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KINDRED BIOSCIENCES, INC.
1555 BAYSHORE HIGHWAY, SUITE 200
BURLINGAME, CALIFORNIA 94010
NOTICE OF ANNUAL MEETING OF STOCKHOLDERS
To Be Held at 9:00 a.m. Pacific Daylight Time on Monday, May 23, 2016
Dear Stockholders of Kindred Biosciences, Inc.:
The 2016 annual meeting of stockholders (the “Annual Meeting”) of Kindred Biosciences, Inc., a Delaware corporation,
will be held on May 23, 2016 at 9:00 a.m. Pacific Daylight Time, at the Bay Landing Hotel, 1550 Bayshore Highway,
Burlingame, California 94010, for the following purposes, as more fully described in the accompanying Proxy
Statement:
1. To elect one Class III director to serve until the 2019 annual meeting of stockholders and until his or her
respective successor is duly elected and qualified;
2. To approve the Kindred Biosciences, Inc. 2016 Equity Incentive Plan;
3. To ratify the appointment of KMJ Corbin & Company LLP as our independent registered public accounting firm
for our fiscal year ending December 31, 2016; and
4. To transact such other business as may properly come before the Annual Meeting or any adjournments or
postponements thereof.
Our Board of Directors has fixed the close of business on March 24, 2016 as the record date for the Annual Meeting.
Only stockholders of record on March 24, 2016 are entitled to notice of and to vote at the Annual Meeting. Further
information regarding voting rights and the matters to be voted upon is presented in the accompanying Proxy
Statement.
This Proxy Statement and our annual report can be accessed directly at the following Internet address:
www.proxyvote.com. All you have to do is enter the control number located on your proxy card.
YOUR VOTE IS IMPORTANT. Whether or not you plan to attend the Annual Meeting, we urge you to submit your
vote via the Internet, telephone or mail.
We appreciate your continued support of Kindred Biosciences, Inc. and look forward to either greeting you personally
at the Annual Meeting or receiving your proxy.

By order of the Board of Directors

/s/ Richard Chin

Richard Chin, M.D.

Chief Executive Officer and Director
Burlingame, California

April 8, 2016
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KINDRED BIOSCIENCES, INC.

PROXY STATEMENT

FOR 2016 ANNUAL MEETING OF STOCKHOLDERS

To Be Held at 9:00 a.m. Pacific Daylight Time on Monday, May 23, 2016

This Proxy Statement and the enclosed form of proxy are furnished in connection with the solicitation of proxies by
our Board of Directors for use at the 2016 annual meeting of stockholders of Kindred Biosciences, Inc., a Delaware
corporation (the “Company”), and any postponements, adjournments or continuations thereof (the “Annual Meeting”’). The
Annual Meeting will be held on Monday, May 23, 2016 at 9:00 a.m. Pacific Daylight Time, at the Bay Landing Hotel,
1550 Bayshore Highway, Burlingame, California 94010. The Notice of Internet Availability of Proxy Materials (the
“Notice”) containing instructions on how to access this Proxy Statement and our annual report is first being mailed on or
about April 8, 2016 to all stockholders entitled to vote at the Annual Meeting.

The information provided in the “question and answer” format below is for your convenience only and is merely a
summary of the information contained in this Proxy Statement. You should read this entire Proxy Statement carefully.
Information contained on, or that can be accessed through, our website is not intended to be incorporated by reference
into this Proxy Statement and references to our website address in this Proxy Statement are inactive textual references
only.

QUESTIONS AND ANSWERS ABOUT THE PROXY MATERIALS AND OUR ANNUAL MEETING

What matters am I voting on?

You will be voting on:

the election of one Class III director to serve until the 2019 annual meeting of stockholders and until his or her
respective successor is duly elected and qualified;

¢o approve the Kindred Biosciences, Inc. 2016 Equity Incentive Plan;

a proposal to ratify the appointment of KMJ Corbin & Company LLP as our independent registered public accounting
firm for our fiscal year ending December 31, 2016; and

any other business as may properly come before the Annual Meeting.

How does the Board of Directors recommend I vote on these proposals?

Our Board of Directors recommends a vote:

¢FOR” the election of Richard Chin, M.D. as a Class III director;

#FOR” the approval of the Kindred Biosciences, Inc. 2016 Equity Incentive Plan; and

~FOR?” the ratification of the appointment of KMJ Corbin & Company LLP as our independent registered public
accounting firm for our fiscal year ending December 31, 2016.

Who is entitled to vote?

Holders of our common stock as of the close of business on March 24, 2016, the record date, may vote at the Annual
Meeting. As of the record date, there were 19,836,360 shares of our common stock outstanding. In deciding all
matters at the Annual Meeting, each stockholder will be entitled to one vote for each share of our common stock held
by them on the record date. We do not have cumulative voting rights for the election of directors.

Registered Stockholders. If shares of our common stock are registered directly in your name with our transfer agent,
you are considered the stockholder of record with respect to those shares, and the Notice was provided to you directly
by us. As
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the stockholder of record, you have the right to grant your voting proxy directly to the individuals listed on the proxy
card or to vote in person at the Annual Meeting.

Street Name Stockholders. If shares of our common stock are held on your behalf in a stock brokerage account or by a
bank or other nominee, you are considered the beneficial owner of those shares held in “street name,” and the Notice
was forwarded to you by your broker or nominee, who is considered the stockholder of record with respect to those
shares. As the beneficial owner, you have the right to direct your broker or nominee how to vote your shares.
Beneficial owners are also invited to attend the Annual Meeting. However, since a beneficial owner is not the
stockholder of record, you may not vote your shares of our common stock in person at the Annual Meeting unless you
follow your broker’s procedures for obtaining a legal proxy. If you request a printed copy of our proxy materials by
mail, your broker or nominee will provide a voting instruction card for you to use. Throughout this proxy, we refer to
stockholders who hold their shares through a broker, bank or other nominee as “street name stockholders.”

How many votes are needed for approval of each proposal?

Proposal No. 1: The election of one Class III director requires a plurality vote of the shares of our common stock
present in person or by proxy at the Annual Meeting and entitled to vote thereon to be approved. “Plurality” means that
.the nominee who receives the largest number of votes cast “for” is elected as a director. As a result, any shares not voted
“for” a particular nominee (whether as a result of stockholder abstention or a broker non-vote) will not be counted in
such nominee’s favor and will have no effect on the outcome of the election. You may vote “for” or “withhold” on the
nominee for election as a director.

Proposal No. 2: The approval of the Kindred Biosciences, Inc. 2016 Equity Incentive Plan requires the affirmative
vote of a majority of the shares of our common stock present in person or by proxy at the Annual Meeting and entitled
to vote thereon. Abstentions are considered votes present and entitled to vote on this proposal, and thus, will have the
same effect as a vote “against” the proposal. Broker non-votes will have no effect on the outcome of this proposal.

Proposal No. 3: The ratification of the appointment of KMJ Corbin & Company LLP requires the affirmative vote of a
majority of the shares of our common stock present in person or by proxy at the Annual Meeting and entitled to vote
thereon. Abstentions are considered votes present and entitled to vote on this proposal, and thus, will have the same
effect as a vote “against” the proposal. Broker non-votes will have no effect on the outcome of this proposal.

What is a quorum?

A quorum is the minimum number of shares required to be present at the Annual Meeting for the Annual Meeting to
be properly held under our amended and restated bylaws and Delaware law. The presence, in person or by proxy, of a
majority of all issued and outstanding shares of our common stock entitled to vote at the Annual Meeting will
constitute a quorum at the Annual Meeting. Abstentions, withheld votes and broker non-votes are counted as shares
present and entitled to vote for purposes of determining a quorum.

How do I vote?

If you are a stockholder of record, there are four ways to vote:

by Internet at http://www.proxyvote.com, 24 hours a day, seven days a week, until 11:59 p.m. on May 22, 2016 (have
your proxy card in hand when you visit the website);

by toll-free telephone at 1-800-690-6903 (have your proxy card in hand when you call);

by completing and mailing your proxy card (if you received printed proxy materials); or

by written ballot at the Annual Meeting.

2
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If you are a street name stockholder, you will receive voting instructions from your broker, bank or other nominee.
You must follow the voting instructions provided by your broker, bank or other nominee in order to instruct your
broker, bank or other nominee on how to vote your shares. Street name stockholders should generally be able to vote
by returning an instruction card, or by telephone or on the Internet. However, the availability of telephone and Internet
voting will depend on the voting process of your broker, bank or other nominee. As discussed above, if you are a
street name stockholder, you may not vote your shares in person at the Annual Meeting unless you obtain a legal
proxy from your broker, bank or other nominee.

Can I change my vote?

Yes. If you are a stockholder of record, you can change your vote or revoke your proxy any time before the Annual
Meeting by:

entering a new vote by Internet or by telephone;

returning a later-dated proxy card;

.notifying the Secretary of Kindred Biosciences, Inc., in writing, at Kindred Biosciences, Inc., 1555 Bayshore
Highway, Suite 200, Burlingame, California 94010; or

completing a written ballot at the Annual Meeting.

