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SPECIAL NOTE REGARDING FORWARD LOOKING STATEMENTS

Discussions under the captions “Business,” “Ris&téis,” and “Management’s Discussion and Analy$iBinancial Condition and
Results of Operations” contain or may contain fadki@oking statements that are based on our managgsrbeliefs and assumptions and on
information currently available to our managemdie statements contained in this Annual ReportanmFL0-K that are not purely historical
are forward-looking statements within the meanih§ection 27A of the Securities Act of 1933, as adel, and Section 21E of the Securities
Exchange Act of 1934, as amended (the “Exchang® . Aotd include, but are not limited to, statemeawrtgarding the sequencing advantages of
our SMRT technology, our market opportunity, ouatggic plans, our expectation regarding the caiorrof backlog to revenue, our
manufacturing plans, our research and developmanspour competition, our intent regarding dividenour expectation regarding our
unrecognized income tax benefits, our expectatgarding a significant increase in product relatest during 2012, the sufficiency of our
cash, cash equivalents and investments to fungrajected operating requirements, and the effeatsa@nt accounting pronouncements or
financial statements. Such statements may be mdrify terms such as “anticipates,” “believes,"dlth” “seeks,” “estimates,” “expects,”
“intends,” “may,” “plans,” “potential,” “predicts,”projects,” “should,” “will,” “would” or similar expressions and the negatives of those terms.
Forward-looking statements involve known and unknaisks, uncertainties and other factors that nayse our actual results, performance or
achievements to be materially different from anyfa results, performance or achievements expressiatplied by the forward-looking
statements. Factors that could cause or contrtbugach differences include, but are not limitedthose discussed under the heading “Risk
Factors” in this report and in other documents ieviith the Securities and Exchange CommissioreC3. Given these risks and
uncertainties, you should not place undue reliamcthese forward-looking statements. Also, forwimmking statements represent our
management’s beliefs and assumptions only as afdteof this report. Except as required by lawassume no obligation to update these
forward-looking statements publicly, or to upddte teasons actual results could differ materiabynf those anticipated in these forward-
looking statements, even if new information becoenaslable in the future.
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PART I

ITEM 1. BUSINESS
Overview

We develop, manufacture and market an integratafiopm for genetic analysis. We have developedhrtelogy to study the synthesis
and regulation of DNA. Combining recent advancesanofabrication, biochemistry, molecular biologyrface chemistry and optics, we
created a technology platform using our propriesangle molecule, real-time, or SMRT, technologyr @MRT technology uses the natural
processing power of enzymes, combined with spgaitasigned reagents and detection systems, todréudividual biochemical events as they
occur. The ability to observe single molecule eseémtreal time provides the scientific communityiwén advanced tool for investigating basic
biochemical processes such as DNA synthesis. OlRBSidchnology has the potential to advance scientifderstanding by providing a
window into biological processes that has not presiy been open.

Our initial focus is on the DNA sequencing markétane we have developed and introduced a third géoarsequencing platform using
our proprietary SMRT technology, the PacBR8. The PacBidRSmaintains many of the key attributes of first ardand generation
sequencing technologies while solving many of thdierent limitations, including short readlengtlimjted flexibility, long time to result,
complex sample preparation and risk of amplificatiias. Our system provides long readlengths,iétxi in experimental design, fast time to
result, and ease of use. The PacB&consists of an instrument platform that uses oappetary consumables, which are currently comgrise
of our SMRT Cells and several chemical reagentusexd to prepare and sequence DNA samples. O@nsystdesigned to be integrated into
existing laboratory workflows and information syste We began commercial shipments of PadBinstruments in April 2011.

We were incorporated in the State of Delaware D02@ur executive offices are located at 1380 WilRoad, Menlo Park, California
94025, and our telephone number is (650) 521-8000.

The Underlying Science

Genetic inheritance in living systems is conveyeaugh a naturally occurring information storagstsyn known as deoxyribonucleic
acid, or DNA. DNA stores information in linear chaiof the chemical bases adenine, cytosine, guamde¢hymine, represented by the
symbols, A, C, G and T. Inside living cells, thesains usually exist in pairs bound together iabde helix by complementary bases, with A
of one strand always binding to a T of the othearst and C always binding to G.

In humans, there are approximately three billionDibase-pairs in the molecular blueprint of lifelled the genome. These three billion
bases are divided into 23 chromosomes rangingefsbm 50 million to 250 million bases. Normaltiiere are two complete copies of the
genome contained in each cell, one of maternalroagd the other of paternal origin. When celldahy the genomes are replicated by an
enzyme called the DNA polymeras&hich visits each base in the sequenceeating a complementary copy of each chromosorimg us
building blocks called nucleotides. Contained witthiese chromosomes are approximately 23,000 smegiens, called genes, each one
containing the recipe for a protein or group o&tetl proteins. The natural process of protein proolu takes place in steps. In a simplified
model, the first step is transcriptipa process in which an enzyme called the RNA polaseconverts the DNA strand base for base into
messenger RNA, or mRNA. The mRNA are then trandlat® proteins by ribosomes. The resulting praejo on to play crucial roles in
cellular structure and function and thus the opematf biological systems.

Numerous scientific approaches have evolved totadahe emerging awareness of the magnitude oftexity embedded in biological
systems. The field of genomics developed to sthdyiriteractions among components in the genoméhenehassive quantities of associated
data. Subsequently, proteomics, transcriptomicsaamgmber of other related fields emerged.

2



Table of Contents

Advances in biology over the next decade are ergeict be shaped by a more detailed understanditige dindamental complexity of
biological systems. These systems vary among iddals in previously unrecognized ways and are émfted by factors including time,
molecular interactions, and cell type.

Importantly for the future of genomics, the fireif whole-genome sequencing studies of diseasediyen that rare mutations play a
critical role in human disease. These mutationsldvoat have been detected in earlier studies becaasfew people, or perhaps only one
person, carry the specific mutation. In additians inow understood that structural changes t@#émme in which whole sections are deleted,
inverted, copied or moved may be responsible f&igaificant fraction of variation among individualkhe scope of these structural changes
challenges the very idea of a reference genome

Recent discoveries have highlighted additional deripes in the building blocks of DNA and RNA, inicing the presence of additional
bases. It has long been known that in humans amg wther multicellular organisms, the cytosine Isaszn be chemically modified through
the addition of a methyl group in a process catiedhylation. These chemical modifications have ls&®wn to play a role in embryonic
development, have important impacts on diseasdsasicancer and can even affect the characteridtmf$spring for multiple generations.
More recently, it has been discovered that othsedasuch as hydroxymethylcytosine, or hmC, 8-Oanme and many others, play important
physiological roles. In RNA, dozens of chemical iificdtions play important roles in cellular funatio

Another source of complexity derives from the pssieg of RNA molecules after being transcribed ftbegenome. The majority of all
genes have different forms of the protein thatlvamade depending on the structure of the RNA mitdeceferred to as splice variants. A
detailed understanding of both the expression patted regulation of these variants is believeplay an important role in a number of critical
biological processes.

Recent advances in our understanding of biologicaiplexity have highlighted the need for new tdolstudy DNA, RNA and proteins.
In the field of DNA sequencing incremental techmidal advances have provided novel insights ingostinucture and function of the genome.
Despite these advances, researchers have not bleeio fully characterize the human genome becatisgherent limitations in these tools.

Evolution of Sequencing

In order to understand the limitations of curredMsequencing technologies, it is important to ustind the sequencing process. This
consists of three phases: sample preparation, gdlysquencing, and re-assembly. The first steyawiple preparation is to break the target
genome into multiple small fragments. Dependinghenamount of sample DNA, the resulting fragmengy tme amplified into multiple copies
using a variety of molecular methods. In the phglssequencing phase, the individual bases in gagmient are identified in order, creating
individual reads. The number of individual basesntified contiguously is defined as readlengththim re-assembly phase, bioinformatics
software is used to align overlapping reads, whitdws the original genome to be assembled intdignous sequence. The longer the
readlength the easier it is to reassemble the genom

First Generation Sequencing

First generation sequencing, also referred to asd8r sequencing,” was originally developed by Eret Sanger in 1977. With this
technology, during sample preparation, scientists fnake different sized fragments of DNA eactstg from the same location. Each
fragment ends with a particular base that is labeligh one of four fluorescent dyes correspondmthit particular base. Then all of the
fragments are distributed in order of their lenigghdriving them through a gel. Information regagithe last base is used to determine the
original sequence. Under standard conditions,rtigthod results in a readlength that is approxingat@D bases on average, but may be
extended to 1,000 bases. These are relativelyrigadjengths compared with other
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sequencing methods. However, first generation sexjng is limited by the small amounts of data tteat be processed per unit of time,
referred to as throughput.

Second Generation Sequencil

Commercial second generation DNA sequencing tauksrged in 2005 in response to the low throughptitstfgeneration methods. To
address this problem, second generation sequetaiggachieve much higher throughput by sequengilzagge number of DNA molecules in
parallel. In order to generate this large numbeddNfA molecules, a copying method called PCR anggiion is required. In addition to adding
time and complexity to the sample preparation pgscthe amplification process can introduce etkomsvn as amplification bias. The effect of
this bias is that the resulting copies are notarnify representative of the original template DNA.

In most second generation tools, tens of thousahikentical strands are anchored to a given looath be read in a process consistin
successive flushing and scanning operations. Tihehfand scandequencing process involves sequentially flushingagents, such as labe
nucleotides, incorporating nucleotides into the D&trands, stopping the incorporation reaction, Wweasbhut the excess reagent, scanning to
identify the incorporated base and finally treatihgt base so that the strand is ready for the flesh and scan” cycle. This cycle is repeated
until the reaction is no longer viable.

Due to the large number of flushing, scanning aadhing cycles required, the time to result for seogeneration methods is generally
long, usually taking days. This repetitive procals® limits the average readlength produced by sesind generation systems under standard
sequencing conditions to approximately 35 to 40€ebaThe array of DNA anchor locations can havigla tlensity of DNA fragments, leading
to extremely high overall throughput and a resultaw cost per identified base when the machirreiisat high capacity. However, the
disadvantages of second generation sequencinglmshiort readlength, complex sample preparati@néed for amplification, long time to
result, the need for many samples to justify maeliperation and significant data storage and iné&&fion requirements.

First and second generation sequencing technolbgies led to a number of scientific advances. Hareayiven the inherent limitations
of these technologies, researchers still have @en lable to unravel the complexity of genomes.

Pacific Biosciences’ Solution — The Third Generatin of Sequencing Technology

We have developed a technology platform that esetitegle molecule, real-time, or SMRT, detectiomiological processes. Based on
our platform SMRT technology we have introducedliedtgeneration DNA sequencing system, the Pa&&8othat addresses many of the
limitations of the first and second generation texthgies, by providing longer readlengths, increaexibility, reduced time to result,
simplified sample preparation and elimination ofpdification bias. In addition, the PacBRSenables the study of modified bases through its
unique feature of detecting the kinetics of baseiiporation during DNA synthesis.

Pacific Bioscience’ SMRT Technology

Our SMRT technology enables the observation of DdyAthesis as it occurs in real time by harnessiagiaitural process of DNA
replication, which in nature is a highly efficieamid accurate process actuated by the DNA polymefaseDNA polymerase attaches itself to a
strand of DNA to be replicated, examines the irdiial base at the point it is attached, and theerahéhes which of four building blocks, or
nucleotides, is required to replicate that indiedbase. After determining which nucleotide is iiegg, the polymerase incorporates that
nucleotide into the growing strand that is beingdurced. After incorporation, the enzyme advancekamext base to be replicated and the
process is repeated.
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To overcome the challenges inherent in observiegntdtural activity of the DNA polymerase, an enzythra is 15 nanometers (nm) in
diameter running in real time, we introduced thkeg innovations:

* The SMRT Cell
» Phospholinked nucleotidt
* The PacBitRS

The SMRT Cell

One of the fundamental challenges with observilgN& polymerase working in real time is the abilitydetect the incorporation of a
single nucleotide, taken from a large pool of pts#mucleotides, during DNA synthesis. To resdivis problem, we utilize our nanoscale
innovation, the zero-mode waveguide, or ZMW.

A ZMW is a hole, tens of nanometers in diametee $mall size of the ZMW prevents visible laser jgihich has a wavelength of
approximately 600nm, from passing entirely throtigln ZMW. Rather than passing through, the lightagsa@s it enters the ZMW. Therefore,
by shining a laser into the ZMW, only the bottormB0of the ZMW becomes illuminated. Within each ZM&\single DNA polymerase
molecule is anchored to the bottom of the glasfasarof the ZMW using a proprietary technique. Motides, each type labeled with a
different colored fluorophore, are then floodedaban array of ZMWSs at the required concentratisno laser light penetrates up througk
holes to excite the fluorescent labels, the labeledeotides above the ZMWs are dark. Only wheg thifuse through the bottom 30nm of the
ZMW do they fluoresce. When the correct nucleotiddetected by the polymerase, it is incorporatéal the growing DNA strand in a process
that takes milliseconds in contrast to simple diifun which takes microseconds. This differenceémetresults in higher signal intensity for
incorporated versus unincorporated nucleotideschvbieates a high signal-to-noise ratio. ThusZtd&V has the ability to detect a single
incorporation event against the background of ##soently labeled nucleotides at biologically refév@ncentrations. Our DNA sequencing is
performed on proprietary SMRT Cells, each havinguaay of approximately 150,000 ZMWs. Each ZMW apable of containing a DNA
polymerase loaded with a different strand of DNApée. Currently, our system can monitor 75,000 ZM&W¥sultaneously. The system can be
set up to monitor the first set of 75,000 ZMWs o8MRT Cell, then immediately shift to monitoringeteecond set of 75,000 ZMWs on the
same SMRT Cell. As a result, the SMRT Cell enatilegpotential detection of approximately 150,00@& molecule sequencing reactions.
Currently, our immobilization process randomly disites polymerases into ZMWs across the SMRT @edlylting in approximately ontiird
of the ZMWs being available for use.

