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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-Q

(Mark One)

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the quarterly period ended March 31, 2012
OR

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from to

Commission file number: 001-34939

Complete Genomics, Inc.

(Exact Name of Registrant as Specified in its Chagr)

Delaware 20-322654¢&
(State or Other Jurisdiction of (I.LR.S. Employer
Incorporation or Organization) Identification No.)

2071 Stierlin Court

Mountain View, California 94043
(Address of Principal Executive Offices) (Zip Code)

(650) 943-2800

(Registrant’s Telephone Number, Including Area Codg

Indicate by check mark whether the registranth@g filed all reports required to be filed by Sexcti3 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for sslobrter period that the registrant was requirefilésuch reports), and (2) has been subject
to such filing requirements for the past 90 day¥es No [

Indicate by check mark whether the registrant liésnitted electronically and posted on its corpo¥tb site, if any, every Interactive Data
File required to be submitted and posted pursuaRuie 405 of Regulation S-T during the precedifigrnbnths (or for such shorter period that
the registrant was required to submit and post §ileg). Yes No O

Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, @-accelerated filer, or a smaller reporting
company. See the definitions of “large acceleréited” “accelerated filer” and “smaller reportirgmpany” in Rule 12b-2 of the Exchange
Act:

Large accelerated file [J Accelerated filel

Non-accelerated file [ (Do not check if a smaller reporting compa Smaller reporting compar [
Indicate by check mark whether the registrantseell company (as defined in Rule 12b-2 of the Bxgie Act). Yes[ No

As of April 30, 2012, the number of outstandingrelseof the registrant’'s common stock, par valu@@D per share, was 33,885,734.
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PART | — FINANCIAL INFORMATION
COMPLETE GENOMICS, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS

Assets
Current assetl
Cash and cash equivalel
Shor-term investment
Accounts receivabl
Inventory
Prepaid expense
Other current asse
Total current asse
Property and equipment, r
Other asset
Total asset

Liabilities and Stockholders’ Equity
Current liabilities
Accounts payabl
Accrued liabilities
Notes payable, curre
Deferred revenu
Total current liabilities
Notes payable, net of curre
Deferred rent, net of curre
Total liabilities
Commitments and contingencies (Note
Stockholder equity

Preferred stock, par value $0.C- 5,000,000 shares authorized and no st

outstanding at March 31, 2012 and December 31,

Common stock, $0.001 par val- 300,000,000 shares authorized and 33,704
shares issued and outstanding at March 31, 20I2030,000 shares
authorized and 33,409,638 shares issued and oditstpat December 31, 20

Additional paic-in capital
Accumulated defici
Total stockholder equity
Total liabilities and stockholde’ equity

(UNAUDITED)

March 31,
2012

December 31
2011

(in thousands, except par value and share dat:

$ 47,12
15,99¢

5,97¢

6,90(

1,70¢

152

77,85¢

34,00:

1,41¢

$ 113,27:

$ 4,21F
7,187

22,93

11,15¢

45,50(

3,33¢
48,83¢

34
295,83«
(231,42)
64,44(

$ 11327

See accompanying notes to condensed consolidataukcfal statements.

3

$ 77,07¢
6,00(

6,48¢

4,121

1,141

341

95,16¢

33,59:

1,44¢

$ 130,208

$ 5,36:
5,40(
7,09¢
10,02¢
27,88¢
16,16:

3,53¢
47,58¢

33
293,77
(211,199

82,61«
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COMPLETE GENOMICS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS

(UNAUDITED)

Revenue

Costs and expense
Costs of revenu
Research and developm
Sales and marketir
General and administrati\
Total costs and expens
Loss from operation
Interest expens

Interest and other income (expense),
Net loss

Net loss per share attributed to common stockhe—basic and dilute:

Weightec-average shares of common stock outstanding useshiputing net loss per share attribu
to common stockholde—basic and dilute:

Comprehensive los

Three months ended
March 31,

2012

2011

(in thousands, except share and per
share data

$ 3,90¢

5,29¢
8,69:

5,25¢

4,13¢
23,38(
(19,477
(764)
__ 4
$ (20,23)
$  (0.60

33,482,45
s (2023)

See accompanying notes to condensed consolidaigacial statements.

4

$ 6,83¢

6,58:
6,80¢

2,70

2,78(
18,87(
(12,03
(340)

(84)

$ (12,46
$  (0.49

25,959,92
$ (12,46
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COMPLETE GENOMICS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(UNAUDITED)

Cash flows from operating activities
Net loss
Adjustments to reconcile net loss to net cash usegerating activities
Depreciation and amortizatic
Change in inventory reserv
Change in fair value of warrant liabili
Stock-based compensatic
Noncash interest expense related to notes pa
Other
Changes in assets and liabilit
Accounts receivabl
Inventory
Prepaid expenst
Other current asse
Other asset
Accounts payabl
Accrued liabilities
Deferred revenu
Deferred ren
Net cash used in operating activit
Cash flows from investing activities
Purchase of availat-for-sale securitie
Proceeds from maturities of availa-for-sale securitie
Purchase of property and equipm
Purchase of pate|
Net cash used in investing activiti
Cash flows from financing activities
Proceeds from notes payal
Repayment of notes payal
Proceeds from issuance of common stock, net of:
Proceeds from issuance of common stock under emgigntive plan:
Net cash provided by financing activiti
Net decrease in cash and cash equiva
Cash and cash equivalents at beginning of pe
Cash and cash equivalents at end of pe
Supplemental disclosure of cash flow informatior
Cash paid for intere:
Supplemental disclosure of noncash investing andiancing activities
Issuance of warrants for common stock in connegtiibh term deb
Acquisition of property and equipment under acceynatyable

See accompanying notes to condensed consolidaizacial statements.

5

Three months ended
March 31,
2012 2011
(in thousands)

$(20,23)  $(12,46.)

3,65: 2,54¢
— 32
— 96
1,377 494
31¢ 27
71 7
44¢ (2,447)
(2,779 772
(567) 331
18¢ 24
18 (110)
(395) 96
1,624 59¢
1,13¢ 1,28:
(205) (184)
(15,355 (8,902
(15,999 —
6,00( —
(4,809 (2,870
— (250)
(14,807 (3,120
— 20,00
(476) (8,208
564 —
117 10C
202 11,89¢
(29,95 (127)

77,074 68,91¢
$47,12( $68,79:

$ 59¢ ¢ 31t

$ — $ 987
$ (759 $ 94
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Complete Genomics, Inc.
Notes to Condensed Consolidated Financial Statementunaudited)

1. THE COMPANY AND SUMMARY OF SIGNIFICANT ACCOUNTIN G POLICIES
Nature of Operations

Complete Genomics, Inc., (the “Company”) is a fitdences company that has developed and commeeciadi DNA sequencing platform for
whole human genome sequencing and analysis. The&uworis Complete Genomics Analysis Platform (“CGAtRirm”) combines its
proprietary human sequencing technology with itsaaded informatics and data management softwarésedd-to-end outsourced service
model to provide customers with data that is imratedy ready to be used for genome-based reseanenC@mpany’s solution provides
academic, biopharmaceutical and translational niegliesearchers with whole human genome data adgsssiwithout requiring them to
invest in in-house sequencing instruments, higlieperance computing resources and specialized peetolm the DNA sequencing industry,
whole human genome sequencing is generally deemieel toverage of at least 90% of the nucleotidéisérgenome. The Company was
incorporated in Delaware on June 14, 2005 and beparations in March 2006.

The Company has incurred net operating lossesignidisant negative cash flow from operations dgrgvery year since inception. At

March 31, 2012, the Company had an accumulatedidefi$231.4 million. Management believes thatdzhen the current level of operations
and anticipated growth, cash and cash equivaleténbes and interest income the Company will earthese balances, will not be sufficient
to meet the anticipated cash requirements for itthe months beyond March 31, 2012. The Company’'srragty operating losses and negative
cash flow from operations and its requirement figtitonal funding to execute its business objedileyond this period gives rise to
substantial doubt as to the Company’s ability totcme as a going concern. These financial statésrannot include any adjustments that
might result from the outcome of this uncertainty.

The Company is exploring additional funding optigngluding equity offerings and strategic corperatliances to obtain additional financing
to continue the development of its service offesiagd the expansion of its business. There caw lassurance that the Company will be
successful in its efforts to raise additional calpiBhould the Company be unable to raise adedjnatecing on a timely basis, operations will
need to be scaled back or discontinued.

Basis of Presentation

The interim condensed consolidated financial statéshave been prepared and presented by the Cgrimpaccordance with accounting
principles generally accepted in the United Stdt@&AP") and the rules and regulations of the Sé&s and Exchange Commission, without
audit, and reflect all adjustments, consistingdjfistments of a normal, recurring nature, necessasyate fairly the Company’s interim
financial information. The accounting principlesdanethods of computation adopted in these finast&Eements are the same as those of the
audited financial statements for the year endeccbéer 31, 2011.

The preparation of the Company’s unaudited condknsasolidated financial statements in conformitthus AAP requires management to
make estimates and assumptions that affect thetegpamounts of assets and liabilities and discsficontingent assets and liabilities at the
date of the unaudited condensed consolidated fiabstatements and the reported amounts of expehseyy the reporting period.

Certain information and footnote disclosures nolynakcluded in the Company’s annual financial stagats prepared in accordance with
GAAP have been condensed or omitted. The accompgmyiaudited financial statements should be readmjunction with the audited
financial statements for the year ended Decembge?@ll1 included in the Company’s Annual Report omf-10-K filed with the Securities
and Exchange Commission on March 9, 2012. The €imhresults for any interim period are not necealsmdicative of financial results for
the full year or any other interim period.

The Company operates as one segment, providingewhohan genome sequencing and analysis.

The condensed consolidated financial statemenksdadhe accounts of Complete Genomics and tho&e wholly-owned subsidiaries. All
inter-company accounts and transactions have Haeimated.

Summary of Significant Accounting Policies

There have been no changes to the Compgagighificant accounting policies during the thneenths ended March 31, 2012 as compared t
significant accounting policies described in itsliéged financial statements included in the Compamrinual Report on Form 1Rfor the yeal
ended December 31, 2011.
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Recent Adopted Accounting Standards

In May 2011, the FASB issued further guidance wigjeherally aligns the principles of fair value maasents with International Financial
Reporting Standards. The guidance clarifies thdicgin of existing fair value measurement requiesits and expands the disclosure
requirements for fair value measurements, and Westere for the three months ended March 31, 2012 adoption of the guidance had no
effect on the Company’s financial position or réswif operations.

In June 2011, the FASB issued guidance concerhimgitesentation of comprehensive income. The ga&gives companies the option to
present total comprehensive income, componentstahnome, and components of other comprehensoanie either in a single continuous
statement of comprehensive income or in two sepdratt consecutive statements. The guidance wagtigéfdor the three months ended
March 31, 2012 and was applied retrospectively. daption of the guidance had no effect on the Gomis financial position or results of
operations.

2. CONCENTRATION OF CREDIT RISKS AND OTHER RISKS AN D UNCERTAINTIES

The Company is subject to all of the risks inheiergn early-stage company developing a new appraa®NA sequencing. These risks
include, but are not limited to, significant capitagquirements, limited management resources, sgeompetition, dependence upon customer
acceptance of the products in development anditaeging nature of the DNA sequencing industry. Toenpany’s operating results may be
materially affected by the foregoing factors.

The Company depends on a limited number of sugpliecluding sole- and single-source suppliersjasfous critical components in the
sequencing process. The loss of these supplietBewrfailure to supply the Company with the nesegg components in sufficient quantities on
a timely basis and without defect, could causeydela the sequencing process and adversely affed€ompany.

The Company derives accounts receivable from dealets and amounts contractually due, but notwvedeunder contracts. The Company
reviews its exposure to accounts receivable andrgéiy requires no collateral for any of its acctsureceivable. The allowance for doubtful
accounts is the Company’s best estimate of the atradlexpected credit losses existing in accousmtgivable and is based upon specific
customer issues that have been identified. As ati&1, 2012 and December 31, 2011, the Compan$1E3,000 and $44,000, respectively,
recorded as an allowance for doubtful account.

The Company allocates its revenues to individuahtides based on the primary locations of its cugtcs.

As of March 31, 2012 and December 31, 2011, custemepresenting greater than 10% of accounts rebkgwere as follows:

March 31, December 31
Customer 2012 2011
Customer A 25% 16%
Customer E 18% 13%

For the three months ended March 31, 2012 and 2Qkiomers representing greater than 10% of reverue as follows:

Three months ender Three months ender
March 31, March 31,
Customer 2012 2011
Customer A 34% *
Customer E 10% *
Customer C * 34%
Customer C * 18%

* Less than 109

For the three months ended March 31, 2012 and 2@ilhtries representing greater than 10% of reverare as follows:

Three months ender Three months ender
March 31, March 31,
Country 2012 2011
United States 85% 70%
The Netherland * 24%

* Less than 109
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3. NET LOSS PER SHARE

Basic net loss per share is computed by dividingass attributed to common stockholders by theghteid-average number of common shares
outstanding during the period. The Company’s paédtiutive shares, which include outstanding coomnstock options and restricted stock
units and warrants, have not been included in timepzitation of diluted net loss per share for atiqus as the result would be anti-dilutive.
Such potentially dilutive shares are excluded wiheneffect would be to reduce the net loss pereshar

The following outstanding shares of potentiallyutlite securities were excluded from the computatibdiluted net loss per share for the
periods presented because including them would haglean anti-dilutive effect:

March 31,
2012 2011
Options to purchase common stock 4,057,83I 2,875,12!
Employee Stock purchase plan she¢ 286,40! —
Restricted stock units for common stc 15,00: 27,50(
Warrants to purchase common st 1,533,82. 2,165,32.
Total 5,893,06 5,067,94
4. SHORT-TERM INVESTMENTS
Summary of Available-for-Sale Securities
The following table summarizes the Company’s atédédor-sale securities (in thousands):
Gross Gross
Amortized Unrealized Unrealized
Fair
Cost Gains Losses Value
March 31, 2012
Fixed income securitie:
U.S. government securitit $15,99¢ $ — $ — $15,99¢
Total fixed income securitie $15,99¢ $ — $ — $15,99¢
December 31, 201
Fixed income securitie:
U.S. government securitit $ 6,00( $ — $ — $ 6,00(
Total fixed income securitie $ 6,00( $ — $ — $ 6,00(

5. FAIR VALUE MEASUREMENT

Assets and liabilities recorded at fair value ie fimancial statements are categorized based Ugolevel of judgment associated with the
inputs used to measure their fair value. HieramHevels which are directly related to the amaoefrgubjectivity associated with the inputs to
the valuation of these assets or liabilities areosws:

Level 1:Observable inputs, such as quoted prices in antewets for identical assets or liabilities.

Level 2:0Observable inputs, other than Level 1 prices, sischuoted prices for similar assets or liabilitgasoted prices in markets that are not
active or other inputs that are observable or @odsroborated by observable market data for sobially the full term of the assets or
liabilities.

Level 3:Unobservable inputs that are supported by littta@mmarket activity and that are significant to thie value of the assets or liabilities.

The following tables set forth the Company’s fin@hinstruments that are measured at fair valua oecurring basis as of March 31, 2012 and
December 31, 2011 and by level within the fair eahierarchy. Assets and liabilities measured atfaue are classified in their entirety based
on the lowest level of input that is significantth® fair value measurement. The Company’s asseswhehe significance of a particular input
to the fair value measurement in its entirety resgpimanagement to make judgments and considerdagecific to the asset or liability.

8
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As of March 31, 2012, the Company’s fair value &iehy for its financial assets and financial lidld that are carried at fair value was as
follows:

Level 1 Level 2 Level 2 Total
(in thousands)
Assets
Money market funds (included in cash and cash edgis) $47,33( $ — $— $47,33(
U.S. government securities (included in s-term investments $ — $15,99¢ $— $15,99¢

As of December 31, 2011, the Company’s fair valieeanchy for its financial assets and financiabiliies that are carried at fair value was as
follows:

Level 1 Level 2 Level 3 Total
(in thousands)
Assets
Money market funds (included in cash and cash edgis) $74,37¢ $ — $— $74,37¢
U.S. government securities (included in s-term investments $ — $6,00( $— $ 6,00(

Level 2 U.S. government securities are priced usmubinding market consensus prices that are borated by observable market data,
qguoted market prices for similar instruments, dacipg models, such as discounted cash flow tectesiqgihe Company did not have any
transfers between Level 1 and Level 2 fair valuasneements during the three months ended March(3P.

The Company has determined that its notes payatiédvbe classified as a level 3 item in the faiueshierarchy. At March 31, 2012, the fair
value of the notes payable approximates the cagminount of $22.9 million. The estimated fair vati¢he notes payable was based on the
then<current rates available to the Company for delsioflar terms and remaining maturities and alsd toto consideration default and cre
risk. The Company determined the estimated fanezamount by using available market information emehmonly accepted valuation
methodologies. However, considerable judgmentdsired in interpreting market data to develop eaten of fair value. The use of different
assumptions and/or estimation methodologies mag hawnaterial effect on the estimated fair value.destain financial instruments, including
accounts receivable, accounts payable and acdalslities, the carrying amounts approximate faitue due to the relatively short maturity of
the items.

6. BALANCE SHEET COMPONENTS
I nventory
Inventory consists of the following:

March 31, December 31
2012 2011
(in thousands)
Raw materials $ 1,25¢ $ 1,617
Work-in-progres: 4,66¢ 1,92t
Finished good 977 581
$ 6,90( $ 4,121

Property and Equipment, Net
Property and equipment, net, consist of the foliayi

December 31

March 31,
2012 2011
(in thousands)
Computer equipmet $ 10,60 $ 10,44
Computer softwar 2,59¢ 2,39¢
Furniture and fixture 57€ 58€
Machinery and equipmel 32,88¢ 30,01°
Leasehold improvemen 10,87¢ 10,80(
Equipment under constructic 4,05] 3,301
61,59: 57,54«
Less: Accumulated depreciation and amortiza (27,597) (23,957)
$ 34,00: $ 33,59
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Depreciation and amortization expense for the thmeaths ended March 31, 2012 and 2011 was $3.1bmaind $2.5 million, respectively.

Accrued Liabilities
Accrued liabilities consist of the following:

March 31, December 31
2012 2011
(in thousands)

Accrued paid time of $ 2,06¢ $ 1,84
Accrued compensation and bene- other 3,28¢ 1,90¢
Deferred rent, curret 81¢ 793
Other 1,012 85¢
$ 7,18 $ 5,40C

7. COMMITMENTS AND CONTINGENCIES

In October 2007, the Company entered into an ageaefor office facilities consisting of approximbtd.0,560 square feet under an operating
lease, which began on January 1, 2008. This agmesseamended expires in August 2016.

In October 2008, the Company entered into an ageaefor office facilities consisting of approximbt&6,096 square feet under an operating
lease, which began on March 1, 2009 and expirdaigust 2016.

In April 2011, the Company entered into an agredrfaroffice facilities consisting of approximatel\p,334 square feet under an operating
lease, which began on July 15, 2011 and expiréairch 2013.

The Company recognizes rent expense on a straighbésis over the non-cancellable lease term eswtds the difference between cash rent
payments and the recognition of rent expense afeardd rent liability. Where leases contain esiadeclauses, rent abatements and/or
concessions, such as rent holidays and landlotenant incentives or allowances, the Company apfitiem in the determination of straight-
line rent expense over the lease term. Rent exdensiee three months ended March 31, 2012 and\@a4 $0.7 million and $0.5 million,
respectively.