If you are a street name stockholder, your broker, bank or other nominee can provide you with instructions on how to
change your vote.

What do I need to do to attend the Annual Meeting in person?

If you plan to attend the meeting, you must be a record or street name holder of Company shares as of the record date
of March 24, 2016.

On the day of the meeting, each shareholder will be required to present a valid picture identification such as a driver’s
license or passport and you may be denied admission if you do not. Seating will begin at 8:30 a.m., and the meeting
will begin at 9:00 a.m. Use of cameras, recording devices, computers and other personal electronic devices will not be
permitted at the Annual Meeting.

What is the effect of giving a proxy?

Proxies are solicited by and on behalf of our Board of Directors. Richard Chin and Denise Bevers have been
designated as proxies by our Board of Directors. When proxies are properly dated, executed and returned, the shares
represented by such proxies will be voted at the Annual Meeting in accordance with the instructions of the
stockholder. If no specific instructions are given, however, the shares will be voted in accordance with the
recommendations of our Board of Directors as described above. If any matters not described in this Proxy Statement
are properly presented at the Annual Meeting, the proxy holders will use their own judgment to determine how to vote
the shares. If the Annual Meeting is adjourned, the proxy holders can vote the shares on the new Annual Meeting date
as well, unless you have properly revoked your proxy instructions, as described above.

Why did I receive a Notice of Internet Availability of Proxy Materials instead of a full set of proxy materials?

In accordance with the rules of the Securities and Exchange Commission (“SEC”), we have elected to furnish our proxy
materials, including this Proxy Statement and our annual report, primarily via the Internet. The Notice containing
instructions on how to access our proxy materials is first being mailed on or about April 8, 2016 to all stockholders
entitled to vote at the Annual Meeting. Stockholders may request to receive all future proxy materials in printed form
by mail or electronically by e-mail by following the instructions contained in the Notice. We encourage stockholders
to take advantage of the availability of our proxy materials on the Internet to help reduce the environmental impact of
our annual meetings of stockholders.

3
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How are proxies solicited for the Annual Meeting?

Our Board of Directors is soliciting proxies for use at the Annual Meeting. All expenses associated with this
solicitation will be borne by us. We will reimburse brokers or other nominees for reasonable expenses that they incur
in sending our proxy materials to you if a broker or other nominee holds shares of our common stock on your behalf.
How may my brokerage firm or other intermediary vote my shares if I fail to provide timely directions?

Brokerage firms and other intermediaries holding shares of our common stock in street name for customers are
generally required to vote such shares in the manner directed by their customers. In the absence of timely directions,
your broker will have discretion to vote your shares on our sole “routine” matter: the proposal to ratify the appointment
of KMJ Corbin & Company LLP. Your broker will not have discretion to vote on the election of directors or on the
Kindred Biosciences, Inc. 2016 Equity Incentive Plan, each of which is a “non-routine” matter absent direction from
you.

Where can I find the voting results of the Annual Meeting?

We will announce preliminary voting results at the Annual Meeting. We will also disclose voting results on a Current
Report on Form 8-K that we will file with the SEC within four business days after the Annual Meeting. If final voting
results are not available to us in time to file a Current Report on Form 8-K within four business days after the Annual
Meeting, we will file a Current Report on Form 8-K to publish preliminary results and will provide the final results in
an amendment to this Current Report on Form 8-K as soon as they become available.

I share an address with another stockholder, and we received only one paper copy of the proxy materials. How may I
obtain an additional copy of the proxy materials?

We have adopted a procedure called “householding,” which the SEC has approved. Under this procedure, we deliver a
single copy of the Notice and, if applicable, our proxy materials to multiple stockholders who share the same address
unless we have received contrary instructions from one or more of the stockholders. This procedure reduces our
printing costs, mailing costs, and fees. Stockholders who participate in householding will continue to be able to access
and receive separate proxy cards. Upon written or oral request, we will deliver promptly a separate copy of the Notice
and, if applicable, our proxy materials to any stockholder at a shared address to which we delivered a single copy of
any of these materials. To receive a separate copy, or, if a stockholder is receiving multiple copies, to request that we
only send a single copy of the Notice and, if applicable, our proxy materials, such stockholder may contact us at the
following address:

Kindred Biosciences, Inc.

Attention: Investor Relations

1555 Bayshore Highway, Suite 200

Burlingame, California 94010

Stockholders who beneficially own shares of our common stock held in street name may contact their brokerage firm,
bank, broker-dealer or other similar organization to request information about householding.

What is the deadline to propose actions for consideration at next year’s annual meeting of stockholders or to nominate
individuals to serve as directors?

Stockholder Proposals

Stockholders may present proper proposals for inclusion in our Proxy Statement and for consideration at the next
annual meeting of stockholders by submitting their proposals in writing to our Secretary in a timely manner. For a
stockholder proposal to be considered for inclusion in our Proxy Statement for our 2017 annual meeting of
stockholders, our Secretary must receive the written proposal at our principal executive offices not later than
December 9, 2016. In addition, stockholder proposals must comply with the requirements of Rule 14a-8 regarding the
inclusion of stockholder proposals in company-sponsored proxy materials. Stockholder proposals should be addressed
to:

4
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Kindred Biosciences, Inc.
Attention: Corporate Secretary
1555 Bayshore Highway, Suite 200
Burlingame, California 94010

Stockholders intending to present a proposal at the 2017 Annual Meeting of Stockholders, but not to include the
proposal in our Proxy Statement, or to nominate a person for election as a director, must comply with the requirements
set forth in our amended and restated bylaws. Our amended and restated bylaws require, among other things, that our
Secretary receive written notice from the stockholder of record of their intent to present such proposal or nomination
not later than the close of business on the 90th day and not earlier than the close of business on the 120th day prior to
the anniversary of the preceding year’s annual meeting. Therefore, the Company must receive notice of such a proposal
or nomination for the 2017 Annual Meeting of Stockholders no earlier than the close of business on January 23, 2017
and no later than the close of business on February 22, 2017. The notice must contain the information required by the
amended and restated bylaws, a copy of which is available upon request to our Secretary. In the event that the date of
the 2017 Annual Meeting of Stockholders is more than 30 days before, or 60 days after, May 23, 2017, then our
Secretary must receive such written notice not earlier than the close of business on the 120th day prior to the 2017
Annual Meeting and not later than the close of business on the 90th day prior to the 2017 Annual Meeting or, if later,
the 10th day following the day on which public disclosure of the date of such meeting is first made by the Company.
SEC rules permit management to vote proxies in their discretion in certain cases if the stockholder does not comply
with this deadline and, in certain other cases notwithstanding the stockholder’s compliance with this deadline.
Nomination of Director Candidates

You may propose director candidates for consideration by our Nominating and Corporate Governance Committee.
Any such recommendations should include the nominee’s name and qualifications for membership on our Board of
Directors and should be directed to our Secretary at the address set forth above. For additional information regarding
stockholder recommendations for director candidates, see “Board of Directors and Corporate Governance—Stockholder
Recommendations for Nominations to the Board of Directors.”

In addition, our amended and restated bylaws permit stockholders to nominate directors for election at an annual
meeting of stockholders. To nominate a director, the stockholder must provide the information required by our
amended and restated bylaws. In addition, the stockholder must give timely notice to our Secretary in accordance with
our amended and restated bylaws, which, in general, require that the notice be received by our Secretary within the
time period described above under “Stockholder Proposals” for stockholder proposals that are not intended to be
included in a proxy statement.

Availability of Bylaws

A copy of our amended and restated bylaws is available on our website at

http://www kindredbio.com/#!investors/c1cx1/. You may also contact our Secretary at our principal executive offices
for a copy of the relevant bylaw provisions regarding the requirements for making stockholder proposals and
nominating director candidates.
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PROPOSAL NO. 1 - ELECTION OF DIRECTORS

In accordance with our amended and restated certificate of incorporation, our Board of Directors is divided into three
staggered classes of directors, with each class having a three-year term. Vacancies on the Board of Directors and
newly created directorships may be filled only by the remaining directors. A director elected by the Board of Directors
to fill a vacancy (including a vacancy created by an increase in the number of directors) shall serve for the remainder
of the full term of the class of directors in which the vacancy occurred and until the director’s successor is elected and
has duly qualified, or until such director’s earlier death, resignation or removal. Any increase or decrease in the number
of directors will be distributed among the three classes so that, as nearly as possible, each class will consist of
one-third of our directors.

Our Board of Directors is currently composed of four members. There is one nominee for Class III director who, if
elected, will serve until the 2019 Annual Meeting of Stockholders and until his or her successor is elected and duly
qualified, or until his or her death, resignation or removal. The nominee is currently a director whose term of office
expires in 2016 and is being nominated for re-election. A director is elected by a plurality of the votes present in
person or represented by proxy and entitled to vote at the Annual Meeting. Shares represented by executed proxies
will be voted, if authority to do so is not withheld, for the election of the nominees named below.