Phospholinked Nucleotide

Our proprietary phospholinked nucleotides haveaiarfiscent dye attached to the phosphate chaireafutleotide rather than to the base.
As a natural step in the synthesis process, thepbtate chain is cleaved when the nucleotide isparated into the DNA strand. Thus, upon
incorporation of a phospholinked nucleotide, theApblymerase naturally frees the dye molecule ftbemnucleotide when it cleaves the
phosphate chain. Upon cleaving, the label quickiuses away, leaving a completely natural piec®NA with no evidence of labeling
remaining.

The PacBio RS

The PacBidRSis an instrument that conducts, monitors, and aeaslgingle molecule biochemical reactions in rieatt The PacBi&RS
uses a high numerical aperture objective lens anddingle-photon sensitive cameras to collecligie pulses emitted by fluorescent reagents
allowing the observation of biological processes.optimized set of algorithms is used to translageinformation that is captured by the op
system. Using the recorded information, light psilaee converted into either an A, C, G or T badlenéth associated quality metrics. Once
sequencing is started, the real-time data is de&t/éo the system’s primary analysis pipeline, Wwhoatputs base identity and quality values, or
QVs. To generate a consensus sequence from theadadasembly process aligns the different fragefeatm each ZMW based on common
sequences.
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SMRT Sequencing Advantage
Sequencing based on our SMRT technology offeréaifmving key benefits:

Single molecule, re«time analysis. The ability to observe single molecules in realticombined with long readlength allows our
system to observe structural and cell type vameti@t present challenges for existing short-reatiriologies. Unlike many other
sequencing platforms, minimal amounts of reagedtsample preparation are required and there atienesconsuming flushing,
scanning and washing ste

Longer readlengthsOur SMRT technology is designed to produce a tiistion of readlengths with greater than 2,500 Ipeses ot
average and instances of over 13,000 base paiish fdtilitates mapping and assembly. Longer reggtles require the sequencing
of fewer overlapping segments, referred to as @meerto efficiently assemble the underlying genaostrigcture. Long readlengths
are an important factor in enabling a comprehengie® of the genome, as they can reveal multipte$yof genetic variation, such
as larg-scale rearrangements observed in car

Faster time to resultWith the PacBidRS, sample preparation to sequencing results canléakehan one day. A typical sequent
run can require as little as 30 minutes of instmintiene, with target polymerase speeds of oneneetlhases per second, compared
to other technologies which can take multiple daygroduce results. This fast time to result mayehaportant implications for
applications where speed is of critical importasgeh as infectious disease monitoring and moleqa#rology.

Less systematic errc. The sample preparation step for SMRT sequenaieg dot require amplification and therefore thelseare
not subject to amplification bias. In addition, #lead errors from SMRT sequencing are largely randmd therefore they can be
more easily resolved by aligning and comparing ipléitoverlapping reads. Second generation sequgmeahnologies generally
have more systematic read errors, and are moieudiffo resolve because identical errors are ntikedy to be present in each
overlapping read. As a result, we believe that SMBGuencing can enable a more complete assemfgbnoimes with less
coverage than other available sequencing techresc

Ease of useOur system is designed to be easy to use and hdoatise it is compatible with existing lab workffoand informatic
infrastructures. Our SMRTbell sample preparatiastqeol is designed to be simple and fast. The RaBSis equipped with a
touchscreen interface that requires minimal userwention. The data format has been designed tmimpatible with standard
informatics systems. We believe that these attedatlow for easy training at customer si

Flexibility and granularity. The PacBidRSsystem offers multiple protocols, including startland circular consensus sequencing,
enabling the user to optimize performance basettt@meeds for a particular project. It can be wsigdl a variety of sample types
and can output a range of DNA lengths. The systemteas the ability to scale the throughput and ebsequencing across a range
of small and large project

Ability to observe and capture kinetic informatiorThe ability to observe the activity of a DNA polyrase in real time enables the
PacBioRSto collect, measure and assess the dynamics amdjtohnucleotides being added to a growing DNAst, referred to

as kinetics. It is well established in the scientformmunity that chemical modification of DNA suah the addition of a methyl
group, known as methylation, can alter the biolabactivity of the affected nucleotide. The PacRiBdetects changes in kinetics
automatically by capturing and recording changaténduration of, and distances between, eachedfitbrescent pulses during a
typical sequencing analysis. First and second g¢inersequencing systems are unable to accuraetyd this type of kinetic data
because th*flush and sc&” sequencing process disrupts the timing of the ahincorporation proces

Our Products

We have entered the market with our first prodtiet,PacBidRS, a third generation sequencing instrument thatiges real-time
information at the single molecule level. The @itpplication for the system is DNA
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sequencing, and the architectural design of thieesysnay enable a broader range of applicationstower The instrument is designed for
expandable capability to permit performance improgats and new applications to be delivered thragtmistry and software enhancements
without necessitating changes to the hardware.iftial products have demonstrated issues we bel@e typical of new, highly complex
technology products. Although we are continuousiprioving reliability of our products, these issuesy persist.

Our sequencing system includes the PadBsinstrument platform that uses our proprietary comasles, including our SMRT Cells and
reagent kits, providing a complete solution to¢hstomer.

The PacBio RS

The PacBidRSis an instrument that conducts, monitors and aealy#ochemical sequencing reactions. The instrumenrt integrated
unit that includes high performance optics, aut@ddiguid handling, a touchscreen control interfaceomputational Blade Center and
software. The instrument’s high performance opticsitor the thousands of ZMWs in real time. Theoaated liquid handling system
performs reagent mixing and prepares SMRT Cellg. ilietrument’s touchscreen control interface RIST ouch, is the user’s primary control
center to design and monitor experiments as theyrda real time. The Blade Center is the compateti brain of the PacBiBS,responsible
for processing the sequencing data being producedeoSMRT Cells. The PacBRShas been designed to allow for performance
improvements without replacement of the instruntertiware.

Consumables

To run our PacBidRS, our customers must purchase our proprietary coabie products. Our consumable products include our
proprietary SMRT Cells and reagent kits. One SMRI {3 consumed per sequencing reaction on the iB&R8. Eight SMRT Cells are
individually hermetically sealed and packaged thgeinto a streamlined 8Pac format. This enables@archer to use one or more SMRT (
per run.

We offer several reagent kits, each designed toeaddh specific step in the workflow. The TempRiteparation Kit is used to convert
DNA into our SMRTbell double-stranded DNA libramgrinat and therefore includes typical moleculardmgl reagents, such as ligase and
restriction enzymes. The Binding Kit, which incledaur modified DNA polymerase, is then used to himsdl library to the polymerase in
preparation for sequencing. The Sequencing Kitaiostthe reagents required for on-instrument, tiea-sequencing, including the
phospholinked nucleotides. Each sample can be seqdén a single SMRT Cell or across many SMRT edipending on the needs of the
project. As a result, the price per reaction isethefent on the experiment design.

Market Opportunity

The market for sequencing products is large ardfected to grow significantly. According to a stymbrformed by Frost & Sullivan, a
global market research and consulting firm, theldwide Next Generation Sequencing market, whictoerngasses sales of second generation
and third generation sequencing products, is egpeoct grow from $746 million in 2010 to $3 billiam 2017.

Historically, improvements in tools have drivengtb in demand. We believe the emergence of thirtegggion sequencing products,
including our products, along with improvementgkisting second generation products, will contrbiat and comprise an important facet of
this growth.

There are a number of emerging markets for sequngzased tests, including molecular diagnosticschvtepresent significant potential
opportunities for our products. For example, thekatfor sequence-based molecular diagnosticgiimated to be $1.6 billion in 2014
according to Scientia Advisors, a life sciencessotting firm. The development of these marketssatgect to the variability driven by ongoi
changes in the competitive landscape, governmeudlifig of research and development activities, aadroeconomic conditions.

7



Table of Contents

Introductions of new technologies and productsJevpositive to the overall development of thesekats, when evaluated relative to
uncertainties surrounding government budgets aadauic stress in certain regions of the world, tdswgreater competition for the limited
financial resources available. We operate and ctenpighin these emerging markets and the developofesur business will be impacted by
the variability of the factors affecting the growdththese markets.

Pacific Biosciences’ Strategy
We plan to execute the following strategy:

Contribute to the future of biological analysis mffering differentiated products based on our pragtary SMRT technology.
Our SMRT technology provides a window into biolagiprocesses that has not previously been avail@hk combination of our
products’ and underlying SMRT technology’s abilitydeliver long read lengths, complete assembdied,short time to result
afford the scientific community a new tool to contitesearch not possible with first and second iggioe sequencing instrumen

Focus initially on a small number of sequencing alpgations in which our SMRT technology provides upnie capability. While
we believe our third generation sequencing tectgyolill address most of the limitations in curreetjuencing technologies and
enable a wide range of experiments and applicatisaglan to drive adoption of our technology bgusing initially on
applications that our customers have identifietligh-value applications for SMRT sequencing. Amdmg early applications
identified by our customers ade novoWhole Genome Assembly and Targeted Sequencing.l&vet@ develop whole product
solutions around these applications, making itezefer customers who are not typically early adoptd new technology to take
advantage of SMRT sequencit

Continually enhance product performance to increagerket share.The design of the PacBRSwill allow for significant
performance improvements without replacement ofrterument hardware. Our flexible platform is dgsd to generate a
recurring revenue stream through the sale of petgmy SMRT Cells and reagent kits. Our researchdawelopment efforts are
focused on product enhancements to reduce DNA seigecost and time as well as expand capabilifibese efforts are
exemplified by the recent release of our C2 chemidVith modest updates to the PacBio RS instrursefttvare and firmware, our
updated chemistry delivers typical results thatewhompared to our original chemistry, demonstaa2& improvement in
readlength, 3-4x improvement in mappable data MRS Cell, and 50% decrease in input sample requisdidle achieving
consensus accuracy of Q50 (99.999%) with lower gme We also plan to improve the reliability of existing products as they
have demonstrated issues we believe typical of heghly complex technology products. We plan toadtice additional
enhancements to our products over ti

Leverage platform to develop and launch additioregdplications. We plan to leverage our SMRT technology platforndéoelop
new applications such as sequencing larger and oowonelex genomes and analyzing base modificatisirgyithe kinetic detection
capabilities of the PacBIiRS. In the long term, our SMRT technology may als@bapted for RNA transcription monitoring, direct
RNA sequencing, protein translation and ligand bigdWe believe these applications can create anbat new markets for our
technology

Create a global community of users to enhance infatics capabilities and drive adoption of our procts. We have worke:
closely with members of the informatics commundgydevelop and define standards for working witlgkinmolecule, real-time
sequence data. We have launched the PacBio DexMegbsite on which we make available various safvi@ols and information
about our SMRT sequencing technology to suppodemic informatics developers, life scientists amdependent software
vendors interested in creating tools to work withn third generation sequencing data. This givesutiez flexibility to perform
further analysis of the sequencing data througfd-{party software or share data with collaboratdsmaximize the flexibility and
functionality for all users, all of our secondanadysis algorithms are made available under an sparce license
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Marketing, Sales, Service and Support

We market our products through a direct sales forééorth America and Europe and primarily throwditributors in Asia. Our sales
strategy involves the use of a combination of salasagers, sales representatives and field agplicspecialists. The role of our sales
managers and sales representatives is to educiter@rs on the advantages of SMRT technology amdpblications that our technology
makes possible. The role of our field applicatipedalists is to provide on-site training and stifentechnical support to prospective and
existing customers. Our field application specialare technical experts with advanced degreesganerally have extensive experience in
academic research and core sequencing lab experienc

Service for our instruments is performed by ouldfiervice engineers. Our field service enginesgdrained in-house, building, testing
and troubleshooting instruments on our factoryifloefore being qualified to service instrumentdated at customer sites.

As of December 31, 2011, we had 46 field-basedssald service personnel in our organization.

In addition, we maintain an applications lab teanMienlo Park, California composed of scientific exp who can transfer knowledge
from the research and development team to the digjdication specialists. The applications lab tedso runs foundational scientific
collaborations and proof of principle studies, whitelp demonstrate the value of our product offetonprospective customers.