Future minimum lease payments under these non-tablecoperating leases as of March 31, 2012 afellasvs:

(in thousands
Years Ending December 31

2012 (Nine months remainin $ 2,58¢
2013 3,02t
2014 2,94(
2015 3,02(
2016 2,06¢
Total future minimum lease paymel $ 13,63¢

Term Loans

On December 17, 2010, the Company entered intaradad security agreement with Atel Ventures, (t&tel”). On March 25, 2011, the
Company entered into a new loan and security ageaemith Oxford Finance Corporation (“Oxford”).

10
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Atel Loan Agreement

The loan and security agreement with Atel (the tAt@an Agreement”) consists of a $6.0 million teloan for equipment purchases, which is
collateralized to secure the term loan. Under ¢nms of the Atel Loan Agreement, the term loan egas being repaid in 36 equal monthly
payments of principal and interest. Interest accrethe term loan at a rate of 11.26% per anndma.olitstanding borrowings under the term
loan are collateralized by a senior priority ingtri@ certain of our current property and equipmand all property and equipment that was
purchased during the term of the Atel Loan Agreemi@nconnection with entering into the loan andwséy agreement with Oxford, the
Company and Atel made certain administrative aodrieal amendments to the Atel Loan Agreement.

In connection with the Atel Loan Agreement, the @amy issued to Atel a warrant to purchase 49,8a4eshof our common stock at an
exercise price of $7.224 per share. The warrantexascised in full on June 17, 2011.

The Atel Loan Agreement contains customary reptasiens and warranties, covenants, including cpsind advancing conditions, events of
defaults and termination provisions. The affirmatoovenants include, among other things, that tihraany maintains certain cash account
balances, and liability and other insurance, aatlttie Company pledges security interests in anyeoship interest of a future subsidiary. The
negative covenants preclude the Company from, arotimey things, disposing of certain assets, enggigimny merger or acquisition, incurr
additional indebtedness, encumbering any collgtpealing dividends or making prohibited investmeirtseach case without the prior consent
of Atel. As of December 31, 2011, the Company wasompliance with all the covenants in the Atel hdsgreement. In February 2012, it
became evident that the Company would violate @camt in the Atel Loan Agreement as its 2011 codatdd financial statements would
contain an explanatory paragraph regarding subataldubt about the Company’s ability to contingesagoing concern in the opinion on the
financial statements from the Company’s independagistered public accounting firm. In February 20the Atel Loan Agreement was
amended to include, among other things, a waivethis covenant violation. Management believes b@sed on the current level of operations
and anticipated growth, cash and cash equivaleimbes and interest income the Company will earthese balances, will not be sufficient
to meet the anticipated cash requirements for ithee months beyond March 31, 2012. Management kedigéhvat based on the current level of
operations and anticipated growth, cash and casia@gnts balances and interest income the Compdglhgarn on these balances, will not be
sufficient to meet the anticipated cash requireséntthe nine months beyond March 31, 2012.

Oxford Loan Agreement

The loan and security agreement with Oxford (th&ft@d Loan Agreement”) provides for a term loar@0.0 million. The outstanding
balance of the term loan must be repaid in fulCmtober 1, 2014 (the “Maturity Date”). Under themis of the Oxford Loan Agreement, the
outstanding balance accrues interest at a rate86#®per annum. Until May 1, 2012 (the “AmortizatiDate”), the Company must make
monthly payments equal to the accrued intereshertitstanding loan balance, and, following the Airation Date through the Maturity D¢
the outstanding loan balance will be repaid intyhiBO) equal monthly payments of principal anctiest.

As a condition to the Oxford Loan Agreement, aiporbf the term loan was used to repay the remgibalance of $7.4 million on our existi
term loan agreement with Comerica. Following repagtrof the outstanding indebtedness, the Comeiea [Agreement was terminated. The
Company intends to use the remainder of the Oxtlend loan to fund our working capital requirements.

The term loan is secured by a senior priority drofalhe Company’s assets, excluding its intellatfroperty and those assets securing
borrowings under the Atel loan agreement. In addjtthe Company agreed not to pledge its intel@qitoperty to another entity without
Oxford’'s approval or consent.

In connection with the entry into the Oxford Loagrdement, the Company issued to Oxford warrangsitohase an aggregate of 160,128
shares of its common stock (the “Warrant Shares8naexercise price of $7.495 per share. The werepire on the seventh anniversary of
the issuance date. The Company also agreed toegsefforts to provide Oxford certain registratiaghts covering the Warrant Shares.

The Oxford Loan Agreement contains customary regrdions and warranties, covenants, closing amdraihg conditions, events of defat
and termination provisions. The affirmative covesanclude, among other things, that the Companglij files taxes, maintain certain
operating accounts subject to control agreemerfsvior of Oxford, maintain liability and other insunce, and pledge security interests in any
ownership interest of a future subsidiary. The tiggacovenants preclude, among other things, disgas certain assets, engaging in any
merger or acquisition, incurring additional indebtess, encumbering any collateral, paying dividemwdaaking prohibited investments, in
each case, without the prior consent of Oxford. Oxéord Loan Agreement provides that an event ddualéwill occur if (1) there is a material
adverse change in the Companbusiness, operations or condition (financialtbeowise), (2) there is a material impairment ie ghospects ¢
the Company repaying any portion of its obligationsler the term loan, (3) there is a material impant in the value of the collateral pledged
to secure its obligations under the agreement @xiford’s perfection or priority over the collateréd) the Company defaults in the payment of
any amount payable

11
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under the agreement when due, or (5) the Compagches any negative covenant or certain affirmatwenants in the agreement (subject to
a grace period in some cases). The repayment ¢étireloan is accelerated following the occurreofcan event of default or otherwise, which
would require the Company to immediately pay an@mequal to the sum of: (i) all outstanding prpadiplus accrued but unpaid interest,

(i) the prepayment fee, (iii) the final paymenitip(iv) all other sums, that have become due aydiple but have not been paid, including
interest at the default rate with respect to arst dae amounts. In February 2012, it became evitlahthe Company would violate a covenant
in the Oxford Loan Agreement given that its 201fhsmwidated financial statements would contain grlamnatory paragraph regarding
substantial doubt about the Company’s ability totowe as a going concern in the opinion on tharfaial statements from the Company’s
independent registered public accounting firm. ébfuiary 2012, the Oxford Loan Agreement was ametw@attlude, among other things, a
waiver for this covenant violation.

Management believes that based on the current téwmderations and anticipated growth, cash anl egsivalents balances and interest
income the Company will earn on these balance$neilbe sufficient to meet the anticipated casjuiements for the nine months beyond
March 31, 2012. Accordingly, amounts due under&ted Loan Agreement and the Oxford Loan Agreemevehbeen reclassified to notes
payable, current.

Future contractual loan payments under the OxfartAtel loan agreements as of March 31, 2012 afellasvs:

(in thousands
Years Ending December 31

2012 (Nine months remainin $ 7,957
2013 11,20:
2014 8,29
Total payment: $ 27,45¢
Less:
Cash interest payment and balloon payment accr 3,692
Unamortized portion of value of warrants issuedannection witr
Atel and Oxford loan 823
Total principal payment- notes payable, curre $ 2293¢

Contingencies

The Company is subject to claims and assessmemistime to time in the ordinary course of busind$se Company’s management does not
believe that any such matters, individually ortie taiggregate, will have a material adverse effe¢che Company’s business, financial
condition, results of operations or cash flows.

I ndemnification

In the normal course of business, the Company im&y contracts and agreements that contain atyaof representations and warranties and
provide for general indemnifications. The Compangkposure under these agreements is unknown keeitausolves claims that may be me
against the Company in the future, but that haveyebbeen made. To date, the Company has notgogidlaims or been required to defend
any action related to its indemnification obligatso However, the Company may record charges ifutiiee as a result of these indemnifical
obligations.

In accordance with its Certificate of Incorporatimmd Bylaws, as well as Indemnification Agreemettits,Company has indemnification
obligations to its officers and directors for c@rtavents or occurrences, subject to certain limitsile they are serving at the Company’s
request in such capacity. There have been no claimate, and the Company has director and offiterrance that enables it to recover a
portion of any amounts paid for future potentialicis.

Legal Proceedings

On August 3, 2010, a patent infringement lawsuis filed by lllumina, Inc. and Solexa, Inc. (an gnacquired by lllumina), or the plaintiffs,
against the Company in the U.S. District Court Eldvare. On November 9, 2010, the U.S. Districtil€ouDelaware granted the Company’s
motion to transfer the case to the Northern DistifcCalifornia. The case captionllkimina, Inc. and Solexa, Inc. v. Complete Geneaniiec.,
Civil Action No. 3:10-cv-05542. The complaint alegthat Complete Genomics’ Analysis Platform, angarticular the combinatorial probe
anchor ligation technology, infringes upon thretepts held by lllumina and Solexa. The plaintiffgk unspecified monetary damages and
injunctive relief. If the Company is found to infge one or more valid claims of a patent-in-suit dnhe district court grants an injunction, the
Company may be forced to redesign portions ofdtgiencing process, seek a license, cease theginfyiactivity and/or pay monetary
damages. On September 23, 2010, the Company fileshswer to the complaint as well as its countandagainst the plaintiffs. On
November 9, 2010, the U.S. District Court in Delasvgranted the Compa’s motion to transfer the case to the Northerniisof California.
On May 5, 2011, the Court entered a stipulatedramdismiss two patents from the lawsuit. The désal is without prejudice but includes
conditions on the ability to file lawsuits on thgsatents, including a limitation that lllumina magt re-file such lawsuits against the Company
until the later of (1) August 1, 2012, or
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(2) the exhaustion of all appeal rights in bothtfed pending reexaminations in the U.S. Patenflaademark Office and (b) the pending civil
litigation in which these patents are also assettiéel Technologies Corp. v. llluminaCase No. 3:11-cv-00703 (S.D. Cal.). The Company
believes that it has substantial and meritoriodertzes to the plaintiffs’ claims and intends toorimusly defend its position. However, a
negative outcome in this matter could have a maltadverse effect on the Company’s financial positresults of operations, cash flows and
business. In addition, the Company has incurredsatidipates that it will continue to incur sige#int expense and substantial time in
defending these claims. The Company is not cugrexitle to estimate the potential loss, if any, thay result from this litigation.

From time to time, the Company may become invoiveather legal proceedings and claims arising endahdinary course of its business. Ot
than as described above, the Company is not clyra@iparty to any legal proceedings the outcomeltdth, if determined adversely to the
Company, would individually or in the aggregate hanaterial adverse effect on its business, catest@lil operating results, consolidated
financial condition or consolidated cash flows.

8. COMMON STOCK

On March 8, 2012, the Company entered into an Atkitalssuance Sales Agreement (the “ATM Agreementth MLV & Co. LLC

(“MLV"), which provides that, upon the terms andbgect to the conditions and limitations set foftkerein, the Company may sell from time to
time, at its option, shares of its common stocktigh MLV, as its sales agent. On March 12, 2012 Gbmpany filed a prospectus supplement
with the Securities and Exchange Commission toutsently effective Registration Statement on F&+8 (File No. 333- 178728) with respect
to the sale of up to an aggregate of $30.0 milibthe Company’s common stock through MLV pursuarthe ATM Agreement. The
Company is required to pay MLV a commission of 3% of the gross proceeds from the sale of stwdriés common stock pursuant to the
ATM Agreement and provide MLV with customary indeification rights. As of March 31, 2012, the Compdrad received net proceeds of
$0.6 million from the sale of an aggregate of 213,Zhares of common stock through MLV and had $&8lkbn of its common stock
remaining available to issue and sell under itsesurprospectus supplement relating to the ATM A&grent.

9. WARRANTS FOR COMMON STOCK

In March 2011, the Company issued a warrant tohage 160,128 shares of common stock at an exgmitgeof $7.495 per share in
connection with the Oxford Loan Agreement. The watexpires on the seventh anniversary of its imsei@ate. The initial fair value of the
warrant was calculated using the Black-Scholesoaptricing model with the following assumptionsvee year contractual term; 75.01%
volatility; 0% dividend rate; and a risk-free ingst rate of 2.87%. The fair value of the warrans @atermined to be $1.0 million and was
recorded as equity in additional paid-in capitad ardiscount to the carrying value of the loan.dlthe warrants remain outstanding at

March 31, 2012. The discount is being amortizeiterest expense using the effective interestmragthod over the 42-month term of the loan.

In December 2010, the Company issued a warraninchpse 49,834 shares of common stock at an eggrdte of $7.224 per share in
connection with the Atel Loan Agreement. The warexpires on the tenth anniversary of its issuatate. The initial fair value of the warrant
was calculated using the Black-Scholes option pgiehodel with the following assumptions: 10 yeantcactual term; 76.2% volatility; 0%
dividend rate; and a risk-free interest rate oB%3 The fair value of the warrant was determineldde0.3 million and was recorded as a
liability and a discount to the carrying value bétoan. The fair value of the warrant was recomed liability due to certain mandatory
redemption features at the option of the holdee discount is being amortized to interest expessathe effective interest rate method over
the three-year term of the loan. These warrante werked to market each reporting period until tveye exercised. The final mark to market
revaluation of the warrants occurred on June 1I12the date the warrants were exercised.

10. STOCK-BASED COMPENSATION
Stock-based Compensation Plans

The number of shares reserved for issuance und&@0h0 Equity Incentive Award Plan (the “2010 P)aarid the Employee Stock Purchase
Plan (the “ESPP”) increased by 1,300,000 share$68d92 shares, respectively, effective Janua@p12. As of March 31, 2012, there were
3,610,953 and 1,746,709 shares available to baegtamder the 2010 Plan and the ESPP, respectively.
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Compensation Expense
During the three months ended March 31, 2012 aid 2Be Company granted stock options to purchasemon stock as follows:

Three Months Ended March 31,

2012 2011
Number of options granted to employt 66,97¢ 103,70(
Weightec-average grant date fair value per share of optpasted tc

employee: $ 1.9¢ $ 4.9¢
Total fair value of options granted to employeesclvlvestec $ 916,00( $ 309,00(

During the three months ended March 31, 2012 aid 2Be Company did not grant any options to norleyees nor did it grant any restrict
stock units.

The following table summarizes stock-based compemsaxpense from stock option and restricted stotkawards to employees, directors
and nonemployees as well as from employee purafigists under the ESPP for the three months endedhviil, 2012 and 2011, respectively:

Three Months Ended March 31,

2012 2011
(in thousands)
Employee awards and ESPP purchase ri $ 1,374 $ 478
Nonemployee awarc 3 21
Total compensation expen $ 1,37 $ 491

As of March 31, 2012, the Company had unrecogniteck-based compensation expense related to udvastek options and restricted stock
units of $11.8 million, which is expected to beaguized over the remaining weighted-average vegtérgpd of 2.9 years.
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ITEM 2. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF OPERATIONS

This Quarterly Report on Form 10-Q contains forwdwdking statements within the meaning of Sectioh @f the Securities Act of 1933, as
amended, and Section 21E of the Securities Exchaapef 1934, as amended (the “Exchange Act”), Whace subject to the “safe harbor”
created by those sections. Forward-looking statémare based on our management’s beliefs and agsumsand on information currently
available to our management. All statements othan tstatements of historical factors are “forwabking statements” for purposes of these
provisions. In some cases you can identify fon-looking statements by terms such as “may,” “wilfshould,” “could,” “would,” “expect,”
“plan,” “anticipate,” “believe,” “estimate,” “proje ct,” “predict,” and “potential,” and similar expresions intended to identify forward-
looking statements. Such forward-looking statemargssubject to risks, uncertainties and other intquat factors that could cause actual
results and the timing of certain events to diffexterially from future results expressed or implisdsuch forward-looking statements. Factors
that could cause or contribute to such differenoetude, but are not limited to, those identifiezldw, and those discussed in the section titled
“Risk Factors” in this report. Furthermore, suchrf@ard-looking statements speak only as of the dathis report. Except as required by law,
we undertake no obligation to update any forwardkiog statements to reflect events or circumstaaftes the date of such statements.

Overview

We are a life sciences company that has developg@d@mmercialized a DNA sequencing platform for ightuman genome sequencing and
analysis. Our goal is to become the preferred moldor whole human genome sequencing and anal@sisComplete Genomics Analysis
Platform, or CGA Platform, combines our propriethgman genome sequencing technology with our acdddhimformatics and data
management software and our innovative, end-to-emdpurced service model to provide our customéiisdata that is immediately ready to
be used for genome-based research. We believeuhablution can provide academic, biopharmaceltical translational medicine
researchers with whole human genome data and @alyan unprecedented combination of quality, eostscale without requiring them to
invest in in-house sequencing instruments, higlieperance computing resources and specialized peetoBy removing these constraints and
broadly enabling researchers to conduct large-statelete human genome studies, we believe thadaution has the potential to advance
medical research and expand understanding of tis,lieeatment and prevention of complex diseases.

We have targeted our complete human genome sequeseivice at academic, governmental and otheargsénstitutions, as well as
biopharmaceutical and healthcare organizationdrDNA sequencing industry, whole human genomeesgging is generally deemed to be
coverage of at least 90% of the nucleotides irgreome. We perform our sequencing service at owritédn View, California headquarters
facility, which began commercial operation in Ma&31®. In the near term, we expect to use significapital to expand our Mountain View
sequencing capacity, and to fund our research anelagpment initiatives, and our sales and markedimg)general and administrative expenses
to support our commercial operations and anticghgtewth. In future years, we may construct addalggenome centers in the United States
and in other strategic markets to accommodate paaed growing, global demand for high-quality, {oest whole human genome sequent

on a large scale.

Our ability to generate revenue, and the timingwfrevenue, will depend on generating new ordedscantracts, receiving qualified DNA
samples from customers and the rate at which weaavert our backlog of sequencing orders into deted and delivered data and the price
per genome contracted with the customer. We défoilog as the number of genomes for which custemave placed orders or entered into
contracts with volume estimates that we believdiareand for which no revenue has yet been reahrds of March 31, 2012, we had a
backlog of orders for sequencing approximately 6,génomes, which we believe could contribute apprately $27.0 million toward revenue
over the next 12 months. The speed with which wecoavert orders into revenue depends principaily o

» the speed with which our customers provide us wgithlified samples after submitting an orc
» the rate at which our system can sequence a geramd
» the rate at which all significant contractual obligns are fulfilled

Changes in these variables (or orders cancellationsductions) will cause our results of operaitmfluctuate, perhaps significantly. In
addition, we are rapidly developing and implementiew generations of sample preparation handlingaamhomation processes, sequencing
instruments, and information analysis and storggeems. As a result, we have a very limited historguide us in predicting variables like
equipment and/or operating failure, throughputdjieustomer delivery of qualified genomic sampled ather factors that could affect rever
We also experience delays from time to time dughtdlenges in implementing these new processesystdms.

We have not been profitable in any period sinceweee formed. We incurred net losses of $20.2 nmilaad $12.5 million for the three months
ended March 31, 2012 and 2011. As of March 31, 26tPaccumulated deficit was $231.4 million. Wéidaee that, based on our current level
of operations and anticipated growth, our cashaasth equivalents balances and interest income meoeahese balances, will not be
sufficient to meet our anticipated cash requiremémt the nine months beyond March 31, 2012. Ocunring operating losses and negative
cash flow from operations and our requirement tifitonal funding to execute our business objestiveyond this period gives rise to
substantial doubt as to our ability to continuea@ping concern.
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We are seeking to raise additional capital, whicyine from the sale of equity or convertible demsities in public or private offerings, an
additional credit facility, or a strategic partri@pgscoupled with an investment in us, or a combamaof the foregoing. For the purpose of
raising additional capital, we entered into an Adrkkt Issuance Sales Agreement, or ATM Agreemeith, MLV & Co. LLC, or MLV, on
March 8, 2012, pursuant to which we may sell frametto time, at our option, shares of our commalsthrough MLV, as our sales agent.
We filed a prospectus supplement with the Secsrdied Exchange Commission to our currently effediegistration Statement on Form S-3
(File No. 333-178728) with respect to the salemfawan aggregate of $30.0 million of our commatktunder the ATM Agreement and have
raised approximately $0.6 million thereunder. We @ntinuing to explore other capital-raising optio

Although we do not anticipate any material seaseffatts, given our limited operating history ageenue generating company, our sales
cycle is uncertain. A limited number of customersaunted for all of the revenue we recognizedlierthree months ended March 31, 2012,
with Inova Translational Medicine Institute and €AFrederick, Inc., National Cancer Institute acammfor approximately 34% and 10% of
this revenue, respectively. The loss of eithehefdustomers named above could have a materiatssdgéfect on our results of operations.