Nominees

Our Nominating and Corporate Governance Committee has recommended, and our Board of Directors has approved,
Richard Chin as nominee for election as a Class III director at the Annual Meeting. If elected, Dr. Chin will serve as a
Class III director until the 2019 annual meeting of stockholders and until his successor is duly elected and qualified.
Dr. Chin is currently a director of our company. For information concerning the nominee, please see the section titled
“Board of Directors and Corporate Governance.”

If you are a stockholder of record and you sign your proxy card or vote by telephone or over the Internet but do not
give instructions with respect to the voting of directors, your shares will be voted “FOR” the re-election of Dr. Chin. We
expect that Dr. Chin will accept such nomination; however, in the event that a director nominee is unable or declines
to serve as a director at the time of the Annual Meeting, the proxy will be voted for any nominee who shall be
designated by our Board of Directors to fill such vacancy. If you are a street name stockholder and you do not give
voting instructions to your broker or nominee, your broker will leave your shares unvoted on this matter.

Vote Required

The election of a director requires a plurality vote of the shares of our common stock present in person or by proxy at
the Annual Meeting and entitled to vote thereon to be approved. Broker non-votes will have no effect on this proposal.
THE BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS A VOTE “FOR” THE NOMINEE NAMED
ABOVE.

10
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BOARD OF DIRECTORS AND CORPORATE GOVERNANCE

The following table sets forth the names, ages as of March 1, 2016, and certain other information for our director with
a term expiring at the Annual Meeting (who is a nominee for election as a director at the Annual Meeting) and for
each of the other current and perspective members of our Board of Directors:

Expiration of
Current P

Directors Class Age Position Dll‘CCtOl‘ Term Term For
Since Expires Wth‘h
Nominated
g;ngiﬁ)géﬂl(j’) I 77 Director 2013 2017 -
Herbert Montgomery® 1 73 Director 2016 2017 -
?ﬁgﬁg}gﬁgﬁsem’ I 71 Director 2013 2018 ;
Ervin Veszprémi(V@3) 11 57 Director 2013 2018 -
President, Chief
Richard Chin, M.D. I 49 Executive Officer and 2012 2016 2019
Director

(I)Member of our Audit Committee

(2)Member of our Compensation Committee

(3)Member of our Nominating and Corporate Governance Committee

( 4)Dr. Mario has notified us of his intention to retire from the Board of Directors on the date of the 2016 Annual
Meeting.

(5) Appointed as a Class I director and member of our Audit Committee effective April 15, 2016

Nominees for Director

Richard Chin, M.D., is one of our co-founders and has served as our President and Chief Executive Officer since
October 2012. From October 2008 until December 2011, he was Chief Executive Officer of OneWorld Health, a Bill
and Melinda Gates Foundation-funded nonprofit organization engaged in developing drugs for neglected diseases.
From July 2006 until October 2008, Dr. Chin was President and Chief Executive Officer of Oxigene, a biotechnology
company. From June 2004 to July 2006, he served at Elan Pharmaceuticals, initially as Senior Vice President of
Medical Affairs, and then as Senior Vice President of Global Development. From March 1999 to June 2004, Dr. Chin
served in various roles at Genentech, Inc., now a Division of Roche Group, culminating in his last position as the
Head of Clinical Research for Biotherapeutics Unit, overseeing clinical development of all Genentech products except
for oncology products. Dr. Chin currently serves as an adjunct professor at the University of California at San
Francisco. He also currently serves on the board of Galena Biopharma, Inc. Dr. Chin received his M.D. from Harvard
University and also holds a law degree from Oxford University, where he studied as a Rhodes Scholar. Through his
experience and knowledge of our operations, and his experience in drug development, and his experience serving on
public company boards of directors, Dr. Chin is well-suited to serve as a member of our Board of Directors.
Continuing Directors

Raymond Townsend, Pharm.D., was appointed to our Board of Directors on November 11, 2013. He has served since
2001 as the President of Wasatch Health Outcomes, Inc., his personal consulting firm engaged in providing support
for pharmaceutical product development, pricing and commercialization. From 1978 to 1988, Dr. Townsend was
employed in various positions at the Upjohn Company, where he pioneered the first modern pharmacoeconomic
research department within the pharmaceutical industry. Between 1988 and 1997, he served in various positions at
Glaxo (now GlaxoSmithKline), culminating in the positions of Worldwide Director and Vice President, Outcomes,
Epidemiology and Policy Research. Between 1998 and 2001, he was co-founder and Chief Executive Officer of
Strategic Outcomes Services, Inc. From 2004 to 2009, he was Senior Vice President, Pharmacoeconomic &
Epidemiology Outcomes Research, at Elan Pharmaceuticals, Inc. Dr. Townsend earned a B.A. in Economics at

11
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California State University and his Doctor of Pharmacy degree from the University of California, San Francisco.
Dr. Townsend is well qualified to serve as a director because of his extensive experience in senior management roles
in the pharmaceutical industry.

7
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Ervin Veszprémi has been a member of our Board of Directors since February 15, 2013. He has been the Chief
Executive Officer of Invent Farma, a vertically integrated generics company, since January 2015. Previously he served
as CEO of Medichem between 2003 and 2014, and has nearly 30 years of experience in the pharmaceutical industry,
including 15 years in the animal health sector. Mr. Veszprémi served as the Vice President and Global Head of
Marketing for Novartis Animal Health, one of the largest veterinary companies in the world, from 1998 to 2002.

Mr. Veszprémi holds a physiology degree from the University of British Columbia and has studied management at
Harvard Business School and Stanford University. Because of his extensive experience in the veterinary
pharmaceutical industry, his extensive experience in commercialization, and his knowledge of the European market,
Mr. Veszprémi is well qualified to serve on our Board of Directors.

Incoming Director

Herbert D. Montgomery was appointed to our Board of Directors effective April 15, 2016. Mr. Montgomery has
worked as a consultant providing senior management and financial consulting services since January 2009. From
January 2001 until December 2008, Mr. Montgomery was Vice Chairman and Chief Executive Officer of Lightpost
Holdings, LLC. From November 1999 to May 2001, Mr. Montgomery was Executive Vice President, Chief Financial
Officer and Treasurer of Standard Media International. From January 1998 to November 1999, Mr. Montgomery was
the Senior Vice President, Chief Financial Officer and Treasurer of Cotelligent, Inc. From June 1994 to January 1998,
Mr. Montgomery was Senior Vice President, Chief Financial Officer and Treasurer of Guy F. Atkinson.

Mr. Montgomery has taken three companies public and has served as financial advisor of technology, product and
services companies over the last 30 years. Mr. Montgomery holds a Master of Science degree in Management and a
Bachelor of Science degree in Finance from California State University, Northridge. Mr. Montgomery was the
Chairman of The Institute for OneWorld Health from 2000 - 2010. Because of his extensive experience in senior
management roles, including in the pharmaceutical industry, and his financial expertise, Mr. Montgomery
REVENUE:

Product revenue, net of returns

$

1,343
$

1,986
COST OF GOODS SOLD:
Direct cost of goods sold

362

1,016
Production expenses

3,984

1,884
Total cost of goods sold

4,346

13
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2,900
Gross loss
(3,003
)
914
)
OPERATING EXPENSES:
Research and development
2,016
84
Selling, general and administrative
3,095
1,939
Total costs and expenses, net
5,111
2,023
Interest income (expense), net
147
(5,068
)
Net loss
$
(7,967
)
$
(8,005
)
Basic and diluted net loss per common share
$
(0.10
)
$
(0.14

14
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Weighted average common shares outstanding
81,955
57,759

See notes to condensed financial statements.
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eMAGIN CORPORATION
STATEMENT OF CHANGES IN STOCKHOLDERS' EQUITY
(In thousands)

(Unaudited)
Additional
Common Stock Paid-In Accumulated
Shares $ Capital Deficit Total

Balance, December 31, 2004 79,639 $ 80 $ 165,399 §  (149,031) $ 16,448
Exercise of Options 8 - 6 6
Exercise of Warrants 3,013 3 1,555 1,558
Issuance of equity for service 296 - 256 256
Amortization of deferred compensation - - - -
Net Loss for Period (7,967) (7,967)
Balance, June 30, 2005 82,956 $ 83 $ 167,216 $§  (156,998) $ 10,301

See notes to condensed financial statements.
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eMAGIN CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands)
(Unaudited)

CASH FLOWS FROM OPERATING ACTIVITIES:
Net loss

Adjustments to reconcile net loss to net cash

used in operating activities-

Depreciation and amortization

Bad debt expense

Amortization of financing fees

Non-cash charge for stock based compensation
Non-cash interest related charges

Non-cash charge for services received

Non-cash financing expense

Changes in operating assets and liabilities:

