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If any of the securities being registered on this Form are to be offered on a
delayed or continuous basis pursuant to Rule 415 under the Securities Act of
1933, other than securities offered only in connection with dividend or interest
reinvestment plans, check the following box. [X]

If this form is a post-effective amendment filed pursuant to Rule 462 (c) under
the Securities Act, check the following box and list the Securities Act
registration statement number of the earlier effective registration statement
for the same offering. [_]

If this form is a post-effective amendment filed pursuant to Rule 462 (d) under
the Securities Act, check the following box and list the Securities Act
registration statement number of the earlier effective registration statement
for the same offering. [_]

If delivery of the prospectus is expected to be made pursuant to Rule 434,
please check the following box. [_]

The Registrant hereby amends this Registration Statement on such date or dates
as may be necessary to delay its effective date until the Registrant shall file
a further amendment which specifically states that this Registration Statement
shall thereafter become effective in accordance with Section 8(a) of the
Securities Act of 1933 or until the Registration Statement shall become
effective on such date as the Commission, acting pursuant to said Section 8 (a),
may determine.

SUBJECT TO COMPLETION, DATED APRIL 3, 2006.

The information in this prospectus is not complete and may be changed. We may
not sell these securities until the registration statement filed with the
Securities and Exchange Commission is effective. This prospectus 1is not an offer
to sell these securities and we are not soliciting offers to buy these
securities in any state where the offer or sale is not permitted.

SECOND AMENDED
PROSPECTUS
NEOPROBE CORPORATION
21,817,257 Shares of Common Stock

This prospectus relates to the sale of up to 21,817,257 shares of our common
stock by persons who have purchased shares of our common stock or who may
purchase shares of our common stock through the conversion of debt or the
exercise of warrants as more fully described herein. The aforementioned persons
are sometimes referred to in this prospectus as the selling stockholders. The
prices at which the selling stockholders may sell the shares will be determined
by the prevailing market price for the shares or in negotiated transactions. We
will not receive proceeds from the sale of our shares by the selling
stockholders.
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Our common stock is quoted on the Nasdag Over-The-Counter Bulletin Board under
the symbol NEOP. On March 31, 2006, the last reported sale price for our common
stock as reported on the Nasdag Over-The-Counter Bulletin Board was $0.29 per
share.

FEach selling stockholder may be considered an "underwriter" within the meaning
of the Securities Act of 1933, as amended.

THE SECURITIES OFFERED IN THIS PROSPECTUS INVOLVE A HIGH DEGREE OF RISK. YOU
SHOULD CONSIDER THE RISK FACTORS BEGINNING ON PAGE 4 BEFORE PURCHASING OUR
COMMON STOCK.

Neither the Securities and Exchange Commission nor any state securities
commission has approved or disapproved of these securities or passed upon the
adequacy or accuracy of this prospectus. Any representation to the contrary is a
criminal offense.

The date of this prospectus is [April __, 2006.]
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Unless otherwise specified, the information in this prospectus is set forth as
of March 15, 2006, and we anticipate that changes in our affairs will occur
after such date. We have not authorized any person to give any information or to
make any representations, other than as contained in this prospectus, in
connection with the offer contained in this prospectus. If any person gives you
any information or makes representations in connection with this offer, do not
rely on it as information we have authorized. This prospectus is not an offer to
sell our common stock in any state or other jurisdiction to any person to whom
it is unlawful to make such offer.
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PROSPECTUS SUMMARY

The following summary highlights selected information from this prospectus and
may not contain all the information that is important to you. To understand our
business and this offering fully, you should read this entire prospectus
carefully, including the financial statements and the related notes beginning on
page F-1. When we refer in this prospectus to the "company," "we," "us," and
"our," we mean Neoprobe Corporation, a Delaware corporation, together with our
subsidiaries. This prospectus contains forward-looking statements and
information relating to Neoprobe Corporation. See Cautionary Note Regarding
Forward Looking Statements on page 14.

Our Company

We are a biomedical company that develops and commercializes innovative products
that enhance patient care and improve patient outcome by meeting the critical
intraoperative diagnostic information needs of physicians and therapeutic
treatment needs of patients. We were originally incorporated in Ohio in 1983 and
reincorporated in Delaware in 1988. Our executive offices are located at 425
Metro Place North, Suite 300, Dublin, Ohio 43017. Our telephone number is (614)
793-7500.

From our inception through 1998, we devoted substantially all of our efforts and
resources to the research and clinical development of radiopharmaceutical and
medical device technologies related to the intraoperative diagnosis and
treatment of cancers, including our proprietary radioimmunoguided surgery
(RIGS(R)) technology. At that point, an evaluation of the status of the
regulatory pathway for our RIGS products coupled with our limited financial
resources caused us to suspend development activities related to our
radiopharmaceutical business and to retrench our organization to focus on our
medical device business. After achieving profitability in 2000 following this
retrenchment, we set out on a strategy to expand our medical device portfolio
outside the cancer field. In December 2001, we took a major step in executing
this strategy with the acquisition of Biosonix Ltd., a private Israeli company
limited by shares, which we subsequently renamed Cardiosonix Ltd. (Cardiosonix).

Cardiosonix is commercializing the Quantix(R) line of blood flow measurement
devices for a variety of diagnostic and surgical applications in the cardiac and
vascular management arena. The decision to expand beyond our product focus on
oncology was based on our belief that the Cardiosonix products would diversify
the markets we address. We believe the Cardiosonix product line has significant
market potential and a path of market adoption similar to our gamma detection
devices, but one that also has significant operational synergies in development,
regulation and manufacturing to that of our gamma devices.

In addition, although our strategic focus expanded to include cardiac and
vascular blood flow management, we continued to look for other avenues to
reinvigorate our radiopharmaceutical development. During 2004, our efforts
resulted in a number of positive events that caused us to take steps to
re—activate development of our radiopharmaceutical and therapeutic initiatives.
As a result, we now have two of our radiopharmaceutical products, LymphoseekTM
and RIGScan(R) CR, on the verge of entering Phase II and Phase III, and Phase
IIT clinical trials, respectively. In early 2005, we also formed a new
subsidiary, Cira Biosciences, Inc. (Cira Bio), to evaluate the current market
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opportunities for another technology platform, activated cellular therapy (ACT).
Our unique virtual business model combines revenue generation from medical
devices with the capital infusions we received in late 2004 to allow us to fund
Lymphoseek development while we look for a development partner to assist us in
the final clinical and commercial development for RIGScan CR and to evaluate the
commercial opportunities for ACT.

The Offering

During April 2003, we completed a bridge loan agreement with our President and
CEO, David Bupp. Under the terms of the agreement, Mr. Bupp advanced us
$250,000. In consideration for the loan, we issued a note to Mr. Bupp in the
principal amount of $250,000. The note was secured by general assets of the
company, excluding accounts receivable. In addition, we issued Mr. Bupp 375,000
warrants to purchase our common stock at an exercise price of $0.13 per share,
expiring in April 2008. The note bore interest at 8.5% per annum, payable
monthly, and was originally due on June 30, 2004. On March 8, 2004, at the
request of the Board of Directors, Mr. Bupp agreed to extend the due date of the
note from June 30, 2004 to June 30, 2005. In exchange for extending the due date
of the note, we issued Mr. Bupp an additional 375,000 warrants to purchase our
common stock at an exercise price of $0.50 per share, expiring in March 2009. On
December 13, 2004, we repaid the balance of the note to Mr. Bupp. This
prospectus covers the resale of the original 375,000 shares of common stock
issuable pursuant to the warrants granted to Mr. Bupp in April 2003.

During April 2003, we also completed a convertible bridge loan agreement with
Donald E. Garlikov for an additional $250,000. In consideration for the loan, we
issued a note to Mr. Garlikov in the principal amount of $250,000. The note was
secured by general assets of the company, excluding accounts receivable. In
addition, we issued Mr. Garlikov 500,000 warrants to purchase our common stock
at an exercise price of $0.13 per share, expiring in April 2008. Under the terms
of the agreement, the note bore interest at 9.5% per annum, payable monthly, and
was due on June 30, 2004. During January 2004, Mr. Garlikov converted the entire
balance of the note into 1.1 million shares of common stock according to the
conversion terms of the agreement. Mr. Garlikov's 500,000 warrants remain
outstanding. This prospectus covers the resale of the shares of common stock
issued upon the conversion of the note and the 500,000 shares of common stock
issuable upon the exercise of the warrants granted to Mr. Garlikov.

During 2003, we engaged the services of two investment banking firms to assist
us in raising capital, Alberdale Capital, LLC (Alberdale) and Trautman Wasserman
& Company, Inc. (Trautman Wasserman). In exchange for Alberdale's services, we
paid them a monthly retainer of $10,000, half in cash and half in common stock,
and we agreed to pay them additional compensation upon the successful completion
of a private placement of our securities. We terminated the agreement with
Alberdale in September 2003, but issued them a total of 150,943 shares of common
stock in payment for one half of their retainer. In addition, warrants to
purchase 78,261 shares of our common stock were issued in exchange for their
assistance in arranging an accounts receivable financing transaction. The
warrants had an exercise price of $0.28 per share, and were exercised on a
cashless basis in exchange for 53,500 shares of our common stock in 2004. In
exchange for the services of Trautman Wasserman, we agreed to pay a retainer of
$10,000, payable in cash and common stock, and to pay further compensation upon
successful completion of a private placement. We issued Trautman Wasserman a
total of 27,199 shares of common stock in payment for one half of their
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retainer. The services of Trautman Wasserman were terminated in September 2003.
This prospectus covers the resale of these shares and the shares of common stock
issuable pursuant to the warrants. The warrants have an exercise price of $0.28
per share.

In November 2003, we executed common stock purchase agreements with third
parties introduced to us by a third investment banking firm, Rockwood, Inc., for
the purchase of 12,173,914 shares of our common stock at a price of $0.23 per
share for net proceeds of $2.4 million. In addition, we issued the purchasers
warrants to purchase 6,086,959 shares of common stock at an exercise price of
$0.28 per share, expiring in October 2008, and issued the placement agents
warrants to purchase 1,354,348 shares of our common stock on similar terms.
During 2004, the warrant holders exercised a total of 3,230,066 warrants in
exchange for 3,197,854 shares of our common stock. Of the warrants exercised in
2004, 3,134,783 were exercised in exchange for 3,134,783 shares of our common
stock resulting in net proceeds of $871,398. The remaining 95,283 warrants
exercised in 2004 were exercised on a cashless basis in exchange for 63,071
shares of our common stock. During the first quarter of 2005, certain investors
and placement agents exercised a total of 206,865 warrants and we realized
proceeds of $57,922. This prospectus covers the resale of the 12,173,914 shares
of common stock purchased by the purchasers and the 7,441,307 shares of common
stock issuable pursuant to the warrants granted to the purchasers and the
placement agents and their assignees.

An investment in our common stock is highly speculative and involves a high
degree of risk. See Risk Factors beginning on page 4.

RISK FACTORS

An investment in our common stock is highly speculative, involves a high degree
of risk, and should be made only by investors who can afford a complete loss.
You should carefully consider the following risk factors, together with the
other information in this prospectus, including our financial statements and the
related notes, before you decide to buy our common stock. Our most significant
risks and uncertainties are described below; however, they are not the only
risks we face. If any of the following risks actually occur, our business,
financial condition, or results of operations could be materially adversely
affected, the trading of our common stock could decline, and you may lose all or
part of your investment therein.

We have suffered significant operating losses for several years in our history
and we may not be able to again achieve profitability.

