collaborators;

- diminish any competitive advantages that we or our
collaborators may attain; or
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- adversely affect our ability to receive royalties and generate
revenues and profits.

Even if we commit the necessary time and resources, the
required regulatory agency approvals may not be obtained for
any product candidates developed by us or in collaboration
with us. If we obtain regulatory agency approval for a new
product, this approval may entail limitations on the indicated
uses for which it can be marketed that could limit the potential
commercial use of the product.

Approved products and their manufacturers are subject to
continual review, and discovery of previously unknown
problems with a product or its manufacturer may result in
restrictions on the product or manufacturer, including
withdrawal of the product from the market. The sale by us or
our collaborators of any commercially viable product will be
subject to government regulation from several standpoints,
including the processes of:

- manufacturing;
- advertising and promoting;
- selling and marketing;

- labeling; and

- distribution.
If, and to the extent that, we are unable to comply with these
regulations, our ability to earn revenues will be materially and
negatively impacted.
Failure to comply with regulatory requirements can result in
severe civil and criminal penalties, including but not limited
to:

- recall or seizure of products;

- injunction against manufacture, distribution, sales and
marketing; and

- criminal prosecution.
The imposition of any of these penalties could significantly

impair our business, financial condition and results of
operations.
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Entry into clinical trials with one or more product
candidates may not result in any commercially viable
products.

We may never generate revenues from product sales because
of a variety of risks inherent in our business, including the
following risks:

- clinical trials may not demonstrate the safety and efficacy of
our product candidates;

- completion of clinical trials may be delayed, or costs of
clinical trials may exceed anticipated amounts;

- we may not be able to obtain regulatory approval of our
products, or may experience delays in obtaining such
approvals;

- we may not be able to manufacture our product candidates
economically on a commercial scale;

- we and any licensees of ours may not be able to successfully
market our products;

- physicians may not prescribe our product candidates, or
patients or third party payors may not accept such product
candidates;
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- others may have proprietary rights which prevent us from
marketing our products; and

- competitors may sell similar, superior or lower-cost
products.

With respect to our telomerase cancer vaccine product
candidate, our clinical testing has been limited to early-stage
testing for a small number of patients. The results of this
testing may not be indicative of successful outcomes in later
stage trials. We have begun clinical testing for our Phase 1-2
clinical trial of our telomerase inhibitor compound,
GRN163L. This is the first clinical trial for this product. We
have not commenced clinical testing for any other product
candidate.

Restrictions on the use of human embryonic stem cells,
political commentary and the ethical and social implications
of research involving human embryonic stem cells could
prevent us from developing or gaining acceptance for
commercially viable products based upon such stem cells
and adversely affect the market price of our common stock.

Some of our most important programs involve the use of stem
cells that are derived from human embryos. The use of human
embryonic stem cells gives rise to ethical and social issues
regarding the appropriate use of these cells. Our research
related to human embryonic stem cells may become the
subject of adverse commentary or publicity, which could
significantly harm the market price for our common stock.

Some political and religious groups have voiced opposition to
our technology and practices. We use stem cells derived from
human embryos that have been created for in vitro fertilization
procedures but are no longer desired or suitable for that use
and are donated with appropriate informed consent for
research use. Many research institutions, including some of
our scientific collaborators, have adopted policies regarding
the ethical use of human embryonic tissue. These policies may
have the effect of limiting the scope of research conducted
using human embryonic stem cells, thereby impairing our
ability to conduct research in this field.

In addition, the United States government and its agencies
have until recently refused to fund research which involves the
use of human embryonic tissue. President Bush announced on
August 9, 2001 that he would permit federal funding of
research on human embryonic stem cells using the limited
number of embryonic stem cell lines that had already been
created, but relatively few federal grants have been made so
far. The President’s Council on Bioethics will monitor stem
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cell research, and the guidelines and regulations it
recommends may include restrictions on the scope of research
using human embryonic or fetal tissue. Certain states are
considering, or have in place, legislation relating to stem cell
research, including California whose voters approved
Proposition 71 to provide state funds for stem cell research in
November 2004. It is not yet clear what, if any, affect such
state actions may have on our ability to commercialize stem
cell products. In the United Kingdom and other countries, the
use of embryonic or fetal tissue in research (including the
derivation of human embryonic stem cells) is regulated by the
government, whether or not the research involves government
funding.