Trade receivables

Inventory

Prepaid expenses and other current assets

Other long-term assets

Advanced payment on contracts to be completed
Accounts payable, accrued expenses and accrued payroll
Other current liabilities

Net cash used in operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases/Sales of equipment, net

Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from sales of common stock, net of issuance costs
Proceeds from exercise of stock options and warrants
Payments of long term debt and capital leases

Net cash provided by financing activities

NET INCREASE (DECREASE) IN CASH AND CASH
EQUIVALENTS

CASH AND CASH EQUIVALENTS, beginning of period
CASH AND CASH EQUIVALENTS, end of period
Supplemental Cash Flow Disclosure:

Conversion of debt to equity

Payments of A/P through issuance of stock

Stock issued for prepaid services

Cash payments of interest

See notes to condensed financial statements.
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eMAGIN CORPORATION

Selected Notes to Consolidated Financial Statements
Note 1 - ACCOUNTING POLICIES
Basis of Presentation

In the opinion of management, the accompanying unaudited interim financial information reflects all
adjustments, consisting of normal recurring accruals, necessary for a fair presentation. Certain information and
footnote disclosure normally included in financial statements prepared in accordance with generally
accepted accounting principles in the United States have been condensed or omitted pursuant to instructions, rules
and regulations prescribed by the Securities and Exchange Commission. The Company believes that the disclosures
provided herein are adequate to make the information presented not misleading when these unaudited
interim condensed consolidated financial statements are read in conjunction with the audited consolidated financial
statements contained in the company's Annual Report on Form 10-KSB/A for the year ended December 31, 2004.
The results of operations for the period ended June 30, 2005 are not necessarily indicative of the results to be expected
for the full year.

Stock-Based Compensation

The Company has elected to follow Accounting Principles Board Opinion No. 25
("APB No. 25"), "Accounting for Stock Issued to Employees,” and related interpretations in accounting for its
employee stock options. Under APB No. 25, when the exercise price of employee stock options equals the market
price of the underlying stock on the date of grant, no compensation expense is recorded. The Company
discloses information relating to the fair value of stock-based compensation awards in accordance with Statement
of Financial Accounting Standards No.123 ("SFAS No. 123"), "Accounting for Stock-Based Compensation. "The
following table illustrates the effect on net loss and loss per share as if the Company had applied the fair value
recognition provisions of SFAS No. 123. The fair value of each option grant is estimated on the date of grant using the
Black-Scholes option-pricing model with the following assumptions used for grants in the second quarter of 2005 and
2004, respectively: (1) average expected volatility of 69% and 99%, (2) average risk-free interest rates of 3.98% and
4.24%, and (3) expected lives of seven years.

The pro forma amounts that are disclosed in accordance with SFAS No. 123 reflect the portion of the estimated fair
value of awards that were earned for the three and six months ended June 30, 2005 and 2004.

For the three and six months ended June

30, Three Three Six Six
(In thousands except per share amounts) Months Months Months Months
2005 2004 2005 2004

Net loss applicable to common

stockholders', as reported $ (4,498) $ (1,399) $ (7,967) $ (8,004)
Add: Stock based employee

compensation expense included in

reported net loss

Deduct: Stock-based employee

compensation expense determined under

fair value method (527) (6,043) (2,055) (7,282)
Pro forma net loss $ (5,025) $ (7,442) $ (10,022) $ (15,286)
Net loss per share applicable to common

stockholders":
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Basic and diluted, as reported $ (0.05) $ (0.02) $ (0.10) $ (0.14)
Basic and diluted, pro forma $ (0.06) $ 0.12) $ 0.12) $ (0.26)

In March of 2005 the Company granted 1,100,000 stock options to certain officers and employees of the Company.
The exercise price of these options was equal to the market price of the stock on the date of grant. The options vest
over five years unless there is a change in control or a dismissal without cause in which case the options would vest
immediately.

Note 2 - NATURE OF BUSINESS

eMagin Corporation is a developer and manufacturer of optical systems and microdisplays for use in the
electronics industry. eMagin also develops and markets microdisplay systems and optics technology for
commercial, industrial and military applications.
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Note 3 - REVENUE AND COST RECOGNITION

Revenue is recognized when products are shipped to customers, net of allowances for anticipated returns. The
Company’s revenue-earning activities generally involve delivering products and revenues are considered to be earned
when the Company has completed the process by which it is entitled to such revenues. Revenue is recognized when
persuasive evidence of an arrangement exists, delivery has occurred, selling price is fixed or determinable and
collection is reasonably assured.

The Company also earns revenues from certain of eMagin's R&D activities under
both firm fixed-price contracts and cost-type contracts, including some cost-plus-fee contracts. Revenues relating to
firm fixed-price contracts are generally recognized on the percentage-of-completion method of accounting as costs are
incurred (cost-to-cost basis). Revenues on cost-plus-fee contracts include costs incurred plus a portion of estimated
fees or profits based on the relationship of costs incurred to total estimated costs. Contract costs include all
direct material and labor costs and an allocation of allowable indirect costs as defined by each contract, as
periodically adjusted to reflect revised agreed upon rates. These rates are subject to audit by the other party. Amounts
can be billed on a bi-monthly basis.

Note 4 - RECEIVABLES

The majority of our commercial accounts receivable are due from Original Equipment Manufacturers ("OEM"s).
Credit is extended based on an evaluation of a customers' financial condition and, generally, collateral is not required.
Accounts receivable are payable in U.S. dollars, are due within 30-90 days and are stated at amounts due
from customers net of an allowance for doubtful accounts. Any account outstanding longer than the contractual
payment terms is considered past due. The Company determines the allowance by considering a number of factors,
including the length of time trade accounts receivable are past due, eMagin's previous loss history, the customer's
current ability to pay its obligation, and the condition of the general economy and the industry as a whole.
The Company writes off accounts receivable when they become uncollectable, and
payments subsequently received on such receivables are reported as income in the year the payment is received.

Receivables consisted of the following:

(In thousands) June 30, 2005 December 31,
2004
Trade receivables $ 1,121 $ 1,282
Contract receivables 36 25
Total 1,157 1,307
Less allowance for doubtful accounts (670) (771)
Net receivables $ 487 $ 536

Note 5 - RESEARCH AND DEVELOPMENT COSTS
Research and development costs are expensed as incurred.
Note 6 - NET LOSS PER COMMON SHARE

In accordance with SFAS No. 128, net loss per common share amounts ("basic EPS") was computed by dividing net
loss by the weighted average number of common shares outstanding and excluding any potential dilution. Net loss
per common share assuming dilution ("diluted EPS") was computed by reflecting potential dilution from the exercise
of stock options and warrants. Common equivalent shares totaling 3,340,526 and 3,911,443 have been excluded from
the computation of diluted EPS for the three and six months ended June 30, 2005, respectively. 34,799,366 has been
excluded from the computation of diluted EPS for the three and six months ended June 30, 2004, because their effect

21



Edgar Filing: Kindred Biosciences, Inc. - Form DEF 14A

would be antidilutive.

Note 7 - INVENTORIES

Inventory is stated at the lower of cost or market. Cost is determined using the first-in first-out method. The Company
reviews the value of its inventory and reduces the inventory value to its net realizable value based upon current market

prices and contracts for future sales. The components of inventories are as follows:

(In thousands) June 30, 2005 December 31,
2004

Raw materials $ 2,806 $ 1,420

Work in process 259 169

Finished goods 411 429

Total Inventory $ 3,476 $ 2,018

Note 8 - DEBT

Debt consisted of capitalized leased obligation for equipment as follows:

(In thousands) June 30, 2005 December 31,
2004

Current portion of capitalized lease $ 15 $ 14

obligations

Long-term capitalized lease obligations 14 22

Total debt $ 29§ 36

8
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Note 9 - STOCKHOLDERS' EQUITY

The authorized common stock of the Company consists of 200,000,000 shares with a par value of $0.001 per share. In
the three and six months ending June 30, 2005, the Company received $318,000 and $1,564,047, respectively, for the
exercise of 600,000 and 3,021,359 warrants and options.

The Company also issued 284,124 and 296,124 shares of common stock, respectively, for the three and six months
ended June 30, 2005 for the payment of $244,650 and $256,650 for services rendered and to be rendered in the future.
As such, the Company recorded the fair value of the services rendered in selling, general and administrative expenses
in the accompanying unaudited consolidated statement of operations for the three months ended June 30, 2005.

Note 10 - STOCK COMPENSATION

As of June 30, 2005, the Company has outstanding options to purchase 16,358,688 shares. The Company issued all
outstanding options at or above fair market value, or has previously expensed those options repriced below fair market
value.

Note 11 - COMMITMENTS AND CONTINGENCIES
[a] Royalty payments:

The Company, in accordance with a royalty agreement, with Eastman Kodak is obligated to make minimum annual
royalty payments of $125,000 which commenced on January 1, 2001. Under this agreement, the Company must pay to
the corporation a certain percentage of net sales of certain products, which percentages are defined in the agreement.
The percentages are on a sliding scale depending on the amount of sales generated. Any minimum royalties paid will
be credited against the amounts due based on the percentage of sales. The royalty agreement terminates upon the
expiration of the last-to-expire issued patent.