We had an accumulated deficit of approximately $131 million as of December 31,
2005. Although we were profitable in 2000 and in 2001, we incurred substantial
losses in the years prior to that, and in 2002 through 2005. The deficit
resulted because we expended more money in the course of researching, developing
and enhancing our technology and products and establishing our marketing and
administrative organizations than we generated in revenues. We expect to
continue to incur significant operating expenses in the foreseeable future,
primarily related to the completion of development and commercialization of the
Cardiosonix product line but also potentially related to RIGS and Lymphoseek. As
a result, we are sustaining substantial operating and net losses, and it is
possible that we will never be able to sustain or develop the revenue levels
necessary to again attain profitability.
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Our products and product candidates may not achieve the broad market acceptance
they need in order to be a commercial success.

Widespread use of our gamma detection devices is currently limited to a surgical
procedure (ILM) used in the treatment and diagnosis of two primary types of
cancer: melanoma and breast cancer. The success of our gamma detection devices
greatly depends on the medical community's ongoing adoption of ILM, and on our
devices for use in ILM, as a reliable, safe and cost effective alternative to
current treatments and procedures. The adoption rate for ILM appears to be
leveling off and may not meet our growth expectations. Although we continue to
believe that ILM has significant advantages over other currently competing
procedures, broad-based clinical adoption of ILM will likely not occur until
after the completion of ongoing international trials related to breast cancer.
Even if the results of these trials are positive, we cannot assure you that ILM
will attain rapid and widespread acceptance. Our efforts and those of our
marketing and distribution partners may not result in significant demand for our
products, and the current demand for our products may decline.

Our future success now also greatly depends on the success of the Cardiosonix
product line. Cardiosonix' products are just beginning to be marketed
commercially. The market for these products is in an early stage of development
and may never fully develop as we expect. The long-term commercial success of
the Cardiosonix product line will require widespread acceptance of our products
as safe, efficient and cost-effective. Widespread acceptance would represent a
significant change in current medical practice patterns. Other cardiac
monitoring procedures, such as pulmonary artery catheterization, are generally
accepted in the medical community and have a long standard of use. It is
possible that the Cardiosonix product line will never achieve the broad market
acceptance necessary to become a commercial success.

Our radiopharmaceutical product candidates are still in the process of
development, and even if we are successful in commercializing them, we cannot
assure you that they will obtain significant market acceptance.

Clinical trials for our radiopharmaceutical product candidates will be lengthy
and expensive and their outcome is uncertain.

Before obtaining regulatory approval for the commercial sale of any product
candidates, we must demonstrate through preclinical testing and clinical trials
that our product candidates are safe and effective for use in humans. Conducting
clinical trials is a time consuming, expensive and uncertain process and may
take years to complete. Our most advanced product candidates, Lymphoseek and
RIGScan CR are preparing to enter the Phase III stage of clinical trials.
Historically, the results from preclinical testing and early clinical trials
have often not been predictive of results obtained in later clinical trials.
Frequently, drugs that have shown promising results in preclinical or early
clinical trials subsequently fail to establish sufficient safety and efficacy
data necessary to obtain regulatory approval. At any time during the clinical
trials, we, our collaborative partners or FDA might delay or halt any clinical
trials for our product candidates for various reasons, including:

o ineffectiveness of the product candidate;
discovery of unacceptable toxicities or side effects;
o development of disease resistance or other physiological factors; o

o
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delays in patient enrollment; or
o other reasons that are internal to the businesses of our potential
collaborative partners, which reasons they may not share with us.

The results of the clinical trials may fail to demonstrate the safety or
effectiveness of our product candidates to the extent necessary to obtain
regulatory approval or such that commercialization of our product candidates 1is
worthwhile. Any failure or substantial delay in successfully completing clinical
trials and obtaining regulatory approval for our product candidates could
severely harm our business.

If we fail to obtain collaborative partners, or those we obtain fail to perform
their obligations or discontinue clinical trials for particular product
candidates, our ability to develop and market potential products could be
severely limited.

Our strategy for the development and commercialization of our product candidates
depends, in large part, upon the formation of collaborative arrangements.
Collaborations may allow us to:

o generate cash flow and revenue;

o offset some of the costs associated with our internal research and
development, preclinical testing, clinical trials and manufacturing;

o seek and obtain regulatory approvals faster than we could on our
own; and,

o successfully commercialize existing and future product candidates.

We do not currently have collaborative agreements covering Lymphoseek or RIGScan
CR. We cannot assure you that we will be successful in securing collaborative
partners, or that we will be able to negotiate acceptable terms for such
arrangements. The development, regulatory approval and commercialization of our
product candidates will depend substantially on the efforts of collaborative
partners, and if we fail to secure or maintain successful collaborative
arrangements, or if our partners fail to perform their obligations, our
development, regulatory, manufacturing and marketing activities may be delayed,
scaled back or suspended.

We rely on third parties for the worldwide marketing and distribution of our
gamma detection and blood flow measurement devices, who may not be successful in
selling our products.

We currently distribute our gamma detection devices in most global markets
through two partners who are solely responsible for marketing and distributing
these products. The partners assume direct responsibility for business risks
related to credit, currency exchange, foreign tax laws or tariff and trade
regulation. Our blood flow products are marketed and sold in the U.S. and a
number of foreign markets through other distribution partners specific to those
markets. Further, our Quantix line of blood flow products has only recently been
introduced, and we have only limited experience in marketing or selling these
devices. While we believe that our distribution partners intend to continue to
aggressively market our products, we cannot assure you that the distribution
partners will succeed in marketing our products on a global basis. We may not be
able to maintain satisfactory arrangements with our marketing and distribution
partners, who may not devote adequate resources to selling our products. If this
happens, we may not be able to successfully market our products, which would
decrease our revenues.
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Our radiopharmaceutical product candidates are subject to extensive government
regulations and we may not be able to obtain necessary regulatory approvals.

We may not receive the regulatory approvals necessary to commercialize our
Lymphoseek and RIGScan product candidates, which could cause our business to be
severely harmed. Our product candidates are subject to extensive and rigorous
government regulation. FDA regulates, among other things, the development,
testing, manufacture, safety, record-keeping, labeling, storage, approval,
advertising, promotion, sale and distribution of pharmaceutical products. If our
potential products are marketed abroad, they will also be subject to extensive
regulation by foreign governments. None of our product candidates has been
approved for sale in the United States or any foreign market. The regulatory
review and approval process, which includes preclinical studies and clinical
trials of each product candidate, is lengthy, complex, expensive and uncertain.
Securing FDA approval requires the submission of extensive preclinical and
clinical data and supporting information to FDA for each indication to establish
the product candidate's safety and efficacy. Data obtained from preclinical and
clinical trials are susceptible to varying interpretation, which may delay,
limit or prevent regulatory approval. The approval process may take many years
to complete and may involve ongoing requirements for post-marketing studies. In
light of the limited regulatory history of monoclonal antibody-based
therapeutics, regulatory approvals for our products may not be obtained without
lengthy delays, if at all. Any FDA or other regulatory approvals of our product
candidates, once obtained, may be withdrawn. The effect of government regulation
may be to:

o delay marketing of potential products for a considerable period of
time;

o limit the indicated uses for which potential products may be
marketed;

o impose costly requirements on our activities; and

o provide competitive advantage to other pharmaceutical and

biotechnology companies.

We may encounter delays or rejections in the regulatory approval process because
of additional government regulation from future legislation or administrative
action or changes in FDA policy during the period of product development,
clinical trials and FDA regulatory review. Failure to comply with applicable FDA
or other applicable regulatory requirements may result in criminal prosecution,
civil penalties, recall or seizure of products, total or partial suspension of
production or injunction, as well as other regulatory action against our product
candidates or us. Outside the United States, our ability to market a product is
contingent upon receiving clearances from the appropriate regulatory
authorities. This foreign regulatory approval process includes similar risks to
those associated with FDA approval process.

Our radiopharmaceutical product candidates will remain subject to ongoing
regulatory review even if they receive marketing approval. If we fail to comply
with continuing regulations, we could lose these approvals and the sale of our
products could be suspended.

Even i1if we receive regulatory approval to market a particular product candidate,
the approval could be conditioned on us conducting additional costly
post—-approval studies or could limit the indicated uses included in our
labeling. Moreover, the product may later cause adverse effects that limit or
prevent its widespread use, force us to withdraw it from the market or impede or
delay our ability to obtain regulatory approvals in additional countries. In
addition, the manufacturer of the product and its facilities will continue to be
subject to FDA review and periodic inspections to ensure adherence to applicable
regulations. After receiving marketing approval, the manufacturing, labeling,
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packaging, adverse event reporting, storage, advertising, promotion and record
keeping related to the product will remain subject to extensive regulatory
requirements. We may be slow to adapt, or we may never adapt, to changes in
existing regulatory requirements or adoption of new regulatory requirements.

If we fail to comply with the regulatory requirements of FDA and other
applicable U.S. and foreign regulatory authorities or previously unknown
problems with our products, manufacturers or manufacturing processes are
discovered, we could be subject to administrative or judicially imposed
sanctions, including:

o restrictions on the products, manufacturers or manufacturing
processes;
o warning letters;

civil or criminal penalties;

fines;

injunctions;

product seizures or detentions;

import bans;

voluntary or mandatory product recalls and publicity requirements;
suspension or withdrawal of regulatory approvals;

total or partial suspension of production; and

refusal to approve pending applications for marketing approval of
new drugs or supplements to approved applications.

O O O O O O O O O

Our existing products are highly regulated and we could face severe problems if
we do not comply with all regulatory requirements in the global markets in which
these products are sold.

FDA regulates our gamma detection and blood flow products in the United States.
Foreign countries also subject these products to varying government regulations.
In addition, these regulatory authorities may impose limitations on the use of
our products. FDA enforcement policy strictly prohibits the marketing of FDA
cleared medical devices for unapproved uses. Within the European Union, our
products are required to display the CE Mark in order to be sold. We have
obtained FDA clearance to market and European certification to display the CE
Mark on our current line of gamma detection systems and on two blood flow
products, the Quantix/ND and Quantix/OR. We may not be able to obtain clearance
to market for any new products in a timely manner, or at all. Failure to comply
with these and other current and emerging regulatory requirements in the global
markets in which our products are sold could result in, among other things,
warning letters, fines, injunctions, civil penalties, recall or seizure of
products, total or partial suspension of production, refusal of the government
to grant pre-market clearance for devices, withdrawal of clearances, and
criminal prosecution.

We rely on third parties to manufacture our products and our business will
suffer if they do not perform.

We rely on independent contract manufacturers for the manufacture of our current
line of gamma detection systems and for our Quantix line of blood flow
monitoring products. Our business will suffer if our contract manufacturers have
production delays or quality problems. Furthermore, medical device manufacturers
are subject to the QSR of FDA, international quality standards, and other

10
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regulatory requirements. If our contractors do not operate in accordance with
regulatory requirements and quality standards, our business will suffer. We use
or rely on components and services used in our devices that are provided by sole
source suppliers. The qualification of additional or replacement vendors is time
consuming and costly. If a sole source supplier has significant problems
supplying our products, our sales and revenues will be hurt until we find a new
source of supply. In addition, our distribution agreement with EES for gamma
devices contains failure to supply provisions, which, if triggered, could have a
significant negative impact on our business.

We may be unable to establish the pharmaceutical manufacturing capabilities
necessary to develop and commercialize our potential products.

We do not have our own manufacturing facility for the manufacture of the
radiopharmaceutical compounds necessary for clinical testing or commercial sale.
We intend to rely in part on third-party contract manufacturers to produce
sufficiently large quantities of drug materials that are and will be needed for
clinical trials and commercialization of our potential products. Third-party
manufacturers may not be able to meet our needs with respect to timing, quantity
or quality of materials. If we are unable to contract for a sufficient supply of
needed materials on acceptable terms, or if we should encounter delays or
difficulties in our relationships with manufacturers, our clinical trials may be
delayed, thereby delaying the submission of product candidates for regulatory
approval and the market introduction and subsequent commercialization of our
potential products. Any such delays may lower our revenues and potential
profitability.