Critical Accounting Policies and Estimates

Our management’s discussion and analysis of oaniifal condition and results of operations are tb@aseour unaudited condensed
consolidated financial statements that have beepgped in accordance with accounting principleegaly accepted in the United States. The
preparation of our financial statements requirasnsanagement to make estimates, assumptions agohgmds that affect the reported amounts
of assets and liabilities and disclosure of corgirtgassets and liabilities at the date of the fifedrstatements and the reported amounts of
revenues and expenses during the applicable pehNtaisagement bases its estimates, assumptionsidgohgnts on historical experience and
on various other factors that it believes to besoeable under the circumstances. Different assomptind judgments would change the
estimates used in the preparation of our finarat@tements, which, in turn, could materially chatigeresults from those reported. Our
management evaluates its estimates, assumptiorjs@gents on an ongoing basis. Historically, aitiaal accounting estimates have not
differed materially from actual results. Howevémur assumptions change, we may need to revisesiimates, or take other corrective
actions, either of which may also have a matedakase effect on our statements of operationsidityuand financial condition.

There have been no significant changes in criicabunting policies during the three months endedcki31, 2012, as compared to the critical
accounting policies described‘iManagement’s Discussion and Analysis of Finan€alndition and Results of Operations — Critical
Accounting Policies and Estima” in our Annual Report on Form 10-K for the year eh@=cember 31, 2011.

Recent Adopted Accounting Standards

In May 2011, the FASB issued further guidance wigjeherally aligns the principles of fair value maasents with International Financial
Reporting Standards. The guidance clarifies thdicgipn of existing fair value measurement requieaits and expands the disclosure
requirements for fair value measurements, and ffastive for the three months ended March 31, 201# adoption of the guidance had no
effect on our financial position or results of cgtéwns.

In June 2011, the FASB issued guidance concerhimgtesentation of comprehensive income. The gu#lgives companies the option to
present total comprehensive income, componentstdhnome, and components of other comprehensoamie either in a single continuous
statement of comprehensive income or in two sepdrat consecutive statements. The guidance watigfdor the three months ended
March 31, 2012 and was applied retrospectively. diaption of the guidance had no effect on oumfiie position or results of operations.
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Results of Operations
Comparison of Three Months Ended March 31, 2012 and 2011

The following table shows the amounts of the ligteths from our statements of operations for thiéogs presented, showing period-over-
period changes (in thousands, except for percestage

Three months endec First Quarter 2012 vs.
March 31, First Quarter 2011
2012 2011 $ Change % Change
(unaudited)

Revenue $ 3,90¢ $ 6,83 $ (2,92%) (43)%
Costs and expense

Costs of revenu 5,29¢ 6,582 (2,289 (200%

Research and developmt 8,69: 6,80¢ 1,88¢ 28%

Sales and marketir 5,25¢ 2,70C 2,55¢ 95%

General and administrati\ 4,13¢ 2,78C 1,35¢ 49%

Total costs and expens 23,38( 18,87( 4,51( 24%

Loss from operation (19,472) (12,03 (7,43%) (62)%

Interest expens (764) (340) (424) (125)%

Interest and other income (expense), 4 (84) 88 105%

Net loss $(20,237) $(12,46)) $ (7,777 (62)%

Revenue

During the three months ended March 31, 2012, e elecreased 43% to $3.9 million, compared to 86ll&n during the same period in
2011. While we recognized revenue for over 900 geewin the three months ended March 31, 2012, cadpa over 600 during the same
period in 2011, our revenues decreased due tmdisant decrease in the average selling pricegesiome.

For revenue recognized in the first quarter of 2@hé& average selling price was approximately 1@ 8er genome, which decreased to
approximately $4,000 per genome for revenue reeeghin the first quarter of 2012. This decreaserice per genome was driven both by
competitive pricing pressures from alternativewtmle genome sequencing, such as exome sequeasimgll as aggressive price competition
from other suppliers of whole human genome sequersgrvices. We expect to continue to face downyam pressure.

Costs of Revenue

During the three months ended March 31, 2012, @fostvenue decreased 20% to $5.3 million from $6iléon during the same period in 20
despite shipping genomic data for approximately 36&te genomes. This reduction in cost of reven@eresult of efficiencies gained in our
sequencing processes and increases in our labpratpacity while maintaining similar fixed costs.

Cost of revenue as a percent of revenue increase86% in the first quarter of 2012 from 96% in finst quarter of 2011. This increase in c
of revenue as a percent of revenue was due to @ rapid decline in pricing than unit costs. We @iptte that these costs as a percentage of
revenue will fluctuate as our capacity utilizaticimanges, as the sequencing price we charge taistoraers changes and as we continue to
improve and automate our sequencing processes.

Research and Developme

Research and development expenses were $8.7 ndlliong the three months ended March 31, 2012, epetpto $6.8 million during the thi
months ended March 31, 2011, representing an isereb$1.9 million, or 28%. The increase in reskanmd development expenses was
primarily due to an increase in salaries and benefpense of $0.9 million resulting from increakeddcount, a $0.3 million increase in
consulting expense, a $0.3 million due to increatedk based compensation expense, a $0.2 mitlicnease in facilities expense, and a $0.1
million increase in depreciation expense.

We expect to continue to invest in research aneldement activities as we seek to enhance our semgeprocesses, components and sys
to improve the yield and throughput and to redireedost of our sequencing service. Consequentinelieve that in the near future, our
research and development expenses will increase.

Sales and Marketing

Sales and marketing expenses were $5.3 milliomdutie three months ended March 31, 2012, compar$d.7 million during the three
months ended March 31, 2011, representing an isereg$2.6 million, or 95%. The increase in salas marketing expenses is due primarily
to an increase in employee salaries and benefitsrese of $1.2 million resulting from increased loeanht, $0.7 million incurred for the
expense of genome sequencing services performeddidketing purposes during the first quarter of20&rsus no expense in the first quarter
of 2011, and $0.2 million due to increased stodedacompensation expense. The remaining increaseanses was primarily a result of the
growth of our sales and marketing activities topgupthe increased sales activity.
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General and Administrative

General and administrative expenses were $4.1omiftr the three months ended March 31, 2012, coadp@ $2.8 million for the three
months ended March 31, 2011, representing an isereg$1.4 million, or 49%. The increase was primalue to an increase in employee
salaries and benefits of $0.2 million due to insezghheadcount, $0.4 million resulting from increblegal expenses due to the pending
litigation against lllumina, Inc., $0.2 million due increased stock based compensation, $0.1 milliee to increased facility costs, and $0.1
million resulting from increased bad debt expense.

Interest Expens

During the three months ended March 31, 2012, weried interest expense of $0.8 million compare@ million during the three months
ended March 31, 2011. The increase in interestresgobetween the two periods was primarily due gbéri debt balances related to our loans.

Interest and Other Income (Expense),

Interest and other income (expense), net, forttreetmonths ended March 31, 2012 was an incomé,008 compared to expense of $84,000
for the three months ended March 31, 2011. Thegdhaetween the two periods was primarily due tactienge in the valuation of our warri
liability in the first quarter of 2011. The finalark to market revaluation of the warrants occuoedune 17, 2011, the date the warrants were
exercised.

Liquidity and Capital Resources

Since our inception, we have generated operatisgein every quarter, resulting in an accumuldédidit of $231.4 million as of March 31,
2012. We have financed our operations to date pifiyrthrough private placements of preferred staoki promissory notes, borrowings under
our credit facilities, proceeds from our initiallgic offering, follow-on public offerings and terdebt. As of March 31, 2012, we had working
capital of $32.4 million, consisting of $77.9 nulfi in current assets and $45.5 million in curréatiilities. As of December 31, 2011, we had
working capital of $67.3 million, consisting of $25million in current assets and $27.9 million urrent liabilities. Cash in excess of
immediate operating requirements is invested piilgner money market funds and short-term investraeéntaccordance with our investment
policy, primarily with the goals of capital presation and liquidity maintenance.

We believe that, based on our current level of afj@ms and anticipated growth, our cash and casivagnt and short-term investment
balances, including interest income we earn onetthagances, will not be sufficient to meet our@ptted cash requirements for the nine
months beyond March 31, 2012. The report of ouefrhdent registered public accounting firm on aumsolidated financial statements for
year ended December 31, 2011 includes an explanpémagraph stating that our recurring losses foperations and significant negative c.
flow from operations raise substantial doubt on ahility to continue as a going concern.

Our requirement for additional funding to execute business objectives gives rise to substantiabtas to our ability to continue as a going
concern. Additional sources of capital, which apéin place at this time, may be from the saleqfity or convertible debt securities in a

public or private offering, an additional creditiiity, or a strategic partnership coupled withiamestment in the Company or a combination of
the foregoing. If we raise additional funds throulé issuance of convertible debt securities, betiebt securities, these securities could have
rights senior to those of our common stock andatcohtain covenants that restrict our operatiohg ifsuance of any equity securities will
also dilute our current stockholders.

In order to raise additional capital to fund ouergions we entered into an the ATM Agreement Wthl/ on March 8, 2012, which provides
that, upon the terms and subject to the conditaomtslimitations set forth therein, we may sell frime to time, at our option, shares of our
common stock through MLV, as our sales agent. Orcha2, 2012, we filed a prospectus supplement thighSecurities and Exchange
Commission to our currently effective Registratitatement on Form S-3 (File No. 333- 178728) wabpect to the sale of up to an aggregate
of $30.0 million of our common stock through MLVrguant to the ATM Agreement. As of March 31, 2042,had received net proceeds of
$0.6 million from the sale of an aggregate of 213,ghares of common stock through MLV and we h&i4pmillion of our common stock
remaining available to issue and sell under oureturmprospectus supplement relating to the ATM A&grent.

We may be unable to raise sufficient additionalite&pr financing on terms that are acceptablaf #ll. Given the risks associated with our
business, including our operating history and aw business model in an emerging industry, anchtedifficulties for life sciences compani
raising funds in the capital markets, we cannotanize that we will be able to raise additionalitedyn the amounts or timeframe we require,
if at all. If we fail to raise additional capital sufficient amounts and in a timely manner, wd lé unable to operate our business to
December 31, 2012.
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Cash Flowsfor the Three Months Ended March 31, 2012 and 2011
The following table summarizes our cash flows far three months ended March 31, 2012 and 2011.

Three months ended

March 31,
2012 2011
(in thousands)
Net cash used in operating activit $(15,359) $(8,907)
Net cash used in investing activiti (14,807 (3,120
Net cash provided by financing activiti 203 11,89¢
Net decrease in cash and cash equiva $(29,95) $ (127)

Operating Activities

Net cash used in operating activities was $15.4ianiduring the three months ended March 31, 20i®ansisted of a net loss of $2!

million and a net increase in operating assetdiabdities of $0.6 million, offset by noncash itemf $5.4 million. Noncash items for the three
months ended March 31, 2012 consisted primarihefnoncash interest expense related to notes lgagb$0.3 million, depreciation expense
of $3.7 million and stock-based compensation expef$1.4 million. The significant items in the dge in operating assets and liabilities
include an increase in prepaid expenses and ingeaf0.6 million and $2.8 million, respectivelyartially offset by a decrease in accounts
receivable of $0.4 million, an increase of accrlighilities of $1.6 million and an increase of deéxl revenue of $1.1 million. The decrease in
accounts receivable and deferred revenue wereoddecteased revenue during the first three morftB®12. The increase in accrued liabilit
was primarily due to an increase in accrued congi@rsand benefits.

Net cash used in operating activities was $8.9anilluring the three months ended March 31, 20Hlcansisted of a net loss of $12.5 milli
offset by noncash items of $3.2 million and a netéase in operating assets and liabilities of $flldon. Noncash items for the three months
ended March 31, 2011 consisted primarily of thenggain valuation of our warrant liability of $0.1ilhon, depreciation expense of $2.5
million and stock-based compensation expense &f B@lion. The significant items in the change jpeoating assets and liabilities include an
increase in accounts receivable of $2.4 milliortiply offset by a decrease in prepaid expensedrarehtory of $0.3 million and $0.8 million,
respectively, and increases in deferred revenuaeaoounts payable of $1.3 million and $0.1 millisespectively. The increase in accounts
receivable and deferred revenue were due to inede@venue and advance billing arrangements dthimgjrst three months of 2011. The
increase in accounts payable was due to purchasesx@enses incurred as a result of the growthedCiompany during the first three months
of 2011.

Investing Activitie:

Net cash used in investing activities was $14.8aniland $3.1 million for the three months endeddfta31, 2012 and 2011, respectively.
2012 amount represents net purchases of investroefifg).0 million and purchases of property andigment of $4.8 million. The 2011
amount related entirely to purchases of propertyeqquipment. The purchases of property and equiptheing the first three months of 2012
and 2011 were primarily for sequencing equipmeptus production.

Financing Activities

Net cash provided by financing activities during three months ended March 31, 2012 of $0.2 milttimnsisted of net proceeds from
issuance of common stock of $0.6 million and prdsdieom the issuance of common stock under eqodgritive plans of $0.1 million. These
proceeds were partially offset by repayments oésigiayable of $0.5 million.

Net cash provided by financing activities during three months ended March 31, 2011 of $11.9 milttiensisted primarily of $20.0 million
proceeds from our term loan with Oxford. These peats were partially offset by repayments on teramsoof $8.2 million.

Operating and Capital Expenditure Requirements

To date, we have not achieved profitability on arterly or annual basis and we expect this trermbtdinue as our cash expenditures will
remain significant in the short-term. We plan tadwur short-term liquidity requirements using casld cash equivalents and short term
investments, including interest income earned osdibalances. At April 1, 2012, our principal skertn liquidity needs are:

» to fund our operating losse

» to fund our working capital for commercial operasgincluding personnel costs and other operatipgreses

* to expand the sample preparation, sequencing anguting capacity in our Mountain View and Santar€lleased facilities
» to finance the further research and developmentioEequencing technology and servic
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» to finance sales and marketing and general andrashmative activities; an
» to service our debt obligatior
We have a capital intensive business model anédbais our current operating plans, we forecaststivg approximately $15 million in

additional capital during the remainder of 2012. &viéicipate that we will continue to incur net lesgor the foreseeable future as we continue
to expand our business and build our infrastructure

In addition to our continued expenditures for tRpansion of our Mountain View sequencing capaditsther development of our sequencing
technology and services, and expansion of our salédsnarketing activities, our principal long-teliquidity needs are:

» to fund our working capital for commercial operasgincluding any growth in working capital requirey growth in our busines

» to finance the possible development of additioegugncing centers; al

» to service our debt obligatior

The timing and amount of our future capital reqouiests will depend on many factors, including, baitlimited to, the following:
» the financial success of our genome sequencingess

» our ability to increase the sample preparationusaging and computing capacities in our Mountaievvand Santa Clara leased
facilities;

» the average selling price per genome at which wehle to sell our whole genome sequencing ser
» whether repayment of our term loan(s) is acceldriten event of default is triggere

» the rate at which we establish satellite genomeesaecjng centers, if any, and whether we can firichsle partners to establish such
centers, if at all

» whether we are successful in obtaining payments ftostomers

» whether we can enter into collaborations or estatdi recurring customer ba:

» the progress and scope of our research and devefdprojects

» our ability to obtain CLIA certification and capguclinical customers

» the effect of any joint ventures or acquisitiontfer businesses or technologies that we may eniteor make in the future

» the filing, prosecution and enforcement of patéaings; anc

» the costs associated with our current litigatiothvllumina, Inc. and any other litigatio
Our forecast of the period of time through which fimancial resources will be adequate to supportaperations and the costs to support our
general and administrative, sales and marketing@seharch and development activities are forwaottitay statements and involve risks and
uncertainties. Actual results could vary materialhd negatively as a result of a number of faciaduding the factors discussed under the

caption “Risk Factors.” We have based these estisnat assumptions that may prove to be wrong, andowld use our available capital
resources sooner than we currently expect.

Term Loans

On December 17, 2010, we entered into a loan andriseagreement with Atel Ventures, Inc. (“Atel®n March 25, 2011, we entered into a
new loan and security agreement with Oxford Fina@ogporation (“Oxford”).

Atel Loan Agreement

The loan and security agreement with Atel (the tAtgan Agreement”) consists of a $6.0 million telman for equipment purchases, which are
collateralized to secure the term loan. Under ¢ens$ of the Atel Loan Agreement, the term loan thedas being repaid in 36 equal monthly
payments of principal and interest. Interest acrethe term loan at a rate of 11.26% per annuna.olitstanding borrowings under the term
loan are collateralized by a senior priority instri@ certain of our current property and equipmand all property and equipment that was
purchased during the term of the Atel Loan Agreeam@anconnection with entering into the loan andws#y agreement with Oxford, we and
Atel made certain administrative and technical asnegnts to the Atel Loan Agreement.

In connection with the Atel Loan Agreement, we e$tio Atel a warrant to purchase 49,834 sharesiof@mmon stock at an exercise price of
$7.224 per share. The warrant was exercised irofullune 17, 2011.
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The Atel Loan Agreement contains customary reptasiens and warranties, covenants, including clpsind advancing conditions, events of
defaults and termination provisions. The affirmatoovenants include, among other things, that wiataia certain cash account balances, and
liability and other insurance, and that we pledgeusity interests in any ownership interest of tarfel subsidiary. The negative covenants
preclude us from, among other things, disposingeofain assets, engaging in any merger or acausiticurring additional indebtedness,
encumbering any collateral, paying dividends or mglprohibited investments, in each case withoatgtor consent of Atel. As of

December 31, 2011, we were in compliance withteldovenants in the Atel Loan Agreement. In Felyr@@i 2, it became evident that we
would breach a covenant in the Atel Loan Agreenasnbur 2011 consolidated financial statements wooldain an explanatory paragraph
regarding substantial doubt about our ability tatoaue as a going concern in the opinion on tharfaial statements from our independent
registered public accounting firm. In February 20th2 Atel Loan Agreement was amended to includerey other things, a waiver for this
covenant violation.

Oxford Loan Agreement

The loan and security agreement with Oxford (th&ft@d Loan Agreement”) provides for a term loar@0.0 million. The outstanding
balance of the term loan must be repaid in fulClmyober 1, 2014 (the “Maturity Date”). Under thents of the Oxford Loan Agreement, the
outstanding balance accrues interest at a rate86#® per annum. Until May 1, 2012 (the “AmortizatiDate”), we must make monthly
payments equal to the accrued interest on theamdstg loan balance, and, following the Amortizatidate through the Maturity Date the
outstanding loan balance will be repaid in thi@@)Y equal monthly payments of principal and interes

As a condition to the Oxford Loan Agreement, aiporof the term loan was used to repay the remgibhalance of $7.4 million on our existi
term loan agreement with Comerica. Following repegtof the outstanding indebtedness, the Comeea IAgreement was terminated. We
intend to use the remainder of the Oxford term lmafund our working capital requirements.

The term loan is secured by a senior priority drofabur assets, excluding our intellectual propend those assets securing borrowings under
the Atel loan agreement. In addition, we have adjre# to pledge our intellectual property to anottity without Oxford’s approval or
consent.