In April 2005, the Company paid $125,000 for the minimum amount due for 2005. The amount was recorded in
prepaid expenses and will be amortized as the Company records the royalty expense as defined in the agreement.
Royalty expense was $42,124 and $64,887, respectively, for the three and six months ended June 30, 2005 as
compared to $72,004 and $94,859, respectively, for the three and six months ended June 30, 2004.

[b] Contractual obligations:

The Company leases certain office facilities and office, lab and factory equipment under operating leases expiring
through 2009. Certain leases provide for payments of monthly operating expenses. The approximate minimum lease
payments for the remainder of 2005 are approximately $554,000. Subsequent to 2005 the obligations total
approximately $5,053,000.

We currently lease space from IBM for approximately $74,000 per month that houses our own equipment for OLED
microdisplay fabrication and for research and development plus additional space for assembly and administrative
offices. In 2004 we entered into an amended lease agreement which extends the term of this lease to May 31, 2009.

In July 2005, we finalized a sub-lease agreement for approximately 18,961 square feet in Bellevue Washington. The
Lease is effective as of June 1, 2005, expires on August 31, 2009 and will be used by the Company for general office
purposes (including incidental light assembly of electronic equipment). The Company’s lease at its current Redmond
location expires in August and will not be renewed.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations.
Statement of Forward-Looking Information

This report contains forward-looking statements within the meaning of Section 27A of the Securities Act of 1933 and
Section 21E of the Securities Exchange Act of 1934. These statements relate to future events or our future financial
performance. In some cases, you can identify forward-looking statements by terminology such as "may," "will,"
"should," "expect," "plan," "anticipate," "believe," "estimate," "predict," "potential" or "continue," the negative of
such terms, or other comparable terminology. These statements are only predictions. Actual events or results may
differ materially from those in the forward-looking statements as a result of various important factors. Although we
believe that the expectations reflected in the forward-looking statements are reasonable, such should not be regarded
as a representation by the Company, or any other person, that such forward-looking statements will be achieved. The
business and operations of the Company are subject to substantial risks, which increase the uncertainty inherent in the
forward-looking statements contained in this release. We undertake no duty to update any of the forward-looking
statements, whether as a result of new information, future events or otherwise. Readers are cautioned not to place
undue reliance on the forward-looking statements contained in this report.

non non "non non

Overview

We design and manufacture miniature displays, which we refer to as OLED-on-silicon microdisplays, and
microdisplay modules for virtual imaging, primarily for incorporation into the products of other manufacturers.
Microdisplays are typically smaller than many postage stamps, but when viewed through a magnifier they can contain
all of the information appearing on a high-resolution personal computer screen. Our microdisplays use organic light
emitting diodes, or OLEDs, which emit light themselves when a current is passed through the device. Our technology
permits OLEDs to be coated onto silicon chips to produce high resolution OLED-on-silicon microdisplays. We
believe that our OLED-on-silicon microdisplays offer a number of advantages in near to the eye applications
over other current microdisplay technologies, including lower power requirements, less weight, fast video
speed without flicker, and wider viewing angles. In addition, many computer and video electronic
system functions can be built directly into the OLED-on-silicon microdisplay, resulting in compact systems
with lower expected overall system costs relative to alternate microdisplay technologies.

Since our inception in 1996, we derived the majority of our revenues from fees paid to us under research
and development contracts, primarily with the U.S. federal government. We have devoted significant resources to the
development and commercial launch of our products. We commenced limited initial sales of our SVGA+
microdisplay in May 2001 and commenced shipping samples of our SVGA-3D microdisplay in February 2002.
Through inception, as of June 30, 2005, we have recognized an aggregate of approximately $8.0 million from sales of
our products, and have a backlog of more than $28 million in products ordered for delivery through 2007. These
products are being applied or considered for near-eye and headset applications in products such as entertainment and
gaming headsets, handheld Internet and telecommunication appliances, viewfinders, and wearable computers to be
manufactured by original equipment manufacturer (OEM) customers. In addition to marketing OLED-on-silicon
microdisplays as components, we also offer microdisplays as an integrated package, which we call Microviewer that
includes a compact lens for viewing the microdisplay and electronic interfaces to convert the signal from our
customer's product into a viewable image on the microdisplay. Through our operations in Washington State we are
also developing personal near-eye display systems and modules that incorporate our Microviewer.

We license our core OLED technology from Eastman Kodak and we have developed our own technology to create
high performance OLED-on-silicon microdisplays and related optical systems. We believe our technology licensing
agreement with Eastman Kodak, coupled with our own intellectual property portfolio, gives us a leadership position in
OLED and OLED-on-silicon microdisplay technology. We are currently the only company to demonstrate publicly
and market full-color OLED-on-silicon microdisplays.
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Company History

From inception through January 1, 2003, we were a developmental stage company. We have transitioned to
manufacturing our product and intend to significantly increase our marketing, sales, and research and development
efforts, and expand our operating infrastructure. Most of our operating expenses are fixed in the near term. If we
are unable to generate significant revenues, our net losses in any given period could be greater than expected.

CRITICAL ACCOUNTING POLICIES

The Securities and Exchange Commission ("SEC") defines "critical accounting policies" as those that
require application of management's most difficult, subjective or complex judgments, often as a result of the need to
make estimates about the effect of matters that are inherently uncertain and may change in subsequent periods.

Not all of the accounting policies require management to make difficult, subjective or complex judgments or
estimates. However, the following policies could be deemed to be critical within the SEC definition.

Revenue Recognition

Revenue on product sales is recognized when persuasive evidence of an arrangement exists, such as when a purchase
order or contract is received from the customer, the price is fixed, title to the goods has changed and there is a
reasonable assurance of collection of the sales proceeds. We obtain written purchase authorizations from our
customers for a specified amount of product at a specified price and consider delivery to have occurred at the time of
shipment. Revenue is recognized at shipment and we record a reserve for estimated sales returns, which is reflected as
a reduction of revenue at the time of revenue recognition.

10
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Revenues from research and development activities relating to firm fixed-price contracts are generally recognized on
the percentage-of-completion method of accounting as costs are incurred (cost-to-cost basis). Revenues from
research and development activities relating to cost-plus-fee contracts include costs incurred plus a portion of
estimated fees or profits based on the relationship of costs incurred to total estimated costs. Contract costs include all
direct material and labor costs and an allocation of allowable indirect costs as defined by each contract, as periodically
adjusted to reflect revised agreed upon rates. These rates are subject to audit by the other party.

Use of estimates

The preparation of financial statements in conformity with U.S. generally accepted accounting principles requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and the
disclosure of contingent assets and liabilities at the date of the financial statements as well as the reported amounts of
revenues and expenses during the reporting period. Actual results could differ from those estimates. These estimates
and assumptions relate to recording net revenue, collectibility of accounts receivable, useful lives and impairment of
tangible and intangible assets, accruals, income taxes, inventory realization and other factors. Management has
exercised reasonable judgment in deriving these estimates. Consequently, a change in conditions could affect these
estimates.

Fair value of financial instruments

The Company's cash, cash equivalents, accounts receivable and accounts payable are stated at cost which appropriates
fair value due to the short-term nature of these instruments.

Results of Operations

THREE AND SIX MONTHS ENDED JUNE 30, 2005 COMPARED TO THREE AND SIX MONTHS ENDED
JUNE 30, 2004

Revenues

Revenues for the three and six months ended June 30, 2005 were approximately $0.7 million and $1.3 million,
respectively, as compared to $1.4 million and $2.0 million for the three and six months ended June 30, 2004, a
decrease of 55% and 32%, respectively. The decrease in revenue resulted from a shortage of displays available for sale
as a result of our manufacturing plant conversions and equipment maintenance issues during the first half of 2005.
With production capacity now increased and our new Z800 product launched we anticipate that revenue will increase
over the next several quarters.

Cost of Goods Sold

Cost of goods sold includes direct and indirect costs associated with production. Cost of goods sold for the three and
six months ended June 30, 2005 were approximately $2.4 million and $4.3 million, respectively, as compared to $1.5
million and $2.9 million for the three and six months ended June 30, 2004, an increase of $0.9 million and $1.4
million, respectively. Gross loss for the three and six months ended June 30, 2005 were ($1.7) million and ($3)
million, respectively, as compared to ($0.1) million and ($0.9), respectively, for the three and six months ended June
30, 2004. This translates to a Gross Margin of (266%) and (224%) for the three and six months ended June 30, 2005
as compared to a Gross Margin of (6%) and (46%), for the three and six months ended June 30, 2004, respectively.

The increased costs of goods sold is directly attributable to our preparation for increased production volumes.