Customers

Our customers include genome centers, clinicalegawent and academic institutions, genomics sepuiceiders and agricultural
companies. In general, our customers will isolptepare and analyze genetic samples using the ®&3n their own research labs to address
their specific applications and scientific quessioRor example, customers in academic researdtutimts may have DNA samples isolated
from human cancer patients while agricultural bigioor AgBio, companies may have DNA samples isaldtom different strains of corn or
other crops. For the years ended December 31, 2010, and 2009, no single customer accounted foe than 10% of our total revenue.
During 2011, we sold 48 instruments to 45 customers

We believe that the majority of our current custerege early adopters of sequencing technologyttemdhave primarily used our
products for small-scale projects, as they arerdetgng where our products can add significant gaBy focusing our efforts on high-value
applications, we plan to drive the adoption of ptoducts across a broader customer base and ige-¢aale projects. In general, the broader
adoption of new technologies by mainstream custeroan take a number of years, and there can bssuoaace that we will be successful in
gaining broader adoption.

Backlog

As of December 31, 2011, our system revenue backsgapproximately $11.0 million, comprised of ¥8tems compared to $24.0
million and 38 systems at December 31, 2010. Rexeealized during 2011 primarily reflects the defivof systems in backlog at the end of
2010. We define backlog as purchase orders or gigoetracts from our customers which we believefiameand for which we have not yet
recognized revenue. We expect to convert this logcid revenue through the first half of 2012 subjecustomers who may otherwise seek to
cancel or delay their orders even if we are preptodulfill them. Our ability to add systems taetbacklog in the future is dependent on our
ability to gain broader adoption of our technol@md products.

Manufacturing

Our principal manufacturing facilities are locatgdur headquarters in Menlo Park, California. Weently manufacture our instrume
in-house. Over time, we intend to outsource vargsassemblies to
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third-party manufacturers, but we expect to corgittuiconduct the final assembly liwuse. With respect to the manufacture of SMRTCaile
subcontract wafer fabrication and processing toi@@mauctor processing facilities, but conduct cétisurface treatment processes internally.
In addition, we currently manufacture critical reats in-house, including our phospholinked nuctistiand our DNA polymerase.

We purchase both custom and off-the-shelf comparfeotn a large number of suppliers and subject tteesignificant quality
specifications. We periodically conduct quality as@f suppliers and have established a suppligification program. We purchase
components through purchase orders and generaltptdmaintain large volumes of inventory. Somehef tomponents required in our
products are currently either sole sourced or sisglurced.

Research and Development

Our SMRT technology requires the blending of a nandf unique disciplines, namely nanofabricatiamygics, photonics, optics,
molecular biology, engineering, signal processhigh performance computing, and bioinformatics. @&search and development team is a
blend of these disciplines creating a single, cfasstional operational unit. We have also estéigiisproductive working relationships with
technology industry leaders, as well as leadinglaceac centers, to augment and complement our iateesearch and development efforts.
Research and development expense incurred was 8iflédh, $111.8 million and $75.9 million durind21, 2010, and 2009, respectively.

We plan to continue investment in research andldpweent to support the ongoing development of ckesncomponents and protocols
to enhance overall system performance. Our goalsodiurther improve sequencing readlength, acguaad mappable data per SMRT Cell, as
well as to develop and introduce into the markegplaew applications that will take full advantadg®uor single molecule, real-time detection
technology. In addition, our engineering teams walhtinue their focus on increasing instrument congmt and system reliability, in response
to reliability issues experienced by early adoptérsur technology, reducing costs, and implemenédditional system flexibility and
versatility.

Intellectual Property

Developing and maintaining a strong intellectuaarty position is an important element of our bass. We have sought patent
protection for our SMRT technology, and may seeteipigprotection for improvements and ancillary tealogy conceived in developing our
SMRT technology if we believe such protection wilfe us an advantage over competitors or potectiedpetitors.

Our current patent portfolio, including patentslasively licensed to us, is directed to varioushteslogies, including SMRT nucleic acid
sequencing and other methods for analyzing biokdgiamples, ZMW arrays, surface treatments for ZiMW arrays, phospholinked
nucleotides and other reagents for use in nucl@ttcsequencing, optical components and systemsepses for identifying nucleotides within
nucleic acid sequences and processes for analydisenparison of nucleic acid sequence data. Sdithe goatents and applications that we
own, as well as some of the patents and applicatitet we have licensed from other parties, argestuito U.S. government march-in rights,
whereby the U.S. government may disregard our skaypatent rights on its own behalf or on beh&thad parties by imposing licenses in
certain circumstances, such as if we fail to aahienactical application of the U.S. government fohtechnology, because action is necessary
to alleviate health or safety needs, to meet requénts of federal regulations, or to give prefeeeiocU.S. industry. In addition, U.S.
government funded inventions must be reportedegtivernment and U.S. government funding must $eatied in any resulting patent
applications.

As of December 31, 2011, we own or hold exclusienses to 77 issued U.S. patents, 120 pendingpat&nt applications, 35 granted
foreign patents and 120 pending foreign patentiegidns, including foreign counterparts of U.Stegué and patent applications. The full term
of these issued U.S. patents will expire betweeril 2016 and March 2029.
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Of these patents and patent applications, 22 issugdpatents, three pending U.S. patent applieatib9 granted foreign patent and four
pending foreign patent applications are licenseakstby the Cornell Research Foundation, which mesiégchnology transfers on behalf of
Cornell University, collectively referred to as @el. These patents and patent applications aeetdid to the core SMRT sequencing methods
and systems and other analysis methods, and to 2kays used in our current and planned products.litanse agreement provides us with
the exclusive right to make, use, sell, offer faleslease, import, export or otherwise disposgrofiucts covered by the licensed patents in all
fields of use. In exchange, we are obligated toerwgctain royalty payments to Cornell, includingimimum annual royalty payment, and rr
certain reporting and other requirements to Coré# are also obligated to reimburse Cornell ferd¢bsts of prosecuting the patents and p
applications that are subject to the license. Esearch leading to the licensed technology waseiihg the U.S. government and therefore
license from Cornell is subject to U.S. governnmaatch-in rights. Cornell may terminate its agreenvéth us if we are in default of our
payment or reporting obligations, are in materialdeh of the agreement, or fail to fulfill our d#ince obligations with respect to
commercializing products using the licensed teobal

We have also entered into a license agreementimdiana University Research and Technology Corpamabr IURTC, for U.S. Patent
No. 6,399,335, which relates to nucleoside triphasgs that include a labeling group attached thrdhg terminal phosphate group in
triphosphate chain. Under the terms of this liceagpeement, we have exclusive rights to make, haade, sell, offer to sell, have sold, use,
import and have imported, products that practiecitiwention claimed in the patent in certain seguegirelated fields. In exchange, we are
obligated to make certain royalty and milestonenpants to IURTC, and to meet certain reporting negjuents to IURTC. We are also
obligated to reimburse IURTC for the costs of poogimg the patents and patent applications thasapgect to the license. The research lea
to the licensed technology was funded by the UoS8egiment and therefore our license from IURTQuigjact to U.S. government march-in
rights. IURTC may terminate its agreement withfuge are in default of our payment or record kegpbligations, are in material breach of
the agreement, or fail to fulfill our diligence adtions with respect to commercializing produdsg the licensed technology.

In addition, we have entered into a license agre¢miéh Stanford University, or Stanford, for URBatent No. 7,297,532, referred to as
the '532 patent, which relates to immobilized ribwees for use in analysis of ribosomal activity. Bnthe terms of this license agreement, we
have exclusive rights to make, have made, use,ritmnpifer to sell and sell products that would piees the invention claimed in the patent in
certain fields of use until June 8, 2018, afterchhthe license will become non-exclusive until $@2 patent expires. In exchange, we are
obligated to make certain royalty and license nesiahce payments to Stanford, and to meet certpartieg and other obligations to Stanford.
We are also obligated to reimburse Stanford fopalénting expenses associated with the '532 pateritiding maintenance fees and costs
associated with any interference or reexaminatiatters. The research leading to the '532 patentfwaded by the U.S. government and
therefore our license from Stanford is subject t6.l¢overnment march-in rights. Stanford may teatarts agreement with us if we are in
default of our payment or reporting obligationg ar breach of any provision of the agreementadttd fulfill our diligence obligations with
respect to commercializing products relating to’#82 patent.

We have also entered into a license agreementG#thiealthcare Bio-Sciences Corp, or GE Healthaarder several U.S. and foreign
patents and pending patent applications relatéabtled nucleoside polyphosphate compounds. Uhdetetms of the license, we have the
non-exclusive right to make, have made, import, dstribute, offer to sell and sell products thedctice the inventions claimed in the patents.
In exchange, we are obligated to make certain tpyaid other payments to GE Healthcare. GE Healkheey terminate its agreement with us
if, among other things, we are in breach of theeagrent.

In June 2010, we entered into a collaboration agese with Gen-Probe Incorporated, or Gen-Probegroigg the research and
development of instruments integrating our SMRhtedogies and Gen-Prolsesample preparation technologies for use in dirdiagnostics
Subiject to customary termination rights, the
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initial term of the collaboration will end on thardéier of (i) December 15, 2012 and (ii) six monéiter we achieve certain development
milestones. During the collaboration period, eaaftypwill be free to sell instrument systems thmatairporate its own technology but, subject to
limited exceptions, neither party may jointly deygintegrated sequencing systems for clinical diatios with any third party nor license its
technology to any third party for such use. In &ddj the collaboration agreement provides eactypeith preferred access to certain products
of the other party when commercially available fodtring and after the collaboration period.

Where patent protection is difficult to obtain dgffidult to enforce for a particular technologicd¢velopment or the technological
development derives greater value from being maiathas confidential information, we seek to prosech information as a trade secret.

Competition

Given the market opportunity, there are a significaumber of competing companies offering DNA sewpirgy equipment or
consumables. These include lllumina Inc., Life Trelbgies Corporation and Roche Applied Science.&ofriihese companies have or will
have greater financial, technical, research andratrsources than us. They may also have largemane established manufacturing
capabilities and marketing, sales and support fonst We expect the competition to intensify witttiie market as there are also several
companies in the process of developing new teclgiedo products and services. These emerging pateatinpetitors include Complete
Genomics, Inc. and Oxford Nanopore Technologies Ltd

In order for us to successfully compete againsgdgtmmpanies, we will need to demonstrate thapmducts deliver superior
performance and value as a result of our key diffeéators, including single molecule, real-timeotation, long readlength, fast time to result
and flexibility, as well as the breadth and dethuwrent and future applications.

The Company’s assets are primarily located in thidd States of America and not allocated to arc#ie region. Revenue in 2011
from the United States of America, Europe and Asa $27.6 million, $5.1 million and $1.2 milliorespectively, for a total of $33.9 million.
Revenue for 2010 and 2009 of $1.7 million and $fillion, respectively, was based in the United &aif America. “Please see the risk factor
titled ‘Doing business internationally creates @pienal and financial risks for our business’ intRaltem 1A in this Form 10-K for a
discussion of the risks we face with respect toforeign operations.”

Employees

As of December 31, 2011, we had 326 full-time empés. Of these employees, 124 were in researctearaopment, 79 were in
operations, 79 were in marketing, sales, servickesapport, and 44 were in general and administratidith the exception of our field-based
sales and service teams, all of our employeesaegdd at our headquarters in Menlo Park, CaliforNione of our employees are represented
by labor unions or are covered by a collective hanigg agreement with respect to their employmefe.have not experienced any work
stoppages, and we consider our relationship witremployees to be good.

Available Information

Our web site is located at www.pacifichiosciencesicThe information posted on our web site is nobrporated into this Annual Rep
on Form 10-K. Our Annual Report on Form 10-K, Qedyt Reports on Form 10-Q, Current Reports on Fé#hand amendments to reports
filed or furnished pursuant to Sections 13(a) ab@@l)Lof the Securities Exchange Act of 1934, asraled, are available free of charge through
the “Investors” section of our web site as sooreasonably practicable after we electronically $ileh material with, or furnish it to, the SEC.
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ITEM 1A. RISK FACTORS

You should consider carefully the risks and undetias described below, together with all of theestinformation in this Annual Report
on Form 10-K, which could materially affect our mess, financial condition, results of operatiomzigorospects. The risks described below
are not the only risks facing us. Risks and undéetitss not currently known to us or that we curfgrteem to be immaterial also may
materially affect our business, financial conditioesults of operations and prospects.

Risks Related to Our Business
We are an early stage commercial company.

During 2011 we launched our first commercial pracard as such, we have limited historical finandetia upon which to base our
projected revenue, planned operating expense ar wpech to evaluate us and our commercial prosp&etsed on our limited experience in
developing and marketing new products, we may eailile to effectively:

» drive adoption of our product

e attract and retain customers for our produ

« comply with evolving regulatory requirements apabte to our product:

* anticipate and adapt to changes in our ma

» focus our research and development efforts in ahedggenerate returns on these effc

* maintain and develop strategic relationships wéhdors and manufacturers to acquire necessaryiaiater the production of our
products;

* implement an effective marketing strategy to prametareness of our produc

» scale our manufacturing activities to meet potétggnand at a reasonable c¢

» avoid infringement and misappropriation of tl-party intellectual property

» obtain licenses on commercially reasonable terntitd-party intellectual property
« obtain valid and enforceable patents that give cenapetitive advantag

»  protect our proprietary technoloc

» provide appropriate levels of customer training anpport for our product:

» protect our products from any equipment or soft-related system failures; al

e attract, retain and motivate qualified person

In addition, a high percentage of our expensendsvéll continue to be fixed. Accordingly, if we dmt generate revenue as and when
anticipated, our losses may be greater than exgphecte our operating results will suffer.