Government-imposed restrictions with respect to use of
embryos or human embryonic stem cells in research and
development could have a material adverse effect on us,
including:

- harming our ability to establish critical partnerships and
collaborations;

- delaying or preventing progress in our research and
development; and

- causing a decrease in the price of our stock.

Impairment of our intellectual property rights may adversely
affect the value of our technologies and product candidates
and limit our ability to pursue their development.

Protection of our proprietary technology is critically important
to our business. Our success will depend in part on our ability
to obtain and enforce our patents and maintain trade secrets,
both in the United States and in other countries. In the event
that we are unsuccessful in obtaining and enforcing patents,
our business would be negatively impacted. Further, our
patents may be challenged, invalidated or circumvented, and
our patent rights may not provide proprietary protection or
competitive advantages to us.
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The patent positions of pharmaceutical and biopharmaceutical
companies, including ours, are highly uncertain and involve
complex legal and technical questions. In particular, legal
principles for biotechnology patents in the United States and
in other countries are evolving, and the extent to which we
will be able to obtain patent coverage to protect our
technology, or enforce issued patents, is uncertain.

For example, the European Patent Convention prohibits the
granting of European patents for inventions that concern “uses
of human embryos for industrial or commercial purposes.” The
European Patent Office is presently interpreting this
prohibition broadly, and is applying it to reject patent claims
that pertain to human embryonic stem cells. However, this
broad interpretation is being challenged through the European
Patent Office appeals system. As a result, we do not yet know
whether or to what extent we will be able to obtain European
patent protection for our human embryonic stem cell
technologies in Europe.

Publication of discoveries in scientific or patent literature
tends to lag behind actual discoveries by at least several
months and sometimes several years. Therefore, the persons
or entities that we or our licensors name as inventors in our
patents and patent applications may not have been the first to
invent the inventions disclosed in the patent applications or
patents, or the first to file patent applications for these
inventions. As a result, we may not be able to obtain patents
for discoveries that we otherwise would consider patentable
and that we consider to be extremely significant to our future
success.

Where several parties seek U.S. patent protection for the same
technology, the U.S. Patent and Trademark Office (the Patent
Office) may declare an interference proceeding in order to
ascertain the party to which the patent should be issued. Patent
interferences are typically complex, highly contested legal
proceedings, subject to appeal. They are usually expensive
and prolonged, and can cause significant delay in the issuance
of patents. Moreover, parties that receive an adverse decision
in an interference can lose important patent rights. Our
pending patent applications, or our issued patents, may be
drawn into interference proceedings which may delay or
prevent the issuance of patents, or result in the loss of issued
patent rights. If more groups become engaged in scientific
research related to telomerase biology and/or embryonic stem
cells, the number of patent filings by such groups and
therefore the risk of our patents or applications being drawn
into interferences may increase.
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The interference process can also be used to challenge a patent
that has been issued to another party. For example, in 2004 we
were party to two interferences declared by the Patent Office
at our request. These interferences involved two of our
pending applications relating to nuclear transfer technology
and two issued patents, held by the University of
Massachusetts (U. Mass) and licensed to Advanced Cell
Technology, Inc. (ACT) of Worcester, Massachusetts. We
requested these interferences in order to clarify our patent
rights to this technology and to facilitate licensing to
companies wishing to utilize this technology in animal
cloning. The Board of Patent Appeals and Interferences issued
final judgments in each of these cases, finding in both
instances that all of the claims in the U. Mass patents in
question were unpatentable, and upholding the patentability of
Geron's pending claims. These judgments were appealed by
U. Mass and ACT, but the appeals have now been dismissed
as part of a settlement agreement, resulting in invalidation of
the U. Mass patents.

Outside of the United States, certain jurisdictions, such as
Europe, New Zealand and Australia, permit oppositions to be
filed against the granting of patents. Because our intent is to
commercialize products internationally, securing both
proprietary protection and freedom to operate outside of the
United States is important to our business. We are involved in
both opposing the grant of patents to others through such
opposition proceedings and in defending our patent
applications against oppositions filed by others. For example,
we are involved in two patent oppositions before the European
Patent Office (“EPO”) with a Danish company, Pharmexa.
Pharmexa (which acquired the Norwegian company GemVax
in 2005) is developing a cancer vaccine that employs a short
telomerase peptide to induce an immune response against
telomerase and has announced plans to begin Phase 3 clinical
trials. Pharmexa obtained a European patent with claims to the
use of telomerase peptides for the treatment of cancer, and
Geron opposed that patent in 2004. In 2005, the Opposition
Division (“OD”) of the EPO revoked the claims originally
granted to Pharmexa, but permitted Pharmexa to add new,
narrower claims. Pharmexa has appealed that decision to the
Technical Board of Appeal (“TBA”), seeking restoration of the
original claims, while Geron has cross-appealed, seeking
revocation of all the claims.
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In parallel, Pharmexa opposed a European patent held by
Geron, the claims of which cover many facets of human
telomerase, including the use of telomerase peptides in cancer
vaccines. In June 2006, the OD of the EPO revoked three of
the granted claims in Geron’s patent, specifically the three
claims covering telomerase peptide cancer vaccines. Geron
will appeal that decision to the TBA. We are also seeking to
obtain patent coverage for telomerase peptides through the
filing of a European divisional patent application.