We may develop our manufacturing capacity in part by expanding our current
facilities or building new facilities. Either of these activities would require
substantial additional funds and we would need to hire and train significant
numbers of employees to staff these facilities. We may not be able to develop
manufacturing facilities that are sufficient to produce drug materials for
clinical trials or commercial use. We and any third-party manufacturers that we
may use must continually adhere to current Good Manufacturing Practices
regulations enforced by FDA through its facilities inspection program. If our
facilities or the facilities of third-party manufacturers cannot pass a
pre—approval plant inspection, FDA will not grant approval to our product
candidates. In complying with these regulations and foreign regulatory
requirements, we and any of our third-party manufacturers will be obligated to
expend time, money and effort on production, record-keeping and quality control
to assure that our potential products meet applicable specifications and other
requirements. If we or any third-party manufacturer with whom we may contract
fail to maintain regulatory compliance, we or the third party may be subject to
fines and/or manufacturing operations may be suspended.

Unfavorable pricing regulations, third-party reimbursement practices or
healthcare reform initiatives applicable to our products and product candidates
could limit our potential product revenue.

The regulations governing drug pricing and reimbursement vary widely from
country to country. Some countries require approval of the sale price of a drug
before it can be marketed and, in many of these countries, the pricing review
period begins only after approval is granted. In some countries, prescription
pharmaceutical pricing remains subject to continuing governmental control even
after initial approval is granted. Although we monitor these regulations, our
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product candidates are currently in the development stage and we will not be
able to assess the impact of price regulations for at least several years. As a
result, we may obtain regulatory approval for a product in a particular country,
but then be subject to price regulations that may delay the commercial launch of
the product and may negatively impact the revenues we are able to derive from
sales in that country.

The healthcare industry is undergoing fundamental changes resulting from
political, economic and regulatory influences. In the United States,
comprehensive programs have been proposed that seek to increase access to
healthcare for the uninsured, control the escalation of healthcare expenditures
within the economy and use healthcare reimbursement policies to balance the
federal budget.

We expect that Congress and state legislatures will continue to review and
assess healthcare proposals, and public debate of these issues will likely
continue. We cannot predict which, if any, of such reform proposals will be
adopted and when they might be adopted. Other countries also are considering
healthcare reform. Significant changes in healthcare systems could have a
substantial impact on the manner in which we conduct our business and could
require us to revise our strategies.

We may have difficulty raising additional capital, which could deprive us of
necessary resources.

We expect to continue to devote significant capital resources to fund research
and development and to maintain existing and secure new manufacturing capacity.
In order to support the initiatives envisioned in our business plan, we may need
to raise additional funds through the sale of assets, public or private debt or
equity financing, collaborative relationships or other arrangements. Our ability
to raise additional financing depends on many factors beyond our control,
including the state of capital markets, the market price of our common stock and
the development or prospects for development of competitive technology by
others. Because our common stock is not listed on a major stock market, many
investors may not be willing or allowed to purchase it or may demand steep
discounts. Sufficient additional financing may not be available to us or may be
available only on terms that would result in further dilution to the current
owners of our common stock. If we are unable to raise additional funds when we
need them, we may have to severely curtail our operations.

The sale of the shares of common stock acquired in private placements could
cause the price of our common stock to decline.

During 2003 and 2004, we completed several financings in which we issued common
stock, convertible notes, warrants and other securities convertible into common
stock to certain private investors and as required under the terms of those
transactions, we filed registration statements with the United States Securities
and Exchange Commission (SEC) under which the investors may resell common stock
acquired in these transactions, as well as common stock acquired on the exercise
of the warrants and convertible securities held by them, to the public.

The selling stockholders under these registration statements may sell none, some
or all of the shares of common stock acquired from us, as well as common stock
acquired on the exercise of the warrants and convertible securities held by
them. We have no way of knowing whether or when the selling stockholders will
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sell the shares covered by these registration statements. Depending upon market
liquidity at the time, a sale of shares covered by these registration statements
at any given time could cause the trading price of our common stock to decline.
The sale of a substantial number of shares of our common stock under these
registration statements, or anticipation of such sales, could make it more
difficult for us to sell equity or equity-related securities in the future at a
time and at a price that we might otherwise wish to effect sales.

We may lose out to larger and better-established competitors.

The medical device and biotechnology industries are intensely competitive. Some
of our competitors have significantly greater financial, technical,
manufacturing, marketing and distribution resources as well as greater
experience in the medical device industry than we have. The particular medical
conditions our product lines address can also be addressed by other medical
devices, procedures or drugs. Many of these alternatives are widely accepted by
physicians and have a long history of use. Physicians may use our competitors'
products and/or our products may not be competitive with other technologies. If
these things happen, our sales and revenues will decline. In addition, our
current and potential competitors may establish cooperative relationships with
large medical equipment companies to gain access to greater research and
development or marketing resources. Competition may result in price reductions,
reduced gross margins and loss of market share.

Our products may be displaced by newer technology.

The medical device and biotechnology industries are undergoing rapid and
significant technological change. Third parties may succeed in developing or
marketing technologies and products that are more effective than those developed
or marketed by us, or that would make our technology and products obsolete or
non-competitive. Additionally, researchers could develop new surgical procedures
and medications that replace or reduce the importance of the procedures that use
our products. Accordingly, our success will depend, in part, on our ability to
respond quickly to medical and technological changes through the development and
introduction of new products. We may not have the resources to do this. If our
products become obsolete and our efforts to develop new products do not result
in any commercially successful products, our sales and revenues will decline.

We may not have sufficient legal protection against infringement or loss of our
intellectual property, and we may lose rights to our licensed intellectual
property if diligence requirements are not met.

Our success depends, in part, on our ability to secure and maintain patent
protection, to preserve our trade secrets, and to operate without infringing on
the patents of third parties. While we seek to protect our proprietary positions
by filing United States and foreign patent applications for our important
inventions and improvements, domestic and foreign patent offices may not issue
these patents. Third parties may challenge, invalidate, or circumvent our
patents or patent applications in the future. Competitors, many of which have
significantly more resources than we have and have made substantial investments
in competing technologies, may apply for and obtain patents that will prevent,
limit, or interfere with our ability to make, use, or sell our products either
in the United States or abroad.

In the United States, patent applications are secret until patents issue, and in
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foreign countries, patent applications are secret for a time after filing.
Publications of discoveries tend to significantly lag the actual discoveries and
the filing of related patent applications. Third parties may have already filed
applications for patents for products or processes that will make our products
obsolete or will limit our patents or invalidate our patent applications.

We typically require our employees, consultants, advisers and suppliers to
execute confidentiality and assignment of invention agreements in connection
with their employment, consulting, advisory, or supply relationships with us.
They may breach these agreements and we may not obtain an adequate remedy for
breach. Further, third parties may gain access to our trade secrets or
independently develop or acquire the same or equivalent information.

Agencies of the United States government conducted some of the research
activities that led to the development of antibody technology that some of our
proposed antibody-based surgical cancer detection products use. When the United
States government participates in research activities, it retains rights that
include the right to use the technology for governmental purposes under a
royalty—-free license, as well as rights to use and disclose technical data that
could preclude us from asserting trade secret rights in that data and software.

The patents underlying our radiopharmaceutical products and ACT technology are
exclusively licensed to us by third parties, and the relevant license agreements
require us to use diligence in the development and commercialization of products
using the licensed patents. Our failure to meet the diligence requirements in
any license agreement may result in our loss of some or all of our license
rights to the patents licensed thereunder.

The government grants Cardiosonix has received for research and development
expenditures restrict our ability to manufacture blood flow monitoring products
and transfer technologies outside of Israel and require us to satisfy specified
conditions. If we fail to satisfy these conditions, we may be required to refund
grants previously received together with interest and penalties, and may be
subject to criminal charges.

Cardiosonix received grants from the government of Israel through the Office of
the Chief Scientist (OCS) of the Ministry of Industry and Trade for the
financing of a portion of its research and development expenditures associated
with our blood flow monitoring products. From 1998 to 2001, Cardiosonix received
grants totaling $775,000 from the OCS. The terms of the OCS grants may affect
our efforts to transfer manufacturing of products developed using these grants
outside of Israel without special approvals. In January 2006, the OCS consented
to the transfer of manufacturing as long as Neoprobe complies with the terms of
the OCS statutes under Israeli law. As long as we maintain at least 10% Israeli
content in our blood flow devices, we will pay a royalty rate of 4% on sales of
applicable blood flow devices and must repay the OCS a total of $1.2 million in
royalties. However, should the amount of Israeli content of our blood flow
device products decrease below 10%, the royalty rate could increase to 5% and
the total royalty payments due could increase to $2.3 million. This may impair
our ability to effectively outsource manufacturing or engage in similar
arrangements for those products or technologies. In addition, if we fail to
comply with any of the conditions imposed by the 0OCS, we may be required to
refund any grants previously received together with interest and penalties, and
may be subject to criminal charges. In recent years, the government of Israel
has accelerated the rate of repayment of OCS grants related to other grantees
and may further accelerate them in the future.

We could be damaged by product liability claims.
Our products are used or intended to be used in various clinical or surgical

procedures. If one of our products malfunctions or a physician misuses it and
injury results to a patient or operator, the injured party could assert a
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product liability claim against our company. We currently have product liability
insurance with a $10 million per occurrence limit, which we believe is adequate
for our current activities. However, we may not be able to continue to obtain
insurance at a reasonable cost. Furthermore, insurance may not be sufficient to
cover all of the liabilities resulting from a product liability claim, and we
might not have sufficient funds available to pay any claims over the limits of
our insurance. Because personal injury claims based on product liability in a
medical setting may be very large, an underinsured or an uninsured claim could
financially damage our company.

10

We may have trouble attracting and retaining qualified personnel and our
business may suffer if we do not.

Our business has experienced developments the past two years that have resulted
in several significant changes in our strategy and business plan, including the
shifting of resources to support our current product initiatives and downsizings
to what we consider to be the minimal support structure necessary to operate a
publicly traded company. Our management will need to remain flexible to support
our business model over the next few years. However, losing members of the
Neoprobe management team could have an adverse effect on our operations. Our
success depends on our ability to attract and retain technical and management
personnel with expertise and experience in the medical device business. The
competition for qualified personnel in the medical device industry is intense
and we may not be successful in hiring or retaining the requisite personnel. If
we are unable to attract and retain qualified technical and management
personnel, we will suffer diminished chances of future success.

Our secured indebtedness imposes significant restrictions on us, and a default
could cause us to cease operations.

All of our material assets, except the intellectual property associated with our
Lymphoseek, RIGS and ACT products under development, have been pledged as
collateral for the $8.1 million in principal amount of our 8% Series A
Convertible Notes due December 12, 2008 (the Notes). In addition to the security
interest in our assets, the Notes carry substantial covenants that impose
significant requirements on us, including, among others, requirements that:

o we pay all principal, interest and other charges on the Notes when
due;
o we use the proceeds from the sale of the Notes only for permitted

purposes, such as Lymphoseek development and general corporate
purposes;

o we nominate and recommend for election as a director a person
designated by the holders of the Notes;
o we keep reserved out of our authorized shares of common stock

sufficient shares to satisfy our obligation to issue shares on
conversion of the Notes and the exercise of the warrants issued in
connection with the sale of the Notes;

o we achieve annual revenues on a consolidated basis of at least $5.4
million in 2005, $6.5 million in 2006, and $9.0 million in each year
thereafter;

o we maintain minimum cash balances of $4.5 million at the end of the

first six months of 2005, $4.0 million at the end of the second six
months of 2005, and $3.5 million at the end of each six-month period
thereafter; and
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o we indemnify the purchasers of the Notes against certain
liabilities.
Additionally, with certain exceptions, the Notes prohibit us from:
o amending our organizational or governing agreements and documents,
entering into any merger or consolidation, dissolving the company or

liquidating its assets, or acquiring all or any substantial part of
the business or assets of any other person;

o engaging in transactions with any affiliate;

o entering into any agreement inconsistent with our obligations under
the Notes and related agreements;

o incurring any indebtedness, capital leases, or contingent
obligations outside the ordinary course of business;

o granting or permitting liens against or security interests in our
assets;

o making any material dispositions of our assets outside the ordinary
course of business;

o declaring or paying any dividends or making any other restricted
payments; or

o making any loans to or investments in other persons outside of the

ordinary course of business.