We have incurred losses to date, and we expecbtdicue to incur significant losses as we develag dusiness and may never achieve
profitability.

We have incurred net losses since inception andamaot be certain if or when we will produce suéfit revenue from our operations to
support our costs. Even if profitability is achidyave may not be able to sustain profitability. ¥&gpect to incur substantial losses and negative
cash flow for the foreseeable future.
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If our products fail to achieve and sustain suffient market acceptance, we will not generate expgectarenue and our business may r
succeed

Although we have now commercialized the PadB&and started recognizing revenue from our prodwatscannot be sure that they will
gain acceptance in the marketplace at levels sefftico support our costs. Our success depengsrinon our ability to expand the market for
genetic analysis to include new applications thatret practical with other current technologies.atcomplish this, we must successfully
commercialize, and continue development of, our SMEthnology for use in a variety of life sciengpkcations. There can be no assurance
that we will be successful in securing additionsgtomers for our products, in particular, our fpsdduct which is focused on DNA sequenc
Furthermore, we cannot guarantee that the desigargbroducts, including the initial and subseqgg@cifications and any enhancements or
improvements to those specifications, will be $ati®ry to potential customers in the markets wekdge reach. These markets are dynamic,
and there can be no assurance that they will dp\asdaquickly as we expect or that they will redwdirtfull potential. As a result, we may be
required to refocus our marketing efforts, and vagyave to make changes to the specifications opmducts to enhance our ability to enter
particular markets more quickly. Even if we areeatol implement our technology successfully, we fiaélyto achieve or sustain market
acceptance of our products by academic and govertrmegearch laboratories and pharmaceutical, biotdogy and agriculture companies,
among others, across the full range of our intedifiedcience applications. If the market for owogiucts grows more slowly than anticipated,
if competitors develop better or more cost-effexfvoducts or if we are unable to develop a sigaift customer base, our future sales and
revenue would be materially harmed and our busimessnot succeed. For example, in September 20& Imwlemented a reduction in our
workforce due in part to our infrastructure beitaffed to support a faster adoption rate for owdpicts. If the adoption rate for our products
continues to be slow or does not grow, our busingsg be adversely affected.

Our products are highly complex, with significantipport requirements.

In light of the highly complex technology involv@dour products there can be no assurance thatiliveeaable to successfully provide
adequate support for our products. Our customers agperienced reliability issues with our PacRiBinstruments that we believe are
consistent with the introduction of similar newglhlly complex products. While we believe that oustomers, particularly those who were e
adopters of other new DNA sequencing technologig¢le past, understand that such issues can be @omith novel, highly complex
products like the PacBiRS, if our products continue to have reliability dher quality issues or require unexpected levelsupport, the
market acceptance and utilization of our producty mot grow to levels sufficient to support ourtscand our reputation and business could be
harmed. We deliver our PacBRSinstruments with one year of service included i plurchase price with an option to purchase omeare
additional years of service. Since launching oweBfaRSinstrument during 2011, we have incurred signiftcsarvice and support costs. If
service and support costs increase, our busineseerations may be adversely affected.

We may not be able to produce instruments that dstently achieve the specifications and quality thaur customers expect.

We have established performance standards foraumercial products that we may not consistentlyeaghusing our current design ¢
manufacturing processes. If we do not consistetthieve the specifications and quality that outamers expect, customer demand may be
negatively affected. Customers may refuse to acmepproducts in a timely manner or at all, whicbuld adversely affect our revenue. Any
inability to meet performance standards may mdtgiimpact the commercial viability of our produasad harm our business.

We may be unable to consistently manufacture ounsomable kits, including SMRT Cells, to the specétions required by our customers
or in quantities necessary to meet demand at anegdable cost.

In order to successfully derive revenue from owdpicts, we need to supply our customers with coasilerkits to be used with our
instruments. We have limited experience manufatfutiiese consumable
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kits. For example, the manufacture of our SMRT €gl/olves complex manufacturing processes. Sirean in an early phase of producing
SMRT Cells, our current manufacturing yields ane kind therefore the cost of manufacturing thesdymts is high. Our customers have
experienced variability in the performance of oMFST cells. There is no assurance that we will be &b manufacture our consumable kits or
SMRT Cells so that they consistently achieve tloglpct specifications and quality that our custonesygect. There is also no assurance thi
will be able to increase manufacturing yields aadrdase costs. Furthermore, we may not be abtetedase manufacturing capacity for our
consumable kits or SMRT Cells to meet anticipateshand. An inability to manufacture consumable &itd SMRT Cells that consistently
meet specifications, in necessary quantities acdm@tmercially acceptable costs will have a negatia¢erial impact on our business.

We may not be able to convert our orders in backiotp revenue.

Our backlog represents product orders from ourocnsts that we have confirmed and for which we hreoteyet recognized revenue. We
may not receive revenue from these orders, andrdher backlog we report may not be indicative af foure revenue.

Many events can cause an order to be delayed @ongpleted at all, some of which may be out of@antrol. If we delay fulfilling
customer orders, those customers may seek to cedebrders with us. In addition, customers mtheowvise seek to cancel or delay their
orders even if we are prepared to fulfill themouir orders in backlog do not result in sales, qearating results may suffer.

Rapidly changing technology in life sciences coutthke the products we are developing obsolete unfesgontinue to develop ar
manufacture new and improved products and pursuewn@arket opportunities.

Our industry is characterized by rapid and sigaifictechnological changes, frequent new produstdinictions and enhancements and
evolving industry standards. Our future succeskdepend on our ability to continually improve quoducts, to develop and introduce new
products that address the evolving needs of ouomess on a timely and cost-effective basis angltsue new market opportunities. These
new market opportunities may be outside the scbpeiroproven expertise or in areas which have wwgmanarket demand, and new products
and services developed by us may not gain markeipaance. Our inability to gain market acceptarfagew products could harm our future
operating results. Our future success also depamdsir ability to manufacture new and improved pieid to meet customer demand in a
timely and cost-effective manner, including oudidpto resolve manufacturing issues that may aaseve commence production of these
complex products. Unanticipated difficulties oraled in replacing existing products with new produmtin manufacturing improved or new
products in sufficient quantities to meet custoiemand could diminish future demand for our proslactd harm our future operating results.

We may be unable to develop our future commercippbcations.

Our future business depends on our ability to ebeeon our plans to develop, manufacture and madt@itional commercial applications
of our SMRT technology. Future commercial applicas will require significant investments of casll aasources and we may experience
unexpected delays or difficulties that could poagour ability to commercially launch these futapplications, which could have a material
adverse effect on our business, prospects, opgnegults and financial condition.

A significant portion of our potential sales depesi@n customer’ capital spending budgets that may be subject todigant and unexpecte
variation which could have a negative effect on tdHemand for our product.

We have based our business model on our belietlibanarket for sequencing products is large apeeted to grow significantly. The
market is still developing and we cannot quantify size of the market with certainty. Growth in tharket is dependent on increases in the
demand for sequencing products from both
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research institutions and commercial companiesubstntial portion of our potential product sakesresent significant capital purchases by
customers. Our potential customers include acadamdcgyovernment institutions, genome centers, rkdésearch institutions,
pharmaceutical, agricultural, biotechnology andnaival companies. Their capital spending budgetsheave a significant effect on the demand
for our products. These budgets are based on awaitlety of factors, including the allocation ofadable resources to make purchases, fur
from government sources which is highly uncerttie,spending priorities among various types ofagdeequipment and policies regarding
capital expenditures during recessionary perioahy. decrease in capital spending or change in spgrtiorities of our potential customers
could significantly reduce the demand for our priduMoreover, we have no control over the timing amount of purchases by these
potential customers, and as a result, revenue these sources may vary significantly due to factioas can be difficult to forecast. We may
also have to write off excess or obsolete inveniosgples of our products are not consistent withexpectations or the market requirement:
our products change due to technical innovatioteérmarketplace. Any delay or reduction in purelsdsy potential customers or our inability
to forecast fluctuations in demand could harm oture operating results. In addition, if the marfioetour products is not as large as we
expected and if the market does not grow as rapisiiye expected, demand for our products couldibersely affected.

We have limited experience in sales and marketifigoor products and, as a result, may be unable tmwaessfully increase sales of our
products.

We have limited experience in sales and marketfrauoproducts. Our ability to achieve profitahildepends on our ability to attract
customers for our products. We may be unable &r#ffely market our products. To perform sales,kating, distribution and customer
support successfully, we will face a number ofsjskcluding:

» our ability to attract, retain and manage the safesketing and service personnel necessary tonepearket acceptance for ¢
technology;

» the time and cost of maintaining and growing a gdieed sales, marketing and service force forrfiqdar application, which may
be difficult to justify in light of the revenue gerated; ant

» our sales, marketing and service force may be enabhitiate and execute successful commercialities.

We enlist third parties to assist with sales, dstion and customer support globally or in certaigions of the world. There is no
guarantee, if we enter into such arrangementswhatill be successful in attracting desirable saed distribution partners or that we will be
able to enter into such arrangements on favoraihest. If our sales and marketing efforts, or thafsany third-party sales and distribution
partners, are not successful, our technologiegpasdlicts may not gain market acceptance, whichdomaterially impact our business
operations.

We have limited experience in manufacturing our mhocts. If we are unable to manufacture sufficienugntities of our products with
sufficient quality by ourselves or with partners etimely manner, our ability to sell our producteay be harmed

In order to manufacture our products in volume nged to maintain sufficient internal manufacturdagacity or contract with
manufacturing partners, or both. Our technology thidmanufacturing process for our products isljighmplex, involving a large number of
unique parts, and we may encounter difficultiemanufacturing our products. There is no assurdmetene will be able to consistently meet
the volume and quality requirements necessary subeessful in the market. Manufacturing and produality issues may arise as we adjust
the scale of our production. If our products do ecmisistently meet our customers’ performance dafieas, our reputation may be harmed,
and we may be unable to generate sufficient revembecome profitable. Any delay or inability in m@ining or expanding our manufactur
capacity to meet
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customer demand could diminish our ability to seif products, which could result in lost revenud s@riously harm our business, financial
condition and results of operations.

We rely on other companies for the manufacture @frtain components and sub-assemblies and intendutsource additional sub-
assemblies in the future. We may not be able tocessfully scale the manufacturing process necesgarpuild and test multiple products ¢
a full commercial basis, in which event our busiresould be materially harmed.

Our products are complex and involve a large nurobenique components, many of which require prenisnanufacturing. The nature
of the products requires customized componentsatigaturrently available from a limited number ofisces, and in some cases, single sou
We have chosen to source certain critical companeomn a single source, including suppliers for seimiconductor chips, optics, lasers and
cameras. If we were required to purchase these aoemps from an alternative source, it could takess months or longer to qualify the
alternative sources. If we are unable to securdfecient supply of these product components, wi lvé unable to manufacture and sell our
products in a timely fashion or in sufficient quiéies or under acceptable terms. Additionally, tfoose components that are currently purch
from a sole or single source supplier, we haveyrbtairranged for alternative suppliers.

The operations of our third-party manufacturingtpars and suppliers could be disrupted by conditiomrelated to our business or
operations, including the bankruptcy of the mantufigar or supplier. Certain of our suppliers anddtigs centers are located in regions that
have been or may be affected by recent earthquakésanami activity which could disrupt the flowadmponents and sub-assemblies. A
significant natural disaster, such as an earthguakerricane, volcano, or a flood, could have &enie adverse impact on our business,
operating results, and financial condition. If ewanufacturing partners or suppliers are unablaibtd fulfill their obligations to us, we might
not be able to manufacture our products and satisffomer demand in a timely manner, and our basineuld be harmed as a result. Our
current manufacturing process is characterizeaby lead times between the ordering and deliveiguofproducts. We will need to take steps
to scale the manufacturing process; including lawgethe manufacturing costs of our products as aeimprovements to our manufacturing
yields and cycle times, manufacturing documentationl quality assurance and quality control prooesiuf we are unable to reduce «
manufacturing costs and establish and maintaiabiihigh volume manufacturing as we scale ouraifmers, our business could be materially
harmed.

Delivery of our products could be delayed or disteg@ by factors beyond our control, and we coulddazistomers as a resu

We rely on third-party carriers for the timely dedry of our products. As a result, we are subjedatrier disruptions and increased costs
that are beyond our control, including worker stgkinclement weather and increased fuel costs féilure to deliver products to our
customers in a timely and accurate manner may damagreputation and brand and could cause usé&dostomers. If our relationship with
any of these third-party carriers is terminatedhguaired or if any of these third parties is unableleliver our products, the delivery and
acceptance of our products by our customers malelzgyed which could harm our business and finamewllts. In addition, some of our
consumable products need to be kept at a constaupietrature. If our third-party carriers are noeabl maintain those temperatures during
shipment, our products may be rendered unusabteibgustomers. The failure to deliver our produrcta timely manner may harm our
relationship with our customers, increase our castsotherwise disrupt our operations.