The appeals in each of these European opposition cases will
likely take a minimum of 12 months and possibly
considerably longer. These oppositions reflect the complexity
of the patent landscape in which we operate, and illustrate the
risks and uncertainties. We are also involved in other patent
oppositions in Europe, Australia and New Zealand, both as the
opposing party and the party whose patent is being opposed.

Patent opposition proceedings are not currently available in
the U.S. patent system, but legislation is pending to introduce
them. However, issued U.S. patents can be reexamined by the
Patent Office at the request of a third party. Patents owned or
licensed by Geron may therefore be subject to reexamination.
As in any legal proceeding, the outcome of patent
reexaminations is uncertain, and a decision adverse to our
interests could result in the loss of valuable patent rights. In
July 2006, requests were filed on behalf of the Foundation for
Taxpayer and Consumer Rights for reexamination of three
issued U.S. patents owned by the Wisconsin Alumni Research
Foundation (WARF) and relating to human embryonic stem
cells. These three patents (U.S. Patent Nos. 5,843,780,
6,200,806 and 7,029,913) are licensed to Geron pursuant to a
January 2002 license agreement with WARF. In October
2006, the Patent Office initiated the reexamination
proceedings; such proceedings typically take one to two years
to be concluded at the Patent Office, and the result may be
subject to appeal.

Successful challenges to our patents through interferences,
oppositions or reexamination proceedings could result in a
loss of patent rights in the relevant jurisdiction(s). If we are
unsuccessful in actions we bring against the patents of other
parties, we may be subject to litigation, or otherwise prevented
from commercializing potential products in the relevant
jurisdiction, or may be required to obtain licenses to those
patents or develop or obtain alternative technologies, any of
which could harm our business. As more groups become
engaged in scientific research and product development in the
areas of telomerase biology and/or embryonic stem cells, the
risk of our patents being challenged through patent
interferences, oppositions, reexaminations or other means will
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likely increase.

Furthermore, if such challenges to our patent rights are not
resolved promptly in our favor, our existing business
relationships may be jeopardized and we could be delayed or
prevented from entering into new collaborations or from
commercializing certain products, which could materially
harm our business.

Patent litigation may also be necessary to enforce patents
issued or licensed to us or to determine the scope and validity
of our proprietary rights or the proprietary rights of others. We
may not be successful in any patent litigation. Patent litigation
can be extremely expensive and time-consuming, even if the
outcome is favorable to us. An adverse outcome in a patent
litigation, patent opposition, patent interference, or any other
proceeding in a court or patent office could subject our
business to significant liabilities to other parties, require
disputed rights to be licensed from other parties or require us
to cease using the disputed technology, any of which could
severely harm our business.

If we fail to meet our obligations under license agreements,
we may lose our rights to key technologies on which our
business depends.

Our business depends on several critical technologies that are
based in part on patents licensed from third parties. Those
third-party license agreements impose obligations on us, such
as payment obligations and obligations to diligently pursue
development of commercial products under the licensed
patents. If a licensor believes that we have failed to meet our
obligations under a license agreement, the licensor could seek
to limit or terminate our license rights, which could lead to
costly and time-consuming litigation and, potentially, a loss of
the licensed rights. During the period of any such litigation
our ability to carry out the development and
commercialization of potential products could be significantly
and negatively affected. If our license rights were restricted or
ultimately lost, our ability to continue our business based on
the affected technology platform would be severely adversely
affected.
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We may be subject to litigation that will be costly to defend
or pursue and uncertain in its outcome.