Expenses for the three and six months ended June 30, 2005 reflect two full shifts of production and training for a
partial third shift. Initial prototyping costs for the new Z800 3DVisor were also recorded during the first half of
2005. Expenses for the three and six months ended June 30, 2004 represented staff required to run a single shift at
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relatively low throughput. During the first two quarters of 2005 we redesigned our operations to support what we
believe will be increased throughput in excess of 10 times year ago levels. While these changes were being
implemented, the majority of overhead and staff cost was directly expensed to cost of goods sold.

Operating Expenses

Research and Development. Research and development expenses included salaries, development materials and other
costs specifically allocated to the development of new products. Gross research and development expenses for the
three and six months ended June 30, 2005 were $1.1 million and $2 million, respectively, as compared to $76
thousand and $84 thousand, respectively, for the three and six months ended June 30, 2004. During the second half of
2004 we initiated two new design projects, the SXGA and the SVGA shrink, that are projected to yield future
microdisplay products. More detailed information on these projects can be found in our annual report, on Form
10KSB/A filed May 2, 2005. To accommodate these efforts our costs for the three and six months ended June 30,
2005 reflect expanded staff size and outsourced design services as compared to the three and six months ended June
30, 2004. We expect R&D expenses to remain fairly constant for the next four quarters as these projects are
completed and then to decline slightly through the end of 2006.

Selling, General and Administrative. Selling, general and administrative expenses consist principally of salaries and
fees for professional services, legal fees incurred in connection with patent filings and related matters, as well as other
marketing and administrative expenses. Selling, general and administrative expenses, for the three and six months
ended June 30, 2005 were $1.8 million and $3.1 million, respectively, as compared to $1.2 million and $1.9 million,
respectively, for the three and six months ended June 30, 2004. The $0.6 million and $1.2 million increases were
primarily due to an increase in staff and increased marketing expenses related to our new product launches and trade
show participation. We expect Sales, general and administrative expenses to remain relatively constant or to increase
slightly or to decline slightly over the next several quarters.

11
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Interest Income (expense). Interest income (expense) for the three and six months ending June 30, 2005 were $129
thousand and $147 thousand as compared to $8 thousand and ($5.1) million for the three and six months ended June
30, 2004. The ($5.1) million decrease in interest expense for the three months ended June 30, 2005 was attributable to
three factors recorded in 2004; (1) $3.18 million of non-cash charges related to the value of the warrants issued to
induce the holders of the $7.825 million in Notes to agree to an early conversion of the Notes into common stock, (2)
$1,598,325 in non-cash charges related to the remaining unamortized debt discount and beneficial conversion feature
associated with the aforementioned Notes, and (3) $74,637 in non-cash charges related to the write-off of the
remaining unamortized deferred financing costs.

Liquidity and Capital Resources
Current Financial Position
We have approximately $2.0 million in liabilities and $6.2 million in contractual obligations for a total of $8.2 million

as of June 30, 2005. The contractual obligations, along with the dates on which such payments are due, are described
below:

(In thousands) One Year More Than
Contractual Obligations Total or Less One Year
Operating leases $ 5569 $ 1,052 $ 4,517
Royalties 625 125 500
Capital leases 38 18 20
Total contractual obligations $ 6232 % 1,195 $ 5,037

At June 30, 2005 our working capital was $8.7 million and our cash balance was $5.9 million. We currently anticipate
that we will experience a material increase in sales if our new products meet with commercial success. As a result we
anticipate that working capital to facilitate higher accounts receivable and inventories will be a principal use of cash
through the end of 2005 and in 2006. We anticipate that our operating expenses will remain flat to slightly up over the
next several quarters and that they will also be one of the principal uses of our cash. We expect that that these
cash requirements over the next 12 months will be higher than $5.9 million and therefore will be met by
a combination of cash on hand, debt, additional financing, exercising of outstanding options and warrants, and
revenues generated by operations, though there is no guarantee that these sources of capital will be available or
sufficient. If they are not we will have to materially reduce our expenses which would likely have a negative impact
on executing our business plans and achieving our projected revenue growth.

We have received purchase agreements for approximately $28 million for our products to be delivered now through
2007. Scheduled deliveries against our purchase agreements and other customer requirements are subject to
change depending on a number of factors including, our production capacity, our customers' production timing of
related systems into which they are integrating our products and their other supplier schedules, changes in
the expected procurement periods for military programs and the requirements of the individual agreements and
contracts that we have with our customers.

Our longer term cash requirements depend on numerous factors, including completion of our product
development activities, ability to continue to commercialize our products, timely market acceptance of our
products and our customers' products, and other factors. We expect to carefully devote capital resources to
continue these efforts.

EFFECT OF RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS

In November 2004, the FASB issued FAS No. 151, "An amendment of ARB No. 43, Chapter 4" This statement
amends the guidance in ARB No. 43, Chapter 4, "Inventory Pricing", to clarify the accounting for abnormal amounts
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of idle facility expense, freight, handling costs, and wasted material (spoilage). This Statement requires that those
items be recognized as current-period charges regardless of whether they meet the criterion of "so abnormal". In
addition, this statement requires that allocation of fixed production overheads to the costs of conversion be based on
the normal capacity of the production facilities. The statement is effective for fiscal years beginning after June 15,
2005 with early adoption permitted. eMagin is currently evaluating the requirements and impact of FAS No. 151, but
at this point does not believe the adoption will have a material impact on its financial position, cash flows or results of
operations.

FASB Statement 123R (Revision 2004), "Share-Based Payment", was issued in December 2004 and is effective for
reporting periods beginning after December 31, 2005. The new statement requires all share-based payments to
employees to be recognized in the financial statements based on their fair values. The Company currently accounts for
its share-based payments to employees under the intrinsic value method of accounting set forth in Accounting
Principles Board Opinion No. 25, "Accounting for Stock Issues to Employees". Additionally, the Company complies
with the stock-based employer compensation disclosure requirements of SFAS No. 148, "Accounting for Stock-Based
Compensation - Transition and Disclosure, an amendment of FASB Statement No. 123". The Company will adopt the
new statement in its financial statements for the quarter ending March 31, 2006.

Factors Which May Affect Future Results

In evaluating our business, prospective investors and shareholders should carefully consider the risks factors, any of
which could have a material adverse impact on our business, operating results and financial condition and result in a
complete loss of your investment.

Risks Related To Our Financial Results

WE HAVE A HISTORY OF LOSSES SINCE OUR INCEPTION AND MAY INCUR LOSSES FOR THE
FORESEEABLE FUTURE.

Accumulated losses excluding non-cash transactions as of June 30, 2005, were $55 million and acquisition related
non-cash transactions were $102 million, which resulted in an accumulated deficit of $157 million, the majority of
which was related to the March 2000 merger and the subsequent write-down of our goodwill. The non-cash losses
were dominated by the amortization and write-down of goodwill and purchased intangibles and write-down of
acquired in process research and development related to the March 2000 acquisition, and also included some non-cash
stock-based compensation. We have not yet achieved profitability and we can give no assurances that we will achieve
profitability within the foreseeable future as we fund operating and capital expenditures in areas such as establishment
and expansion of markets, sales and marketing, operating equipment and research and development. We cannot assure
investors that we will ever achieve or sustain profitability or that our operating losses will not increase in the future.

WE MAY NOT BE ABLE TO EXECUTE OUR BUSINESS PLAN AND MAY NOT GENERATE CASH
FROM OPERATIONS

In the event that cash flow from operations is less than anticipated and we are unable to secure additional funding to
cover our expenses, in order to preserve cash, we would be required to reduce expenditures and effect reductions in
our corporate infrastructure, either of which could have a material adverse effect on our ability to continue our current
level of operations. To the extent that operating expenses increase or we need additional funds to make acquisitions,
develop new technologies or acquire strategic assets, the need for additional funding may be accelerated and there can
be no assurances that any such additional funding can be obtained on terms acceptable to us, if at all. If we were not
able to generate sufficient capital, either from operations or through additional debt or equity financing, to fund our
current operations, we would be forced to significantly reduce or delay our plans for continued research and
development and expansion. This could significantly reduce the value of our securities.
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RISKS RELATED TO MANUFACTURING

THE MANUFACTURE OF OLED-ON-SILICON IS NEW AND OLED MICRODISPLAYS HAVE NOT
BEEN PRODUCED IN SIGNIFICANT QUANTITIES.

If we are unable to produce our products in sufficient quantity, we will be unable to meet our customer’s time
requirements and would have difficulties in attracting new customers. In addition, we cannot assure you that once we
commence volume production we will attain yields at high throughput that will result in profitable gross margins or
that we will not experience manufacturing problems which could result in delays in delivery of orders or product
introductions.

WE ARE DEPENDENT ON A SINGLE MANUFACTURING LINE.