Our ability to comply with these provisions may be affected by changes in our
business condition or results of our operations, or other events beyond our
control. The breach of any of these covenants would result in a default under
the Notes, permitting the holders of the Notes to accelerate their maturity and
to sell the assets securing them. Such actions by the holders of the Notes could
cause us to cease operations or seek bankruptcy protection.

11

Our common stock 1is traded over the counter, which may deprive stockholders of
the full value of their shares.

Our common stock is quoted via the National Association of Securities Dealers'
Over The Counter Bulletin Board (OTCBB). As such, our common stock may have
fewer market makers, lower trading volumes and larger spreads between bid and
asked prices than securities listed on an exchange such as the New York Stock
Exchange or the NASDAQ Stock Market. These factors may result in higher price
volatility and less market liquidity for the common stock.

A low market price may severely limit the potential market for our common stock.

Our common stock is currently trading at a price substantially below $5.00 per
share, subjecting trading in the stock to certain SEC rules requiring additional
disclosures by broker-dealers. These rules generally apply to any non-NASDAQ
equity security that has a market price share of less than $5.00 per share,
subject to certain exceptions (a "penny stock"). Such rules require the
delivery, prior to any penny stock transaction, of a disclosure schedule
explaining the penny stock market and the risks associated therewith and impose
various sales practice requirements on broker-dealers who sell penny stocks to
persons other than established customers and institutional or wealthy investors.
For these types of transactions, the broker-dealer must make a special
suitability determination for the purchaser and have received the purchaser's
written consent to the transaction prior to the sale. The broker-dealer also
must disclose the commissions payable to the broker-dealer, current bid and
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offer quotations for the penny stock and, if the broker-dealer is the sole
market maker, the broker-dealer must disclose this fact and the broker-dealer's
presumed control over the market. Such information must be provided to the
customer orally or in writing before or with the written confirmation of trade
sent to the customer. Monthly statements must be sent disclosing recent price
information for the penny stock held in the account and information on the
limited market in penny stocks. The additional burdens imposed upon
broker-dealers by such requirements could discourage broker-dealers from
effecting transactions in our common stock.

The price of our common stock has been highly volatile due to several factors
that will continue to affect the price of our stock.

Our common stock traded as low as $0.20 per share and as high as $0.72 per share
during the twelve-month period ended December 31, 2005. Some of the factors
leading to the volatility include:

o price and volume fluctuations in the stock market at large which do
not relate to our operating performance;

o fluctuations in our operating results;

o financing arrangements we may enter that require the issuance of a

significant number of shares in relation to the number of shares
currently outstanding;

o announcements of technological innovations or new products which we
or our competitors make;

o FDA and/or international regulatory actions;

o developments with respect to patents or proprietary rights;

o public concern as to the safety of products that we or others
develop; and

o fluctuations in market demand for and supply of our products.

An investor's ability to trade our common stock may be limited by trading
volume.

Until recently, the trading volume for our common stock has been relatively
limited. A consistently active trading market for our common stock may not occur
on the OTCBB. The average daily trading volume for our common stock on the OTCBB
for the twelve-month period ended December 31, 2005 was approximately 168,000
shares.
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Some provisions of our organizational and governing documents may have the
effect of deterring third parties from making takeover bids for control of our
company or may be used to hinder or delay a takeover bid.

Our certificate of incorporation authorizes the creation and issuance of "blank
check" preferred stock. Our Board of Directors may divide this stock into one or
more series and set their rights. The Board of Directors may, without prior
stockholder approval, issue any of the shares of "blank check" preferred stock
with dividend, liquidation, conversion, voting or other rights, which could
adversely affect the relative voting power or other rights of the common stock.
Preferred stock could be used as a method of discouraging, delaying, or
preventing a take-over of our company. If we issue "blank check" preferred
stock, it could have a dilutive effect upon our common stock. This would
decrease the chance that our stockholders would realize a premium over market
price for their shares of common stock as a result of a takeover bid.

17



Edgar Filing: NEOPROBE CORP - Form POS AM

Because we will not pay dividends, stockholders will only benefit from owning
common stock if it appreciates.

We have never paid dividends on our common stock and we do not intend to do so
in the foreseeable future. We intend to retain any future earnings to finance
our growth. Accordingly, any potential investor who anticipates the need for
current dividends from his investment should not purchase our common stock.

13

CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

This prospectus contains forward-looking statements within the meaning of
Section 27A of the Securities Act and Section 21E of the Exchange Act. We have
based these forward-looking statements largely on our current expectations and
projections about future events and financial trends affecting the financial
condition of our business. These forward-looking statements are subject to a
number of risks, uncertainties and assumptions, including, among other things:

o general economic and business conditions, both nationally and in our
markets,

o our history of losses,

o our expectations and estimates concerning future financial

performance, financing plans and the impact of competition,

o our ability to implement our growth strategy,
o anticipated trends in our business,
o advances in technologies, and
o other risk factors set forth under "Risk Factors" in this
prospectus.
In addition, in this prospectus, we use words such as "anticipates," "believes,"
"plans," "expects," "future," "intends," and similar expressions to identify

forward-looking statements.

We undertake no obligation to update publicly or revise any forward-looking
statements, whether as a result of new information, future events or otherwise
after the date of this prospectus. In light of these risks and uncertainties,
the forward-looking events and circumstances discussed in this prospectus may
not occur and actual results could differ materially from those anticipated or
implied in the forward-looking statements.

USE OF PROCEEDS

This prospectus relates to shares of our common stock that may be offered and
sold from time to time by the selling stockholders. We will receive no proceeds
from the sale of shares of common stock in this offering.

14

MARKET FOR COMMON EQUITY AND RELATED STOCKHOLDER MATTERS
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Our common stock trades on the OTCBB under the trading symbol NEOP. The prices
set forth below reflect the quarterly high, low and closing sales prices for
shares of our common stock during the last two fiscal years as reported by
Reuters Limited. These quotations reflect inter-dealer prices, without retail
markup, markdown or commission, and may not represent actual transactions.

High Low Close

Fiscal Year 2005:

First Quarter $ 0.72 $ 0.37 $ 0.46
Second Quarter 0.46 0.30 0.35
Third Quarter 0.40 0.25 0.30
Fourth Quarter 0.32 0.20 0.25
Fiscal Year 2004:

First Quarter $ 1.10 $ 0.28 $ 0.90
Second Quarter 1.11 0.41 0.60
Third Quarter 0.60 0.35 0.53
Fourth Quarter 0.61 0.37 0.59

As of March 20, 2006, we had approximately 830 holders of common stock of
record.

We have not paid any dividends on our common stock and do not anticipate paying
cash dividends in the foreseeable future. We intend to retain any earnings to
finance the growth of our business. We cannot assure you that we will ever pay
cash dividends. Whether we pay cash dividends in the future will be at the
discretion of our Board of Directors and will depend upon our financial
condition, results of operations, capital requirements and any other factors
that the Board of Directors decides are relevant. See Management's Discussion
and Analysis of Financial Condition and Results of Operations, below.

MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion should be read together with our Financial Statements
and the Notes related to those statements, as well as the other financial
information included in the Form SB-2 Registration Statement, of which this
prospectus is a part. Some of our discussion is forward-looking and involves
risks and uncertainties. For information regarding risk factors that could have
a material adverse effect on our business, refer to the Risk Factors section of
this prospectus beginning on page 4.

The Company

Neoprobe Corporation is a biomedical technology company that provides innovative
surgical and diagnostic products that enhance patient care. We currently market
two lines of medical devices; our neo2000(R) gamma detection systems and the
Quantix (R) line of blood flow measurement devices of our subsidiary,
Cardiosonix. In addition to our medical device products, we have two
radiopharmaceutical products, RIGScan(R) CR and LymphoseekTM, in the advanced
phases of clinical development. We are also exploring the development of our
activated cellular therapy (ACT) technology for patient-specific disease
treatment through our majority-owned subsidiary, Cira Biosciences, Inc. (Cira
Bio) .

Executive Summary
This Executive Summary section contains a number of forward-looking statements,
all of which are based on current expectations. Actual results may differ

materially. Our financial performance is highly dependent on our ability to
continue to generate income and cash flow from our gamma device product line and
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on our ability to successfully commercialize the blood flow products of our
subsidiary, Cardiosonix. We cannot assure you, however, that we will achieve the
volume of sales anticipated, or if achieved, that the margin on such sales will
be adequate to produce positive operating cash flow. We continue to be
optimistic about the longer-term potential for our other proprietary,
procedural-based technologies such as Lymphoseek and RIGS (R)
(radio-immuno-guided surgery); however, these technologies are not anticipated
to generate any significant revenue for us during 2006. In addition, we cannot
assure you that these products will ever obtain marketing clearance from the
appropriate regulatory bodies.

15

We believe that the future prospects for Neoprobe are steadily improving as we
continue to make progress in all of our lines of business. We expect revenue
from our gamma device line to continue to provide a strong revenue base in 2006,
and we expect revenue from our Quantix blood flow measurement products to
increase substantially in the coming year as the product refinements introduced
during 2005 related to our Quantix/ORTM system are evaluated by increasing
numbers of surgeons around the world.

We expect 2006 to be a year of positive developments for Neoprobe primarily due
to our anticipation that Lymphoseek will enter into and complete pivotal
clinical trial activities. We expect to spend approximately $3.5 million in
out-of-pocket expenses on the development of Lymphoseek over the next twelve to
eighteen months in order to complete manufacturing validation and scale-up, to
complete Phase II and pivotal clinical trials and to prepare for the submission
of a new drug application to the U.S. Food and Drug Administration (FDA) which
we expect to submit during the first quarter of 2007. We also expect to incur
development expenses in 2006 related to innovations we are working on related to
our device product lines as well, although we do not currently expect our
out-of-pocket expenses to exceed $1 million related to these projects. We may
also incur some development expenses in 2006 related to our RIGS
radiopharmaceutical product development although we intend to defer any major
expenses until we identify a partner to assist us in the development and
commercialization of RIGScan CR. As a result, although we expect to see positive
movement in all our lines of business in 2006, we will likely show a loss for
the year primarily due to our drug product development efforts.

As of December 31, 2005, our cash and investments on hand totaled $6.5 million.
During 2005, we used $3.0 million in cash to fund our operations. We believe our
currently available capital resources will be adequate to sustain our device
operations at planned levels through 2006. If we decide to seek additional
funding to support the development of our products and additional financing is
not available when required or is not available on acceptable terms, or we are
unable to arrange a suitable strategic opportunity, we may need to modify our
business plan. We cannot assure you that the additional capital we require will
be available on acceptable terms, if at all. We cannot assure you that we will
be able to successfully commercialize products or that we will achieve
significant product revenues from our current or potential new products. In
addition, we cannot assure you that we will achieve or sustain profitability in
the future.