Our business may bring us into conflict with our licensees,
licensors, or others with whom we have contractual or other
business relationships, or with our competitors or others
whose interests differ from ours. If we are unable to resolve
those conflicts on terms that are satisfactory to all parties, we
may become involved in litigation brought by or against us.
That litigation is likely to be expensive and may require a
significant amount of management's time and attention, at the
expense of other aspects of our business. The outcome of
litigation is always uncertain, and in some cases could include
judgments against us that require us to pay damages, enjoin us
from certain activities, or otherwise affect our legal or
contractual rights, which could have a significant adverse
effect on our business.

We may be subject to infringement claims that are costly to
defend, and which may limit our ability to use disputed
technologies and prevent us from pursuing research and
development or commercialization of potential products.

Our commercial success depends significantly on our ability
to operate without infringing patents and the proprietary rights
of others. Our technologies may infringe the patents or
proprietary rights of others. In addition, we may become
aware of discoveries and technology controlled by third
parties that are advantageous to our programs. In the event our
technologies infringe the rights of others or we require the use
of discoveries and technology controlled by third parties, we
may be prevented from pursuing research, development or
commercialization of potential products or may be required to
obtain licenses to those patents or other proprietary rights or
develop or obtain alternative technologies. We have obtained
licenses from several universities and companies for
technologies that we anticipate incorporating into our potential
products, and are in negotiation for licenses to other
technologies. We may not be able to obtain a license to
patented technology on commercially favorable terms, or at
all. If we do not obtain a necessary license, we may need to
redesign our technologies or obtain rights to alternate
technologies, the research and adoption of which could cause
delays in product development. In cases where we are unable
to license necessary technologies, we could be prevented from
developing certain potential products. Our failure to obtain
alternative technologies or a license to any technology that we
may require to research, develop or commercialize our
product candidates would significantly and negatively affect
our business.
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Much of the information and know-how that is critical to
our business is not patentable and we may not be able to
prevent others from obtaining this information and
establishing competitive enterprises.

We sometimes rely on trade secrets to protect our proprietary
technology, especially in circumstances in which we believe
patent protection is not appropriate or available. We attempt to
protect our proprietary technology in part by confidentiality
agreements with our employees, consultants, collaborators and
contractors. We cannot assure you that these agreements will
not be breached, that we would have adequate remedies for
any breach, or that our trade secrets will not otherwise become
known or be independently discovered by competitors, any of
which would harm our business significantly.

We depend on our collaborators and joint venture partners

to help us develop and test our product candidates, and our
ability to develop and commercialize potential products may
be impaired or delayed if collaborations are unsuccessful.

Our strategy for the development, clinical testing and
commercialization of our product candidates requires that we
enter into collaborations with corporate or joint venture
partners, licensors, licensees and others. We are dependent
upon the subsequent success of these other parties in
performing their respective responsibilities and the continued
cooperation of our partners. By way of examples: Cell
Genesys is principally responsible for developing oncolytic
virus therapeutics utilizing the telomerase promoter and Roche
is responsible for developing cancer diagnostics using our
telomerase technology. Our collaborators may not cooperate
with us or perform their obligations under our agreements
with them. We cannot control the amount and timing of our
collaborators’ resources that will be devoted to activities
related to our collaborative agreements with them. Our
collaborators may choose to pursue existing or alternative
technologies in preference to those being developed in
collaboration with us.

Under agreements with collaborators and joint venture
partners, we may rely significantly on these parties to, among

other activities:
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- conduct research and development activities in conjunction
with us;

- design and conduct advanced clinical trials in the event that
we reach clinical trials;

- fund research and development activities with us;
- manage and license certain patent rights;
- pay us fees upon the achievement of milestones; and

- market with us any commercial products that result from our
collaborations or joint ventures.

The development and commercialization of potential products
will be delayed if collaborators or joint venture partners fail to
conduct these activities in a timely manner or at all. For
example, we recently terminated our collaboration with
Dendreon Corporation because of its failure to meet diligence
requirements in our agreement. In addition, our collaborators
could terminate their agreements with us and we may not
receive any development or milestone payments. If we do not
achieve milestones set forth in the agreements, or if our
collaborators breach or terminate their collaborative
agreements with us, our business may be materially harmed.

Our reliance on the activities of our non-employee
consultants, research institutions, and scientific contractors,
whose activities are not wholly within our control, may lead
to delays in development of our product candidates.

We rely extensively upon and have relationships with
scientific consultants at academic and other institutions, some
of whom conduct research at our request, and other
consultants with expertise in clinical development strategy or
other matters. These consultants are not our employees and
may have commitments to, or consulting or advisory contracts
with, other entities that may limit their availability to us. We
have limited control over the activities of these consultants
and, except as otherwise required by our collaboration and
consulting agreements, can expect only limited amounts of
their time to be dedicated to our activities.