We initially expect to manufacture our products on a single manufacturing line. If we experience any significant
disruption in the operation of our manufacturing facility or a serious failure of a critical piece of equipment, we may
be unable to supply microdisplays to our customers. For this reason, some OEMs may also be reluctant to commit a
broad line of products to our microdisplays without a second production facility in place. Interruptions in our
manufacturing could be caused by manufacturing equipment problems, the introduction of new equipment into the
manufacturing process or delays in the delivery of new manufacturing equipment. Lead-time for delivery of
manufacturing equipment can be extensive. No assurance can be given that we will not lose potential sales or be
unable to meet production orders due to production interruptions in our manufacturing line. In order to meet the
requirements of certain OEMs for multiple manufacturing sites, we will have to expend capital to secure additional
sites and may not be able to manage multiple sites successfully.

WE EXPECT TO DEPEND ON SEMICONDUCTOR CONTRACT MANUFACTURERS TO SUPPLY OUR
SILICON INTEGRATED CIRCUITS AND OTHER SUPPLIERS OF KEY COMPONENTS, MATERIALS
AND SERVICES.

We do not manufacture the silicon integrated circuits on which we incorporate our OLED technology. Instead, we
expect to provide the design layouts to semiconductor contract manufacturers who will manufacture the integrated
circuits on silicon wafers. We also expect to depend on suppliers of a variety of other components and services,
including circuit boards, graphic integrated circuits, passive components, materials and chemicals, and equipment
support. Our inability to obtain sufficient quantities of high quality silicon integrated circuits or other necessary
components, materials or services on a timely basis could result in manufacturing delays, increased costs and
ultimately in reduced or delayed sales or lost orders which could materially and adversely affect our operating results.

RISKS RELATED TO OUR INTELLECTUAL PROPERTY

We rely on our license agreement with Eastman Kodak for the development of our products, and the termination of
this license, Eastman Kodak's licensing of its OLED technology to others for microdisplay applications, or the
sublicensing by Eastman Kodak of our OLED technology to third parties, could have a material adverse impact on our
business.

12
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Our principal products under development utilize OLED technology that we license from Eastman Kodak. We rely
upon Eastman Kodak to protect and enforce key patents held by them, relating to OLED display technology. Eastman
Kodak's patents expire at various times in the future. Our license with Eastman Kodak could terminate if we fail to
perform any material term or covenant under the license agreement. Since our license from Eastman Kodak is
non-exclusive, Eastman Kodak could also elect to become a competitor itself or to license OLED technology for
microdisplay applications to others who have the potential to compete with us. The occurrence of any of these events
could have a material adverse impact on our business.

WE MAY NOT BE SUCCESSFUL IN PROTECTING OUR INTELLECTUAL PROPERTY AND
PROPRIETARY RIGHTS.

We rely on a combination of patents, trade secret protection, licensing agreements and other arrangements to establish
and protect our proprietary technologies. If we fail to successfully enforce our intellectual property rights, our
competitive position could suffer, which could harm our operating results. Patents may not be issued for our current
patent applications, third parties may challenge, invalidate or circumvent any patent issued to us, unauthorized parties
could obtain and use information that we regard as proprietary despite our efforts to protect our proprietary rights,
rights granted under patents issued to us may not afford us any competitive advantage, others may independently
develop similar technology or design around our patents, our technology may be available to licensees of Eastman
Kodak, and protection of our intellectual property rights may be limited in certain foreign countries. We may be
required to expend significant resources to monitor and police our intellectual property rights. Any future
infringement or other claims or prosecutions related to our intellectual property could have a material adverse effect
on our business. Any such claims, with or without merit, could be time consuming to defend, result in costly litigation,
divert management's attention and resources, or require us to enter into royalty or licensing agreements. Such royalty
or licensing agreements, if required, may not be available on terms acceptable to us, if at all. Protection of intellectual
property has historically been a large yearly expense for eMagin. We have not been in a financial position to properly
protect all of our intellectual property, and may not be in a position to properly protect our position or stay ahead of
competition in new research and the protecting of the resulting intellectual property.

RISKS RELATED TO THE MICRODISPLAY INDUSTRY

THE COMMERCIAL SUCCESS OF THE MICRODISPLAY INDUSTRY DEPENDS ON THE
WIDESPREAD MARKET ACCEPTANCE OF MICRODISPLAY SYSTEMS PRODUCTS.

The market for microdisplays is emerging. Our success will depend on consumer acceptance of microdisplays as well
as the success of the commercialization of the microdisplay market. As an OEM supplier, our customer's products
must also be well accepted. At present, it is difficult to assess or predict with any assurance the potential size, timing
and viability of market opportunities for our technology in this market. The viewfinder microdisplay market sector is
well established with entrenched competitors with whom we must compete.

THE MICRODISPLAY SYSTEMS BUSINESS IS INTENSELY COMPETITIVE.

We do business in intensely competitive markets that are characterized by rapid technological change, changes in
market requirements and competition from both other suppliers and our potential OEM customers. Such markets are
typically characterized by price erosion. This intense competition could result in pricing pressures, lower sales,
reduced margins, and lower market share. Our ability to compete successfully will depend on a number of factors,
both within and outside our control. We expect these factors to include the following:

- our success in designing, manufacturing and delivering expected new products, including those implementing
new technologies on a timely basis;
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our success in designing, manufacturing and delivering expected new products, including those implementing
new technologies on a timely basis;

- our ability to address the needs of our customers and the quality of our customer services;

- the quality, performance, reliability, features, ease of use and pricing of our products;

- successful expansion of our manufacturing capabilities;

- our efficiency of production, and ability to manufacture and ship products on time;

- the rate at which original equipment manufacturing customers incorporate our product solutions into their own

products;

- the market acceptance of our customers' products; and

- product or technology introductions by our competitors.

13
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Our competitive position could be damaged if one or more potential OEM customers decide to manufacture their own
microdisplays, using OLED or alternate technologies. In addition, our customers may be reluctant to rely on a
relatively small company such as eMagin for a critical component. We cannot assure you that we will be able to
compete successfully against current and future competition, and the failure to do so would have a materially adverse
effect upon our business, operating results and financial condition.

THE DISPLAY INDUSTRY IS CYCLICAL.

The display industry is characterized by fabrication facilities that require large capital expenditures and long lead
times for supplies and the subsequent processing time, leading to frequent mismatches between supply and demand.
The OLED microdisplay sector may experience overcapacity if and when all of the facilities presently in the planning
stage come on line leading to a difficult market in which to sell our products.

COMPETING PRODUCTS MAY GET TO MARKET SOONER THAN OURS.

Our competitors are investing substantial resources in the development and manufacture of microdisplay systems
using alternative technologies such as reflective liquid crystal displays
(LCDs), LCD-on-Silicon ("LCOS") microdisplays, active matrix electroluminescence and scanning image systems,
and transmissive active matrix LCDs.

OUR COMPETITORS HAVE MANY ADVANTAGES OVER US.

As the microdisplay market develops, we expect to experience intense competition from numerous domestic and
foreign companies including well-established corporations possessing worldwide manufacturing and production
facilities, greater name recognition, larger retail bases and significantly greater financial, technical, and marketing
resources than us, as well as from emerging companies attempting to obtain a share of the various markets in which
our microdisplay products have the potential to compete.

OUR PRODUCTS ARE SUBJECT TO LENGTHY OEM DEVELOPMENT PERIODS.

We plan to sell most of our microdisplays and related products to OEMs who will incorporate them into or with
products they sell. OEMs determine during their product development phase whether they will incorporate our
products. The time elapsed between initial sampling of our products by OEMs, the custom design of our products to
meet specific OEM product requirements, and the ultimate incorporation of our products into OEM consumer
products is significant. If our products fail to meet our OEM customers' cost, performance or technical requirements or
if unexpected technical challenges arise in the integration of our products into OEM consumer products, our operating
results could be significantly and adversely affected. Long delays in achieving customer qualification and
incorporation of our products could adversely affect our business.

OUR PRODUCTS WILL LIKELY EXPERIENCE RAPIDLY DECLINING UNIT PRICES.

In the markets in which we expect to compete, prices of established products tend to decline significantly over time. In
order to maintain our profit margins over the long term, we anticipate that we will need to continuously develop
product enhancements and new technologies that will either slow price declines of our products or reduce the cost of
producing and delivering our products. While we anticipate many opportunities to reduce production costs over time,
there can be no assurance that these cost reduction plans will be time, there can be no assurance that these cost
reduction plans will be successful. We may also attempt to offset the anticipated decrease in our average selling price
by introducing new products, increasing our sales volumes or adjusting our product mix. If we fail to do so, our results
of operations would be materially and adversely affected.

RISKS RELATED TO OUR BUSINESS
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OUR SUCCESS DEPENDS ON ATTRACTING AND RETAINING HIGHLY SKILLED AND QUALIFIED
TECHNICAL AND CONSULTING PERSONNEL.

We must hire highly skilled technical personnel as employees and as independent contractors in order to develop our
products. The competition for skilled technical employees is intense and we may not be able to retain or recruit such
personnel. We must compete with companies that possess greater financial and other resources than we do, and that
may be more attractive to potential employees and contractors. To be competitive, we may have to increase the
compensation, bonuses, stock options and other fringe benefits offered to employees in order to attract and retain such
personnel. The costs of retaining or attracting new personnel may have a materially adverse affect on our business and
our operating results. In addition, difficulties in hiring and retaining technical personnel could delay the
implementation of our business plan.