We may encounter difficulties in managing future gwth, and these difficulties could impair our praébility.

We expect to experience growth in the future, whigly place a strain on our human and capital ressuif we are unable to manage
future growth effectively, our business and opergatiesults could suffer. Our ability to manage operations and costs, including research and
development, costs of components, manufacturirgs sad marketing, requires us to continue to ecdhanr operational, financial and
management controls,
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reporting systems and procedures and to attractetaih sufficient numbers of talented employekwid are unable to scale up and implement
improvements to our manufacturing process, devedbable third-party manufacturers of sub-asserstdied control systems in an efficient or
timely manner, or if we encounter deficienciesxstng systems and controls, we will not be ablenake available the products required to
meet future customer demand for our products. Fatl attract and retain sufficient numbers ofritdd employees will further strain our
human resources and could impede our growth.

We depend on the continuing efforts of our senioamagement team and other key personnel. If we losambers of our senior
management team or other key personnel or are ureatad successfully retain, recruit and train quakfd scientists, engineering and other
personnel, our ability to develop our products cdlde harmed, and we may be unable to achieve owig)

Our future success depends upon the continuingcesref members of our senior management teama@eutiic and engineering
personnel. In particular, our scientists and ergjigare critical to our future technological anddurct innovations, and we will need to hire
additional qualified personnel. Our industry, partarly in the San Francisco Bay Area, is charazerby high demand and intense
competition for talent, and the turnover rate carhigh. We compete for qualified management anehsific personnel with other life science
companies, academic institutions and researchiutistis, particularly those focusing on genomidsede employees could leave our company
with little or no prior notice and would be freewmrk for a competitor. If one or more of our sareaecutives or other key personnel were
unable or unwilling to continue in their presensiions, we may not be able to replace them easift all, and other senior management may
be required to divert attention from other aspeéthe business. In addition, we do not have “kesspn” life insurance policies covering any
member of our management team or other key pertorime loss of any of these individuals or our ipilo attract or retain qualified
personnel, including scientists, engineers andrseffe@uld prevent us from pursuing collaborationd adversely affect our product
development and introductions, business growthgaots, results of operations and financial conditio

Adverse conditions in the global economy and distiop of financial markets may significantly harm aurevenue, profitability and result
of operations.

The global economy and credit and capital markat® fexperienced recent volatility and disruptionla#ility and disruption of financial
markets could limit our customers’ ability to oltaidequate financing or credit to purchase andqragur products in a timely manner or to
maintain operations, which could result in a desedia sales volume that could harm our resultpefations. General concerns about the
fundamental soundness of domestic and internatec@iomies may also cause our customers to redagegtirchases. Changes in
governmental banking, monetary and fiscal politieaddress liquidity and increase credit availgpitiay not be effective. Significant
government investment and allocation of resoursesssist the economic recovery of sectors whichalanclude our customers may reduce
the resources available for government grants eladied funding for life sciences research and dgreent. Continuation or further
deterioration of these financial and macroeconaitditions could significantly harm our sales, gadfility and results of operations.

We may need additional financing to fund our existj operations. Securities we issue to fund our ogtéwns could dilute your ownership.

We may decide to raise additional funds throughlipudy private debt or equity financing. Such addial funds may not be available on
terms acceptable to us or at all, particularlyigint of recent market conditions. If we raise fuldysissuing equity securities, the percentage
ownership of our stockholders will be reduced, Hrelnew equity securities may have priority righter current investors. We may delay, i
or eliminate some or all of our proposed operatimmd research and development if adequate fundsoaeevailable.

18



Table of Contents

We operate in a highly competitive industry andak are not able to compete effectively, our busganad operating results will likely be
harmed.

Some of our current competitors, as well as mamyuofpotential competitors, have greater name mgiiog, more substantial intellectt
property portfolios, longer operating historiegjrsficantly greater resources to invest in new textbgies, more substantial experience in new
product development and manufacturing capabiléies more established distribution channels to deliwvoducts to customers than we do.
These competitors may be able to respond more lguackl effectively than we can to new or changipgartunities, technologies, standard
customer requirements. In light of these advantagem if our technology is more effective than piheducts or service offerings of our
competitors, current or potential customers migiceat competitive products and services in liepwothasing our technology. Increased
competition may result in pricing pressures, whiohld harm our sales, profitability or market sh@aer failure to compete effectively could
materially and adversely affect our business, farcondition or results of operations.

Our sales cycle is lengthy and unpredictable, whitlakes it difficult to forecast revenue and may mease the magnitude of quarterly
fluctuations in our operating results

Our PacBidRShas a lengthy sales and purchase order cycle beddas major capital item and generally requttesapproval of our
customers’ senior management. This may contritugeibstantial fluctuations in our quarterly opergtiesults, particularly during the periods
in which our sales volume is low. Because of tifessuations, it is likely that in some future qtems our operating results will fall below the
expectations of securities analysts or investdithalt happens, the market price of our stock wdikkely decrease. Past fluctuations in our
guarterly operating results have resulted in desm®a our stock price. Such fluctuations also mbaninvestors may not be able to rely upon
our operating results in any particular period ménaication of future performance.

Our products could have unknown defects or erronghich may give rise to claims against us or divagplication of our resources from
other purposes.

Any product using our SMRT technology will be coewlnd may develop or contain undetected defeasrors. We cannot provide
assurance that material performance problems wilhnise. Despite testing, defects or errors masgan our products, which could result in a
failure to achieve increased market acceptancesiove of development resources, injury to our rapab and increased warranty, service and
maintenance costs. We ship our PacBRinstruments with one year of service included m plurchase price with an option to purchase one ol
more additional years of service. We provide aweehonth warranty period for the PacB&. The warranty is limited to replacing, repairing
or giving credit for, at our option, any instruméat which a warranty claim is provided to us withhe warranty period. We also provide a
warranty for our consumables, but claims must bdeweithin 90 days from the date of delivery or bg shelf life date or “use by” date, if
earlier. The warranty is limited to replacing, ¢ioar option, giving credit for, any consumabletwitefects in material or workmanship. Deft
or errors in our products might also discouragéaraers from purchasing our products. The costsriedun correcting any defects or errors
may be substantial and could adversely affect perating margins. In addition, such defects orrsroould lead to the filing of product
liability claims against us, which could be cosilyd time-consuming to defend and result in subisiastmages. Although we have product
liability insurance, any future product liabilitgsurance that we procure may not protect our afsatsthe financial impact of a product
liability claim. Moreover, we may not be able taaip adequate insurance coverage on acceptabls.té&my insurance that we do obtain will
be subject to deductibles and coverage limits. @dpct liability claim could have a serious advesffect on our business, financial condition
and results of operations.
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Increased market adoption of our products by cusensimay depend on the availability of sample pregtéon and informatics tools, some
which may be developed by third parties.

Our commercial success may depend in part upoddielopment of sample preparation and softwardrdgodmnatics tools by third
parties for use with our products. We cannot guaeathat third parties will develop tools that vii# useful with our products or be viewed as
useful by our customers or potential customersadk of additional available complementary sampéppration and informatics tools may
impede the adoption of our products and may adiyensgact our business.

Ethical, legal and social concerns surrounding these of genetic information could reduce demand four technology.

Our products may be used to provide genetic infdonaabout humans, agricultural crops and othéndj\organisms. The information
obtained from our products could be used in a tyaoéapplications, which may have underlying e#thitegal and social concerns, including
the genetic engineering or modification of agriatéd products or testing for genetic predisposifimncertain medical conditions.
Governmental authorities could, for safety, soorabther purposes, call for limits on or regulatadtihe use of genetic testing. Such concer
governmental restrictions could limit the use of ptoducts, which could have a material adversecefin our business, financial condition .
results of operations.

Our products could in the future be subject to rdgtion by the U.S. Food and Drug Administration @ther domestic and international
regulatory agencies, which could increase our coatsl delay our commercialization efforts, therebyaterially and adversely affecting our
business and results of operations.

Our products are not currently subject to U.S. Fad Drug Administration, or FDA, clearance or apal since they are not intended
for use in the diagnosis or treatment of diseassvé¥er, in the future, certain of our productselated applications could be subject to FDA
regulation, or the FDA'’s regulatory jurisdictionudd be expanded to include our products. Even whgmoduct is exempted from FDA
clearance or approval, the FDA may impose resbristias to the types of customers to which we cakehand sell our products. Such
regulation and restrictions may materially and asiely affect our business, financial condition a@sllts of operations.

Many countries have laws and regulations that catffleLt our products. The number and scope of trexpgirements are increasing.
Unlike many of our competitors, this is an area rehge do not have expertise. We may not be abdbdtain regulatory approvals in such
countries or may incur significant costs in obtagnor maintaining our foreign regulatory approvétsaddition, the export by us of certain of
our products which have not yet been cleared faneltic commercial distribution may be subject toAF® other export restrictions.

Our operations involve the use of hazardous maté&gjand we must comply with environmental, healthchsafety laws, which can be
expensive and may adversely affect our businesgraiing results and financial condition.

Our research and development and manufacturingitéesiinvolve the use of hazardous materials,uditig chemicals and biological
materials, and some of our products include hazerduaterials. Accordingly, we are subject to felestate, local and foreign laws, regulati
and permits relating to environmental, health aaféty matters, including, among others, those guugrthe use, storage, handling, exposure
to and disposal of hazardous materials and waste$iealth and safety of our employees, and thmrsdit, labeling, collection, recycling,
treatment and disposal of products containing ltbmes materials. Liability under environmental laavel regulations can be joint and several
and without regard to fault or negligence. For egkenunder certain circumstances and under cegtarironmental laws, we could be held
liable for costs relating to contamination at ounar predecessors’ past or present facilitiesatrtird-party waste disposal sites. We could
also be held liable for damages arising out of huegosure to hazardous materials. There can lasswance that violations of
environmental, health and safety laws will not ocasia result of human error, accident, equipmehiré or other causes. The failure to
comply with past, present or
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future laws could result in the imposition of swrdtal fines and penalties, remediation costs, gntypdamage and personal injury claims,
investigations, the suspension of production odpob sales, loss of permits or a cessation of dijpas Any of these events could harm our
business, operating results and financial conditWa also expect that our operations will be a#ddly new environmental, health and safety
laws and regulations on an ongoing basis, or moirggent enforcement of existing laws and regulaicAlthough we cannot predict the
ultimate impact of any such new laws and regulatian such more stringent enforcement, they wigllf result in additional costs and may
increase penalties associated with violations guire us to change the content of our productser Wwe manufacture them, which could have
a material adverse effect on our business, operatisults and financial condition.

Our facilities in California are located near knowearthquake faults, and the occurrence of an eartlake or other catastrophic disaster
could cause damage to our facilities and equipmenhich could require us to cease or curtail operatis.

Our facilities in the San Francisco Bay Area acated near known earthquake fault zones and anerallle to damage from
earthquakes. We are also vulnerable to damagedtber types of disasters, including fire, floodswer loss, communications failures and
similar events. If any disaster were to occur, ahitity to operate our business at our facilitiemd be seriously, or potentially completely,
impaired. In addition, the nature of our activit@suld cause significant delays in our researclggams and commercial activities and make it
difficult for us to recover from a disaster. Theumance we maintain may not be adequate to covdosses resulting from disasters or other
business interruptions. Accordingly, an earthquakether disaster could materially and adverselynhaur ability to conduct business.

Doing business internationally creates operatioreadd financial risks for our business

Conducting and launching operations on an intesnatiscale requires close coordination of actigiieross multiple jurisdictions and
time zones and consumes significant managemeninees If we fail to coordinate and manage thesgities effectively, our business,
financial condition or results of operations cob&ladversely affected. International sales entedirgety of risks, including longer payment
cycles and difficulties in collecting accounts rigable outside of the United States, currency ergedluctuations, challenges in staffing and
managing foreign operations, tariffs and otherdrhadrriers, unexpected changes in legislativegulatory requirements of foreign countries
into which we sell our products, difficulties intaining export licenses or in overcoming other ¢radrriers and restrictions resulting in
delivery delays and significant taxes or other leaslof complying with a variety of foreign laws.danducting our international operations,
will be subject to U.S. laws relating to our intational activities, as well as foreign laws relgtto our activities in other countries. Failure to
comply with these laws may subject us to finanaral other penalties in the U.S. and foreign coestifiat could impact our operations or
financial condition.

Changes in the value of the relevant currencies affggt the cost of certain items required in operations. Changes in currency
exchange rates may also affect the relative pacegich we are able sell products in the same etatur revenue from international
customers may be negatively impacted as increagég iU.S. dollar relative to our internationaltomsers local currency could make our
products more expensive, impacting our abilityampete. Our costs of materials from internation@liers may increase if in order to
continue doing business with us they raise thegegras the value of the U.S. dollar decreasetvwel their local currency. Foreign policies
and actions regarding currency valuation couldltéswactions by the United States and other coestio offset the effects of such fluctuatic
The recent global financial downturn has led tagh tevel of volatility in foreign currency exchaamgates and that level of volatility may
continue, which could adversely affect our busin&sancial condition or results of operations.
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We are subject to existing and potential additiorggdvernmental regulation that may impose burdensaur operations, and the markets for
our products may be narrowed.