Our Outlook for our Gamma Detection Device Products

We believe our core gamma detection device business line will continue to
achieve positive results. Our belief is based on continued interest in the
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research community in lymphatic mapping. The National Cancer Institute (NCI)
recently sponsored two large randomized clinical trials (research studies) for
breast cancer comparing sentinel lymph node biopsy (SLNB) with conventional
axillary lymph node dissection. The trials were conducted by the National
Surgical Adjuvant Breast and Bowel Project (NSABP) and the American College of
Surgeons Oncology Group (ACOSOG). NSABP and ACOSOG are both NCI-sponsored
Clinical Trials Cooperative Groups, which are networks of institutions and
physicians across the country who jointly conduct trials. Although several
studies have examined the correlation between the sentinel node and the
remaining axillary nodes, these are the first two large randomized multi-center
trials that will compare the long-term results of sentinel lymph node removal
with full axillary node dissection. Both of these trials are now closed.
However, final data from these studies likely will not be presented for another
two years. We expect the results from these clinical trials, when announced,
will have a positive impact on helping us to penetrate the remaining market for
breast cancer and melanoma. We also believe that the surgical community will
continue to adopt the SLNB application while a standard of care determination is
still pending. We also believe that Lymphoseek, our lymphatic targeting agent,
should it become commercially available, could significantly improve the
adoption of SLNB in future years in areas beyond melanoma and breast cancer.
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We believe that most of the leading cancer treatment institutions in the U.S.
and other major global markets have adopted SLNB and purchased gamma detection
systems such as the neo2000. As a result, we may be reaching saturation within
this segment of the market, except for potential replacement sales. As such, our
marketing focus in all major global markets for gamma detection devices will
continue to be among local/regional hospitals, which typically lag behind
leading research centers and major hospitals in adapting to new technologies. A
decline in the adoption of SLNB or the development of alternative technologies
by competitors may negatively impact our sales volumes, and therefore, revenues
and net income in 2006.

During March 2006, our primary gamma device marketing partner, Ethicon
Endo-Surgery, Inc. (EES), a Johnson & Johnson company, exercised the second of
its two options to extend the termination date of our distribution agreement
with them through the end of 2008. As of December 31, 2005, we had approximately
$1.7 million in committed orders from EES that extend through late April 2006.
We believe that total quantities of base neo2000 systems expected to be
purchased by EES during 2006 should be consistent with 2005 purchase levels. We
cannot assure you, however, that EES' product purchases beyond those firmly
committed through mid-2006 will indeed occur or that the prices we realize will
not be affected by increased competition.

Under the terms of our distribution agreement with EES, the transfer prices we
receive on product sales to EES are based on a fixed percentage of their
end-customer sales price, subject to a floor transfer price. Throughout their
sales history, our products have generally commanded a price premium in most of
the markets in which they are sold, which we believe is due to their superior
performance and ease of use. The average end-customer sales prices received by
EES for our gamma detection devices remained relatively steady and strong for
2005 as compared to 2004 and as a result, the transfer price that we received
from selling to EES during 2005 was 22% above the floor pricing for the base
system configuration. While we continue to believe in the technical and
user—-friendly superiority of our products, the competitive landscape continues
to evolve and we may lose market share or experience price erosion as a result.
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A loss of market share or significant price erosion would have a direct negative
impact on net income. Although the average price for 2005 was consistent with
2004, sales prices during the second half of 2005 were lower than the first half
of the year. If such price erosion should continue into 2006, there is some
level of downside pricing risk associated with future sales of our gamma
detection devices to EES that may erode some or all of the 22% premium we
received in excess of the floor price. However, we believe the anticipated
steady volumes coupled will result in continued profitability for our gamma
device business line for 2006, even at floor prices.

Our Outlook for our Drugs and Therapeutics

The primary focus of our drug and therapeutic development efforts during 2005
centered around preparing for the start of a pivotal clinical trial for
Lymphoseek and this is expected to continue in 2006. Lymphoseek is intended to
be used in biopsy procedures for the detection of cancer cells in lymph nodes in
a variety of tumor types including breast, melanoma, prostate, gastric and colon
cancers. Our Lymphoseek development was focused on three primary areas: drug
manufacturing and scale-up, completion of non-clinical safety testing and
refinement of a clinical development plan. If approved, Lymphoseek would be the
first radiopharmaceutical specifically designed to target lymphatic tissue.

We have recently submitted the Phase II protocol amendment and non-clinical
testing data to FDA and are preparing to submit responses to the Chemistry,
Manufacturing and Control (CMC) questions asked by FDA. Following review of
these items by FDA, we hope to receive approval begin patient enrollment in the
Phase II trial in the second quarter and to be in a position to report
preliminary results approximately ninety days after the commencement of patient
enrollment. While preparing for the Phase II study, we began working with
regulatory agencies in Europe to determine the pathway to seek marketing
clearance for Lymphoseek in Europe. As a result of those discussions, it is our
intention to pursue marketing clearance for Lymphoseek through the centralized
authority, the European Agency for the Evaluation of Medicinal Products (EMEA)
in London. We intend to review with the EMEA the Phase III protocol design that
will be discussed with FDA with the intention of including European sites in the
Phase III study. An investigator's meeting was held with the Phase II clinical
investigators at the recently completed Society of Surgical Oncology (SSO)
meeting in March 2006 in preparation for the initiation of patient enrollment in
the Phase II study. In addition, the SSO meeting also gave us the opportunity to
meet with and recruit potential investigators for the planned Phase III study of
Lymphoseek to be initiated later in 2006. We cannot assure you, however, that
this product will achieve regulatory approval, or if approved, that it will
achieve market acceptance.
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Over the past few years, we have made progress in advancing our RIGScan CR
development program while incurring little in the way of research expenses. Our
RIGS technology, which had been essentially inactive since the failure to gain
approval following our original license application in 1997, has been the
subject of renewed interest due primarily to the analysis of survival data
related to patients who participated in the original Phase III clinical studies
that were completed in 1996. We believe there are development milestones that
can be achieved prior to the need for significant capital investment in RIGScan
CR such as preparing the request for a special protocol assessment (SPA) and
completing a final protocol review. However, we continue to believe it will be
necessary for Neoprobe to identify a development partner or an alternative
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funding source in order to prepare for and to fund the pivotal clinical testing
that will be necessary to gain marketing clearance for RIGScan CR. We have
engaged in discussions with various parties regarding such a partnership. At the
present time, while we have parties who have indicated an interest in entering
into a development relationship, we do not believe these efforts will result in
a partnership until further clarity can be added to the RIGScan regulatory
approval pathway, such as perhaps obtaining a positive SPA determination from
FDA. However, even if we are able to make such arrangements on satisfactory
terms, we believe that the time required for continued development, regulatory
approval and commercialization of a RIGS product would likely be a minimum of
five years before we receive any significant product-related royalties or
revenues. We cannot assure you that we will be able to complete definitive
agreements with a development partner for the RIGS technology and do not know if
a partner will be obtained on a timely basis on terms acceptable to us, or at
all. We also cannot assure you that FDA or the EMEA will clear our RIGS products
for marketing or that any such products will be successfully introduced or
achieve market acceptance.

In early 2005, we formed a new subsidiary, Cira Bio, to explore the development
of ACT. Neoprobe owns approximately 90% of the outstanding shares of Cira Bio
with the remaining shares being held by the principals of a private holding
company, Cira LLC. In conjunction with the formation of Cira Bio, an amended
technology license agreement also was executed with The Ohio State University,
from whom both Neoprobe and Cira LLC had originally licensed or optioned the
various cellular therapy technologies. As a result of the cross-license
agreements, Cira Bio has the development and commercialization rights to three
issued U.S. patents that cover the oncology and autoimmune applications of its
technology. In addition, Cira Bio has licenses to several pending patent
applications.

During 2005, Cira Bio engaged the Battelle Memorial Institute to complete a
technology and manufacturing process assessment of the cellular therapy
approach. Cira Bio intends to raise the necessary capital to move this
technology platform forward; however, Cira Bio has not yet identified a
potential source of capital. The means by which this funding is obtained will
likely dilute Neoprobe's ownership interest in Cira Bio; however, we believe
that moving forward such a promising technology will only yield positive results
for the Neoprobe shareholders and the patients who could benefit from these
treatments. However, we do not know if we will be successful in obtaining
additional funding, on terms acceptable to us, or at all. In addition, should
Cira Bio not be successful in obtaining sufficient capital by December 31, 2006,
the technology rights for the oncology applications of ACT would revert back to
Neoprobe and the technology rights for the viral and autoimmune applications
would revert back to Cira LLC.

Our Outlook for our Blood Flow Measurement Products

We have two blood flow measurement devices, the Quantix/OR and the Quantix/NDTM,
that have regulatory clearance to market in the U.S. and European Union (EU) as
well as certain other foreign markets. The Quantix/OR is primarily intended to
measure blood flow in cardiac bypass graft and other similar procedures while
the Quantix/ND is designed to measure blood flow in neurovascular settings. Our
efforts concerning the Quantix products in 2006 will be primarily focused on
marketing our Quantix/OR system while we work with thought leaders to determine
the ultimate market viability of the Quantix/ND. Currently, we have in place or
have executed or reached agreement in principle with distributors and/or master
distributors for the Quantix/OR covering the United States, all major market
countries in the EU as well substantially all countries that comprise the
Pacific Rim of Asia. In addition, we have distribution arrangements in place
covering major portions of Central and South America. Our primary focus is to
secure marketing and distribution partners who possess appropriate expertise in
marketing medical devices, preferably ultrasound or cardiac care devices, into
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our primary target markets, the cardiovascular, vascular surgery and
neurosurgical markets.
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We anticipate spending a significant amount of time and effort in 2006 to market
the Cardiosonix blood flow products to a wider market. We will need to continue
the management of relationships with thought leaders in the cardiac surgery and
neurosurgical fields to gain broader exposure to the advantages of our
technology. We anticipate continuing to place blood flow systems with industry
thought leaders to obtain critical commercial feedback during the widespread
market launch. The market education process we envision will likely take some
time to develop in the manner we desire. In addition, the sales cycle for
medical devices such as our blood flow products is typically a four to six month
cycle. As such, significant end customer sales, if they occur, will likely lag
the signing of distribution arrangements.

We expect sales of blood flow products for 2006 to be higher than 2005 although
such sales are difficult to gauge in situations where the use of the product is
dependent on changes in surgical practice as well as subject to the sales
cycles, etc. outlined above. We are also investigating alternative pricing
strategies such as per use fees or leasing that may affect the adoption rates
for our blood flow measurement devices. As a result, we anticipate that the
product development and market support costs we will incur in 2006 will be
greater than the revenue we generate from the sales of blood flow devices.

Summary

The strengthening of our gamma product (device and drug) portfolio coupled with
the introduction of the Cardiosonix blood flow products should position us to
eventually achieve profitable operating performance for our device product
lines. However, overall profitable operational results will be significantly
affected by our decision to fund drug and therapeutic development activities
internally.

We anticipate generating a net profit from the sale of our gamma detection
devices in 2005, excluding the allocation of any corporate general and
administrative costs; however, we expect to show a loss for our blood flow
device product line for 2006 due to continued research and development and
increased marketing and administrative support costs that are still required to
commercialize the product line. Currently, we expect our blood flow operations,
excluding any allocation of corporate general and administrative costs, to
approach breakeven during the third or fourth quarters of 2006. However, this
expectation is based to a large degree on our anticipation that we will achieve
the necessary developmental milestones required to achieve significant
commercial sales of our Quantix/OR product in a timely manner. The overall
operating results for 2006 will be affected by the amount of development for
radiopharmaceutical products. If we are unsuccessful in achieving significant
commercial sales of the Quantix/OR product in 2006, or if we modify our business
plan and decide to carry out RIGS development internally, our profitability
estimates will be adversely affected and our business plan will likely need to
be modified.