In addition, we have formed research collaborations with
many academic and other research institutions throughout the
world. These research facilities may have commitments to
other commercial and non-commercial entities. We have
limited control over the operations of these laboratories and
can expect only limited amounts of their time to be dedicated
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to our research goals.

We also rely on other companies for certain process
development, manufacturing or other technical scientific
work, especially with respect to our telomerase inhibitor and
telomerase vaccine programs. We have contracts with these
companies that specify the work to be done and results to be
achieved, but we do not have direct control over their
personnel or operations.

If any of these third parties are unable or refuse to contribute
to projects on which we need their help, our ability to generate
advances in our technologies and develop our product
candidates could be significantly harmed.

The loss of key personnel could slow our ability to conduct
research and develop product candidates.

Our future success depends to a significant extent on the
skills, experience and efforts of our executive officers and key
members of our scientific staff. Competition for personnel is
intense and we may be unable to retain our current personnel
or attract or assimilate other highly qualified management and
scientific personnel in the future. The loss of any or all of
these individuals could harm our business and might
significantly delay or prevent the achievement of research,
development or business objectives.

We also rely on consultants and advisors who assist us in
formulating our research and development and clinical
strategy. We face intense competition for qualified individuals
from numerous pharmaceutical, biopharmaceutical and
biotechnology companies, as well as academic and other
research institutions. We may not be able to attract and retain
these individuals on acceptable terms. Failure to do so could
materially harm our business.
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Potential restrictions or a ban on nuclear transfer could
prevent us from benefiting financially from our research in
this area.

Our nuclear transfer technology could theoretically be used to
produce human embryos for the derivation of embryonic stem
cells (sometimes referred to as “therapeutic cloning”) or cloned
humans (sometimes referred to as “reproductive cloning”). The
U.S. Congress has recently considered legislation that would
ban human therapeutic cloning as well as reproductive

cloning. Such a bill was passed by the House of
Representatives, although not by the Senate. The July 2002
report of the President's Council on Bioethics recommended a
four-year moratorium on therapeutic cloning. If human
therapeutic cloning is restricted or banned, we will not be able
to benefit from the scientific knowledge that would be
generated by research in that area. Further, if regulatory

bodies were to restrict or ban the sale of food products from
cloned animals, our financial participation in the businesses of
our nuclear transfer licensees or the value of our ownership in
our joint venture, Start Licensing, could be significantly
harmed.

Our products are likely to be expensive to manufacture, and
they may not be profitable if we are unable to significantly
reduce the costs to manufacture them.

Our telomerase inhibitor compound, GRN163L, and our
hESC-based products are likely to be more expensive to
manufacture than most other drugs currently on the market
today. Oligonucleotides are relatively large molecules with
complex chemistry, and the cost of manufacturing an
oligonucleotide like GRN163L is greater than the cost of
making most small-molecule drugs. Our present
manufacturing processes are conducted at a small scale and
are at an early stage of development. We hope to substantially
reduce manufacturing costs through process improvements, as
well as through scale increases. If we are not able to do so,
however, and, depending on the pricing of the potential
product, the profit margin on the telomerase inhibitor may be
significantly less than that of most drugs on the market today.
Similarly, we currently make differentiated cells from hESCs
on a laboratory scale, at a high cost per unit measure. The
cell-based therapies we are developing based on hESCs will
probably require large quantities of cells. We continue to
develop processes to scale up production of the cells in a
cost-effective way. We may not be able to charge a high
enough price for any cell therapy product we develop, even if
it is safe and effective, to make a profit. If we are unable to
realize significant profits from our potential product
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candidates, our business would be materially harmed.

Some of our competitors may develop technologies that are
superior to or more cost-effective than ours, which may
impact the commercial viability of our technologies and
which may significantly damage our ability to sustain
operations.

The pharmaceutical and biotechnology industries are intensely
competitive. Other pharmaceutical and biotechnology
companies and research organizations currently engage in or
have in the past engaged in efforts related to the biological
mechanisms that are the focus of our programs in oncology
and human embryonic stem cell therapies, including the study
of telomeres, telomerase, human embryonic stem cells, and
nuclear transfer. In addition, other products and therapies that
could compete directly with the product candidates that we are
seeking to develop and market currently exist or are being
developed by pharmaceutical and biopharmaceutical
companies and by academic and other research organizations.