We are subject, both directly and indirectly, te #dverse impact of existing and potential futuweesgnment regulation of our operations
and markets. For example, export of our instrumergg be subject to strict regulatory control inuanier of jurisdictions. The failure to sati
export control criteria or to obtain necessary rilaaes could delay or prevent shipment of produdtéch could adversely affect our revenue
and profitability. Moreover, the life sciences isthy, which is expected to be one of the primarykais for our technology, has historically
been heavily regulated. There are, for examples liaveeveral jurisdictions restricting researclyémetic engineering, which may narrow our
markets. Given the evolving nature of this industegislative bodies or regulatory authorities nagppt additional regulation that adversely
affects our market opportunities. Additionallyethical and other concerns surrounding the useétc information, diagnostics or therapies
become widespread, there may be less demand f@roducts. See also our risk factor above titlethital, legal and social concerns
surrounding the use of genetic information coultuiee demand for our technology.” Our businessses directly affected by a wide variety of
government regulations applicable to business prisess generally and to companies operating itiflnscience industry in particular. See ¢
our risk factors above titled “Our products couidhe future be subject to regulation by the U&dand Drug Administration or other
domestic and international regulatory agenciesciwhbbuld increase our cost and delay our commézatan efforts, thereby materially and
adversely affecting our business and results ofaiwsas” and Our operations involve the use of hazardous madgeaad we must comply wi
environmental, health and safety laws, which cagxpensive and may adversely affect our busingesating results and financial condition.”
Failure to comply with these regulations or obt@immaintain necessary permits and licenses cosldtrin a variety of fines or other censures
or an interruption in our business operations winigty have a negative impact on our ability to gateerevenue and could increase the cost of
operating our business.

If we fail to maintain proper and effective interiaontrol, our ability to produce accurate financiastatements on a timely basis could
impaired, which would adversely affect our businessd our stock price.

Ensuring that we have adequate internal financidlaccounting controls and procedures in placeddyce accurate financial statements
on a timely basis is a costly and time-consumirfigrethat needs to be re-evaluated frequently. Vig m the future discover areas of our
internal financial and accounting controls and pohaes that need improvement. Operating as a poiippany requires sufficient resources
within the accounting and finance functions in orbeproduce timely financial information, ensune level of segregation of duties, and
maintain adequate internal control over finanoggarting customary for a U.S. public company.

Our management is responsible for establishingnaaidtaining adequate internal control over finah@aorting to provide reasonable
assurance regarding the reliability of our finahodgorting and the preparation of financial staders for external purposes in accordance with
U.S. generally accepted accounting principles. @anagement does not expect that our internal doowsy financial reporting will prevent or
detect all errors and all fraud. A control systexmmatter how well designed and operated, can geconly reasonable, not absolute, assurance
that the control system’s objectives will be metcBuse of the inherent limitations in all contrgdtems, no evaluation of controls can provide
absolute assurance that misstatements due tooerfi@ud will not occur or that all control issumsd instances of fraud, if any, within our
company will have been detected.

Pursuant to Section 404 of the Sarbanes-Oxleyvietare required to perform an evaluation of ougrimal control over financial
reporting by December 31, 2011. While we have paréal this evaluation and have concluded that dernial control over financial reporting
was operating effectively as of December 31, 2€Hdre can be no assurance that in the future rabteeaknesses or significant deficiencies
will not exist or otherwise be discovered. In auit if we are unable to produce accurate finarstialements on a timely basis, investors could
lose confidence in the reliability of our financi&htements, which could cause the market pric@otommon stock to decline and make it
more difficult for us to finance our operations agrdwth.
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Our ability to use net operating losses to offseture taxable income may be subject to substaniiiitations.

Under Section 382 of the Internal Revenue Codeyjpoeation that undergoes an “ownership changstiigect to limitations on its ability to
utilize its pre-change net operating losses, or Bl offset future taxable income. We believe thathave had one or more ownership
changes, as a result of which our existing NOLscareently subject to limitation. Future changesim stock ownership, some of which are
outside of our control, could result in additiooalnership changes under Section 382. We may nableeto utilize a material portion of our
NOLs, even if we attain profitability

We may not realize the anticipated benefits fronr eestructuring efforts.

On September 20, 2011, we implemented a restragttinat resulted in a reduction of our workforceider to manage and reduce our
operating costs and expenses. If we experiencetigipated inefficiencies or incremental costs imeection with our restructuring activities
we may be unable to realize cost reductions anchexgincur additional expenses. There can be naassel that we will realize the benefits
that we anticipate from our restructuring actistar that such activities will reduce our operatxgenses and improve our cost structure.

Risks Related to Our Intellectual Property

Failure to secure patent or other intellectual prepty protection for our products and improvementsdur products may reduce our ability
to maintain any technological or competitive advauge over our competitors and potential competitors.

Our ability to protect and enforce our intellectpebperty rights is uncertain and depends on coxiplgal and factual questions. Our
ability to establish or maintain a technologicacompetitive advantage over our competitors maglibenished because of these uncertainties.
For example:

* we or our licensors might not have been the fa'shake the inventions covered by each of our pgnpatent applications or issu
patents

» we or our licensors might not have been the fodtié patent applications for these inventio

» itis possible that neither our pending patentigptibns nor the pending patent applications oflm@nsors will result in issue
patents

* our patents or the patents of our licensors mayaaif sufficient scope to prevent others from ficaty our technologies,
developing competing products, designing aroundoatented technologies or independently develogimgar or alternative
technologies

» our and our licenso’ patent applications or patents have been, and méneifuture be, subject to interference, oppasitiosimila
administrative proceedings, which could resultiose patent applications failing to issue as pate¢ndse patents being held inve
or the scope of those patents being substantiadlyaed

* we may not adequately protect our trade sec
* we may not develop additional proprietary techn@eghat are patentable;

» the patents of others may limit our freedom to epeeand prevent us from commercializing our teabgyin accordance with our
plans.

The occurrence of any of these events could impaimbility to operate without infringing upon theoprietary rights of others or preve
us from establishing or maintaining a competitideantage over our competitors.
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Variability in intellectual property laws may advsely affect our intellectual property position.

Intellectual property laws, and patent laws andil&tipns in particular, have been subject to sigaift variability either through
administrative or legislative changes to such lawsegulations or changes or differences in judliicierpretation, and it is expected that such
variability will continue to occur. Additionallyntellectual property laws and regulations differcaim countries. Variations in the patent laws
and regulations or in interpretations of patentdamnd regulations in the United States and othentcies may diminish the value of our
intellectual property and may change the impacdhiofi-party intellectual property on us. Accordipgive cannot predict the scope of patents
that may be granted to us, the extent to which vlldoe able to enforce our patents against thindigs or the extent to which third parties may
be able to enforce their patents against us.

Some of the intellectual property that is importartt our business is owned by other companies otitaions and licensed to us, an
changes to the rights we have licensed may advgrsepact our business.

We license from third parties some of the intellatproperty that is important to our businessludinig patent licenses from Cornell
Research Foundation, Indiana University ReseardhiTashnology Corporation, Stanford University anl Bealthcare Bio-Sciences Corp. If
we fail to meet our obligations under these licensigese third parties could terminate the licen$éise third parties who license intellectual
property to us fail to maintain the intellectuabperty that we have licensed, or lose rights to ititallectual property, the rights we have
licensed may be reduced or eliminated, which ceulgject us to claims of intellectual property infflement. Termination of these licenses or
reduction or elimination of our licensed rights mragult in our having to negotiate new or reingtdiieenses with less favorable terms, or cc
subject us to claims of intellectual property inffement in litigation or other administrative predangs that could result in damage awards
against us and injunctions that could prohibitnesf selling our products. In addition, some of beenses from third parties limit the field in
which we can use the licensed technology. Thereforerder for us to use such licensed technologyatential future applications that are
outside the licensed field of use, we may be reguio negotiate new licenses with our licensommxgand our rights under our existing
licenses. We cannot assure you that we will be @bédbtain such licenses or expanded rights ororedse terms or at all. In addition, we have
limited rights to participate in the prosecutiordanforcement of the patents and patent applicativet we have licensed. As a result, we
cannot be certain that these patents and applicatidl be prosecuted and enforced in a manneristamg with the best interests of our
business. Further, because of the rapid pace lefitdagical change in our industry, we may neecetp on key technologies developed or
licensed by third parties, and we may not be ablebtain licenses and technologies from these ftartdes at all or on reasonable terms. The
occurrence of these events may have a materiatsaleéfect on our business, financial conditiomesults of operations.

The measures that we use to protect the securitgwfintellectual property and other proprietaryghts may not be adequate, which could
result in the loss of legal protection for, and theby diminish the value of, such intellectual progg and other rights.

In addition to patents, we also rely upon trademairiade secrets, copyrights and unfair competldars, as well as license agreements
and other contractual provisions, to protect oteliactual property and other proprietary rightespite these measures, any of our intellectual
property rights could be challenged, invalidatedsuimvented or misappropriated. In addition, wemifbt to protect our intellectual property
and proprietary information by requiring our empeg, consultants and certain academic collaboret@ster into confidentiality and
assignment of inventions agreements, and by regugur thirdparty manufacturing partners to enter into confiddity agreements. There c
be no assurance, however, that such measuresrawide adequate protection for our intellectualgey and proprietary information. These
agreements may be breached, and we may not hagaadeemedies for any such breach. In additionfrade secrets and other proprietary
information may be disclosed to others, or otheay gain access to or disclose our trade secretsthed proprietary information. Enforcing a
claim that a third party illegally obtained andiging our trade secrets is expensive and time coingy and the outcome is unpredictable.
Additionally, others may independently
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develop proprietary information and techniques #ratsubstantially equivalent to ours. The occureesf these events may have a material
adverse effect on our business, financial conditioresults of operations.

Our intellectual property may be subject to chaltges in the United States or foreign jurisdictionsat could adversely affect our intellectual
property position

Our pending, issued and granted U.S. and foreitgnpaand patent applications have been, and miéagifuture be, subject to challen
by third parties asserting prior invention by other invalidity on various grounds, through prodegd, such as interferences, reexamination or
opposition proceedings. Addressing these challetwesr intellectual property can be costly andrdid management’s attention and
resources. Additionally, as a result of these elmgiés, our patents or pending patent applicatianshe determined to be unpatentable to us,
invalid or unenforceable, in whole or in part. Aodiogly, adverse rulings from the relevant patéfites in these proceedings may negatively
impact the scope of our intellectual property pectte for our products and technology and may asklgraffect our business.

Some of our technology is subject “march-in” rights by the U.S. government.

Some of our patented technology was developed Wit federal government funding. When new techriebbgre developed with U.S.
government funding, the government obtains cerighits in any resulting patents, including a norgsive license authorizing the government
to use the invention for non-commercial purposé®sE rights may permit the government to discleseconfidential information to third
parties and to exercise “march-in” rights to usaltow third parties to use our patented technoldde government can exercise its march-in
rights if it determines that action is necessargabise we fail to achieve practical applicationhef U.S. government-funded technology,
because action is necessary to alleviate heakhfety needs, to meet requirements of federal agiguk, or to give preference to U.S. industry.
In addition, U.S. government-funded inventions nhesteported to the government and U.S. governifneding must be disclosed in any
resulting patent applications. In addition, ouhtgyin such inventions are subject to governmeenke rights and foreign manufacturing
restrictions.

We may become involved in legal proceedings to esdaur intellectual property rights.

Our intellectual property rights involve complextaal, scientific and legal questions. We openatan industry characterized by
significant intellectual property litigation. Evéimough we may believe that we have a valid patara particular technology, other companies
may have from time to time taken, and may in tharkitake, actions that we believe violate our platights. Legal actions to enforce these
patent rights can be expensive and may involveliversion of significant management time and resesirOur enforcement actions may nc
successful, could give rise to legal claims agaisstnd could result in some of our intellectualgerty rights being determined to be invalid or
not enforceable.

We are presently, and could in the future be, suttjeo legal proceedings with third parties who melgim that our products infringe or
misappropriate their intellectual property rights.