As a result of our decision to fund Lymphoseek development internally, we do not
expect to achieve operating profit during 2006. In addition, our net loss and
earnings per share will likely be significantly impacted by the non-cash
interest expense we expect to record related to the accounting treatment for the
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beneficial conversion feature of the convertible debt and for the warrants
issued in connection with the private placement we completed in December 2004.
Also, we cannot assure you that our current or potential new products will be
successfully commercialized or that we will achieve significant product revenues
or that we will achieve or be able to sustain profitability in the future.

Results of Operations

We reported revenues for 2005 of $5.9 million compared to $6.0 million in the
prior year. However, license and other revenues for 2004 included a $600,000
non-cash item, representing the final installment of deferred revenue related to
a distribution agreement we entered into with EES in 1999, and no such revenue
was recognized in 2005. The decrease in license and other revenue was offset by
increases of $251,000 related to blood flow device sales, $203,000 of gamma
detection device extended service contract sales, $73,000 of gamma detection
device sales, and $40,000 of gamma detection device service revenue.
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Gross profit for 2005 decreased $64,000 or 2% as compared to 2004. Excluding
license and other revenue, gross profit on net sales of our medical devices
increased $536,000 or 18% compared to the prior year. The percentage improvement
in gross profit on net sales of our medical devices in 2005 relative to the
percentage increase in sales reflects the impact of manufacturing cost control
initiatives implemented in 2004 coupled with the positive contribution from the
increased service activities.

Results for 2005 also reflect the efforts made in the development of our gamma
detection radiopharmaceutical products, RIGScan CR and Lymphoseek. Accordingly,
our research and development costs for 2005 increased to $4.0 million compared
to $2.5 million in 2004. Consolidated general and administrative expenses
remained constant at $3.2 million in 2005 and 2004.

Major expense categories as a percentage of net sales fluctuated from 2004 to
2005 due to increased net sales as well as increased expenses related to our
gamma detection radiopharmaceutical and therapeutic products. Research and
development expenses, as a percentage of net sales, increased to 68% in 2005
from 46% in 2004 due to increased expenses related to the development of our
gamma detection drug and therapeutic products. Selling, general and
administrative expenses, as a percentage of net sales, decreased to 53% in 2005
from 59% in 2004 primarily due to the increase in net sales revenue. Due to the
ongoing development activities of the company, research and development expenses
are expected to be higher as a percentage of sales for 2006 than they were in
2005. In addition, as we move forward with commercialization activities related
to the Quantix product line, selling, general and administrative expenses as a
percentage of sales are expected to increase in 2006 over 2005.

Years Ended December 31, 2005 and 2004

Net Sales and Margins. Net sales, primarily of our gamma detection systems,
increased $567,000, or 11%, to $5.9 million in 2005 from $5.4 million in 2004.
Gross margins on net sales increased to 60% of net sales for 2005 compared to
56% of net sales for 2004.

The increase in net sales was the combined result of increases of $251,000 in
blood flow device sales, $203,000 in gamma detection device extended service
contract sales, $73,000 in gamma detection device sales, and $40,000 in gamma
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detection device service revenue. The price at which we sell our gamma detection
products to EES is based on a percentage of the global average selling price
received by EES on sales of Neoprobe products to end customers, subject to a
minimum floor price. The base system price at which we sold neo2000 systems to
EES increased approximately 1% from 2004 to 2005.

The increase in gross margins on net product sales was the combined result of
increased extended service contract sales which typically generate higher
margins than sales of our devices coupled with slightly decreased unit costs to
manufacture our neo2000 control unit. Gross margins in 2005 were adversely
affected by inventory impairments of $42,000 related to our laparoscopic probe
product as well as impairments of $13,000 related to our Quantix products. Gross
margins in 2004 were adversely affected by a $107,000 impairment charge related
to obsolete Quantix inventory.

License and Other Revenue. License and other revenue for 2004 included $600,000
from the pro-rata recognition of license fees related to the distribution
agreement with EES. These license fees were fully amortized into income as of
the end of the third quarter of 2004. No license revenue was recorded in 2005.

Research and Development Expenses. Research and development expenses increased
$1.6 million, or 64%, to $4.0 million during 2005 from $2.5 million in 2004.
Research and development expenses in 2005 included approximately $2.3 million in
drug and therapy product development costs, $1.4 million in product design
activities for the Quantix products and $276,000 gamma detection device
development costs. This compares to expenses of $489,000, $1.6 million and
$404,000 in these respective product categories in 2004. The changes in each
category were primarily due to (i) efforts to move our development of Lymphoseek
forward, (ii) the costs of product refinement activities related to the
Quantix/OR offsetting cost savings from headcount reductions at our facility in
Israel, and (iii) development activities related to updated versions of our
neo2000 control unit and detector probes, respectively.
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Selling, General and Administrative Expenses. Selling, general and
administrative expenses remained steady at $3.2 million during 2005 and 2004.
Increases in U.S. headcount and compensation coupled with increases in certain
overhead costs such as professional services and facilities expenses were offset
by decreased marketing expenses and decreases in certain other overhead costs
such as travel, insurance and taxes.

Other Income (Expenses). Other expenses decreased $257,000 to $1.3 million
during 2005 from $1.5 million during 2004. The primary reason for the decrease
was a $1.1 million decrease in warrant liability resulting from the accounting
treatment for the warrants we issued in connection with the private placement of
convertible debt we completed in December 2004. In addition, we recorded an
increase of $198,000 in interest income resulting from maintaining a higher
balance of cash and investments during 2005 compared to 2004. We also recorded
interest expense of $1.4 million and $334,000 during 2005 and 2004,
respectively, related to debt financings entered into during 2004 and 2003. Of
this interest expense, $687,000 and $268,000 in 2005 and 2004, respectively, was
non-cash in nature related to the amortization of debt issuance costs and
discounts resulting from the warrants and beneficial conversion features of the
convertible debt.

Liquidity and Capital Resources
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Operating Activities. Cash used in operations increased $2.2 million to $3.0
million during 2005 from $825,000 during 2004. Working capital decreased $3.5
million to $6.9 million at December 31, 2005 as compared to $10.4 million at
December 31, 2004. The current ratio decreased to 5.6:1 at December 31, 2005
from 11.3:1 at December 31, 2004. The decrease in working capital was primarily
related to cash used in operations coupled with cash used in investing
activities.

Cash and investment balances decreased to $6.5 million at December 31, 2005 from
$9.8 million at December 31, 2004, primarily as a result of cash used to fund
operating activities and service our debt during 2005.

Accounts receivable increased to $673,000 at December 31, 2005 from $412,000 at
December 31, 2004. The increase was primarily a result of timing of purchases
and payments by EES. We expect overall receivable levels will continue to
fluctuate in 2006 depending on the timing of purchases and payments by EES.
However, on average, we expect accounts receivable balances will start to
increase commensurate with anticipated increases in sales of blood flow products
to our distributors, many of whom are foreign-domiciled entities who typically
pay at a slower rate than domestic companies. Such increases, if any, will
require the increased use of our cash resources over time.

Inventory levels decreased to $804,000 at December 31, 2005 from $855,000 at
December 31, 2004. During 2005, we wrote off inventory totaling $42,000 related
to our laparoscopic probe product and $13,000 related to our Quantix products.
We expect inventory levels to increase during 2006 as we ramp up our blood flow
device business, reassess our gamma detection and blood flow measurement device
safety stock levels, and prepare for radiopharmaceutical product distribution.

Investing Activities. Cash used in investing activities increased $1.5 million
to $1.6 million during 2005 from $111,000 during 2004. We purchased $5.5 million
and received $4.0 million from maturities of available-for-sale securities
during 2005. Capital expenditures during 2005 were primarily related to
purchases of production tools and equipment in preparation for blood flow
measurement device production at our contract manufacturers. Capital
expenditures during 2004 were primarily purchases of technology infrastructure.
Capital needs for 2006 are expected to increase over 2005 as we start up blood
flow product production at our contract manufacturers and establish alternative
sales financing arrangements for our blood flow devices such as leasing and per
use sales pricing.

Financing Activities. Financing activities used $273,000 in cash during 2005
versus providing $9.2 million during 2004. Proceeds from the issuance of common
stock were $58,000 and $2.3 million in 2005 and 2004, respectively. Proceeds
from notes payable were $8.1 million 2004. Payments of common stock and debt
issuance costs were $30,000 and $767,000 in 2005 and 2004, respectively.
Payments of notes payable were $190,000 lower during 2005 as compared to 2004,
primarily due to the repayment of a note to our CEO in 2004.
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During 2004, we sold a total of 2,350,000 shares of common stock and realized
net proceeds of $1,468,874 under the terms of a 2001 common stock purchase
agreement with the Fusion Capital Fund II, LLC. We also issued Fusion 66,129
shares of common stock for commitment fees related to the sales of our common
stock to them during 2004. No common stock was issued to Fusion during 2005. The
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Fusion common stock purchase agreement expired under its own terms in February
2006.

During April 2003, we completed a bridge loan agreement with our President and
CEO, David Bupp. Under the terms of the agreement, Mr. Bupp advanced us
$250,000. In consideration for the loan, we issued a note to Mr. Bupp in the
principal amount of $250,000. The note was secured by general assets of the
company, excluding accounts receivable. In addition, we issued Mr. Bupp 375,000
warrants to purchase our common stock at an exercise price of $0.13 per share,
expiring in April 2008. The note bore interest at 8.5% per annum, payable
monthly, and was originally due on June 30, 2004. On March 8, 2004, at the
request of the Board of Directors, Mr. Bupp agreed to extend the due date of the
note from June 30, 2004 to June 30, 2005. In exchange for extending the due date
of the note, we issued Mr. Bupp an additional 375,000 warrants to purchase our
common stock at an exercise price of $0.50 per share, expiring in March 2009. On
December 13, 2004, we repaid the balance of the note to Mr. Bupp.

During April 2003, we also completed a convertible bridge loan agreement with an
outside investor for an additional $250,000. In consideration for the loan, we
issued a note to the investor in the principal amount of $250,000. The note was
secured by general assets of the company, excluding accounts receivable. In
addition, we issued the investor 500,000 warrants to purchase our common stock
at an exercise price of $0.13 per share, expiring in April 2008. Under the terms
of the agreement, the note bore interest at 9.5% per annum, payable monthly, and
was due on June 30, 2004. During January 2004, the investor converted the entire
balance of the note into 1.1 million shares of common stock according to the
conversion terms of the agreement.

During 2004, the certain investors who received warrants to purchase our common
stock in connection with a November 2003 financing exercised a total of
3,230,066 warrants in exchange for 3,197,854 shares of our common stock. Of the
warrants exercised by these investors in 2004, 3,134,783 were exercised in
exchange for 3,134,783 shares of our common stock resulting in net proceeds of
$871,398. The remaining 95,283 warrants exercised in 2004 were exercised on a
cashless basis in exchange for 63,071 shares of our common stock. During 2005,
certain investors and placement agents related to this financing also exercised
a total of 206,865 warrants in exchange for 206,865 shares of our common stock,
resulting in net proceeds of $57,922.

In December 2004, we completed a private placement of Convertible Promissory
Notes in an aggregate principal amount of $8.1 million with Biomedical Value
Fund, L.P., Biomedical Offshore Value Fund, Ltd. and David C. Bupp (our
President and CEO). Biomedical Value Fund, L.P. and Biomedical Offshore Value
Fund, Ltd. are funds managed by Great Point Partners, LLC. The notes bear
interest at 8% per annum and are freely convertible into shares of our common
stock at a price of $0.40 per share. Neoprobe may force conversion of the notes
prior to their stated maturity under certain circumstances. The conversion price
represents the ten-day volume weighted average trading price of our common stock
through December 10, 2004. As part of this transaction, we issued the investors
10,125,000 warrants to purchase our common stock at an exercise price of $0.46,
expiring in December 2009. In connection with this financing, we also issued
1,600,000 warrants to purchase our common stock to the placement agents,
containing substantially identical terms to the warrants issued to the
investors.