In connection with the entry into the Oxford Loagr@ement, we issued to Oxford warrants to purchassggregate of 160,128 shares of our
common stock (the “Warrant Shares”) at an exengigee of $7.495 per share. The warrants expiréherseventh anniversary of the issuance
date. We also agreed to use best efforts to prdiderd certain registration rights covering the Wéat Shares.

The Oxford Loan Agreement contains customary repriegions and warranties, covenants, closing amdrexihg conditions, events of default
and termination provisions. The affirmative covesanclude, among other things, that we timely filges, maintain certain operating accol
subject to control agreements in favor of Oxforéjmain liability and other insurance, and pledgeusity interests in any ownership interes
a future subsidiary. The negative covenants preclathong other things, disposing of certain assetgaging in any merger or acquisition,
incurring additional indebtedness, encumberingaoilateral, paying dividends or making prohibitegéstments, in each case, without the
prior consent of Oxford. The Oxford Loan Agreemprdvides that an event of default will occur if (here is a material adverse change in our
business, operations or condition (financial oreottise), (2) there is a material impairment in pnespects of us repaying any portion of our
obligations under the term loan, (3) there is aamaltimpairment in the value of the collateraldged to secure our obligations under the
agreement or in Oxford’s perfection or priority oviee collateral, (4) we default in the paymenanf amount payable under the agreement
when due, or (5) we breach any negative covenacgrbain affirmative covenants in the agreemenjésit to a grace period in some cases).
The repayment of the term loan is acceleratedviotig the occurrence of an event of default or atlss, which would require us to
immediately pay an amount equal to the sum ogl(iputstanding principal plus accrued but unpatériest, (ii) the prepayment fee, (iii) the
final payment, plus (iv) all other sums, that haeeome due and payable but have not been paiddingl interest at the default rate with
respect to any past due amounts. In February 206@came evident that we would breach a covematiites Oxford Loan Agreement given tl
our 2011 consolidated financial statements woulttaa an explanatory paragraph regarding substatdigbt about our ability to continue a
going concern in the opinion on the financial staeats from our independent registered public aciogrirm. In February 2012, the Oxford
Loan Agreement was amended to include, among tiiregs, a waiver for this covenant violation.

Management believes that based on the current téwmderations and anticipated growth, cash anl egsivalents balances and interest
income we will earn on these balances, will nosb#icient to meet the anticipated cash requireséntthe nine months beyond March 31,
2012. Accordingly, amounts due under the Atel LAgneement and the Oxford Loan Agreement have beeassified to notes payable,
current.
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Contractual Obligations and Commitments
The following summarizes the future commitmentsiag from our contractual obligations at March 2@12 (in thousands):

Payment due by period

Less than More than
Contractual obligations Total 1 year 1-3 years 3-5 years 5 years
Debt obligationg®) $23,547 $ 8,821 $14,72¢t $ — $ —
Interest® 3,901 1,98¢ 1,922 — —
Operating lease obligatiol® 13,63¢ 3,45¢ 5,84( 4,34( —
Purchase obligatior® 13,63! 11,50( 2,12: 8 —
Total $54,72; $25,76¢ $24,611 $4,34¢ $ —

(1) Represents our outstanding debt under our termda@anof March 31, 201

(2) Represents interest payments on our outstandinguteter our term loans as of March 31, 20

(3) Consists of contractual obligations under -cancellable office space operating leas

(4) Consists of purchase obligations related to data center and non-cancellable orders for segirncomponents. The table above also
includes agreements to purchase goods or serviz@dhtive cancellation provisions requiring little mo payment. The amounts under
such contracts are included in the table above beeananagement believes that cancellation of tbestacts is unlikely and the
Company expects to make future cash payments angdaithe contract terms or in similar amounts &milar materials.

Off-Balance Sheet Arrangements

We do not currently have, nor have we ever had ralafionships with unconsolidated entities or ficial partnerships, such as entities often
referred to as structured finance or special pugugities, established for the purpose of fatititnoff-balance sheet arrangements or other
contractually narrow or limited purposes. In additiwe do not engage in trading activities invodviton-exchange traded contracts.

ITEM3:  QUANTITATIVE AND QUALITATIVE DISCLOSURE ABOUT MARKE T RISK

As of March 31, 2012, our investment portfolio dstsof money market funds and fixed- income gorent securities. The primary
objectives of our investment are to preserve chaitd maintain liquidity. Our primary exposureswarket risk are interest rate income
sensitivity, which is affected by changes in thaagal level of U.S. interest rates, and conditionhe credit markets, including default risk.
However, since all of our investments are in momeyket funds and highly liquid short-term governtaésecurities, we do not believe we are
subject to any material market interest rate righosure. We do not have any foreign currency orahgr derivative financial instruments.

ITEM 4: CONTROLS AND PROCEDURES
Evaluation of Disclosure Controls and Procedures

Our management, with the participation of our cleleécutive and financial officers, evaluated tHeaifveness of our disclosures controls and
procedures, as defined in Rules 13a-15(e) and 5%} Linder the Exchange Act, as of March 31, 20h2.term “disclosure controls and
procedures,” as defined in Rules 13a-15(e) and1B§d) under the Exchange Act, means controls ametr grocedures of a company that are
designed to ensure that information required tdibelosed by a company in the reports that it flesubmits under the Exchange Act is
recorded, processed, summarized and reported witaitime periods specified in the SEC'’s rules famohs. Disclosure controls and
procedures include, without limitation, controlglgsrocedures designed to ensure that informatiguired to be disclosed by a company in the
reports that it files or submits under the ExchafAgeis accumulated and communicated to the companginagement, including its chief
executive and financial officers, as appropriategltow timely decisions regarding required disales Management recognizes that any
controls and procedures, no matter how well desigmel operated, can provide only reasonable asidrachieving their objectives and
management necessarily applies its judgment iruatialy the cost-benefit relationship of possiblatomls and procedures. Based on the
evaluation of our disclosure controls and proceslaeof March 31, 2012, our chief executive off@ed chief financial officer concluded that,
as of such date, our disclosure controls and proesdvere effective at a reasonable assurance level

Changesin Internal Control over Financial Reporting

There was no change in our internal control ovearicial reporting during the quarter ended March2B812 identified in connection with the
evaluation required by Rule 13a-15(d) and 15d-16{dpe Exchange Act that has materially affecteds reasonably likely to materially
affect, our internal control over financial repagi
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PART Il — OTHER INFORMATION
ITEM 1: LEGAL PROCEEDINGS

On August 3, 2010, a patent infringement lawsui$ fil@d by Illumina, Inc. and Solexa, Inc. (an gndcquired by Illumina), or the plaintiffs,
against us in the U.S. District Court in Delawad®. November 9, 2010, the U.S. District Court indehre granted our motion to transfer the
case to the Northern District of California. Theseaaption isllumina, Inc. and Solexa, Inc. v. Complete Genaliac., Civil Action

No. 3:1(-cv-05542. The complaint alleges that our Compt@omics Analysis Platform, and in particular ooimbinatorial probe anchor
ligation technology, infringes upon three patergkltby Illumina and Solexa. The plaintiffs seek pardfied monetary damages and injunctive
relief. If we are found to infringe one or moreidatlaims of a patent-in-suit and if the districiuct grants an injunction, we may be forced to
redesign portions of our sequencing process, séie&rese, cease the infringing activity and/or pagnetary damages. On September 23, 2010,
we filed our answer to the complaint as well as@unterclaims against the plaintiffs. On Novem®e2010, the U.S. District Court in
Delaware granted our motion to transfer the caskedNorthern District of California. On May 5, 20%he Court entered a stipulated order to
dismiss two patents from the lawsuit. The dismigsalithout prejudice but includes conditions oa #bility to file lawsuits on these patents,
including a limitation that lllumina may not redikuch lawsuits against us until the later of (st 1, 2012, or (2) the exhaustion of all
appeal rights in both (a) the pending reexaminatiarthe U.S. Patent and Trademark Office andh@)pending civil litigation in which these
patents are also assertede Technologies Corp. v. llluminaCase No. 3:11-cv-00703 (S.D. Cal.). We beliew tte have substantial and
meritorious defenses to the plaintiffs’ claims amtetnd to vigorously defend our position. Howevenegative outcome in this matter could
have a material adverse effect on our financialtjpos results of operations, cash flows and bussnén addition, we have incurred and
anticipate that we will continue to incur signifiteexpense and substantial time in defending tbleses. For more information regarding the
risk of this litigation and future litigation, plea see “Risk Factors—We currently are, and couttiérfuture be, subject to litigation regarding
patent and other proprietary rights that could haunmbusiness” and “—We may incur substantial casta result of our current, or future,
litigation or other proceedings relating to patend other proprietary rights.” We are not curreathye to estimate the potential loss, if any, that
may result from this litigation.

From time to time, we may become involved in oflegial proceedings and claims arising in the ordiraurse of our business. Other than as
described above, we are not currently a party yoegal proceedings the outcome of which, if deieed adversely to us, we believe would
individually or in the aggregate have a materialaade effect on our business, operating resultanfiial condition or cash flows.
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ITEM 1A. RISK FACTORS

Investing in our common stock involves a high degrferisk. You should carefully consider the ridkscribed below and the other informat
in this Quarterly Report on Form 10-Q. If any othuisks actually occur, our business, operatingults or financial condition could be
adversely affected. In those cases, the tradingepof our common stock could decline and you mssy &l or part of your investment.

Risks Related to Our Limited Operating History, Financial Condition and Capital Requirements

We are an early, commercial-stage company and have a limited operating history, which may make it difficult to evaluate our current
business and predict our future performance.

We are an early, commercial-stage company and &éiwdited operating history. We were incorporated®elaware in June 2005 and began
operations in March 2006. From March 2006 until 12809, our operations focused on research and @ewent of our DNA sequencing
technology platform. Our revenue for the three reminded March 31, 2012 and 2011 was $3.9 millimh$6.8 million, respectively. Our
limited operating history, particularly in light olur novel, service-based business model in thidlsepvolving genome sequencing industry,
may make it difficult to evaluate our current busis and predict our future performance. Our lack lohg operating history, and especially
very short history as a revenue-generating compaake any assessment of our profitability or prigaiicabout our future success or viability
subject to significant uncertainty. We have encered and will continue to encounter risks and dlifies frequently experienced by early,
commercial-stage companies in rapidly evolving stdas. If we do not address these risks succégstulr business will suffer.

We will require substantial additional funding and may be unable to raise capital when needed, which could force usto delay, reduce or
cancel certain business objectives or we may be unable to continue as a going concern.

Our capital requirements are substantial, partibuks we further develop our business, expand#meple preparation, sequencing and
computing capacities in our Mountain View and Saiara, California leased facilities and eventualyablish satellite genome sequencing
centers. Our business model requires us to makéisant research and development investments imynaaeas including sample preparation,
sequencing, and bioinformatics. Historically, weddinanced our operations through private placemehpreferred stock, convertible debt,
borrowings under our credit facility, secured dabd through public offerings of our common stock.

We believe that, based on our current level of afp@ns and anticipated growth, our cash and caslvaegnt and short-term investment
balances, including interest income we earn onetadances, will not be sufficient to meet our @ptited cash requirements for the nine
months beyond March 31, 2012. Our requirementdaliteonal funding to execute our business objestiveyond this period gives rise to
substantial doubt as to our ability to continu@agming concern. We intend to seek additional fagdhrough public sales or private
placements of our equity and/or debt securitiesdatitional credit facility, collaborations andfther strategic transactions.

We may not be able to raise sufficient additiomadricing on terms that are acceptable, if at d@lle@ the risks associated with our business,
including our limited operating history and our nbusiness model in an emerging industry, and rediffitulties for life sciences companies
raising funds in the capital markets, we may beblento raise additional capital in the amounts aauire, if at all. In addition, if future
financings involve the issuance of equity secwsijt@ur existing stockholders would suffer dilutiéfwe fail to raise sufficient funds and
continue to incur losses, our ability to operate lmusiness, take advantage of strategic opporéesniturther develop and enhance our
technology or otherwise respond to competitive guess could significantly suffer. If this happews, may be forced to:

» slow the commercialization of our servic
» delay or terminate research or development progr
» delay the establishment of satellite genome sedgougrenters

» seek to obtain funds through collaborative anchibireg arrangements, which may require us to relgfgogommercial rights or gra
licenses on terms that are not favorable to u

e curtail or cease operatior

The amount of additional capital and timing at viee require the additional capital necessary il four operations and expand our business
depends on many factors, including:

» the financial success of our genome sequencingéss

« our ability to increase the sample preparationysaging and computing capacities in our MountaieWwand Santa Clara leas
facilities;

» the average selling price per genome at which weahble to sell our whole genome sequencing sen
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» whether repayment of our term loan(s) is acceldriten event of default occur

» the rate at which we establish satellite genomeesaeing centers, if any, and whether we can firidisle partners to establish st
centers, if at all

» whether we are successful in obtaining payments ftostomers

» whether we can enter into collaborations or estatdi recurring customer ba:

» the progress and scope of our research and devefdprojects

» the effect of any joint ventures or acquisition®otfer businesses or technologies that we may eriteor make in the future
» the filing, prosecution and enforcement of patdaints; anc

» the costs associated with our current litigatiothvillumina, Inc. and any other litigatio

Our term loans contain restrictions that limit our flexibility in operating our business and provisions that enable the lendersto accelerate
repayment of the outstanding amountsin the event of default.

In December 2010, we entered into two loan andrig@agreements, replacing our existing creditlfaciln March 2011, we entered into a
new loan and security agreement for a term loarre@pdid and terminated one of the December 201€eaygnts with the proceeds from the
new term loan. Our term loans contain various canénthat limit our ability to engage in speciftggdes of transactions. These covenants limit
our ability to, among other things:

» sell, transfer, lease or dispose of our as:

» create, incur or assume additional indebtedr

* encumber or permit liens on certain of our as

» make restricted payments, including paying dividead, repurchasing or making distributions withpeag to our common stoc
* make specified investments (including loans anchades)

» consolidate, merge, sell or otherwise disposelaradubstantially all of our assets; ¢

* enter into certain transactions with our affiliat

A breach of any of these covenants or a materigti@e change to our business could result in auttefader either or both of our term loans.
In addition, our term loan with Oxford Finance Cargtion provides that an event of default will ogamong other instances, if there is a
material adverse change in our business, operatioosndition (financial or otherwise) or if thesea material impairment in the prospects of
us repaying any portion of our obligations under tidrm loan. These provisions are inherently stibged nature. If we fail to raise additional
capital in a timely manner, an event of defaultidaccur under our term loan with Oxford. Upon deeurrence of an event of default under
our term loans, our lenders could elect to deddramounts outstanding to be immediately due amable and terminate all commitments to
extend further credit. If we were unable to regagse amounts, the lenders could proceed againsbtlaeral granted to them to secure such
indebtedness. We have pledged substantially aluofssets, other than our intellectual propedydlateral under the term loans.

We have a history of losses, and we may not achieve or sustain profitability in the future, on a quarterly or annual basis.

We have not been profitable in any annual or qugrperiod since we were formed. We incurred nesés of $20.2 million and $12.5 million
for the three months ended March 31, 2012 and 2@spectively. As of March 31, 2012, our accumulateficit was $231.4 million. Based
our current operating plans and assumptions, weotlexpect to achieve profitability in the neamufiet. In addition, we expect our cash
expenditures to remain significant in the near ténoluding expenditures for the expansion of ample preparation, sequencing and
computing capabilities, research and developmeigssand marketing and general and administrakpereses. We may encounter unforeseen
difficulties, complications and delays in our ekigtsequencing facility or establishing satellimmgme sequencing centers and other unfor
factors that require additional expenditures. Treests, among other factors, have had and willicoatto have an adverse effect on our
working capital and stockholders’ equity. We witlye to generate and sustain substantially incre@sexhue to achieve and maintain
profitability, which we may never do. If we are l&to achieve and then maintain profitability, tharket value of our common stock will
decline.
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Our operating results may fluctuate in the future. As a result, we may fail to meet or exceed the expectations of research analysts or
investors, which could cause our stock priceto decline.

Our financial condition and operating results magtiate from quarter to quarter and year to yedhé future due to a variety of factors, m
of which are beyond our control. Factors relatingtr business that may contribute to these fldioa include the following, as well as other
factors described elsewhere in this Quarterly Repor

« our ability to achieve profitability

» our need for and ability to obtain the capital reseey to operate and expand our busir
» the timing of our receipt of customer samp

» the size and frequency of customer ord

» our ability to lower the average cost per genonag We sequenct

» the average selling price we charge our custonuerseiquencing genome

» the presence or absence in a specific quarterebomore new large orde

« our ability to expand our sample preparation, saqing and computing operatior

» the demand for the sequencing of complete humaaorges;

» the existence and extent of government fundingdeearch and development relating to genome seungg
» the emergence of alternative genome sequencingadéies;

» risks associated with expanding our business imtermational market:

e our dependence on s- or single-source suppliers

* our ability to manage our growt

» our ability to successfully partner with other messes in joint ventures or collaborations, orgrage any businesses we n
acquire with our busines

» our dependence on, and our need to attract and,rkéy management and qualified sales persol

» our ability to obtain, protect and enforce our liletetual property rights and avoid infringing thetellectual property rights of othe
» our ability to prevent the theft or misappropriatiof our knov-how or technologies

» lawsuits brought against us by third part

* business interruptions, such as earthquakes aed dtural disaster

* public concerns about the ethical, legal and sataterns related to the use of genetic informa

« our ability to comply with current laws and regidats and new or expanded regulatory schel

» our ability to properly handle and dispose of hdrnas materials used in our business and biologiaate; anc

» our ability to use our net operating loss carryfargs to offset future taxable incon

Due to the various factors mentioned above, anerstthe results of any prior quarterly or annualqals are not necessarily indicative of our
future operating performance.

Our independent registered public accounting firm has included an explanatory paragraph relating to our ability to continue as a going
concern in itsreport on our audited financial statementsincluded in our last Annual Report.

The report from our independent registered puldaoanting firm dated March 8, 2012 for the yearesh®ecember 31, 2011 includes an
explanatory paragraph stating that our recurrisgés from operations and significant negative 8ashfrom operations raise substantial dc
about our ability to continue as a going concefrivd are unable to obtain sufficient funding, ousimess, financial condition and results of
operations will be materially and adversely affdca@d we may be unable to continue as a going conifeve are unable to continue as a
going concern, we may have to liquidate our assedsmay receive less than the value at which thesets are carried on our consolidated
financial statements, and it is likely that investwill lose all or a part of their investmentwé seek additional financing to fund our business
activities in the future and there remains doulogitour ability to continue as a going concerngsters or other financing sources may be
unwilling to provide additional funding on commeatly reasonable terms or at all.
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Risks Related to Our Business

Our only source of revenueis our human genome sequencing service, which is a new business model in an emerging industry, and failureto
achieve market acceptance will harm our business.

Since our inception, all of our efforts have beecuksed on the creation of a technology platformofarhuman genome sequencing service,
which we commercialized in May 2010. We expectdograte all of our revenue from our human genormgeeseing service for the
foreseeable future. As a result, market acceptahoar human genome sequencing service is criticalir future success.

Providing genome sequencing as a service is a ndwi@proven business model in a relatively newrapdlly evolving industry. We are usi
proprietary technology, involving multiple scieitiind engineering disciplines, and a novel sermoelel to bring complete human genome
sequencing to an unproven market. We incur corslderesearch and development and general and isthaiive expenses in providing our
services to our customers and, hence, our revenilldgave to grow many fold before we can achievefipability.