Our products are based on complex, rapidly devetptgchnologies. We may not be aware of issuedemMiqusly filed patent
applications belonging to third parties that maiuate issued patents that cover some aspect gbrmatucts or their use. In addition, because
patent litigation is complex and the outcome inhdyeuncertain, our belief that our products do imétinge third-party patents of which we are
aware or that such third-party patents are invatid unenforceable may be determined to be incoaca result, third parties may claim that
we infringe their patent rights and may file lawtswr engage in other proceedings against us tre@ntheir patent rights. We are presently
involved in a lawsuit filed by Helicos Biosciend@srporation that alleges that our products infripgéents owned and in-licensed by Helicos
(see “Legal Proceedings”). In defending this lawsue expect to incur substantial costs, and egpe# diversion of attention of our
management and technical personnel. An unfavoabitsome in this lawsuit could result in our havingpay
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damages, royalties or both to Helicos, and couddgamt us from selling some or all of our produbiisaddition, as we enter new markets, our
competitors and other third parties may claim thatproducts infringe their intellectual properights as part of a business strategy to impede
our successful entry into those markets. In fastegal companies in our industry, such as Affymxetric., Life Technologies Corporation,
lllumina, Inc. and Complete Genomics, Inc., areolmed in patent litigation with each other. Additadly, we have certain obligations to many
of our customers to indemnify and defend them agailaims by third parties that our products oirthee infringe any intellectual property of
these third parties. In defending ourselves againgtof these claims, we could incur substantiatg;and the attention of our management and
technical personnel could be diverted. Even if \@eehan agreement to indemnify us against such,dbstindemnifying party may be unable
to uphold its contractual obligations. To avoidsettle legal claims, it may be necessary or ddsiialthe future to obtain licenses relating to
one or more products or relating to current orreitiechnologies, which could negatively affect guoss margins. We may not be able to ot
these licenses on commercially reasonable termes, @ll. We may be unable to modify our productshea they do not infringe the intellectual
property rights of third parties. In some situatidhe results of litigation or settlement of claimay require that we cease allegedly infringing
activities which could prevent us from selling soamell of our products. The occurrence of thesenéwmay have a material adverse effect on
our business, financial condition or results ofragtiens.

In addition, in the course of our business we mmagnftime to time have access or be alleged to hagess to confidential or proprietary
information of others, which though not patentedyrbe protected as trade secrets. Others could bl@ms against us asserting that we
improperly used their confidential or proprietanyarmation, or misappropriated their technologied mcorporated those technologies into our
products. A determination that we illegally used tonfidential or proprietary information or misappriated technologies of others in our
products could result in our having to pay subsé&damage awards or be prevented from selling samadl of our products, which could
adversely affect our business.

We have not yet registered some of our trademarkall of our potential markets, and failure to sepeithose registrations could adversely
affect our business.

Some of our trademark applications may not be atb¥or registration, and our registered trademar&g not be maintained or enforced.
In addition, in the U.S. Patent and Trademark @ffiad in comparable agencies in many foreign jiatieehs, third parties are given an
opportunity to oppose pending trademark applicatiomd to seek to cancel registered trademarks. sitfgpoor cancellation proceedings may
be filed against our trademarks, and our trademaidg not survive such proceedings.

Our use of “open source” software could adverselfegt our ability to sell our products and subjeas to possible litigation.

A portion of our products or technologies developad/or distributed by us incorporate “open sousz#tware and we may incorporate
open source software into other products or tedgies in the future. Some open source softwaredies require that we disclose the source
code for any modifications to such open sourcensoft that we make and distribute to one or mord fharties, and that we license the source
code for such modifications to third parties, imthg our competitors, at no cost. We monitor the esopen source software in our products to
avoid uses in a manner that would require us tdabie or grant licenses under our source codentbatish to maintain as proprietary, howe
there can be no assurance that such efforts haredrewill be successful. In some circumstancestridution of our software that includes o
linked with open source software could require thatdisclose and license some or all of our prég@rnesource code in that software, which
could include permitting the use of such softward source code at no cost to the user. Open sboecse terms are often ambiguous, and
there is little legal precedent governing the iptetation of these licenses. Successful claims rbgdbe licensors of open source software that
we have violated the terms of these licenses a@ddlt in unanticipated obligations including begubpject to significant damages, being
enjoined from distributing products that incorperapen source software, and being required to rae&iable
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our proprietary source code pursuant to an opercedicense, which could substantially help our petitors develop products that are similar
to or better than ours and otherwise adverselyctéfer business.

Risks Relating to Owning Our Common Stock
Our share price is volatile, and you may be unalktesell your shares at or above the price you peicicquire it.

The market price of our common stock is subjeatitte fluctuations in response to many risk factmted in this section, and others
beyond our control, including:

» actual or anticipated fluctuations in our bookinfiysancial condition and operating resu
« announcements of technological innovations by usuorcompetitors

» overall conditions in our industry and mark

» addition or loss of significant custome

» changes in laws or regulations applicable to oadpcts;

» actual or anticipated changes in our growth ratgtive to our competitors

e announcements by us or our competitors of sigmfiegquisitions, strategic partnerships, joint veas$ or capital commitment
» additions or departures of key personi

» competition from existing products or new produbgst may emerge

» issuance of new or updated research or reportediyrisies analysts

» fluctuations in the valuation of companies percéibg investors to be comparable to

» disputes or other developments related to propyietghts, including patents, litigation mattergdasur ability to obtain intellectual
property protection for our technologit

e announcement or expectation of additional finanafigrts;

» sales of our common stock by us or our stockhojc

» share price and volume fluctuations attributablmtmnsistent trading volume levels of our shases)

» general economic and market conditic

Furthermore, in the past and recently, stock markate experienced price and volume fluctuatioashihve affected and continue to

affect the market prices of equity securities ohgnaompanies. These fluctuations often have beeslated or disproportionate to the opera
performance of those companies. These broad mankkindustry fluctuations, as well as general entinppolitical and market conditions
such as recessions, interest rate changes oratitanal currency fluctuations, may negatively imphe market price of our common stock.
You may not realize any return on your investmanis and may lose some or all of your investmenthé past, companies that have
experienced volatility in the market price of theock have been subject to securities class alitigation. We are currently a party to this ty

of litigation (see Part Il, Item 1 “Legal Proceeghi) and may be the target of this type of litigatin the future. Securities litigation against us
could result in substantial costs and divert ounagement’s attention from other business concarhigh could seriously harm our business.

If securities or industry analysts publish negativeports about our business, our share price andding volume could decline

The trading market for our common stock will beuehced by the research and reports that secuoitieglustry analysts publish about
us or our business. If one or more of the analybis cover us downgrade our
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shares or change their opinion of our shares, lvaresprice would likely decline. If one or moretiése analysts cease coverage of our
company or fail to regularly publish reports onws, could lose visibility in the financial marketghich could cause our share price or trading
volume to decline.

Future sales of our common stock could cause ouash price to fall.

The holders of a significant number of shares afammmon stock will be entitled to rights with regpto registration of such shares
under the Securities Act pursuant to an invesgins agreement between such holders and us. Ifrealders, by exercising their registration
rights, sell a large number of shares, they codigeesely affect the market price for our commorcktdf we file a registration statement for
purpose of selling additional shares to raise ehpitd are required to include shares held by thekkers pursuant to the exercise of their
registration rights, our ability to raise capitahyrbe impaired. We filed a registration statemenEorm S-8 under the Securities Act to register
shares for issuance under our 2004 Equity Inceftiga, 2005 Stock Plan, 2010 Equity Incentive P21,0 Employee Stock Purchase Plan
and 2010 Outside Director Equity Incentive Plancheaf our 2010 Equity Incentive Plan, 2010 Emplogéeck Purchase Plan and 2010
Outside Director Equity Incentive Plan provides dotomatic increases in the shares reserved fganise under the plan which could result in
additional dilution to our stockholders. .

Concentration of ownership by our principal stockli®rs may result in control by such stockholderstbé composition of our board of
directors.

Our existing significant stockholders, executivBaelrs, directors and their affiliates beneficiatiwn a significant number of our
outstanding shares of common stock. As a ressetistockholders will be able to exercise a sicgnift level of control over all matters
requiring stockholder approval, including the aletof directors. This control could have the effetdelaying or preventing a change of
control of our company or changes in managementalhchake the approval of certain transactiondiclifit or impossible without the support
of these stockholders.

Anti-takeover provisions in our charter documents andder Delaware law could make an acquisition of wshich may be beneficial to our
stockholders, more difficult and may prevent attetsby our stockholders to replace or remove ourreunt management and limit th
market price of our common stock.

Provisions in our certificate of incorporation dmdaws, as amended and restated, may have the effdelaying or preventing a change
of control or changes in our management. Our antbadd restated certificate of incorporation andisd include provisions that:

» authorize our board of directors to issue, withfouther action by the stockholders, up to 50,000,8lBares of undesignat
preferred stock and up to approximately 1,000,000 ghares of authorized but unissued shares of constock;

* require that any action to be taken by our stoakiid be effected at a duly called annual or spewéeting and not by written
consent

» specify that special meetings of our stockholders lze called only by our board of directors, thai@han of the Board, the Chief
Executive Officer or the Presidel

» establish an advance notice procedure for stockh@dprovals to be brought before an annual meefingr stockholders
including proposed nominations of persons for @acto our board of director

» establish that our board of directors is dividet ithree classes, Class I, Class Il and Claswith each class serving stagge
terms;

» provide that our directors may be removed onlycfuse; an

» provide that vacancies on our board of directorg befilled only by a majority of directors thenaffice, even though less than a
quorum.
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These provisions may frustrate or prevent any gitefy our stockholders to replace or remove otectt management by making it
more difficult for stockholders to replace membefrsur board of directors, which is responsibledppointing the members of our
management. In addition, because we are incorgbiatBelaware, we are governed by the provisionSaaftion 203 of the Delaware General
Corporation Law, which limits the ability of stoakdders owning in excess of 15% of our outstandiating stock to merge or combine with

Our large number of authorized but unissued shamfscommon stock may potentially dilute your stochktimgs.

We have a significant number of authorized but suesl shares of common stock. Our board of direat@sissue shares of common
stock from this authorized but unissued pool frimretto time without stockholder approval, resultinghe dilution of our existing
stockholders.

We do not intend to pay dividends for the foreselediture.

We have never declared or paid any cash dividendsiocommon stock and do not intend to pay ank dasdends in the foreseeable
future. We anticipate that we will retain all ofrduture earnings for use in the operation of ausibess and for general corporate purposes.
Any determination to pay dividends in the futurdl e at the discretion of our board of directdkscordingly, investors must rely on sales of
their common stock after price appreciation, whitdty never occur, as the only way to realize anyréugains on their investments.
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ITEM 1B. UNRESOLVED STAFF COMMENTS
None

ITEM 2. PROPERTIES

As of December 31, 2011, we leased approximateQyQl® square feet in Menlo Park, California, wheeshouse our headquarters,
research and development, service and supportifunsctand our in-house manufacturing operations.l€ases run through 2015 with various
options for renewal. We also lease a sales officdify in Beijing, China. We believe that our etiig facilities are in good operating condition
and suitable for the conduct of our business.

ITEM 3. LEGAL PROCEEDINGS

On August 27, 2010, we were named as a defendant@mplaint filed by Helicos Biosciences Corpanat{“Helicos”) in the United
States District Court for the District of Delawdf@ase No. 1:10-CV-00735 SLR). In the complaint,ieted alleges that we are infringing,
inducing others to infringe, and contributing te ihfringement by others of two patents in-licenbgdelicos and two patents owned by
Helicos, by making, using, and selling our SMRThremlogy for single molecule sequencing of DNA agaching customers how to use the
SMRT technology and PacBRSsequencing platform. The four patents assertedddicbs are U.S. Patent Nos. 7,645,596 and 7,037 g8t
titled “Method of Determining the Nucleotide Sequerof Oligonucleotides and DNA Molecules”), 7,1805titled “Short Cycle Methods for
Sequencing Polynucleotides”), and 7,767,400 (titaired-end Reads in Sequencing by Synthesis'ljcéleseeks a permanent injunction
enjoining us from further infringement of the assdmpatents, and unspecified monetary damagesiding enhanced damages under 35 U.
§284, costs, attorneys’ fees and other relief astiurt deems just and proper. On October 22, 28&l;os filed an amended complaint
naming additional defendants in the lawsuit. On &mober 8, 2010, we filed our response to Helicogiglaint denying Helicos’ allegations
that our products infringe any valid claims of th@ents in suit, asserting affirmative defensesoofinfringement, invalidity and
unenforceability of the claims of the patents iit,sand asserting counterclaims for declaratorgjudnt that our products do not infringe the
claims of the patents in suit, and that those daane invalid and unenforceable. On January 271,20 filed requests that the USPTO order
re-examination of all of the claims of each of #sserted patents. The USPTO granted our request-tBotamination of each of the asserted
patents, and rejected all of the claims of theréesdgoatents as being unpatentable over prioQartOctober 20, 2011, the USPTO issued
actions closing prosecution in three of the asdgrtgents, maintaining the rejection of all claimigach of these patents as unpatentable over
the prior art. On December 16, 2011, the court tgihlelicos’ motion to file a second amended compkdding Arizona Science and
Technology Enterprises LLC d/b/a Arizona Technol&myerprises as an additional plaintiff in the laitisOn January 5, 2012, the USPTO
issued an action closing prosecution in the foagerted patent, maintaining the rejection oflalhts of the patent as unpatentable over the
prior art. Despite our defenses and counterclameszannot guarantee any outcome of this lawsuit.