Our future liquidity and capital requirements will depend on a number of
factors, including our ability to raise additional capital in a timely manner
through additional investment, expanded market acceptance of our current
products, our ability to complete the commercialization of new products, our
ability to monetize our investment in non-core technologies, our ability to
obtain milestone or development funds from potential development and
distribution partners, regulatory actions by FDA and other international
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regulatory bodies, and intellectual property protection. We believe we now have
adequate capital to assure that we can properly support our current business
goals and objectives for 2006. Our near-term priorities are to commence
multi-center trials for our Lymphoseek product, support the launch of the
reengineered version of the Quantix/OR products, identify a development and
commercialization partner for our RIGS technology, complete a technology
assessment of our ACT technology and continue to innovate our gamma detection
product line. We cannot assure you that we will be able to achieve significant
product revenues from our current or potential new products. We also cannot
assure you that we will achieve profitability again.
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Contractual Obligations and Commercial Commitments

The following table presents our contractual obligations and commercial
commitments as of December 31, 2005.

Payments Due By Period

Contractual Cash Less than 1 -3 4 - 5 After
Obligations Total 1 Year Years Years 5 Years
Capital Leases (1) $ 61,151 S 24,769 S 33,897 S 2,485 $ -
Operating Leases 208,819 100,129 108,690 —— ——
Unconditional
Purchase Obligations (2) 1,869,255 1,869,255 —— —— ——
Long-Term Debt (3) 10,012,043 648,000 9,364,043 - -

Total Contractual

Cash Obligations $12,151,268 $ 2,642,153 $ 9,506,630 S 2,485 $ -
(1) These amounts include interest at rates between 8% and 13%.
(2) These amounts represent purchases under binding purchase orders for which

we are required to take delivery of the product under the terms of the
underlying supply agreements going out approximately one year.

(3) These amounts include interest at 8% on $8.1 million in outstanding
principal due in December 2008, payable in either cash or common stock.

Recent Accounting Developments

In November 2004, the Financial Accounting Standards Board (FASB) issued SFAS
No. 151, Inventory Costs - 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 of idle facility expense, freight, handling
costs, and wasted material (spoilage). Paragraph 5 of ARB No. 43, Chapter 4,
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previously stated that " . . . under some circumstances, items such as idle
facility expense, excessive spoilage, double freight, and rehandling costs may
be so abnormal to require treatment as a current period charge...." 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 provisions of this statement will be effective for inventory
costs during fiscal years beginning after June 15, 2005. Neoprobe does not
believe that the adoption of this statement will have a material impact on its
financial condition or results of operations.

In December 2004, the FASB issued SFAS No. 123 (revised 2004), Share-Based
Payment, which is a revision of SFAS No. 123, Accounting for Stock-Based
Compensation (SFAS No. 123R). SFAS No. 123R supersedes APB Opinion No. 25,
Accounting for Stock Issued to Employees, and amends SFAS No. 95, Statement of
Cash Flows. Generally, the approach in SFAS No. 123R is similar to the approach
described in SFAS No. 123. However, SFAS No. 123R requires all share-based
payments to employees, including grants of employee stock options, to be
recognized in the income statement based on their fair values. Pro forma
disclosure is no longer an alternative. We must adopt SFAS No. 123R for interim
or annual reporting periods beginning after December 15, 2005. Early adoption
will be permitted in periods in which financial statements have not yet been
issued. We adopted SFAS No. 123R effective January 1, 2006.
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As permitted by SFAS No. 123, during 2005 Neoprobe accounted for share-based
payments to employees using APB Opinion No. 25's intrinsic value method and, as
such, generally recognized no compensation cost for employee stock options.
However, had we adopted SFAS No. 123R in prior periods, the impact of that
standard would have approximated the impact of SFAS No. 123 as described in the
disclosure of pro forma net loss and loss per share in Note 1 (1) to our
consolidated financial statements. The adoption of SFAS No. 123R's fair value
method will have a significant impact on our results of operations, although it
will have no impact on our overall cash position. Based on options outstanding
at December 31, 2005, we estimate that the adoption of SFAS No. 123R will result
in additional compensation expense of approximately $260,000 in 2006 and
$115,000 in 2007. However, these amounts may change significantly depending on
levels of share-based payments granted in the future and the assumptions for the
variables which impact the computation. SFAS No. 123R also requires the benefits
of tax deductions in excess of recognized compensation cost to be reported as a
financing cash flow, rather than as an operating cash flow as required under
current literature.

In December 2004, the FASB issued SFAS No. 153, Exchanges of Nonmonetary Assets
— An Amendment of APB Opinion No. 29, Accounting for Nonmonetary Transactions
(SFAS No. 153). SFAS No. 153 eliminates the exception from fair value
measurement for nonmonetary exchanges of similar productive assets in paragraph
21(b) of APB Opinion No. 29, Accounting for Nonmonetary Transactions, and
replaces it with an exception for exchanges that do not have commercial
substance. SFAS No. 153 specifies that a nonmonetary exchange has commercial
substance if the future cash flows of the entity are expected to change
significantly as a result of the exchange. SFAS No. 153 is effective for fiscal
periods beginning after June 15, 2005 and is required to be adopted by Neoprobe
beginning January 1, 2006. Neoprobe is currently evaluating the effect that the
adoption of SFAS No. 153 will have on its consolidated results of operations and
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financial condition but does not expect it to have a material impact.

In June 2005, the FASB issued SFAS No. 154, Accounting Changes and Error
Corrections - A Replacement of APB Opinion No. 20 and FASB Statement No. 3 (SFAS
No. 154). SFAS No. 154 supersedes APB Opinion No. 20, Accounting Changes, and
SFAS No. 3, Reporting Accounting Changes in Interim Financial Statements. SFAS
No. 154 requires retrospective application to prior periods' financial
statements of a voluntary change in accounting principle unless it is
impracticable. APB Opinion No. 20 previously required that most voluntary
changes in accounting principle be recognized by including in net income of the
period of the change the cumulative effect of changing to the new accounting
principle. SFAS No. 154 requires that a change in method of depreciation,
amortization, or depletion for long-lived, nonfinancial assets be accounted for
as a change in accounting estimate that is effected by a change in accounting
principle. ABP Opinion No. 20 previously required that such a change be reported
as a change in accounting principle. SFAS No. 154 carries forward many
provisions of APB Opinion No. 20 without change, including the provisions
related to the reporting of a change in accounting estimate, a change in the
reporting entity, and the correction of an error. SFAS No. 154 also carries
forward the provisions of SFAS No. 3 that govern reporting accounting changes in
interim financial statements. SFAS No. 154 is effective for fiscal years
beginning after December 15, 2005 and is required to be adopted by Neoprobe
beginning January 1, 2006. We do not expect the adoption of SFAS No. 154 to have
a material impact on our consolidated results of operations and financial
condition.

In September 2005, the Emerging Issues Task Force (EITF) ratified EITF No. 05-8,
Income Tax Consequences of Issuing Convertible Debt with a Beneficial Conversion
Feature (EITF No. 05-8). EITF No. 05-8 determined that (a) the issuance of
convertible debt with a beneficial conversion feature results in a difference
between book basis and tax basis of the debt instrument, (b) such difference
between book basis and tax basis of the debt instrument is temporary in nature,
and (c) the recognition of deferred taxes for the temporary difference of
convertible debt with a beneficial conversion feature should be recorded as an
adjustment to additional paid-in capital. EITF No. 05-8 is required to be
applied retrospectively, and is effective beginning in the first interim or
annual reporting period beginning after December 15, 2005. Neoprobe is required
to adopt EITF No. 05-8 beginning January 1, 2006. We do not expect the adoption
of EITF No. 05-8 to have a material impact on our consolidated results of
operations or financial condition, however we do expect the adoption of EITF No.
05-8 to result in a material change in our income tax disclosures.
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In February 2006, the FASB issued SFAS No. 155, Accounting for Certain Hybrid
Financial Instruments - An Amendment of FASB Statements No. 133 and 140 (SFAS
No. 155). SFAS No. 155 amends SFAS No. 133, Accounting for Derivative
Instruments and Hedging Activities, and SFAS No. 140, Accounting for Transfers
and Servicing of Financial Assets and Extinguishments of Liabilities. SFAS No.
155 (a) permits fair value remeasurement for any hybrid financial instrument
that contains an embedded derivative that otherwise would require bifurcation,
(b) clarifies which interest-only strips and principal-only strips are not
subject to the requirements of SFAS No. 133, (c) establishes a requirement to
evaluate interests in securitized financial assets to identify interests that
are freestanding derivatives or that are hybrid financial instruments that
contain an embedded derivative requiring bifurcation, (d) clarifies that
concentrations of credit risk in the form of subordination are not embedded
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derivatives, and (e) amends SFAS No. 140 to eliminate the prohibition on a
qualifying special-purpose entity from holding a derivative financial instrument
that pertains to a beneficial interest other than another derivative financial
instrument. SFAS No. 155 is effective for all financial instruments acquired or
issued after the beginning of an entity's first fiscal year that begins after
September 15, 2006 and is required to be adopted by Neoprobe beginning January
1, 2007. We do not expect the adoption of SFAS No. 155 to have a material impact
on our consolidated results of operations and financial condition.

Critical Accounting Policies

The following accounting policies are considered by us to be critical to our
results of operations and financial condition.

Revenue Recognition Related to Net Sales. We currently generate revenue
primarily from sales of our gamma detection products; however, sales of blood
flow products constituted approximately 6% of total revenues for 2005 and are
expected to increase in the future. Our standard shipping terms are FOB shipping
point, and title and risk of loss passes to the customer upon shipment. We
generally recognize sales revenue related to sales of our products when the
products are shipped and the earnings process has been completed. However, in
cases where product is shipped but the earnings process is not yet completed,
revenue 1s deferred until it has been determined that the earnings process has
been completed. Our customers have no right to return products purchased in the
ordinary course of business.

The prices we charge our primary customer, EES, related to sales of products are
subject to retroactive annual adjustment based on a fixed percentage of the
actual sales prices achieved by EES on sales to end customers made during each
fiscal year. To the extent that we can reasonably estimate the end-customer
prices received by EES, we record sales to EES based upon these estimates. If we
are unable to reasonably estimate end customer sales prices related to certain
products sold to EES, we record revenue related to these product sales at the
minimum (i.e., floor) price provided for under our distribution agreement with
EES.

We also generate revenue from the service and repair of out-of-warranty
products. Fees charged for service and repair on products not covered by an
extended service agreement are recognized on completion of the service process
when the serviced or repaired product has been returned to the customer. Fees
charged for service or repair of products covered by an extended warranty
agreement are deferred and recognized as revenue ratably over the life of the
extended service agreement.