Historically, companies in this industry have ssétjuencing instruments directly to customers, badttistomer performs the sequencing it
We do not know if the purchasers and users of sexjug instruments will adopt our service model. Example, many potential customers
want to sequence human genomes for proprietaryesttight may lead to discoveries which they woeleksto exploit, either commercially or
through the publication of scientific literaturec@ordingly, these potential customers may haveifsignt reservations about allowing a third
party to control the sequencing processes for firejprietary studies. Alternatively, other potehtiastomers may want to sequence only
portions of human genomes, such as exomes, réthiecomplete human genomes. There are many reasgnsur services might not become
widely adopted, ranging from logistical or qualfisoblems to a failure by our sales force to engagential customers, and including the other
reasons stated in this “Risk Factors” section. Assalt, our genome sequencing service may noeegelsufficient market acceptance to allow
us to become profitable.

Our success depends on the growth in demand for analysis of genetic variation and biological function, and the shift in demand to whole
human genome sequencing.

We are currently targeting customers for our gensatgiencing service in academic centers, medisaareh centers, government research
institutions, biopharmaceutical companies and hezte organizations. Our customers are usingenice for small- and large-scale human
genome studies for a wide variety of diagnostic disdovery applications. These customers and egjiits are new and emerging, and they
may not develop as quickly as we anticipate, ochregheir full potential. Our success depends ordéraand of whole human genome
sequencing increasing substantially from its curtewels. The development of demand for whole hugemome sequencing and the success o
our service depend in part on the following factors

» demand by researchers for whole human genome seqge

» the usefulness of genomic data in preventing, ifléng or treating diseast

» the ability of our customers to successfully analfizee genomic data we provic

» the ability of researchers to convert genomic dattamedically valuable informatiol

» the capacity and scalability of the hardware stere@mponents necessary to store, manage, backaip, #ed safeguard genon
data;

» the development of software tools, such as biomédics systems, to efficiently search, correlat# manage genomic data to assist
our customers in effectively analyzing the genodata we provide; an

» competitive product offering:

For instance, demand for our genome sequencingceenay decrease if researchers are unable taigécuse and ultimately analyze the
large amounts of genomic data from a whole humawge or if they fail to find meaningful correlat®between genetic variation and disease
susceptibility through whole human genome studire§ebruary 2012, our Genomic Discovery PartneogRam was launched to facilitate the
analysis of large amounts of genomic data. Thigfanm is a partnership with other analysis softwaoviders whose analysis tools are
compatible with our analysis tools. We cannot he¢aie this program will be successful. In additiéextors affecting research and developn
spending generally, such as changes in the regylattvironment affecting biopharmaceutical and ptiealthcare organizations and changes
in government programs that provide funding to canies and research institutions, could harm ouinkess. If our target markets do not
develop in a timely manner, demand for our sermieg grow at a slower rate than we expect, or miyafiad we may not achieve profitability.

To date, relatively few whole human genomes hawnsequenced, in large part due to the high cdargé-scale sequencing. Our business
plan assumes that the demand for sequencing whatam genomes will increase significantly as theé obsrhole human genome sequencing
decreases. This assumption may prove to be ind¢pmethe increase in demand may take significamthye time than we anticipate. For
example, potential customers may not think our oedtictions are sufficient to permit or justifydarscale sequencing. Moreover, some
companies and institutions have focused on sequgnaigeted areas of the genome that are believed t
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be primarily associated with disorders and diseasespposed to the entire genome. Demand for setpgewhole human genomes may not
increase if these targeted sequencing strategiel,as exome sequencing, where selected regiotaimiog key portions of genes are
sequenced, prove to be more cost effective orieseed as a more efficient method of genetic anglifgdin whole human genome sequencing.
Since exome sequencing is significantly less experthan the sequencing of an entire human genoustomers, including those with limited
budgets, may choose to sequence exomes instedtbéd wuman genomes.

In addition, customers of whole genome sequenadngces have a number of service options availebteem. For us to succeed, our
customers will need to find our service alternasuperior to services offered by our competitors.

We must significantly increase our production capabilitiesin order to achieve profitability.

We have very limited experience in running a conuiaiscale production facility. We have only ong@encing facility, which at present has
the capacity to sequence approximately 1,000 campleman genomes per month. This capacity is sigmifly less than what would be
required to achieve profitability. Our businessnpdssumes that we will be able to increase ouraigpaultiple fold.

We plan to increase the capacity of our sequerfaicitity by increasing our sample preparation céiyaapgrading our existing sequencers,
installing additional sequencers, improving outwafe and designing and installing newer generatafrsequencing instruments that are
currently under research and development. We nsyanstruct satellite genome sequencing centéheitnited States and elsewhere in the
future. We may encounter difficulties in expandig sequencing infrastructure, and we may not e tatbuild and improve this
infrastructure in time to meet the volume, quatitytiming requirements necessary to be succesdanufacturing and supply quality issues
may arise, including issues due to third parties wiovide the components of our technology platfoie are designing our next generatiol
sequencers that are targeted to be faster thacuotent sequencers. We may experience technidaludifes that may cause substantial delays
and as a result hamper our efforts to achieverafiignt increase in our capacity. As our sequegciapacity and demand for our sequencing
services increases, we will be required to scaleurgsample and library preparation capacity. Wepantered delays and difficulties in scaling
up our sample and library preparation capacithegecond half of 2011. We may also encounter delaglifficulties in our future sample and
library expansion efforts. Generally, implementingorovements to our sequencing technology may wreselgnificant changes that may result
in delays, or may not achieve expected resultseikample, we are experimenting with improved lipremnstruction processes and with
advanced fluidics for our sequencing platform. Ehesperiments may be unsuccessful and may notdefaasible technological improveme
that increase the capacity or reduce the costsrodequencing services. If capacity or cost linota prevent us from meeting our customers’
expectations, we will lose revenue and our poteantiatomers may take their business to our congstit

Our need to increase capacity may require us toagiggour machines to enhance our current produptiocess. This may render our current
machines obsolete sooner than anticipated. Ifatbdsirs, the value of these machines could be igand we may need to write down the
value of this equipment, which could have a makémaact on our financial statements.

We also plan to continue our efforts to reducetaum-around time. We have a number of projects omag to do so. However, there can be no
assurance that we will be successful in thesetsffor addition, from time to time, our turn-aroutiie may increase if we encounter any
operator or process failures, if we have to reseggigenomes, or if our capacity does not keep tip auir backlog. Failure to improve our
turn-around time may cause us to lose existingosgective orders.

Reduction or delay in research and development budgets and government funding may adversely impact our sales.

We expect that for the foreseeable future, ourmaeewill be derived primarily from selling our gane sequencing service to a relatively small
number of academic, governmental and other reséastitutions, as well as biopharmaceutical andtheare organizations. Our revenue may

decline substantially due to reductions and dellayssearch and development expenditures by thesteroers, which depend, in part, on their

budgets and the availability of government fundifgctors that could affect the spending levelsusfaustomers include:

» weakness in the global economy and changing madgetitions that affect our custome

» changes in the extent to which the pharmaceutitdlife science industry may use genetic infornraiod genetic testing as
methodology for drug discovery and developm

» changes in government programs that provide funttingpmpanies and research institutic

» changes in the regulatory environment affectingph@maceutical and life science companies and res@ad medical institution
» impact of consolidation within the biopharmaceutead life science industry; at

» cos-reduction initiatives of customet
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Also, government funding of research and developrisesubject to the political process, which isdrémtly unpredictable. Any reduction in
funding of life science research and developmerletaty surrounding the approval of government budggposals may cause our customel
delay or forgo purchases of our services. For eXxanumcertainty regarding the size of the U.S. goweent’'s 2012 -2013 budget for the
National Institute of Health, or NIH, and relategkeacies may cause our customers to slow or delaghpses of our services. In addition, i
unclear what will happen to demand for our servetfésr the stimulus funds provided to NIH pursu@anthe American Recovery and
Reinvestment Act of 2009 have been allocated altyl$pent. A reduction or delay in demand for oendéce will adversely affect our ability -
achieve profitability.

The presence or absence in a specific quarter of one or more new large orders, our ability to process orders or the cancellation of previous
orders, may cause our results of operations and backlog to fluctuate significantly on a quarterly basis.

Since beginning commercial operations, we haveivedgurchase orders or contracts from a growirtditnited number of customers each
guarter. Historically, the size of each purchasteohas fluctuated between a few genomes and reulti;mdreds of genomes. As a result, the
presence or absence in a specific quarter of on@oe new large orders, delays in our ability togesss large orders or the cancellation of
previous orders, combined with our uncertain seyete and changes in the variables that influerceversion of orders into revenue, may
cause our results of operations and our backldigittuate on a quarterly basis. These fluctuatimay be significant from one quarter to the
next. In addition, our limited commercial histonydathe characteristic of our quarterly orders miakery difficult to predict or forecast our
future operating results and backlog.

If we are not successful in reducing the average cost of our sequencing service, demand for our services, aswell as our ability to achieve
profitability, will suffer.

Our ability to expand our customer base dependglaion our ability to reduce the average cosegugncing a human genome. For example,
certain academic or government-sponsored reseagelmiaations may forgo or delay whole genome-widelies based on the cost required to
sequence complete human genomes, in favor of kgrexpensive studies, including targeted seqogrstrategies such as exome sequen
Additionally, certain of our target customers magide it is more cost-effective to purchase seqgugriastruments from a competitor than
contract for our sequencing service or may choositsource their sequencing projects to anotheicgeprovider. To compete effectively

with competitors who sell and market sequencingumsents or provide sequencing services, our semigst provide cost advantages, sup
quality and time savings.

In addition, we have significantly reduced the grid our complete human genome sequencing servieshe past few quarters. This
reduction in price has been driven in part by catitige pricing pressure. As our competitors redtieeprice of their sequencing services, or as
new competitors enter the market or expand thedimi@ss model to include sequencing services, weatxpcreased pricing pressure, which
may force us to further decrease the price of emoge sequencing service. Our gross profit andatipgrresults will suffer if we are unable
offset any reductions in our prices by reductionsur costs through developing new or enhancedt#obies or methods, or increasing our
sales volumes.

We face significant competition. Our failure to compete effectively could adversely affect our sales and results of operations.

We currently compete with companies that develaggnufacture and market genome sequencing instruroept®vide genome sequencing
services. We expect competition to increase asompetitors develop new, improved or cheaper ins&nits or expand their businesses to
include sequencing services, and as new companiestbe market with innovative technologies.

The genome sequencing industry is highly competi¢imd is served by several large companies withifsignt competitive positions. For
example, established companies such as lllumira, liife Technologies Corporation and Roche DiaginesCorporation are marketing
instruments for genetic sequencing that impact eehfar our services, and these companies havefisigmily greater financial, technical,
marketing and other resources than we do to inmastw technologies and have substantial intelldqtuoperty portfolios and substantial
experience in product development and regulatopegise. Also, many other companies, such as NABags, Oxford Nanopore
Technologies, Ltd., Pacific Biosciences, Inc. aedkih Elmer Corporation, have developed or are idgieg sequencing technologies or
services that would compete with ours. Moreovegdastablished companies may acquire smaller coiepavith emerging technologies and
use their extensive resources to develop and coaoiafize such technologies or incorporate such teldgies into their instruments and
services. For example, in 2010, Life Technologiegu@red lon Torrent Systems, Inc., a chip-basedeecjng technology company, and
recently announced that the sequencing platformiesd| from lon Torrent may be able to sequencermge for $1,000 in less than one da
the end of 2012.

In addition, many research, academic and otherpmofit institutions are pursuing new sequencinditexogies. These institutions often have
access to significant government and other fundtog.example, BGI (formerly known as Beijing Genominstitute) in the People’s Republic
of China offers a service that is similar to ouns & funded by the government of China. In thetéthStates, agencies such as the National
Human Genome Research Institute provide fundiriggiitutions to discover new sequencing technol&jg.may compete directly with these
institutions, or these institutions may licensdrttechnologies to third parties with whom we woulsmpete.
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While many of our existing competitors primarilflsequencing instruments, they may also providpisacing services like us. Since these
competitors have already developed their own sezjugriechnology, they will not experience signifitdechnological barriers to entry and
likely enter the sequencing services market fajtlickly and with little additional cost. For exaraplllumina began providing whole genome
sequencing services in-house and through its Ihan@enome Network in mid-2010, and Life Technolegias announced a collaboration to
build a genome sequencing facility. Recently, llinareported that its outsourced sequencing busiseagaining traction and that it sequenced
over 900 genomes for its customers in the fourthrigu of 2011. Furthermore, many of these instruatem companies have already
established a significant market presence, hage leash balances and/or positive balances fromabgient businesses, and are trusted by
customers in the industry. As established instruatem companies offer sequencing services, matgnpial customers may purchase
sequencing services from these companies insteasl, efven if we offer superior technology and sesi

In addition to commercial companies, there aredagpvernment-funded or research-sponsored orgamigasuch as the Broad Institute of
MIT and Harvard, the Genome Center at Washingtoivéssity, the Baylor College of Medicine Human Gem®Sequencing Center, the
Wellcome Trust Sanger Institute and BGI (formenhptvn as Beijing Genome Institute), that purchaseroercial DNA sequencing
instruments and offer DNA sequencing services mlamic and commercial customers.

Our order backlog may never be completed, and we may never earn revenue on backlogged contracts to sequence genomes. I n addition, the
timing of the conversion of our order backlog into revenue is dependent on the timing of receipt of samples from our customers.

As of March 31, 2012, we had a backlog of ordersémuencing approximately 5,700 genomes, whichelieve could contribute
approximately $27.0 million toward revenue over tiext 12 months. This figure represents the nurobgenomes for which customers have
placed orders or entered into contracts with volestenates that we believe are firm and for whiehh&ve not yet recognized revenue. We
may not be able to convert order backlog into rereesit the rate or times we anticipate, or at alhsequently, the order backlog we report in
this Form 10-Q and elsewhere from time to time matybe indicative of future revenue.

We may fail to complete backlog orders as we exfoganany reasons. We may experience sequencirgslelr customers may delay
providing samples for sequencing or might reduceamcel orders. We are still scaling up our sesjie&d while we have been increasing our
throughput capacity rapidly, we have in the pagtegienced growing backlog due to our inability &g pace with new orders, operational
challenges in implementing new equipment and praeey] delays in processing orders and in some dage® lack of timely arrival of
samples. Delays in sequencing for lack of capaldtk of samples, or for any other reason couldedacklog orders to be delayed or even
cancelled by customers, which has happened oniooc&sren with sufficient throughput capacity, we aot always in control of the rate at
which we complete orders and therefore convertlbgdo revenue. For example, customers often pdaders with us before providing us w
genomic samples, delaying our start of the sequgrmiocess by weeks or months. A delay in receigagples, particularly from a large
order, may cause our results of operations todkitet significantly from one quarter to the nextdaidnally, once we receive a customer’s
samples, we test them to assure that they arefifisnt quality and quantity for sequencing. I6ample fails this test, we contact the customer
and request additional samples, resulting in furtieday. Also, customers may negotiate a perioiheé, measured in weeks or in some cases
months, to accept or reject our sequencing repoits delivered. Customer acceptance in these testdn a prerequisite for recording revenue
for those orders. For these reasons, you shouldawg®n in adopting changes in, or the absolutewarnof, our backlog as a measure for
market acceptance of our sequencing services am aglicator of future revenue.

The emergence of competitive genome sequencing technologies may harm our business.

The success of our genome sequencing servicedepi#nd, in part, on our ability to continue to emteathe performance and decrease the cos
of our genome sequencing technology. A number nbgee sequencing technologies exist, and new metrodigmprovement to existing
methods are currently being developed, includicgrnelogy platforms developed by companies that xpeet will directly compete with us as
providers of sequencing services or instrumentesémew technologies may result in faster, moreeafésctive and more accurate sequencing
methods than ours. For example, our sequencingtdaffy does not currently cover all of the nucldes in the genome. If competitive
technologies emerge that sequence portions ofg¢herge that our technology does not, our businads suffer if those portions contain
important genomic information. We expect to facepetition from emerging companies, including NABs@xford Nanopore Technologies
and Pacific Biosciences, as well as from estaltistenpanies such as lllumina, Inc. As a resulhefémergence of these competitive
sequencing technologies, demand for our servicedealne or never develop sufficiently to sustaim operations.

Our industry is rapidly changing, with emerging amdhtinually evolving technologies that increase efficiency and reduce the cost of
sequencing genomes. As new technologies emergeeleve that the cost and error rates of, andithe tequired to, sequence human
genomes will eventually decrease to a level whemetition in the industry will shift to other faes, such as providing related services and
analytical technologies. We may not be able to tagirany technological advantage over these newesaing technologies, and if we fail to
compete effectively on other factors relevant to@ustomers, our business will suffer.
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Our genome sequencing technology platform was developed for human DNA and is not currently optimized to sequence non-human DNA.

Our technology platform was developed and has beémized for sequencing human DNA, and we do ntarid to sequence non-human
DNA. We face significant competition from estabbshcompanies that sell genome sequencing instrgntiesit can sequence both human and
non-human DNA. Many of the academic and researsfitutions that are our target customers conductiss on both human and non-human
DNA. Prospective customers may choose to purchepgesicing instruments rather than services frofregause of their broader sequencing
application. Our competitors may also choose teipgmsequencing services for non-human DNA. Assaltethere may not be sufficient
demand for our human genome sequencing servicehwtill harm our business.

We depend on a limited number of suppliers, including single-source suppliers, of various critical components for our sequencing process.
Theloss of these suppliers, or their failure to supply us with the necessary components on a timely basis, could cause delays in the current
and future capacity of our sequencing center and adversely affect our business.

We depend on a limited number of suppliers, inecigdiome sole- and sings®urce suppliers, of various critical componentfar sequencir
process. We do not have long-term contracts wittsappliers or service providers. Because we ddaee long-term contracts, our suppliers
generally are not required to provide us with angrgnteed minimum production levels. As a resuttmay not be able to obtain sufficient
guantities of critical components in the future.

Although alternative suppliers exist for each df thitical components of our sequencing procesd,ffocess has been designed around the
functions, limitations, features and specificatiofishe components that we currently utilize. Peairaple, the cameras in our sequencers are
supplied by Hamamatsu Photonics and the opticapewnt is supplied by Carl Zeiss, Inc. A failuredither or both of these companies to
supply these components would require us to integafternative cameras and optical equipment, atehgially integrate other components,
into future sequencing instruments. If we are regflito integrate new components into future seqersneve would experience a delay in the
deployment of these sequencers, and, as a resukfforts to expand our sequencing capacity wbeldielayed.

A delay or interruption by our suppliers may alsorh our business. For example, the wafers that dsmhe base of our sample slide are
fabricated by SVTC Technologies, L.L.C. We haveyeitqualified an alternative source for the supylyhese wafers, which are critical to -
sequencing process, and the custom manner in whedle wafers are made may make it difficult to ifuakher semiconductor suppliers to
manufacture them for us. Similarly, an interruptafrservices by Amazon Web Services, on whom wetmeteliver finished genomic data to
our customers, could result in our customers m#ivéng their data on time.

In addition, the lead time needed to establisHaiomship with a new supplier can be lengthy, admay experience delays in meeting
demand in the event we must switch to a new supfilee time and effort to qualify a new supplieultbresult in additional costs, diversion of
resources or reduced manufacturing yields, anyroélmwould negatively impact our operating resulsr dependence on single-source
suppliers exposes us to numerous risks, includieddllowing:

« our suppliers may cease or reduce production aveteds, raise prices or renegotiate ter

» delays by our suppliers could significantly limitreability to sequence customer data and delayfiarts to increase our
sequencing capacit

» quality issues that may not be immediately detebtedur quality assurance team may arise caussrggtion or delay in our
operations

* we may be unable to locate a suitable replacenmeatoeptable terms or on a timely basis, if atealy

» delays caused by supply issues may harm our répuittustrate our customers and cause them tottuour competitors for futur
projects.