Many companies are developing alternative therapies to treat
cancer and, in this regard, are competitors of ours. According
to public data from the FDA and NIH, there are more than 200
approved anti-cancer products on the market in the United
States, and several thousand in clinical development. Many of
the pharmaceutical companies developing and marketing these
competing products (including GlaxoSmithKline,
Bristol-Myers Squibb Company and Novartis AG, among
others) have significantly greater financial resources and
expertise than we do in:

- research and development;
- manufacturing;
- preclinical and clinical testing;
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- obtaining regulatory approvals; and
- marketing and distribution.

Smaller companies may also prove to be significant
competitors, particularly through collaborative arrangements
with large and established companies. Academic institutions,
government agencies and other public and private research
organizations may also conduct research, seek patent
protection and establish collaborative arrangements for
research, clinical development and marketing of products
similar to ours. These companies and institutions compete
with us in recruiting and retaining qualified scientific and
management personnel as well as in acquiring technologies
complementary to our programs.

In addition to the above factors, we expect to face competition
in the following areas:

- product efficacy and safety;
- the timing and scope of regulatory consents;
- availability of resources;
- reimbursement coverage;
- price; and

- patent position, including potentially dominant patent
positions of others.

As a result of the foregoing, our competitors may develop
more effective or more affordable products, or achieve earlier
patent protection or product commercialization than we do.
Most significantly, competitive products may render any
product candidates that we develop obsolete, which would
negatively impact our business and ability to sustain
operations.

We may not be able to obtain or maintain sufficient
insurance on commercially reasonable terms or with
adequate coverage against potential liabilities in order to
protect ourselves against product liability claims.

Our business exposes us to potential product liability risks that
are inherent in the testing, manufacturing and marketing of
human therapeutic and diagnostic products. We may become
subject to product liability claims if the use of our potential
products is alleged to have injured subjects or patients. This
risk exists for product candidates tested in human clinical
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trials as well as potential products that are sold commercially.
We currently have limited clinical trial liability insurance and
we may not be able to maintain this type of insurance for any
of our clinical trials. In addition, product liability insurance is
becoming increasingly expensive. As a result, we may not be
able to obtain or maintain product liability insurance in the
future on acceptable terms or with adequate coverage against
potential liabilities that could have a material adverse effect on
our business.

To be successful, our product candidates must be accepted
by the health care community, which can be very slow to
adopt or unreceptive to new technologies and products.

Our product candidates and those developed by our
collaborative or joint venture partners, if approved for
marketing, may not achieve market acceptance since hospitals,
physicians, patients or the medical community in general may
decide not to accept and utilize these products. The product
candidates that we are attempting to develop represent
substantial departures from established treatment methods and
will compete with a number of conventional drugs and
therapies manufactured and marketed by major
pharmaceutical companies. The degree of market acceptance
of any of our developed potential products will depend on a
number of factors, including:

- our establishment and demonstration to the medical
community of the clinical efficacy and safety of our product
candidates;
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- our ability to create products that are superior to alternatives
currently on the market;

- our ability to establish in the medical community the
potential advantage of our treatments over alternative
treatment methods; and

- reimbursement policies of government and third-party
payors.

If the health care community does not accept our potential
products for any of the foregoing reasons, or for any other
reason, our business would be materially harmed.

If we fail to obtain acceptable prices or adequate
reimbursement for our product candidates, the use of our
potential products could be severely limited.

Our ability to successfully commercialize our product
candidates will depend significantly on our ability to obtain
acceptable prices and the availability of reimbursement to the
patient from third-party payors. Significant uncertainty exists
as to the reimbursement status of newly-approved health care
products, including pharmaceuticals. If our potential products
are not considered cost-effective or if we fail to generate
adequate third-party reimbursement for the users of our
potential products and treatments, then we may be unable to
maintain price levels sufficient to realize an appropriate return
on our investment in product development.

In both U.S. and other markets, sales of our potential products,
if any, will depend in part on the availability of reimbursement
from third-party payors, examples of which include:

- government health administration authorities;
- private health insurers;
- health maintenance organizations; and
- pharmacy benefit management companies.

Both federal and state governments in the United States and
governments in other countries continue to propose and pass
legislation designed to contain or reduce the cost of health
care. Legislation and regulations affecting the pricing of
pharmaceuticals and other medical products may be adopted
before any of our potential products are approved for
marketing. Cost control initiatives could decrease the price
that we receive for any product candidate we may develop in
the future. In addition, third-party payors are increasingly
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challenging the price and cost-effectiveness of medical
products and services and any of our potential products may
ultimately not be considered cost-effective by these third
parties. Any of these initiatives or developments could
materially harm our business.