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 disclosures of contingent assets and liabilities at the date of
the financial statements and the reported amounts of revenues and expenses
during the reporting period. We base these estimates and assumptions upon
historical experience and existing, known circumstances. Actual results could
differ from those estimates. Specifically, management may make significant
estimates in the following areas:

o Allowance for Doubtful Accounts. We maintain an allowance for doubtful
accounts receivable to cover estimated losses resulting from the inability
of our customers to make required payments. We determine the adequacy of
this allowance by regularly reviewing our accounts receivable aging and
evaluating individual customer receivables, considering customers' credit
and financial condition, payment history and relevant economic conditions.
If the financial condition of our customers were to deteriorate, resulting
in an impairment of their ability to make payments, additional allowances
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for doubtful accounts may be required.
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Inventory Valuation. We value our inventory at the lower of cost
(first—-in, first-out method) or market. Our valuation reflects our
estimates of excess, slow moving and obsolete inventory as well as
inventory with a carrying value in excess of its net realizable value.
Write-offs are recorded when product is removed from saleable inventory.
We review inventory on hand at least quarterly and record provisions for
excess and obsolete inventory based on several factors, including current
assessment of future product demand, anticipated release of new products
into the market, historical experience and product expiration. Our
industry is characterized by rapid product development and frequent new
product introductions. Uncertain timing of product approvals, variability
in product launch strategies, product recalls and variation in product
utilization all impact the estimates related to excess and obsolete
inventory.

Impairment or Disposal of Long-Lived Assets. We account for long-lived
assets in accordance with the provisions of SFAS No. 144. This Statement
requires that long-lived assets and certain identifiable intangibles be
reviewed for impairment whenever events or changes in circumstances
indicate that the carrying amount of an asset may not be recoverable. The
recoverability of assets to be held and used is measured by a comparison
of the carrying amount of an asset to future net undiscounted cash flows
expected to be generated by the asset. If such assets are considered to be
impaired, the impairment to be recognized is measured by the amount by
which the carrying amount of the assets exceeds the fair value of the
assets. Assets to be disposed of are reported at the lower of the carrying
amount or fair value less costs to sell. As of December 31, 2005, the most
significant long-lived assets on our balance sheet relate to assets
recorded in connection with the acquisition of Cardiosonix and gamma
detection device patents related to SLNB. The recoverability of these
assets i1s based on the financial projections and models related to the
future sales success of Cardiosonix' products and the continuing success
of our gamma detection product line. As such, these assets could be
subject to significant adjustment should the Cardiosonix technology not be
successfully commercialized or the sales amounts in our current
projections not be realized.

Product Warranty. We warrant our products against defects in design,
materials, and workmanship generally for a period of one year from the
date of sale to the end customer. Our accrual for warranty expenses is
adjusted periodically to reflect actual experience. EES also reimburses us
for a portion of warranty expense incurred based on end customer sales
they make during a given fiscal year.

Fair Value of Warrant Liability. U.S. generally accepted accounting
principles required us to classify the warrants issued in connection with
our December 2004 placement of convertible promissory notes as a liability
due to penalty provisions contained in the underlying securities purchase
agreement. The penalty provisions could have required us to pay a penalty
of 0.0667% per day of the total debt amount if we failed to meet certain
registration deadlines, or if our stock was suspended from trading for
more than 30 days. As a liability, the warrants were considered derivative
instruments that were required to be periodically "marked to market" on
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our balance sheet. We estimated the fair value of the warrants at December
31, 2004 using the Black-Scholes option pricing model. On February 16,
2005, Neoprobe and the investors confirmed in writing their intention that
the penalty provisions which led to this accounting treatment were
intended to apply only to the $8.1 million principal balance of the
promissory notes and underlying conversion shares and not to the warrant
shares. Because the value of our stock increased $0.19 per share from
$0.40 per share at the closing date of the financing on December 14, 2004
to $0.59 per share at December 31, 2004, our year end, the effect of
marking the warrant liability to "market" at December 31, 2004 resulted in
an increase in the estimated fair value of the warrant liability of $1.2
million which was recorded as non-cash expense during the fourth quarter
of 2004. Subsequently, the value of our stock increased $0.02 per share
from $0.59 at December 31, 2004 to $0.61 per share at February 16, 2005,
such that marking the warrant liability to "market" at February 16, 2005
resulted in an increase in the estimated fair value of the warrant
liability of $142,427 which was recorded as non-cash expense during the
first quarter of 2005. The estimated fair value of the warrant liability
was then reclassified to additional paid-in capital during the first
quarter of 2005.
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Other Items Affecting Financial Condition

At December 31, 2005, we had U.S. net operating tax loss carryforwards and tax
credit carryforwards of approximately $131.3 million and $4.3 million,
respectively, available to offset or reduce future income tax liability, if any,
through 2025. However, under Sections 382 and 383 of the Internal Revenue Code
of 1986, as amended, use of prior tax loss and credit carryforwards may be
limited after an ownership change. As a result of ownership changes as defined
by Sections 382 and 383, which have occurred at various points in our history,
we believe utilization of our tax loss carryforwards and tax credit
carryforwards may be significantly limited.

DESCRIPTION OF BUSINESS
Development of the Business

We are a biomedical company that develops and commercializes innovative products
that enhance patient care and improve patient outcome by meeting the critical
intraoperative diagnostic information needs of physicians and therapeutic
treatment needs of patients. We were originally incorporated in Ohio in 1983 and
reincorporated in Delaware in 1988. Our executive offices are located at 425
Metro Place North, Suite 300, Dublin, Ohio 43017. Our telephone number is (614)
793-7500.

From our inception through 1998, we devoted substantially all of our efforts and
resources to the research and clinical development of radiopharmaceutical and
medical device technologies related to the intraoperative diagnosis and
treatment of cancers, including our proprietary radioimmunoguided surgery
(RIGS(R)) technology. At that point, an evaluation of the status of the
regulatory pathway for our RIGS products coupled with our limited financial
resources caused us to suspend development activities related to our
radiopharmaceutical business and to retrench our organization to focus on our
medical device business. After achieving profitability in 2000 following this
retrenchment, we set out on a strategy to expand our medical device portfolio
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outside the cancer field. In December 2001, we took a major step in executing
this strategy with the acquisition of Biosonix Ltd., a private Israeli company
limited by shares, which we subsequently renamed Cardiosonix Ltd. (Cardiosonix).

Cardiosonix is commercializing the Quantix(R) line of blood flow measurement
devices for a variety of diagnostic and surgical applications in the cardiac and
vascular management arena. The decision to expand beyond our product focus on
oncology was based on our belief that the Cardiosonix products would diversify
the markets we address. We believe the Cardiosonix product line has significant
market potential and a path of market adoption similar to our gamma detection
devices, but one that also has significant operational synergies in development,
regulation and manufacturing to that of our gamma devices.

In addition, although our strategic focus expanded to include cardiac and
vascular blood flow management, we continued to look for other avenues to
reinvigorate our radiopharmaceutical development. During 2004, our efforts
resulted in a number of positive events that caused us to take steps to
re—activate development of our radiopharmaceutical and therapeutic initiatives.
As a result, we now have two of our radiopharmaceutical products, LymphoseekTM
and RIGScan(R) CR, on the verge of entering Phase II and Phase III, and Phase
IIT clinical trials, respectively. In early 2005, we also formed a new
subsidiary, Cira Biosciences, Inc. (Cira Bio), to evaluate the current market
opportunities for another technology platform, activated cellular therapy (ACT).
Our unique virtual business model combines revenue generation from medical
devices with the capital infusions we received in late 2004 to allow us to fund
Lymphoseek development while we look for a development partner to assist us in
the final clinical and commercial development for RIGScan CR and to evaluate the
commercial opportunities for ACT.

Our Technology
Gamma Detection Devices

Through 2005, substantially all of our revenue has been generated from the sale
of a line of gamma radiation detection devices and related products used by
surgeons 1in the diagnosis and treatment of cancer and related diseases. Our
currently-marketed line of gamma detection devices has been cleared by the U.S.
Food and Drug Administration (FDA) and other international regulatory agencies
for marketing and commercial distribution throughout most major global markets.
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Our patented gamma detection device systems consist of hand-held detector probes
and a control unit. The critical detection component is a highly radiosensitive
crystal contained in the tip of the probe that relays a signal through a
preamplifier to the control unit to produce both a digital readout and an
audible signal. The detector element fits into a housing approximately the size
of a pocket flashlight. The neo2000 (R) Gamma Detection System, originally
released in 1998, is the third generation of our gamma detection systems. The
neo2000 is designed as a platform for future growth of our instrument business.
The neo2000 is software upgradeable and is designed to support future surgical
targeting probes without the necessity of costly remanufacture. Since 1998, we
have developed and released three major software upgrades for customer units
designed to improve the utility of the system and/or offer the users additional
features.

Surgeons are using our gamma detection devices in a surgical application
referred to as sentinel lymph node biopsy (SLNB) or intraoperative lymphatic
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mapping (lymphatic mapping or ILM). ILM helps trace the lymphatic patterns in a
cancer patient to evaluate potential tumor drainage and cancer spread in
lymphatic tissue. The technique does not detect cancer; rather it helps surgeons
identify the lymph node(s) to which a tumor is likely to drain and spread. The
lymph node(s), sometimes referred to as the "sentinel" node(s), may provide
critical information about the stage of a patient's disease. ILM begins when a
patient is injected at the site of the main tumor with a commercially available
radiocactive tracing agent. The agent is intended to follow the same lymphatic
flow as the cancer would if it had metastasized. The surgeon may then track the
agent's path with a hand-held gamma-radiation-detection probe, thus following
the potential avenues of metastases and identifying lymph nodes to be biopsied
for evaluation and determination of cancer spread.

Numerous clinical studies, involving a total of nearly two thousand patients and
published in peer-reviewed medical journals such as Oncology (January 1999) and
The Journal of The American College of Surgeons (December 2000), have indicated
ILM is approximately 97% accurate in predicting the presence or absence of
disease spread in melanoma and breast cancers. Consequently, it is estimated
that more than 80% of breast cancer patients who would otherwise have undergone
full axillary lymph node dissections (ALND), involving the removal of as many as
20 - 30 lymph nodes, might be spared this radical surgical procedure if the
sentinel node was found to be free of cancer. Surgeons practicing ILM have found
that our gamma-detection probes are well suited to the procedure.

Hundreds of articles have been published in recent years in peer-reviewed
journals on the topics of sentinel lymph node biopsy and ILM. Furthermore, a
number of thought leaders and cancer treatment institutions have recognized and
embraced the technology as standard of care for melanoma and, in some cases, for
breast cancer. Our marketing partner continues to see strong sales, especially
for use in breast cancer treatment. Lymphatic mapping in breast cancer is the
subject of national and international clinical trials, including studies
sponsored by the U.S. Department of Defense, the National Cancer Institute (NCI)
and the American College of Surgeons. Although we have been selling gamma
detection devices for use in surgical oncology for over seven years, we believe
many surgeons in the U.S. and the rest of the world have delayed adoption of
lymphatic mapping pending the outcome of these important trials. We believe that
once data from these trials are published; there will be an additional demand
for our devices. We continue to monitor these trials and to work with our
marketing partners and thought leaders in the surgical community to set up and
support training courses internationally for lymphatic mapping. We also believe,
based on an estimate of the total number of operating rooms in medical centers
that are capable of performing the types of procedures in which our gamma
devices are used, that roughly half of the potential global market for devices
such as ours remains untapped. Courses showcasing our instruments continue to be
held at many nationally and internationally renowned cancer-specializing and
teaching institutions. These courses appear to be positively impacting the
adoption of lymphatic mapping, albeit not as rapidly as we would like to see.

In addition to lymphatic mapping, surgeons are investigating the use of our
device for other gamma guided surgery applications, such as evaluating the
thyroid function, in determining the state of disease in patients with vulvar
and penile cancers, and in SLNB in prostate, gastric, colon, head and neck and
non-small cell lung cancers. Expanding the application of ILM beyond the current
primary uses in the treatment of breast cancer and melanoma is the primary focus
of our strategy regarding our gamma guided surgery products. To support that
expansion, we continue to work with our marketing and distribution partners to
develop additional software-based enhancements to the neo2000 platform as well
as new probes such as the laparoscopic probe introd
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