If our Mountain View genome sequencing facility becomes inoperable, we will be unable to perform our genome sequencing services and
our business will be harmed.

We currently do not have redundant sequencingitiasilon a scale that could support our businessp@fform all of our commercial genome
sequencing in our facility located in Mountain Vie@alifornia. Mountain View is situated on or nearthquake fault lines. Our facility, the
equipment we use to perform our sequencing sereigdour other business process systems are ¢ostplace and could require substantial
time to repair or replace. The facility may be hadhor rendered inoperable by natural or man-maskestérs, including earthquakes, wildfires,
floods, acts of terrorism or other criminal aciiedt, infectious disease outbreaks and power outagesh may render it difficult or impossible
for us to sequence genomes for some period of timaddition, these events may temporarily interayr ability to receive samples from our
customers or materials from our suppliers and coess to our various systems necessary to oparatmisiness. The inability to perform our
sequencing service would result in the loss ofamsts and harm our reputation. We do not currdralye insurance coverage for damage
arising from an earthquake. Our insurance coveatargage to our property may not be sufficient toecall of our potential losses and will not
cover us in the event of an earthquake, and magardinue to be available to us on acceptable teomat all.
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Failure to achieve expected sequencing process yields, or variability in our sequencing process yields, could harm our operating results and
damage our reputation.

Our sequencing process, like any other commercekgroduction process, is not flawless. For exapgur DNBs may not adhere to all of
the “sticky” spots on the surface of the siliconfeva we use to sequence DNA, or parts of the watferg be unreadable. We refer to the
efficiency of our sequencing process as its yi€lte sequencing process yields we achieve depettteatesign and operation of our
sequencing process, which uses a number of comaplgsophisticated biochemical, informatics, optacad mechanical processes, many of
which are highly sensitive to external factors. dperational or technology failure in one of thesmplex processes or fluctuations in external
variables may result in sequencing processing gitdt are lower than we anticipate or that vatyben sequencing runs. In addition, we are
regularly evaluating and refining our sequencingepss. These refinements may initially result iantitipated issues that further reduce our
sequencing process yields or increase the vatiabiliour sequencing yields. Low sequencing yietdshigher than anticipated variability,
increases total sequencing costs and reduces thieemof genomes we can sequence in a given tiniedpevhich can cause variability in our
operating results and damage our reputation.

We may have to resequence genomes due to contamination of DNA samples or other failuresin the sequencing process.

In the past, we have had to resequence variousygesamples as a result of DNA samples that areadedr improperly prepared or
contaminated when we receive them, or as a rebatirdamination or other failures in the sampleparation and library construction process.
The sequencing process is highly sensitive, angtbgence of any foreign substances or variancestémnal factors, such as heat or moisture,
during the preparation of the slide samples carupbthe results of the sequencing process. Thityjoéour sequencing runs may also vary
for other reasons. As we continue to refine thigiefficy of our sequencing process, we may modigtotocols in various stages of the
sequencing process, which may have unintended goaeees requiring us to further modify the protectd/or resequence genomes samples
Resequencing requires additional expense, timeapdcity and delays the delivery of data and thegeition of revenue from the service.
Samples may be contaminated in the future or tlaitywf our sequencing results may vary, which rdaynage our reputation and decrease
the demand for our service.

Mishandling or switching of DNA samples or genomic data may harm our reputation and result in litigation against us.

We may unintentionally mishandle DNA samples. Bareple, if customer samples or sequencing restétswaitched, our customers would
receive the wrong sequencing data, which could kaymficant consequences, particularly if thatedatused to diagnose or treat disease.
Mishandling customer samples or data could ledds® of current or future business, harm our rafutand result in litigation against us.

Ethical, legal and social concernsrelated to the use of genetic information could reduce demand for our genome sequencing services.

Our genome sequencing services are intended tddeeiarge-scale human genome studies for a wadiety of diagnostic and discovery
applications. However, genetic testing has raigeita, legal and social issues regarding privany the appropriate uses of the resulting
information. Governmental authorities could, focisbor other purposes, limit or regulate the usgemetic testing or prohibit testing for
genetic predisposition to certain conditions, paittrly for those that have no known cure. Simylathese concerns may lead individuals to
refuse to use genetics tests even if permissible.

In addition, we do not control how our customers tiee genomic data we provide. In most cases, wetlknow the identity of the individua
whose DNA we sequence, the reason why their DN#eiag sequenced or the intended use of the gerdettécwe provide. If our customers
use our services or the resulting genomic datapomasibly or in violation of legal restrictions,raeputation could be harmed and litigation
could be brought against us.

Ethical and social concerns may also influence drfd. foreign patent offices and courts with regargatent protection for technology relev
to our business. These and other ethical, legabkanidl concerns may limit market acceptance ofteciinology for certain applications or
reduce the potential demand for our technologheeiof which could have an adverse effect on ogirntass, financial condition or results of
operations.

We use biological and hazardous materials that require considerable expertise and expense for handling, storage and disposal and may
result in claims against us.

We work with materials, including chemicals, bidleay agents and compounds and DNA samples thatldmihazardous to human health and
safety or the environment. Our operations also yeechazardous and biological waste products. Fed¢asge and local laws and regulations
govern the use, generation, manufacture, storagelling and disposal of these materials and waS@spliance with applicable
environmental laws and regulations is expensivd,a@mrent or future environmental laws and regatetimay restrict our operations. If we do
not comply with applicable regulations, we may bbjsct to fines and penalties.
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In addition, we cannot eliminate the risk of acaitd injury or contamination from these materialsvastes. While our property insurance
policy provides limited coverage in the event ofitaonination from hazardous and biological prodactd the resulting cleanup costs, we do
not currently have any additional insurance coverfag legal liability for claims arising from theahdling, storage or disposal of hazardous
materials. Further, our general liability insuraarel workers’ compensation insurance policies dacager damages and fines arising from
biological or hazardous waste exposure or contaimimaAccordingly, in the event of contaminationiojury, we could be liable for damages
or penalized with fines in an amount exceedingresources and our operations could be suspendettiemvise adversely affected.

We have limited selling and marketing resources and may be unable to successfully commercialize our human genome sequencing service.

To grow our business as planned, we must expandades, marketing and customer support capabiliEsmay be unable to attract, retain
and manage the specialized workforce necessargitongarket acceptance and successfully commereializ services. In addition, developing
these functions is time consuming and expensive.

The sale of genome sequencing services involvensixte knowledge about genomic research and seiqgeiechnology, including the
sequencing technology of our competitors. To beassful, our sales force and related personnel beusgchnically proficient in a variety of
disciplines. For example, many of our existing spérsons have a Ph.D. or other advanced degrekirant scientific fields. There are
relatively few people that have the necessary kadge and qualifications to be successful salespsmiosupport personnel in our industry.

In certain regions or for certain customers, we 528k to partner with others to assist us withssa@arketing and customer support functions.
However, we may be unable to find appropriate tpadies with whom to enter into these arrangeméntghermore, if we do enter into these
arrangements, these third parties may not perfarexpected.

Our software may incorrectly analyze the raw genomic data produced by our sequencing equipment.

Our sequencing instruments generate raw genomécfoah various segments of the genome being seqdeiitis data must be arranged into
the correct order to reconstruct the original geicostructure of the sample. We have developed soéwalgorithms that facilitate this
reconstruction. However, these algorithms rely tatistical models that provide only relative assgr and not absolute assurance, that the
original genomic structure has been reconstructed.

In addition, the genomic data we provide our cushianincludes a comparison of the sequenced gengaiesa a reference genome to help
identify possible mutations or variations. Thisareince genome is designed to approximate a “stdhdaman genome. However, this
approximation may not be accurate. If the algorigtwe use to reconstruct genomic data incorrectgnstruct the sequenced genome, or if
reference genome is significantly flawed, the geicatiata we deliver could be inaccurate and oglittt no use to our customers.

An inability to manage our planned growth or expansion of our operations could adversely affect our business, financial condition or results
of operations.

Our business has grown rapidly, and we expecitioith to continue as we expand our sequencingcitgp&or example, we had three
employees at the end of 2005 and 270 employeesMarch 31, 2012. The rapid expansion of our bussrend addition of new personnel may
place a strain on our management and operatiostdrsg. To effectively manage our operations andigrove must continue to expend funds
to enhance our operational, financial and manageo@erirols, reporting systems and procedures amdttact and retain sufficient numbers of
talented employees. If we are unable to expandjenome sequencing capacity and implement improvemerour control systems efficiently
and quickly, or if we encounter deficiencies ingtixig systems and controls, then we will not be ablsuccessfully expand the
commercialization of our services. In addition tdhancing our sequencing capacity, our future opeyaesults will depend on our
management’s ability to:

* implement and improve our sales, marketing andocuist support programs and our research and develapefforts;
» enhance our operational and financial control syst

* expand, train and manage our employee t

* manage the operating expenses of our business expaed

» integrate acquired businesses, if applicable;

» effectively address new issues related to our dr@stthey arise

We may not manage our expansion successfully, wdodid adversely affect our business, financialdition or results of operations.
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I f we expand our operations outside of the United States, we will face risks that may increase our operating costs.

We plan to expand our operations to include s&ajienome sequencing centers outside of the USitmtets. Because the laws of certain
countries currently prohibit the export of DNA, wl have to establish local facilities to accesstomers in those countries and establish a
presence there. To date, we have not expandecquescing operations outside the United Statestafipg in international markets requires
significant resources and management attentiomélhdubject us to regulatory, economic and pofiticisks that are different from those in the
United States. Because of our limited experiendh imternational operations, our international exgan efforts may be unsuccessful. In
addition, we will face risks in doing business migtionally that could increase our operating ¢astduding the following:

* economic conditions in various parts of the wo

» unexpected and more restrictive laws and regulstimeluding those laws governing ownership ofliatdual property, collectio
and use of personal information and other privamys@lerations, hazardous materials and other getvimportant to our busines

* new and different sources of competiti

» multiple, conflicting and changing tax laws andutgions that may affect both our international dodhestic tax liabilities and
result in increased complexity and co:

» the difficulty of managing and staffing satellitergpme sequencing centers and the increased tirasfvastructure and legal
compliance costs associated with multiple inteoreti locations

» difficulties in enforcing contracts and collectingcounts receivable, especially in developing aoest!
» fluctuations in exchange rates; ¢

» tariffs and trade barriers, import/export contratel other regulatory or contractual limitationsoam ability to sell or develop our
services in certain foreign marke

The success of the expansion of our business atierally will depend, in part, on our ability toticipate and effectively manage these and
other risks associated with international operati@ur failure to manage any of these risks suaissould increase our operating costs.

We may experience delays or incur significant expensesin becoming certified under the Clinical Laboratory | mprovement Amendments of
1988.

Although we are not currently subject to the Claticaboratory Improvement Amendment of 1988, or £lwe have an internal program to
seek CLIA certification. CLIA, which extends fedeoaersight over clinical laboratories by requiritigt they be certified by the federal
government or by a federally approved accreditagigancy, is designed to ensure the quality andhiéitly of clinical laboratories by
mandating specific standards in the areas of pagaualifications, administration and participatia proficiency testing, patient test
management, quality control, quality assuranceiasylctions. In order to receive a CLIA certificetj we will have to expend time, money
and effort to ensure that we meet the applicabidityuand safety requirements, which may divertdttention of management and disrupt our
core business operations. In addition, it may takénger and/or require us to spend considerablgrian planned resources to achieve (
certification. Without CLIA certification, we areohable to provide sequencing services to customhbish require genomic data from a CLIA-
certified laboratory.

Because demand and applications for genome sequencing is relatively new and rapidly evolving, we may become subject to additional future
governmental regulation, which may place additional cost and time burdens on our operations.

We are subject, both directly and indirectly, te #dverse impact of existing and potential futuweegnment regulation of our operations and
markets. The life sciences and pharmaceutical inésswhich are significant target industries dor services, have historically been heavily
regulated. There are comprehensive federal angl Istats regarding matters such as the privacy eéipeinformation and research in genetic
engineering. For example, if we inadvertently disel private personal information in the courserof/jgling our sequencing services, we could
be prosecuted for violations of federal law.

Legislative bodies or regulatory authorities mag@tcadditional regulation that adversely affects gnowth opportunities. They could also
extend existing regulations to cover our servi€es.example, medical diagnostic products may, deipgnon their intended use, be regulated
as medical devices by the Food and Drug Adminisimabr FDA, if they are:

» used in the diagnosis of disease or other condit
» used in the cure, mitigation, treatment or preventf disease; ¢
* intended to affect the structure or any functiothef body.
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Medical devices generally cannot be marketed witficgt receiving clearance or approval (dependinghe regulatory pathway) from the
FDA. We do not believe that our sequencing sendcescurrently subject to the FDA’s medical devieguirements because we do not intend
our services to be used for the diagnosis of desddswever, we cannot control how the genomic imfation we provide will be used by our
customers.

In addition, the FDA is focusing on genomic andydiastic-related services, which has created uringrteegarding the regulatory landscape.
The FDA has recently taken actions suggestingitliaterprets the applicable regulations expangitelcover certain genomic devices and
services, particularly those sold directly to cansus. Since June 2010, the FDA has sent numertigssléo certain companies in DNA
sequencing, including 23andMe, Inc., deCODE Gesglloome, Inc., Navigenics, Inc. and Pathway Gewsnin these letters, the FDA noted
that it considers genetic tests marketed by thesganies to be subject to FDA regulation and, atingty, unapproved medical devices.
Additionally, in March 2011, the FDA held a pubtigo-day meeting discussing the appropriate reguiadf the direct-to-consumer genetic
tests. The FDA may extend this position to serviggsh as ours. In addition, the FDA may implemew negulations that may be broad
enough to cover our operations. Changes to thewruregulatory framework, including the impositioinew regulations, could arise anytime,
and we may be unable to obtain or maintain FDAamngarable regulatory approval or clearance forseuvices, if required. For example, the
FDA may impose restrictions on the types of custane@ which we can market and sell our servicesthadypes of persons whose DNA we
may sequence. Also, future legislation may reqthieg research subjects or patients provide spemfisent to have their DNA sequenced. ~
could require our customers to obtain new condesfisre they can submit DNA samples to us for secjngn

In any event, as we look to expand our businegsctade sequencing services intended to be useithéodiagnosis of disease, we will likely
become subject to regulation by the FDA or othenpgarable agencies of other countries, which mayireqis to obtain regulatory approval or
clearance before we can market those services.

These regulatory approval processes may be exggnshe-consuming and uncertain, and our failurettain or comply with these approvals
or clearances could harm our business, financiadlition or operating results.

Disruption to or failure of our data center or other technical systems may disrupt our business and harm our operating results.

We rely on our network infrastructure, data centengerprise applications and technology systemthidevelopment and support of our
sequencing service, including the preparation,yaigbnd transmission of data from our sequencémger, as well as for the internal operation
of our business. These systems are susceptiblertgption or failure in the event of natural digastsuch as a major earthquake, fire, flood,
cyber-attack, terrorist attack, telecommunicatitailsire, power outage or other catastrophic evieatther, our data center and our sequencing
facility, which houses certain of our technologgteyns, are located near major earthquake faulssuptions to or the failure of our data center
or any of these technology systems, including #tevark connection between our Mountain View fagiind our data center, and the resulting
loss of critical data, could cause delays in taegmission and analysis of the sequencing dateeptres from fulfilling our customers’ orders
and severely affect our ability to conduct normadibess operations.

If wefail to retain the services of our key executives or if we are unable to attract and retain skilled personnel, our ability to grow our
business and our competitive position would be impaired.

We believe our future success will depend in |grget upon our ability to attract, retain and matévhighly skilled personnel. In particular, we
depend highly on the contributions of Clifford Aeid, Ph.D., our President and Chief Executive @ffiand Radoje T. Drmanac, Ph.D., our
Chief Scientific Officer. The loss of either of #eeexecutives could make it more difficult to masmagr operations and research and
development activities, reduce our employee retardind revenue and impair our ability to compédteither of these key executives were to
leave us unexpectedly, we could face substanfifadtwlty in hiring qualified successors and coulkperience a loss in productivity, both during
the search for, and integration of, any such sisares

Our research and development, operations and aatesarketing personnel represent a significartas®l serve as the source of our busi
strategy, scientific and technological innovatiamsl sales and marketing initiatives. As a resuit,saccess substantially depends on our al
to retain and attract personnel for all areas ofawganization. Competition for qualified personizintense, and we may not be successful in
attracting and retaining qualified personnel oimreely basis or on competitive terms, if at all.dddition, many qualified personnel are located
outside of Northern California, where we are lodatnd some qualified personnel that we may reanaif not be interested in relocating. If
are unable to attract and retain the necessargipaeson a cost-effective basis, our ability towgimur business and our competitive position
would be impaired.

We may engage in joint ventures or acquisitionsthat could disrupt our business, cause dilution to our stockholders, reduce our financial
resources and result in increased expenses.

In the future, we may enter into joint venturesoquire other businesses, products or technoloBesause we have not entered into any joint
ventures or made any acquisitions to date, ouitybil do so successfully is unproven. We may reoable to find suitable partners or
acquisition candidates, and we may not be ablengptete such transactions on favorable terms,aflabr successfully
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integrate any acquired business, products or téofigs into our operations. If we do enter into §igt ventures or complete acquisitions, we
may not strengthen our competitive position or eghiour goals; alternatively these transactions Ineayiewed negatively by customers or
investors. In addition, we may have difficulty igtating personnel, technologies and operations foquired businesses and retaining and
motivating key personnel from those businessest Jentures and acquisitions may disrupt our ongoiperations, divert management from
day-today responsibilities and increase our expensesré&acquisitions may reduce our cash availableperations and other uses, and ct
result in an increase in amortization expenseedlat identifiable intangible assets acquired, piély dilutive issuances of equity securitie:
the incurrence of debt. We cannot predict the nuptheing or size of future joint ventures or acsjtions, or the effect that any such
transactions might have on our operating results.

We incur significant costs as a result of operating as a public company, and our management devotes substantial time to new compliance
initiatives. We may fail to comply with the rules that apply to public companies, including section 404 of the Sarbanes-Oxley Act of 2002.

We have incurred and will continue to incur sigrafit legal, accounting and other expenses as &mahpany, including costs resulting fr
public company reporting obligations under the $ities Exchange Act of 1934, as amended, and régnkaregarding corporate governance
practices. The listing requirements of The NASDADRIaI Market require that we satisfy certain cogtergovernance requirements relatin
director independence, distributing annual andiimteeports, stockholder meetings, approvals artthgpsoliciting proxies, conflicts of
interest and a code of conduct. Our managemenotinad personnel will need to devote a substantieduant of time to all of these
requirements. Moreover, the reporting requiremantes and regulations will increase our legal financial compliance costs and will make
some activities more time-consuming and costly.seheporting requirements, rules and regulatiomspled with the increase in potential
litigation exposure associated with being a publimpany, could make it more difficult for us toratt and retain qualified persons to serve on
our board of directors or board committees or tvesas executive officers. In addition, the Sarlsa@eley Act of 2002, or Sarbanes-Oxley
Act, and the related rules of the Securities anchBrge Commission require that we maintain effedtiternal control over financial reporting
and disclosure controls and procedures. In pagicolur management and independent registeredcpadbunting firm are required to provide
a report on the effectiveness of our internal adrdver financial reporting with our annual rep@rs, required by Section 404 of the Sarbanes-
Oxley Act. During the course of our review anditagtwe may identify deficiencies and be unablestmediate them before we must provide
the required reports. We or our independent regidtpublic accounting firm may not be able to cadel on an ongoing basis that we have
effective internal control over financial reportinghich could harm our operating results, causestrs to lose confidence in our reported
financial information and cause the trading pri€eur stock to fall.