Our activities involve hazardous materials, and improper
handling of these materials by our employees or agents
could expose us to significant legal and financial penalties.

Our research and development activities involve the controlled
use of hazardous materials, chemicals and various radioactive
compounds. As a consequence, we are subject to numerous
environmental and safety laws and regulations, including
those governing laboratory procedures, exposure to
blood-borne pathogens and the handling of biohazardous
materials. We may be required to incur significant costs to
comply with current or future environmental laws and
regulations and may be adversely affected by the cost of
compliance with these laws and regulations.

Although we believe that our safety procedures for using,
handling, storing and disposing of hazardous materials comply
with the standards prescribed by state and federal regulations,
the risk of accidental contamination or injury from these
materials cannot be eliminated. In the event of such an
accident, state or federal authorities could curtail our use of
these materials and we could be liable for any civil damages
that result, the cost of which could be substantial. Further, any
failure by us to control the use, disposal, removal or storage,
or to adequately restrict the discharge, or assist in the cleanup,
of hazardous chemicals or hazardous, infectious or toxic
substances could subject us to significant liabilities, including
joint and several liability under certain statutes. Any such
liability could exceed our resources and could have a material
adverse effect on our business, financial condition and results
of operations. Additionally, an accident could damage our
research and manufacturing facilities and operations.
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Additional federal, state and local laws and regulations
affecting us may be adopted in the future. We may incur
substantial costs to comply with these laws and regulations
and substantial fines or penalties if we violate any of these
laws or regulations.

Our stock price has historically been very volatile.

Stock prices and trading volumes for many biopharmaceutical
companies fluctuate widely for a number of reasons, including
factors which may be unrelated to their businesses or results
of operations such as media coverage, legislative and
regulatory measures and the activities of various interest
groups or organizations. This market volatility, as well as
general domestic or international economic, market and
political conditions, could materially and adversely affect the
market price of our common stock and the return on your
investment.

Historically, our stock price has been extremely volatile.
Between January 1998 and September 2006, our stock has
traded as high as $75.88 per share and as low as $1.41 per
share. Between January 1, 2003 and September 30, 2006, the
price has ranged between a high of $16.80 per share and a low
of $1.41 per share. The significant market price fluctuations of
our common stock are due to a variety of factors, including:

- the demand in the market for our common stock;
- the experimental nature of our product candidates;
- fluctuations in our operating results;

- market conditions relating to the biopharmaceutical and
pharmaceutical industries;

- announcements of technological innovations, new
commercial products, or clinical progress or lack thereof by
us, our collaborative partners or our competitors;

- announcements concerning regulatory developments,
developments with respect to proprietary rights and our
collaborations;

- comments by securities analysts;

- general market conditions;

- political developments related to human embryonic stem
cell research;
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- public concern with respect to our product candidates; or

- the issuance of common stock to partners, vendors or to
investors to raise additional capital.

In addition, the stock market is subject to other factors outside
our control that can cause extreme price and volume
fluctuations. Securities class action litigation has often been
brought against companies, including many biotechnology
companies, which experience volatility in the market price of
their securities. Litigation brought against us could result in
substantial costs and a diversion of management's attention
and resources, which could adversely affect our business.

The sale of a substantial number of shares may adversely
affect the market price for our common stock.

Sale of a substantial number of shares of our common stock in
the public market, or the perception that such sales could
occur, could significantly and negatively affect the market
price for our common stock. As of September 30, 2006, we
had 200,000,000 shares of common stock authorized for
issuance and 66,177,216 shares of common stock outstanding.
In addition, as of September 30, 2006, we have reserved for
future issuance approximately 22,821,074 shares of common
stock for our stock plans, potential milestone payments and
outstanding warrants.
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In addition, we have issued common stock to certain parties,
such as vendors and service providers, as payment for
products and services. Under these arrangements, we typically
agree to register the shares for resale soon after their issuance.
We may continue to pay for certain goods and services in this
manner, which would dilute your interest in us. Also, sales of
the shares issued in this manner could negatively affect the
market price of our stock.

Our undesignated preferred stock may inhibit potential
acquisition bids; this may adversely affect the market price
for our common stock and the voting rights of holders of our
common stock.