OUR SUCCESS DEPENDS IN A LARGE PART ON THE CONTINUING SERVICE OF KEY PERSONNEL.

Changes in management could have an adverse effect on our business. We are dependent upon the active participation
of several key management personnel, including Gary W. Jones, our chief executive officer. We will also need to
recruit additional management in order to expand according to our business plan. The failure to attract and retain
additional management or personnel could have a material adverse effect on our operating results and financial
performance.
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OUR BUSINESS DEPENDS ON NEW PRODUCTS AND TECHNOLOGIES.

The market for our products is characterized by rapid changes in product, design and manufacturing process
technologies. Our success depends to a large extent on our ability to develop and manufacture new products and
technologies to match the varying requirements of different customers in order to establish a competitive position and
become profitable. Furthermore, we must adopt our products and processes to technological changes and emerging
industry standards and practices on a cost-effective and timely basis. Our failure to accomplish any of the above could
harm our business and operating results.

WE GENERALLY DO NOT HAVE LONG-TERM CONTRACTS WITH OUR CUSTOMERS.

Our business is operated on the basis of short-term purchase orders and we cannot guarantee that we will be able to
obtain long-term contracts for some time. Our current purchase agreements can be cancelled or revised without
penalty, depending on the circumstances. In the absence of a backlog of orders that can only be canceled with penalty,
we plan production on the basis of internally generated forecasts of demand, which makes it difficult to accurately
forecast revenues. If we fail to accurately forecast operating results, our business may suffer and the value of your
investment in the Company may decline.

OUR BUSINESS STRATEGY MAY FAIL IF WE CANNOT CONTINUE TO FORM STRATEGIC
RELATIONSHIPS WITH COMPANIES THAT MANUFACTURE AND USE PRODUCTS THAT COULD
INCORPORATE OUR OLED-ON-SILICON TECHNOLOGY.

Our prospects will be significantly affected by our ability to develop strategic alliances with OEMs for incorporation
of our OLED-on-silicon technology into their products. While we intend to continue to establish strategic
relationships with manufacturers of electronic consumer products, personal computers, chipmakers, lens makers,
equipment makers, material suppliers and/or systems assemblers, there is no assurance that we will be able to continue
to establish and maintain strategic relationships on commercially acceptable terms, or that the alliances we do enter in
to will realize their objectives. Failure to do so would have a material adverse effect on our business.

OUR BUSINESS DEPENDS TO SOME EXTENT ON INTERNATIONAL TRANSACTIONS.

We purchase needed materials from companies located abroad and may be adversely affected by political and
currency risk, as well as the additional costs of doing business with a foreign entity. Some customers in other
countries have longer receivable periods or warranty periods. In addition, many of the OEMs that are the most likely
long-term purchasers of our microdisplays are located abroad exposing us to additional political and currency risk. We
may find it necessary to locate manufacturing facilities abroad to be closer to our customers which could expose us
to additional risks, including management of a multi-national organization, the complexities of complying with
foreign laws and customs, political instability and the complexities of taxation in multiple jurisdictions.

OUR BUSINESS DEPENDS ON NEW PRODUCTS AND TECHNOLOGIES.

The market for our products is characterized by rapid changes in product, design and manufacturing process
technologies. Our success depends to a large extent on our ability to develop and manufacture new products and
technologies to match the varying requirements of different customers in order to establish a competitive position and
become profitable. Furthermore, we must adopt our products and processes to technological changes and emerging
industry standards and practices on a cost-effective and timely basis. Our failure to accomplish any of the above could
harm our business and operating results.

WE GENERALLY DO NOT HAVE LONG-TERM CONTRACTS WITH OUR CUSTOMERS.
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Our business is operated on the basis of short-term purchase orders and we cannot guarantee that we will be able to
obtain long-term contracts for some time. Our current purchase agreements can be cancelled or revised without
penalty, depending on the circumstances. In the absence of a backlog of orders that can only be canceled with penalty,
we plan production on the basis of internally generated forecasts of demand, which makes it difficult to accurately
forecast revenues. If we fail to accurately forecast operating results, our business may suffer and the value of your
investment in the Company may decline.

OUR BUSINESS STRATEGY MAY FAIL IF WE CANNOT CONTINUE TO FORM STRATEGIC
RELATIONSHIPS WITH COMPANIES THAT MANUFACTURE AND USE PRODUCTS THAT COULD
INCORPORATE OUR OLED-ON-SILICON TECHNOLOGY.

Our prospects will be significantly affected by our ability to develop strategic alliances with OEMs for incorporation
of our OLED-on-silicon technology into their products. While we intend to continue to establish strategic
relationships with manufacturers of electronic consumer products, personal computers, chipmakers, lens makers,
equipment makers, material suppliers and/or systems assemblers, there is no assurance that we will be able to continue
to establish and maintain strategic relationships on commercially acceptable terms, or that the alliances we do enter in
to will realize their objectives. Failure to do so would have a material adverse effect on our business.

OUR BUSINESS DEPENDS TO SOME EXTENT ON INTERNATIONAL TRANSACTIONS.

We purchase needed materials from companies located abroad and may be adversely affected by political and
currency risk, as well as the additional costs of doing business with a foreign entity. Some customers in other
countries have longer receivable periods or warranty periods. In addition, many of the OEMs that are the most likely
long-term purchasers of our microdisplays are located abroad exposing us to additional political and currency risk. We
may find it necessary to locate manufacturing facilities abroad to be closer to our customers which could expose us
to additional risks, including management of a multi-national organization, the complexities of complying with
foreign laws and customs, political instability and the complexities of taxation in multiple jurisdictions.
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WE HAVE A STAGGERED BOARD OF DIRECTORS AND OTHER ANTI-TAKEOVER PROVISIONS,
WHICH COULD INHIBIT POTENTIAL INVESTORS OR DELAY OR PREVENT A CHANGE OF
CONTROL THAT MAY FAVOR YOU.

Our Board of Directors is divided into three classes and our Board members are elected for terms that are staggered.
This could discourage the efforts by others to obtain control of the company. Some of the provisions of our certificate
of incorporation, our bylaws and Delaware law could, together or separately, discourage potential acquisition
proposals or delay or prevent a change in control. In particular, our board of directors is authorized to issue up to
10,000,000 shares of preferred stock (less any outstanding shares of preferred stock) with rights and privileges that
might be senior to our common stock, without the consent of the holders of the common stock.

Item 3. Quantitative and Qualitative Disclosures About Market Risk.

We did not have material exposure to market risk from derivatives or other financial instruments as of June 30, 2005,
and we do not expect any significant effect on our results of operations from interest rate and foreign currency
fluctuations.

Item 4. Controls and Procedures.

(a) Evaluation of Disclosure Controls and Procedures. As of the end of the period covered by this report, we
conducted an evaluation, under the supervision and with the participation of our chief executive officer and chief
financial officer of our disclosure controls and procedures (as defined in Rule 13a-15(e) and Rule 15d-15(e) of the
Exchange Act). Based upon this evaluation, our chief executive officer and chief financial officer concluded that our
disclosure controls and procedures are effective to ensure that information required to be disclosed by us in the reports
that we file or submit under the Exchange Act is recorded, processed, summarized and reported, within the time
periods specified in the Commission's rules and forms.

(b) Changes in internal controls. There was no change in our internal controls or in other factors that could affect these

controls during our last fiscal quarter that has materially affected, or is reasonably likely to materially affect, our
internal control over financial reporting.
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PART II - OTHER INFORMATION

Item 1. Legal Proceedings.

The Company is party to certain legal proceedings arising in the ordinary course of business. In the opinion of
management, the outcome of such legal matters will not have a material adverse effect on the Company's results of
operations or financial position.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds.

The Company issued 505,000 options that have common shares underlying. The Company will realize no proceeds
from the exercise of these options.

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
NUMBER DESCRIPTION

311 Certification by Chief Executive Officer pursuant to
) Sarbanes Oxley Section 302

312 Certification by Chief Financial Officer pursuant to
) Sarbanes Oxley Section 302

301 Certification by Chief Executive Officer pursuant to 18
) U.S. C. Section 1350

322 Certification by Chief Financial Officer pursuant to 18
) U.S. C. Section 1350
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SIGNATURES

In accordance with Section 13 or 15(d) of the Exchange Act, the registrant caused this report to be signed on its behalf
by the undersigned, thereunto duly authorized.

EMAGIN CORPORATION

Date: November 2, 2005 By: /s/ Gary Jones

Gary Jones

CHIEF EXECUTIVE OFFICER, PRESIDENT

Date: November 2, 2005 By: /s/ John Atherly

John Atherly
CHIEF FINANCIAL OFFICER
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