Our compliance with Section 404 may require thaiveeir substantial expense and expend significartagement time on compliance-related
issues. Moreover, if we are unable to comply wlitd tequirements of Section 404 in a timely manoeif, we or our independent registered
public accounting firm is unable to conclude that mternal control over financial reporting is edfive or otherwise identifies material
weaknesses in our internal control, the marketepofcour stock would likely decline and we coulddodject to sanctions or investigations by
NASDAQ, the Securities and Exchange Commissiontleeraregulatory authorities, which would requireligéidnal financial and manageme
resources.

Our ability to use our net operating loss carryforwards to offset future taxable income may be subject to certain limitations.

In general, under Section 382 of the Internal ReeeBode of 1986, as amended, or the Code, a ctigothat undergoes an “ownership
change” is subject to limitations on its abilityuse its pre-change net operating loss carryforsyandNOLSs, to offset future taxable income. If
the Internal Revenue Service challenges our arsallgat our existing NOLs will not expire beforeligtition due to previous ownership
changes, our ability to use our NOLs could be kaliby Section 382 of the Code. Future changesristoek ownership, some of which are
outside of our control, could result in an ownepstihange under Section 382 of the Code. Furthermoareability to use NOLs of companies
that we may acquire in the future may be subjetibtations. For these reasons, we may not be t@blese a material portion of the NOLs
reflected on our balance sheet, even if we attaifitpbility.

Unfavorable global economic conditions could adversely affect our business, financial condition or results of operations.

Our results of operations could be adversely affétly general conditions in the global economyiarttie global financial markets. The rec
global financial crisis caused extreme volatiliydadisruptions in the capital and credit marketsefere or prolonged economic downturn,
such as the recent global financial crisis, coekllt in a variety of risks to our business, inahgd reductions or delays in planned research anc
development and other expenditures by our custooretecreased funding of genomic research by govental entities. A weak or declining
economy could also put strain on our supplierssipbsresulting in supply disruption, or cause oustomers to delay making payments for
services. Any of the foregoing could harm our basi
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Risks Related to Intellectual Property
We currently are, and could in the future be, subject to litigation regarding patent and other proprietary rightsthat could harm our business.

Our commercial success depends in part on nohgifrg patents and proprietary rights of third pestiOn August 3, 2010, Illumina, Inc. and
Solexa, Inc. (an entity acquired by lllumina) filaccomplaint in the U.S. District Court in Delawalkeging patent infringement by us. The
complaint alleges that our Complete Genomics Anglytatform, and in particular our combinatoriablpe anchor ligation technology,
infringes upon three patents held by lllumina antega. The complaint seeks, among other thingseknginary and permanent injunction
against us from infringing these patents and uriipdanonetary damages. We have incurred and gatieithat we will continue to incur
substantial time and expense in defending agairstbmplaint. If we were found to infringe onempore valid claims of a patent-in-suit and if
the district court granted an injunction on thagibawe may be forced to redesign portions of eguencing process, seek a license or cea:
infringing activity. Redesigning portions of ourggrencing process may take substantial time andiress and may delay our ability to
generate revenue. In addition, a license to thessary patent rights may not be available on corialBr reasonable terms, if at all. In the
event that the district court grants an injunction we are unsuccessful in redesigning our sequgipecocess or obtaining a license, we ma
forced to cease our sequencing operations altoge&ke Part Il, ltem 1. Legal Proceedings.

As we enter our markets, it is possible other cditgre will claim that our services infringe théitellectual property rights as part of a
business strategy to impede our successful enttmse markets. Such competitors and other garties may have obtained and may in the
future obtain patents covering products or procefisat are similar to or may include steps or psees used in our sequencing technology,
allowing them to claim that the use of our techggs infringes these patents. In particular, weaavare of issued U.S. patents owned by
competitors and other third parties, includingriina, to which we do not have licenses that magteeto our sequencing technology and w
pertain to, among other things:

* sample preparation techniqu

» processes for making nucleic acid templates, oafibconstruction

» processes for making DNBs from nucleic acid tengs;

* nucleic acid array:

* methods of making arrays of DNE

* sequencing methods, including those involving lmst

» identifying genomic sequences on nucleic acid &t

» devices and apparatus used in nucleic acid detesyistems, including optical systems; i

» information processing systems including softwarebiase calling, sequence mapping and assel

Some of the third parties that own these paten¢fuding lllumina, have strong economic incentivaasgd substantial financial resources, to

claim that we are infringing their patent rights.a patent infringement claim against us, we magrasas a defense, that we do not infringe the
relevant patent claims, that the patent is invatitdhoth. The strength of our defenses will depemthe patents asserted, the breadth and scope
of the construction of the claims of these patemis,ability to identify “prior art” in order to walidate the asserted patent and on other factors.

However, we could be unsuccessful in advancinginffimgement and/or invalidity arguments in our elefe. In the United States, issued
patents enjoy a presumption of validity, and theypehallenging the validity of a patent claim mps¢sent clear and convincing evidence of
invalidity, which is a high burden of proof. Consely, the patent owner need only prove infringenbgra preponderance of the evidence,
which is a lower burden of proof.

If we were found by a court to have infringed aidi@atent claim, we could be prevented from usheggatented technology or be required to
pay the owner of the patent rights for the rigbtsige that technology and/or pay monetary damaggsding, for example, treble damages if
we are found to have willfully infringed. If we dée to pursue a license to one or more of thesenggtwe may not be able to obtain such a
license on commercially reasonable terms, if atoalthe license we obtain may require us to pégtantial royalties or grant cross licenses to
our patent rights. For example, if the relevaneptis owned by a competitor, that competitor magyose not to license patent rights to us, as it
would be under no obligation to do so. If we dedimldevelop alternative technology, we may notlile g0 do so on a timely or cost-effective
manner, if at all.

In addition, because patent applications can takesyto issue and are often afforded confidentifdit some period of time, there may
currently be pending applications, unknown to usicl later result in issued patents that processesr sequencing technology infringe.
Processes in our sequencing technology may alsadefexisting issued patents of which we are culyainaware. Even though we own or
have other rights to patents, these patents dprowide us with the freedom to offer our sequenaeryices unimpeded by the patent rights of
others. For example, we may be required to pursulefend a patent infringement action in orderrmtert our intellectual property rights or
practice our sequencing technology. If we expamthoginess to include sequencing services intetmled used for the diagnosis of disease, it
may be necessary to license patents related tosaurgltes.
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It is possible that, in addition to our currenigiittion, we may in the future receive communicaifmom competitors and others alleging tha
may be infringing their patents, trade secretstieiintellectual property rights or offering licas to such intellectual property or threatening
litigation. For example, an educational instituttoas invited us to engage in negotiations for itenke of certain of that institution’s patent
rights. We have not yet determined whether we sk such a license. In addition to patent infrnget claims, third parties may assert
copyright, trademark or other proprietary rightaiagt us. We may not be able to successfully deégjaihst the claims asserted by lllumina
future claims, and our business may suffer if weefaund to have infringed upon the patents heldlbgnina, or if future claims are brought
against us.

We may not be able to protect our patent rights or other intellectual property which could impair our ability to compete effectively.

We depend on proprietary technology for our suceesisability to compete. If others are able to odpice our technology, our business will
suffer significantly unless we can prevent themmfrtompeting with us. To protect our proprietaryhteglogy, we rely on patents and other

intellectual property laws, as well as nondisclesagreements, licensing arrangements and confidiénfirovisions. U.S. patent, copyright ¢
trade secret laws afford us only limited protectiand the laws of some foreign countries do notgmtgproprietary rights to the same extent.

We have licensed, from Callida Genomics, Inc., @8l international patents and patent applicatielaging to our business. Because the
issuance of a patent is not conclusive of its ¥glidr enforceability, our existing patent righ#sd rights we may obtain in the future, may not
provide us with meaningful protection. The pategihts on which we rely may be challenged and imh&i&d or may be interpreted not to be
broad enough to cover the critical components oftechnology. Our pending patent applications mayehtheir claims limited or may not
result in issued patents. Moreover, our patentsigecome more limited as owned or licensed patergs to expire in 2014. We will be able
to protect our technologies from unauthorized usthivd parties only to the extent that valid amfoeceable patents or other proprietary rights
cover them. Even if we have valid and enforceabtemts or other proprietary rights, competitors rnayable to design alternative methods or
devices that avoid infringement of those patentsghts. Our key patent rights are licensed fromli@a which is owned by our Chief
Scientific Officer and his spouse. If we breachtimens of these licenses, or if our relationshiphv@allida or its owners deteriorates, Callida
may seek to terminate the licenses. If we loserights to use these patents, we may be forced-desgn our sequencing technology, which
would be expensive and may not be possible.

The patent positions of biotechnology companieduting us, can be highly uncertain and involve ptam and evolving legal and factual
guestions. No consistent policy regarding the hieaticlaims allowed in biotechnology patents harged to date in the United States. Legal
developments may preclude or limit the patent mtata available for our sequencing technology.

Despite our efforts to protect our proprietary tgjtattempts may be made to copy or reverse engaspects of our sequencing technology or
to obtain and use information that we regard apnetary. Accordingly, we may be unable to protaat proprietary rights against unauthori
third-party copying or use. Furthermore, policihg tinauthorized use of our intellectual propertgiffscult. Litigation may be necessary in the
future to enforce our intellectual property rightsprotect our trade secrets or to determine #lieity and scope of the proprietary rights of
others. Litigation could result in substantial coshd diversion of resources and could harm ounbss.

We may incur substantial costs as a result of our current, or future, litigation or other proceedingsrelating to patent and other proprietary
rights.

The genomic sequencing industry includes severgélaompanies that have rights to many broad ispagzhts and pending patent
applications. Competitors in this industry haved@y litigated their patent positions and allegadingements by others. For example, lllurr
and Affymetrix were involved in long and expenspatent litigation relating to DNA sequencing teclogy. This litigation resulted in a
settlement involving the payment of $90 million daye party to the other.

Our current litigation with lllumina or our involweent in any other future intellectual propertygétion, including, or administrative
proceedings could result in significant expensen&of our competitors, including lllumina, Life Thewlogies and Affymetrix, have
considerable resources available to them. We, ewnther hand, are an early-stage commercial comwéhycomparatively few resources
available to us to engage in costly and protrakitig@tion. Intellectual property infringement afas asserted against us, whether with or wit
merit, could be costly to defend and could limit ability to use some technologies in the futureey will be time consuming, will divert our
management’s and scientific personnel’s attentimhraay result in liability for substantial damagesr example, we have incurred and
anticipate that we will continue to incur signifidteexpense and substantial time in defending agaumscurrent intellectual property
infringement dispute with Illumina. In addition, ostandard customer contract requires us to indgmonir customers for claims alleging that
any of our products misappropriate or violate dngdtparty patent, copyright, trade secret or othesllectual property or proprietary rights.
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If third parties file patent applications or arsusd patents claiming technology also claimed bin gending applications, we may be required
to participate in interference or other proceediwgh the U.S. Patent Office or U.S. courts or they proceedings outside the United States,
including oppositions, to determine priority of @ntion or patentability. Even if we are successfuhese proceedings, we may incur
substantial costs, and the time and attention ofranagement and scientific personnel will be degin pursuit of these proceedings.

We may not be able to enforce our intellectual property rights throughout the world.

The laws of some foreign countries do not protetdliectual property rights to the same extenhadaws of the United States. Many
companies have encountered significant problenpsatecting and defending intellectual property tigim certain foreign jurisdictions. The
legal systems of some countries, particularly desielg countries, do not favor the enforcement aépis and other intellectual property
protection, especially those relating to biotecbgygl This could make it difficult for us to stopetinfringement of our patents or the
misappropriation of our other intellectual propenights. For example, many foreign countries havapulsory licensing laws under which a
patent owner must grant licenses to third partieaddition, many countries limit the enforcealyilitf patents against third parties, including
government agencies or government contractorfidset countries, patents may provide limited or evefit.

Proceedings to enforce our patent rights in for@igisdictions could result in substantial costd divert our efforts and attention from other
aspects of our business. Accordingly, our effastprbtect our intellectual property rights in swuntries may be inadequate. In addition,
changes in the law and legal decisions by courtlsaérnJ.S. and foreign countries may affect ourighib obtain adequate protection for our
technology and the enforcement of intellectual prop

Confidentiality agreements with employees and others may not adequately prevent disclosures of our trade secrets and other proprietary
information.

We rely in part on trade secret protection to proteir confidential and proprietary information gmmdcesses. However, trade secrets are
difficult to protect. We have taken measures tdgumoour trade secrets and proprietary informatian these measures may not be effective.
We require new employees and consultants to exeoutiidentiality agreements upon the commencemiean @mployment or consulting
arrangement with us. These agreements generallyregthpat all confidential information developed thye individual or made known to the
individual by us during the course of the indivitlsaelationship with us be kept confidential anat disclosed to third parties. These
agreements also generally provide that inventiameeived by the individual in the course of rendgservices to us will be our exclusive
property. Despite these measures, our proprietdoymation may be disclosed, third parties coulterse engineer our sequencing technolc
and others may independently develop substangagllyvalent proprietary information and technigquestberwise gain access to our trade
secrets. Costly and time-consuming litigation cduddhecessary to enforce and determine the scopa @iroprietary rights, and failure to
obtain or maintain trade secret protection coulkeskly affect our competitive business position.

Risks Related to Ownership of Our Common Stock
Our stock priceisvolatile and purchasers of our common stock could incur substantial losses.

Our stock price is volatile, and from December&110 to March 31, 2012, the trading prices of dacls have ranged from $18.55 to $2.21
share. The market price of our common stock mastdlate significantly in response to a number ofdiexz These factors include those
discussed in this “Risk Factors” section of thisaQerly Report and others such as:

« our ability to raise capital to continue our openas as a going concer
e quarterly variations in our results of operationshmse of our competitor

» changes in financial estimates or guidance, inalyidiur ability to meet our future revenue and otegaprofit or loss estimates
guidance

» changes in earnings estimates or recommendatiossdwyities analyst:

* announcements by us or our competitors of new mtsdwr services, significant contracts, commengkdtionships, acquisitions,
capital commitments or changes in the outlook efrttarket for genomic sequencing products and s&s)

» developments with respect to intellectual propedits;

» whether repayment of our term loan(s) is acceldriten event of default occur
* our commencement of, or involvement in, litigati

* announcements regarding equity or debt financiagsiactions

* any major changes in our board of directors or rgameent;

» changes in governmental regulations;
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» adecrease in government funding of research avelafament or a slowdown in the general econc

In recent years, the stock market in general, hadrtarket for technology and life sciences comginigarticular, has experienced extreme
price and volume fluctuations that have often beemlated or disproportionate to the operatinggrerhnce of those companies. Broad market
and industry factors may seriously affect the migpkize of our common stock, regardless of our @atperating performance. In addition, in
the past, following periods of volatility in the erall market and the market price of a particu@npany’s securities, securities class action
litigation has often been instituted against themmpanies. This litigation, if instituted against gould result in substantial costs and divert our
management’s attention and resources.

If securities or industry analysts do not publish research or reports about our business or if they issue an adverse or misleading opinion
regarding our stock, our stock price and trading volume could decline.

The trading market for our common stock will beuehced by the research and reports that industsgaurities analysts publish about us or
our business. If any of the analysts who covessigé an adverse or misleading opinion regardingurdhusiness model, technology or stock
performance, our stock price would likely declitffeone or more of these analysts cease coverags of fail to publish reports on us regularly,
we could lose visibility in the financial marketghich in turn could cause our stock price or trgdimlume to decline. Moreover, the
unpredictability of our financial results likelydeces the certainty, and therefore reliabilitythef forecasts by securities or industry analysts of
our future financial results, adding to the potaintolatility of our stock price.

Our directors, executive officers and principal stockholders and their respective affiliates will continue to have substantial influence over us
and could delay or prevent a changein corporate control.

Our directors, executive officers and the holdémnore than 5% of our common stock, together witkirtaffiliates, beneficially own
approximately 78% of our outstanding common staagelol on the number of shares outstanding on Dece8hb2011. These stockholders,
acting together, have significant influence over dutcome of matters submitted to our stockholtterapproval, including the election of
directors and any merger, consolidation or sakgllar substantially all of our assets. In addititvese stockholders, acting together, have
significant influence over our management and effaiccordingly, this concentration of ownershighti harm the market price of our
common stock by:

» delaying, deferring or preventing a change in aan
» impeding a merger, consolidation, takeover or othesiness combination involving us;
» discouraging a potential acquiror from making altsroffer or otherwise attempting to obtain contbls.

Future sales of shares by existing stockholders could cause our stock priceto decline.

If our existing stockholders sell, or if the markefieves our existing stockholders will sell, salpgial amounts of our common stock in the
public market, the trading price of our common ktoould decline significantly. As of April 30, 201&e had 33,885,734 shares of common
stock outstanding. On August 23, 2011, 17,817,28tes that were previously subject to contractuek-up agreements entered into by certain
of our stockholders with the underwriters in cortimtwith our follow-on public offering became figdradable, except for shares of common
stock held by directors, executive officers and athier affiliates, which are subject to volume tiamions under Rule 144 of the Securities Act
of 1933, as amended.

Certain of our existing stockholders have demardipggyback rights to require us to register wite SEC up to approximately 20.0 million
shares of our common stock, including shares idsugibn exercise of outstanding options. If we segithese shares of common stock, the
stockholders would be able to sell those sharedyfia the public market, subject to the volumeitations described above.

We also registered 6,468,272 shares of our comnozk that are subject to outstanding stock opti®®Js and reserved for issuance under
our equity plans and we expect to register an mutdit 1,968,192 shares of our common stock forassa under our equity plans. Once
registered, these shares can be freely sold ipubkc market upon issuance, subject to vestingyicéions.

Provisionsin our charter documents and under Delaware law could discourage a takeover that stockholders may consider favorable and may
lead to entrenchment of management.

Our amended and restated certificate of incorpmmaand amended and restated bylaws contain progisiat could delay or prevent changes
in control or changes in our management withoutctiressent of our board of directors. These provisioglude the following:

» aclassified board of directors with threear staggered terms, which may delay the abifistackholders to change the member
of a majority of our board of director

* no cumulative voting in the election of directordyich limits the ability of minority stockholders elect director candidate
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» the exclusive right of our board of directors teatla director to fill a vacancy created by theaggion of the board of directors
the resignation, death or removal of a directoriciviprevents stockholders from being able to fitancies on our board of
directors;

» the ability of our board of directors to authorthe issuance of shares of preferred stock andtesrdae the price and other terms
of those shares, including preferences and votgtdgs, without stockholder approval, which couldused to significantly dilute the
ownership of a hostile acquirc

« the ability of our board of directors to alter dyylaws without obtaining stockholder appro\

» the required approval of at least 2/3% of the shares entitled to vote at an electiodirectors to adopt, amend or repeal our by
or repeal the provisions of our amended and restadificate of incorporation regarding the elentand removal of director

» aprohibition on stockholder action by written cents which forces stockholder action to be takesnagnnual or special meeting of
our stockholders

» the requirement that a special meeting of stocldrsidhay be called only by the chairman of the bo#udirectors, the chief
executive officer, the president or the board oéctiors, which may delay the ability of our stocktewss to force consideration of a
proposal or to take action, including the removalicectors; anc

» advance notice procedures that stockholders musplgowith in order to nominate candidates to ouagoof directors or to propa
matters to be acted upon at a stockholders’ meetihggh may discourage or deter a potential acqdifroon conducting a
solicitation of proxies to elect the acqu’s own slate of directors or otherwise attemptinglitain control of us

We are also subject to the anti-takeover provismorgained in Section 203 of the Delaware Geneoap@ration Law. Under Section 203, a
corporation may not, in general, engage in a bgsigembination with any holder of 15% or more sftépital stock unless the holder has held
the stock for three years or, among other excegtithve board of directors has approved the traiosact

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS
None.