Our certificate of incorporation provides our Board of
Directors with the authority to issue up to 3,000,000 shares of
undesignated preferred stock and to determine the rights,
preferences, privileges and restrictions of these shares without
further vote or action by our stockholders. As of the date of
this filing, 50,000 shares of preferred stock have been
designated Series A Junior Participating Preferred Stock and
the Board of Directors still has authority to designate and
issue up to 2,950,000 shares of preferred stock. The issuance
of shares of preferred stock may delay or prevent a change in
control transaction without further action by our stockholders.
As a result, the market price of our common stock may be
adversely affected.

In addition, if we issue preferred stock in the future that has
preference over our common stock with respect to the
payment of dividends or upon our liquidation, dissolution or
winding up, or if we issue preferred stock with voting rights
that dilute the voting power of our common stock, the rights
of holders of our common stock or the market price of our
common stock could be adversely affected.

Provisions in our share purchase rights plan, charter and
bylaws, and provisions of Delaware law, may inhibit
potential acquisition bids for us, which may prevent holders
of our common stock from benefiting from what they believe
may be the positive aspects of acquisitions and takeovers.

Our Board of Directors has adopted a share purchase rights
plan, commonly referred to as a “poison pill.” This plan entitles
existing stockholders to rights, including the right to purchase
shares of common stock, in the event of an acquisition of 15%
or more of our outstanding common stock.

Our share purchase rights plan could prevent stockholders
from profiting from an increase in the market value of their
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shares as a result of a change of control of us by delaying or
preventing a change of control. In addition, our Board of
Directors has the authority, without further action by our
stockholders, to issue additional shares of common stock, and
to fix the rights and preferences of one or more series of
preferred stock.

In addition to our share purchase rights plan and the
undesignated preferred stock, provisions of our charter
documents and bylaws may make it substantially more
difficult for a third party to acquire control of us and may
prevent changes in our management, including provisions
that:

- prevent stockholders from taking actions by written consent;

- divide the Board of Directors into separate classes with
terms of office that are structured to prevent all of the
directors from being elected in any one year; and

- set forth procedures for nominating directors and submitting
proposals for consideration at stockholders' meetings.

Provisions of Delaware law may also inhibit potential
acquisition bids for us or prevent us from engaging in business
combinations. Either collectively or individually, these
provisions may prevent holders of our common stock from
benefiting from what they may believe are the positive aspects
of acquisitions and takeovers, including the potential
realization of a higher rate of return on their investment from
these types of transactions.
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In addition, we have severance agreements with several
employees and a change of control severance plan which
could require an acquiror to pay a higher price.

We do not intend to pay cash dividends on our common
stock in the foreseeable future.

We do not anticipate paying cash dividends on our common
stock in the foreseeable future. Any payment of cash
dividends will depend upon our financial condition, results of
operations, capital requirements and other factors and will be
at the discretion of the Board of Directors. Furthermore, we
may incur additional indebtedness that may severely restrict or
prohibit the payment of dividends.

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

None
ITEM 3. DEFAULTS UPON SENIOR SECURITIES
None

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF
SECURITY HOLDERS

None

ITEM 5. OTHER INFORMATION
None

ITEM 6. EXHIBITS

Exhibit
NumberDescription
10.1 Amended and Restated Geron Corporation Severance

Plan (and Summary Plan Description), effective
October 2, 2006.

31.1 Certification of Chief Executive Officer pursuant to
Form of Rule 13a-14(a), as Adopted Pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002,
dated October 30, 2006.

31.2 Certification of Chief Financial Officer pursuant to
Form of Rule 13a-14(a), as Adopted Pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002,
dated October 30, 2006.
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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,
dated October 30, 2006.

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,
dated October 30, 2006.

SIGNATURE

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.
GERON CORPORATION
By: /s/ DAVID L. GREENWOOD
David L. Greenwood
Executive Vice President and Chief
Financial Officer (Duly Authorized
Date: October 30, 2006 Signatory)
36
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EXHIBIT INDEX

NumberDescription

37

10.1

31.1

31.2

32.1

32.2

Amended and Restated Geron Corporation Severance
Plan (and Summary Plan Description), effective
October 2, 2006.

Certification of Chief Executive Officer pursuant to
Form of Rule 13a-14(a), as Adopted Pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002,
dated October 30, 2006.

Certification of Chief Financial Officer pursuant to
Form of Rule 13a-14(a), as Adopted Pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002,
dated October 30, 2006.

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,
dated October 30, 2006.

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,
dated October 30, 2006.
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