ITEM 3. DEFAULTS UPON SENIOR SECURITIES
None.

ITEM 4. MINE SAFETY DISCLOSURES
None.

ITEM5. OTHER INFORMATION
Not applicable
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ITEM 6.

Exhibit

Number

3.1

3.2
4.1
4.2
4.3

4.4

4.5

4.6

4.7

10.1

10.2

10.3

10.4+

311

31.2

32.1

EXHIBITS

Exhibit Description

Amended and Restated Certificate of Incorporatio@amplete
Genomics, Inc

Amended and Restated Bylaws of Complete Genonrics
Reference is made to exhibits 3.1 and
Specimen Common Stock Certifica

Form of Warrant to purchase shares of Common Ssstled in
connection with the 2010 convertible bridge loaraficing
transaction

Form of Warrant to purchase shares of Common Ssseled ir
connection with the Loan and Security Agreementeda
September 21, 200

Form of Warrant to purchase shares of Common Ssseled in
connection with the Loan and Security Agreemented@ugust 3,
2007.

Form of Warrant to purchase shares of Common Ssstled ir
connection with the Loan and Security Agreementedduly 30,
2008.

Warrant to purchase shares of Common Stock issuedninection
with the Loan and Security Agreement with Atel aess, Inc.,
dated December 17, 201

Amendment No. 2 to the Loan and Security Agreerbgrand
between Oxford Finance Corporation and Completeo@¥es, Inc.
effective February 28, 201

Amendment No. 2 to the Loan and Security Agreerbgrand
between Atel Finance Corporation and Complete Gérgyrinc.
effective February 29, 201

At Market Issuance Sales Agreement between Comflet®mics,
Inc. and MLV & Co. LLC dated March 8, 201

Offer Letter Employment Agreement, by and betweemg@lete
Genomics, Inc. and Arthur W. Homan, dated MarcB(g,2.

Certification of Chief Executive Officer of CompéeGenomics, Inc.,

as required by Rule 1-14(a) or Rule 15-14(a).

Certification of Chief Financial Officer of Comp&Genomics, Inc

as required by Rule 1-14(a) or Rule 15-14(a).

Certification by the Chief Executive Officer, agjuired by Rule 13-

14(b) or Rule 15d-14(b) and Section 1350 of Chapéeof Title 18
of the United States Code (18 U.S.C. 81350
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Incorporated by Reference

Form

Date

8-K
S-1/A

S-1/A

1C-K

1C-K

1C-K

1C-K

11/16/201
10/04/2011

10/20/2011

07/30/2011

07/30/201

07/30/2011

07/30/2011

03/30/201.

03/09/201.

03/09/201.

03/09/201.

Number

3.1
3.4

4.2

4.4

10.4¢

10.4f

10.1

Filed

Herewith
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Exhibit Incorporated by Reference Filed
Number Exhibit Description Form Date Number Herewith
32.2 Certification by the Chief Financial Officer, agjtgred by Rule 13-14
(b) or Rule 15d-14(b) and Section 1350 of Chapéeof3Title 18 of the
United States Code (18 U.S.C. 81350 X
101.1 The following materials from the Registrant’'s Qealst Report on

Form 10-Q for the three month period ended March2812 are

formatted in XBRL (eXtensible Business Reportingngaage): (i) the

Condensed Consolidated Balance Sheets, (ii) thel€med

Consolidated Statements of Operations, (iii) thedsmsed

Consolidated Statements of Cash Flows, and (ivedti Condensed

Consolidated Financial Statement X

* Pursuant to Rule 406T of Regulatio-T, the XBRL files on Exhibit 101 hereto are deemetifiled or part of a registration statemen
prospectus for purposes of Sections 11 or 12 oS#wmirities Act of 1933, as amended, are deemefilembfor purposes of Section 18 of
the Securities and Exchange Act of 1934, as amerasietiotherwise are not subject to liability untterse sections

**  The certifications attached as Exhibits 32.1 &2d2 that accompanies this Quarterly Report omF0-Q are not deemed filed with the
Securities and Exchange Commission and are na tndorporated by reference into any filing of Cdet@ Genomics, Inc. under the
Securities Act of 1933, as amended, or the Seeariikxchange Act of 1934, as amended, whether nefdechor after the date of this
Form 1(-Q, irrespective of any general incorporation laggueontained in such filing

+  Indicates management contract or compensatory

43



Table of Contents

SIGNATURES

Pursuant to the requirements of the Securities &xgé Act of 1934, the registrant has duly causisdéport to be signed on its behalf by the
undersigned thereunto duly authorized.

COMPLETE GENOMICS, INC

May 9, 2012 By: /sl AJAY B ANSAL

Ajay Bansal
Chief Financial Officer (Principal Financial and Accounting Officer)
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Exhibit

Number

3.1

3.2
4.1
4.2
4.3

4.4

4.5

4.6

4.7

10.1

10.2

10.3

10.4+

311

31.2

32.1

32.2

EXHIBIT INDEX

Exhibit Description

Amended and Restated Certificate of Incorporatio@amplete
Genomics, Inc

Amended and Restated Bylaws of Complete Genonrics
Reference is made to exhibits 3.1 and
Specimen Common Stock Certifica

Form of Warrant to purchase shares of Common Ssstled in
connection with the 2010 convertible bridge loaraficing
transaction

Form of Warrant to purchase shares of Common Ssseled ir
connection with the Loan and Security Agreemenied&eptember
21, 2006.

Form of Warrant to purchase shares of Common Ssseled in
connection with the Loan and Security Agreemented@ugust 3,
2007.

Form of Warrant to purchase shares of Common Ssstled ir
connection with the Loan and Security Agreementedduly 30,
2008.

Warrant to purchase shares of Common Stock issuedninection
with the Loan and Security Agreement with Atel aess, Inc.,
dated December 17, 201

Amendment No. 2 to the Loan and Security Agreerbgrand
between Oxford Finance Corporation and Completeo@¥es, Inc.
effective February 28, 201

Amendment No. 2 to the Loan and Security Agreerbgrand
between Atel Finance Corporation and Complete Gérgyrinc.
effective February 29, 201

At Market Issuance Sales Agreement between Comflet®mics,
Inc. and MLV & Co. LLC dated March 8, 201

Offer Letter Employment Agreement, by and betweemg@lete
Genomics, Inc. and Arthur W. Homan, dated MarcB(g,2.

Certification of Chief Executive Officer of CompéeGenomics, Inc.,
as required by Rule 1-14(a) or Rule 15-14(a).

Certification of Chief Financial Officer of Comp&Genomics, Inc
as required by Rule 1-14(a) or Rule 15-14(a).

Certification by the Chief Executive Officer, agjuired by Rule 13-
14(b) or Rule 15d-14(b) and Section 1350 of Chapéeof Title 18
of the United States Code (18 U.S.C. 81350

Certification by the Chief Financial Officer, agjtéred by Rule 13a-
14(b) or Rule 15d-14(b) and Section 1350 of Chapéeof Title 18
of the United States Code (18 U.S.C. 81350
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Incorporated by Reference

Form

Date

8-K
S-1/A

S-1/A

1C-K

1C-K

1C-K

8-K

11/16/201
10/04/2011

10/20/2011

07/30/2011

07/30/201

07/30/2011

07/30/2011

03/30/201.

03/09/201.

03/09/201.

03/12/201.

Number

3.1
3.4

4.2

4.4

10.4¢

10.4f

10.1

Filed

Herewith
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Exhibit Incorporated by Reference Filed
Number Exhibit Description Form Date Number Herewith
101.1 The following materials from the Registr’s Quarterly Report on For

10-Q for the three month period ended March 3122r& formatted in

XBRL (eXtensible Business Reporting Language)th® Condensed

Consolidated Balance Sheets, (ii) the Condenseddlidated

Statements of Operations, (iii) the Condensed Qateted Statements

of Cash Flows, and (iv) Notes to Condensed CorataiiFinancial

Statements. X

Pursuant to Rule 406T of Regulation S-T, the XBfités on Exhibit 101 hereto are deemed not filegpart of a registration statement or
prospectus for purposes of Sections 11 or 12 oStwmirities Act of 1933, as amended, are deemefilembfor purposes of Section 18 of
the Securities and Exchange Act of 1934, as ameraatetotherwise are not subject to liability untterse sections
The certifications attached as Exhibits 32.1 &2d2 that accompanies this Quarterly Report omFH0-Q are not deemed filed with the
Securities and Exchange Commission and are na tndorporated by reference into any filing of Cdet@ Genomics, Inc. under the
Securities Act of 1933, as amended, or the Seesriixchange Act of 1934, as amended, whether nmefdeshor after the date of this
Form 1(-Q, irrespective of any general incorporation laggueontained in such filing
+  Indicates management contract or compensatory

*%
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Exhibit 10.4

Complete iff

qenomics

March 7, 2012

Arthur ‘Bill” Homan
[Home Address]

Dear Bill:

| am pleased to offer you the position of Seniozé/President, General Counsel and Secretary foplasenGenomics, Inc. (“CGI” or the
“Company”). In this exempt position you will repda the Chief Executive Officer.

Your per pay period salary of $ 11,538.46, (whiaduld equal $ 300,000.00 on an annualized basgg,dpplicable taxes and withholdings,
will be paid in accordance with the Company’s ndrpayroll schedule. In addition, the Board of Diers has approved our recommendation
that you be granted an option to purchase 100,08€s of CGl common stock, subject to the termscanditions of the Complete Genomics,
Inc. 2010 Equity Incentive Award Plan. This optisrsubject to vesting on the following schedule shares subject to the option will become
vested, and the option will become exercisable végpect to 25% of the shares following twelve rherdf continuous employment from the
first date of your employment with CGI, and witlspect to an additional 2.0833% of the shares folh sabsequent month of employment
thereafter.

As a Senior Vice President, you will be eligibleparticipate in the CGI Executive Incentive Plaiithvan annual target of 40% of your annual
base salary, prorated based upon the first datewfemployment with CGI. The pro-rata target bowilsbe paid if the Company meets
established performance objectives approved btaed of Directors.

The Company also has a Change in Control SeveRlacefor its executive officers that provides fewsrance in the event of an acquisition of
the Company or a termination of your employmenth®yCompany outside of the acquisition context atthCause. As a Senior Vice
President, you are eligible to participate in thiea@ge in Control Severance Plan to the same exseate other comparable executive officers
of the company.

As a full time employee, you will be eligible tortiaipate in the Company’s benefits program. Destafl this program will be provided
separately. Complete will give you an Employee Heanruk and other information concerning standardcpesi and benefits. Complete may
modify, revoke, suspend or terminate any of theatecommunicated to you in whole or in part, at &aime, with or without notice.

2071 Stierlin Court, Mountain View CA 94043 | Tel (650)943-2800 completegenomics.com



Complete i

genomics

Your employment with CGl iat will and therefore may be terminated by you or the compaany time and for any reason, with or without
cause and with or without notice. Thiswill employment relationship will remain in effect thghout your employment with the Company
any of its subsidiaries or affiliated entities, andy only be modified by an express written contfaca specified term signed by you and the
Chief Executive Officer of the Company. Any priar@ntemporaneous representations (whether omatitien) for employment other than on
anat will basis are expressly cancelled and supersededshgfthi. Theat will nature of your employment may not be modified by aral or
implied agreement.

In accordance with CGI’'s standard policy, this ofecontingent upon your completing and execuéirRyoprietary Information and Inventions
Agreement, completing the standard new employealerent documentation and providing proof of yoigiht to work in the United States on
your first day of employment with CGI. This offer &lso contingent upon the successful completianki#ckground chec

This offer is valid through Friday, March 9, 20¥2hu may indicate your acceptance of this offer ignisg the acknowledgment below,
indicating your intended start date of March 19120and returning it to me by March 9, 2012.

Bill, we are all looking forward to your joining ¢hCGI team and contributing to this exciting veatur
Sincerely,
/sl Kathleen Swift

Kathleen Swift
Vice President, Human Resources

/sl Arthur Homa 3-8-12 3-16-12
Accepted by Arthu“Bill” Homan Date Acceptet Intended Start Dat

2071 Stlerlin Court, Mountain View CA 94043 | Tel (650)943-2800 completegenomics.com



Exhibit 31.1

Certification of Chief Executive Officer
Pursuant to Section 302 of the Sarbanes-Oxley Acf 2002

I, Clifford A. Reid, certify that:

1.
2.

| have reviewed this quarterly report on Forn-Q of Complete Genomics, Inc

Based on my knowledge, this report does notaiomny untrue statement of a material fact or améitate a material fact necessary to
make the statements made, in light of the circunt&ts under which such statements were made, nk#adisg with respect to the period
covered by this repor

Based on my knowledge, the financial statememd,other financial information included in théport, fairly present in all material
respects the financial condition, results of operat and cash flows of the registrant as of, andtfe periods presented in this rep

The registrant’s other certifying officer(s) anare responsible for establishing and maintaimiisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportirg @efined in Exchange Act
Rules 13-15(f) and 15-15(f)) for the registrant and hav

a) Designed such disclosure controls and proceduregused such disclosure controls and procedutes tesigned under o
supervision, to ensure that material informatidatieg to the registrant is made known to us, palérly during the period in which
this report is being prepare

b) Designed such internal control over financial réjpgr or caused such internal control over finah@gorting to be designed unc
our supervision, to provide reasonable assurargadang the reliability of financial reporting atite preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

c) Evaluated the effectiveness of the registradisslosure controls and procedures and presentidsineport our conclusions about
the effectiveness of the disclosure controls andgulures, as of the end of the period coveredibyéport based on such
evaluation; ant

d) Disclosed in this report any change in the regid’s internal control over financial reporting thatooed during the registré's
most recent fiscal quarter (the registrant’s fodiikbal quarter in the case of an annual repo#) tias materially affected, or is
reasonably likely to materially affect, the regast’ s internal control over financial reporting; e

The registrant’s other certifying officer(s) andave disclosed, based on our most recent evafuat internal control over financial
reporting, to the registrant’s auditors and theitacmnmittee of the registrant’s board of direct@yspersons performing the equivalent
functions):

a) All significant deficiencies and material weakses in the design or operation of internal comvelr financial reporting which are
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refpmhcial information; ant

b)  Any fraud, whether or not material, that invalwaanagement or other employees who have a signifiole in the registrant’s
internal control over financial reportin

Date: May 9, 201. /s/ Clifford A. Reid, Ph.D

Clifford A. Reid, Ph.D.
President and Chief Executive Offic



Exhibit 31.2

Certification of Chief Financial Officer
Pursuant to Section 302 of the Sarbanes-Oxley Acf 2002

[, Ajay Bansal, certify that:

1.
2.

| have reviewed this quarterly report on Forn-Q of Complete Genomics, Inc

Based on my knowledge, this report does notaiomny untrue statement of a material fact or améitate a material fact necessary to
make the statements made, in light of the circunt&ts under which such statements were made, nk#adisg with respect to the period
covered by this repor

Based on my knowledge, the financial statememd,other financial information included in théport, fairly present in all material
respects the financial condition, results of operat and cash flows of the registrant as of, andtfe periods presented in this rep

The registrant’s other certifying officer(s) anare responsible for establishing and maintaimiisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportirg @efined in Exchange Act
Rules 13-15(f) and 15-15(f)) for the registrant and hav

a) Designed such disclosure controls and proceduregused such disclosure controls and procedutes tesigned under o
supervision, to ensure that material informatidatieg to the registrant is made known to us, palérly during the period in which
this report is being prepare

b) Designed such internal control over financial réjpgr or caused such internal control over finah@gorting to be designed unc
our supervision, to provide reasonable assurargadang the reliability of financial reporting atite preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

c) Evaluated the effectiveness of the registradisslosure controls and procedures and presentidsineport our conclusions about
the effectiveness of the disclosure controls andgulures, as of the end of the period coveredibyéport based on such
evaluation; ant

d) Disclosed in this report any change in the regid’s internal control over financial reporting thatooed during the registré's
most recent fiscal quarter (the registrant’s fodiikbal quarter in the case of an annual repo#) tias materially affected, or is
reasonably likely to materially affect, the regast’ s internal control over financial reporting; e

The registrant’s other certifying officer(s) andave disclosed, based on our most recent evafuat internal control over financial
reporting, to the registrant’s auditors and theitacmnmittee of the registrant’s board of direct@yspersons performing the equivalent
functions):

a) All significant deficiencies and material weakses in the design or operation of internal comvelr financial reporting which are
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refpmhcial information; ant

b)  Any fraud, whether or not material, that invalwaanagement or other employees who have a signifiole in the registrant’s
internal control over financial reportin

Date: May 9, 201. /sl Ajay Bansa

Ajay Bansal
Chief Financial Office



Exhibit 32.1

Certification of Chief Executive Officer
Pursuant to Section 906 of the Sarbanes-Oxley Acf 2002

I, Clifford A. Reid, certify, pursuant to 18 U.S.Section 1350, as adopted pursuant to Section B Garbanes-Oxley Act of 2002, that the
Quarterly Report of Complete Genomics, Inc. on Fath@ for the quarterly period ended March 31, 201B/fabmplies with the requiremer
of Section 13(a) or 15(d) of the Securities ExcleaAgt of 1934 and that information contained infsQuiarterly Report on Form 10-Q fairly
presents, in all material respects, the finanaaldition and results of operations of Complete Geigs, Inc.

By: /s/ Clifford A. Reid, Ph.D.
Name: Clifford A. Reid, Ph.C
Title: President and Chief Executive Offic

Date: May 9, 2012

A signed original of this written statement reqdil®y Rule 13a-14(b) of the Securities ExchangecAdt934, as amended, and Section 1350 of
Chapter 63 of Title 18 of the United States CodlJ1S.C. Section 1350), has been provided to Cam@enomics, Inc. and will be retained
by Complete Genomics, Inc. and furnished to theuBtes and Exchange Commission or its staff upaquest. This certification accompanies
the Form 10-Q to which it relates, is not deemétifivith the Securities and Exchange Commissionisindt to be incorporated by reference
into any filing of Complete Genomics, Inc. undes Becurities Act of 1933, as amended, or the S&siExchange Act of 1934, as amended
(whether made before or after the date of the FIdr®), irrespective of any general incorporatiamglaage contained in such filing.



Exhibit 32.2

Certification of Chief Financial Officer
Pursuant to Section 906 of the Sarbanes-Oxley Acf 2002

I, Ajay Bansal, certify, pursuant to 18 U.S.C. $&ttl350, as adopted pursuant to Section 906 oB#rbanes-Oxley Act of 2002, that the
Quarterly Report of Complete Genomics, Inc. on Fath@ for the quarterly period ended March 31, 201B/fabmplies with the requiremer
of Section 13(a) or 15(d) of the Securities ExcleaAgt of 1934 and that information contained infsQuiarterly Report on Form 10-Q fairly
presents, in all material respects, the finanaaldition and results of operations of Complete Geigs, Inc.

By: /s/ Ajay Bansal
Name: Ajay Banse
Title: Chief Financial Office

Date: May 9, 2012

A signed original of this written statement reqdil®y Rule 13a-14(b) of the Securities ExchangecAdt934, as amended, and Section 1350 of
Chapter 63 of Title 18 of the United States CodlJ1S.C. Section 1350), has been provided to Cam@enomics, Inc. and will be retained
by Complete Genomics, Inc. and furnished to theuBtes and Exchange Commission or its staff upaquest. This certification accompanies
the Form 10-Q to which it relates, is not deemétifivith the Securities and Exchange Commissionisindt to be incorporated by reference
into any filing of Complete Genomics, Inc. undes Becurities Act of 1933, as amended, or the S&siExchange Act of 1934, as amended
(whether made before or after the date of the FI-Q), irrespective of any general incorporation laeqggicontained in such filin