On October 21, 2011 and October 24, 2011 we artdinef our officers and directors were named io tdentical purported class action
lawsuits filed in the Superior Court of the StateCalifornia, County of San Mateo (Young v. Paciimsciences, et al. Case No. CIV509210
and Sandnas v. Pacific Biosciences, et al., Cas€N6509259). Plaintiffs have brought claims altegviolation of several provisions of
federal securities laws in connection with the Camps August 16, 2010 registration statement (asralad, effective as of October 26, 2010)
on behalf of all persons or entities who purcheBadific Biosciences stock pursuant or traceabtegdCompany’s IPO and were damaged
thereby. The complaints allege violations of Sewidl, 12(a)(2), and 15 of the Securities Act @3B connection with the Company’s IPO,
arising out of alleged omissions and misrepresiemzin the Company’s August 16, 2010, registratitaiement (as amended, effective as of
October 26, 2010). The complaints seek, among oltfiregs, compensatory damages, rescission, andheyte fees and costs. On Decembel
2011, we and certain of our officers and directoese named in a purported class action lawsui fireUnited States District Court for the
Northern District of Californit
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(Primo v. Pacific Biosciences et al., No. 4:11-C8509 (CW)), on behalf of all persons or entitiesovimught Pacific Biosciences stock
between October 27, 2010 and September 20, 20Elcdinplaint alleges violations of Section 10(b) &ule 10b-5 and Section 20(a) of the
Exchange Act of 1934, arising out of alleged migsteents or omissions by the Company and/or its eyegls during the class period. The
complaint seeks, among other things, compensatamades, rescission, and attorneys’ fees and €@stBecember 29, 2011, we were named
as a nominal defendant, along with certain of oteators as individual defendants, in a purportearsholder derivative lawsuit filed in United
States District Court for the Northern District@&lifornia (Burlingame v. Martin et al., No. 5:1véD6703 (LHK)). The complaint alleges tt
the director defendants breached various fidudaties owed to the Company, engaged in waste glcate assets, and were, as a result,
unjustly enriched. The complaint seeks, among dthiags, restitution of director profits allegediptained as a result of the aforesaid conduct,
improvement of Company corporate governance praesgdand attorneys’ fees and costs. Pursuant @2eé law, we may have obligations,
under certain circumstances, to hold harmless reaehinify each of our directors and certain officé@rsluding those named in the actions,
against judgments, fines, settlements and expeaksed to claims arising against such directos@ficers to the fullest extent permitted
under Delaware law, our bylaws and certificatenabrporation. Such obligations for indemnificatimay apply to these lawsuits. In addition,
we may have obligations to hold harmless and indigneach of the underwriters from the Company’s &l their respective affiliates,
directors and officers against any and all losskeéins, damages and liabilities related to claimsireg against such parties pursuant to the
terms of the underwriting agreement between thewmdters and the Company.

We believe that the allegations in each of theselipg actions are without merit and intend to vigaly contest the actions. However,
there can be no assurance that we will be sucdessur defense.

In addition, from time to time, we are a partyit@ghtion and subject to claims incident to theioady course of business. Although the
results of litigation and claims cannot be prediotgth certainty, we currently believe that thedfioutcome of these matters will not have a
material adverse effect on our business. Regardfets® outcome, litigation can have an adverseachpn us because of defense and
settlement costs, diversion of management resoareg®ther factors.

An estimate of the possible loss or possible raridess associated with the resolution of thesdingancies cannot be provided with
certainty or confidence, and therefore no estinggovided and we have not recorded a liability.

ITEM 4. MINE SAFETY DISCLOSURES
Not applicable.
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PART Il

ITEM 5. MARKET FOR REGISTRANT 'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND IS SUER
PURCHASES OF EQUITY SECURITIES

Our common stock has been listed on the NasdagaGB#ect Market under the symbol “PACB” since @eto27, 2010. Prior to that
time, there was no public market for our stock. Tdiwing table sets forth quarterly high and lolesing sales prices per share for our
common stock for the indicated fiscal periods:

2011 2010

High Low High Low
4t Quarter $ 4.07 $ 2.2¢ $17.4 $11.2¢
3rdQuartetr 12.2¢ 3.21 N/A N/A
2 ndQuarter 13.5: 10.4¢ N/A N/A
1stQuarter 16.3( 12.9¢ N/A N/A

Holders of Record

As of February 17, 2012, there were approximatélgt®ckholders of record of our common stock, algiowe believe that there are a
significantly larger number of beneficial ownersoafr common stock.

Dividend Policy

We have never declared or paid any cash dividemmlioiwommon stock and have no present plans to.dé/e currently intend to retain
any future earnings and do not expect to pay avigeids in the foreseeable future.

Performance Graph

The performance graph included in this Form 10-Kllstot be deemed “filed” for purposes of Secti@af the Securities Exchange Act
of 1934, as amended (the “Exchange Act”), or inoaaped by reference into any filing of Pacific Bi@nces under the Securities Act of 1933,
as amended, or the Exchange Act, except as shakfressly set forth by specific reference in siilotg.
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The following graph shows a comparison from Octdb&r2010 (the date our common stock commencedhtramh the Nasdaq Global
Select Market) through December 31, 2011 of theudative total return for our common stock, the Negs€omposite Index and the Nasdag
Biotechnology Index. Such returns are based ootidstl results and are not intended to suggestdyterformance. Data for The Nasdaq
Composite Index and the Nasdaq Biotechnology Iradsxime reinvestment of dividends.

COMPARISON OF 14 MONTH CUMULATIVE TOTAL RETURN*
Among Pacific Biosciencas, Inc., the NASDAQ Composita Index, and the NASDAQ
Biotechnology Index

E{' 1 L | 1 ']

DT 1210 3 amn 11 1211

—8— Facific Biosciences, Inc. —8— NASDAQ Composite  —#— NASDAQ Bictechnology

*E100 invested on 1O/27/10 in sieck or 33010 in index, including reinvestment of dividends.
Fiscal year anding December 31

QOctober 27, 201 December 31, 201 March 31, 201! June 30, 201 September 30, 201 December 31, 201

Pacific Biosciences of

California Inc. $ 100.0( $ 96.7¢ $ 85.4¢ $ 71.17% $ 19.5¢ $ 17.0¢
NASDAQ Composite

Index. 100.0( 105.9¢ 117.6¢ 117.4: 102.0¢ 110.4(
NASDAQ

Biotechnology

Index 100.0( 104.9: 110.3¢ 116.9¢ 100.1¢ 109.6¢
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Recent Sales of Unregistered Securities
There have been no sales of unregistered secutitiésg the year ended December 31, 2011.

Use of Proceeds

Our initial public offering of common stock was edted through a Registration Statement on Form(lBld No. 333-168858) that was
declared effective by the Securities and Exchangam@ission on October 26, 2010, which registeredggregate of 14,375,000 shares of our
common stock. On November 1, 2010, we sold 12,2@shares of common stock at an initial public ofig price of $16.00 per share, for
aggregate gross proceeds of $200 million. The wmiters of the offering were J.P. Morgan Securitigs, Morgan Stanley & Co.
Incorporated, Deutsche Bank Securities Inc. anéRlpffray & Co. On November 4, 2010, in connectigth the exercise of the underwriters’
over-allotment option, 1,875,000 additional sharesommon stock were sold on our behalf at theaihftublic offering price of $16.00 per
share, for aggregate gross proceeds of $30 million.

We paid to the underwriters underwriting discountaling approximately $16.1 million in connectiaiith the offering. In addition, we
incurred expenses of approximately $3.1 milliomdmnection with the offering, which when addedre underwriting discounts paid by us,
amount to total expenses of approximately $19.8anil Thus, the net offering proceeds to us, afetucting underwriting discounts and
offering expenses, were approximately $210.8 nmllido offering expenses were paid directly or iadily to any of our directors or officers
(or their associates) or persons owning ten pememnore of any class of our equity securitiesooany other affiliates.

As of the date of this report, there has been nterah change in the use of proceeds from ourahgiublic offering as described in our
final prospectus filed with the SEC pursuant tod424(b).
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ITEM 6. SELECTED FINANCIAL DATA

Our historical results are not necessarily indieatf the results to be expected for any futuréopeiThe following selected financial data
should be read in conjunction with “Management’sddission and Analysis of Financial Condition andus of Operations” and our
consolidated financial statements and related rintdgded elsewhere in this Form 10-K.

Years Ended December 31
2011 2010 2009 2008 2007
(in thousands, except share and per share amount

Statement of Operations Data:

Total revenue (1 $ 33,86 $ 1,67 $ 13t $ 901 $ 2,16:
Total cost of revenue (; 20,82¢ — — — —
Gross profit (1 13,03¢ 1,674 13t 901 2,16:
Total operating expen: 122,79( 141,90¢ 88,20¢ 45,71( 25,55¢
Operating los: (109,75¢) (140,239 (88,07() (44,809 (23,39))
Other income, ne 36¢ 68 367 1,05¢ 1,87:
Net loss $ (109,389 $ (140,16¢) $ (87,709 $(43,759) $(21,519
Basic and dilute—net loss per shal $ (2.0%) $ (14.10 $ (173.09) $(133.87) $(272.99)
Weighted average shares outstanding used to ctddudaic

and diluted net loss per share 53,873,92 9,938,41. 506,86! 326,95! 78,84:

As of December 31
2011 2010 2009 2008 2007
(in thousands)

Balance Sheet Data

Cash, cash equivalents and investm $ 177,43 $ 283,67: $ 92,73t $106,05: $ 30,09(
Working capital 180,22! 272,27: 85,32¢ 102,22: 27,08:
Total asset 218,31¢ 305,74 101,09¢ 113,10° 34,34¢
Convertible preferred stock warrant liabil — — 22¢ 142 151
Convertible preferred stock ( — — 269,10: 201,08t 81,12:
Total stockholder equity (deficit) 191,46: 279,86t (177,12) (93,389 (52,139

(1) We began recording product and service revenuehencklated cost of revenue in 2011 from salesuoRacBiocRSinstruments an
consumables. Prior to 2011, our revenue and gmadi ponsisted solely of grant revenue earnedt@bsevenue and gross profit do not
reflect certain costs as instrument componentsissdjprior to September 30, 2010 were expenseei@sdcosts. Therefore, future
periods will reflect higher cost of sales as a petage of revenu

(2) For further information, see “Note 12. Net L& Share” in the Notes to Consolidated Finar&fatements of this Form 10-K for an
explanation of the method used to calculate basicdiluted net loss per share of common stock hadveighted-average number of
shares used in computation of the per share amc

(3) In connection with our IPO declared effective O&ioB6, 2010, all outstanding convertible prefestitk converted into common stor
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ITEM 7. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF OPERATIONS

You should read the following discussion and anglgtour financial condition and results of opeaais together with our consolidated
financial statements and the related notes includdtis Form 1-K. Some of the information contained in this déstan and analysis or set
forth elsewhere in this Form -K, including information with respect to our plaasd strategy for our business and related finaggincludes
forward-looking statements that involve risks and uncettas. You should read the “Risk Factors” sectidriras Form 10-K for a discussion
of important factors that could cause actual resudt differ materially from the results describedr implied by the forward-looking
statements contained in the following discussiosh amalysis.

Overview

We develop, manufacture and market an integratafiopin for genetic analysis. Combining recent adearnn nanofabrication,
biochemistry, molecular biology, surface chemistngl optics, we created a technology platform callagle molecule, real-time, or SMRT,
technology. Our initial focus is to offer our SMRAchnology to the DNA sequencing market where wesltgeveloped and commercialized
first product, the PacBiRS, a third generation sequencing platform. The PadBSleverages our proprietary consumables, includindR$M
Cells and reagent kits, to provide a complete gmiub the customer.

From our incorporation in 2000 through the firsagar of 2011 we primarily focused on developing tehnology, undertaking
engineering activities to develop our products,dtaning initial marketing of our products, and pr@duction activities associated with the
commercial launch of the PacBRSduring April 2011. We have financed our operatiprimarily through the issuance of common stock and
convertible preferred stock resulting in $575.0lioml in net proceeds. Since our inception, we haearred significant net losses and we
expect to continue to experience significant logsgewe invest in developing and taking advantagaarket opportunities for our products,
servicing and supporting initial customers, devaiept of enhancements and updates to existing pradirvelopment of future products, and
sales and administrative infrastructure. As of Delger 31, 2011, we had an accumulated deficit ofl$8Hhillion. We incurred net losses of
$109.4 million, $140.2 million and $87.7 million 2011, 2010 and 2009, respectively.

Basis of Presentation
Revenue

During 2011, the majority of our revenue relatedh® sale of PacBiRSinstruments and associated consumables and ser8ieadce
and other revenue primarily consists of productnegiance agreements, while grant revenue repregrtisnts earned under research
agreements with government entities which are neizegl in the period during which the related cestsincurred.

We anticipate that our future revenue will be gatest primarily from sales of our PacBRSinstruments and consumables, comprised of
SMRT Cells and reagent kits, and system maintenageements.

As of December 31, 2011, our system revenue badkladed approximately $11 million comprised ofsh&tems. We define backlog as
purchase orders or signed contracts from our cuat®fior PacBidRSinstruments which we believe are firm and for whigk have not yet
recognized revenue. We expect to convert this logcid revenue through the first half of 2012 subjecustomers who may otherwise seek to
cancel or delay their orders even if we are preptodulfill them.

Cost of Revenue

Cost of revenue reflects the direct cost of prodochponents and third party manufacturing servasesrell as our internal manufacturi
overhead and customer service infrastructure dostsred to produce, deliver, maintain and suppostomer instruments, consumables, and
services.
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Manufacturing overhead, comprised mainly of labmsts, is determined and capitalized into inventtaged on managemesgstimate ¢
normal manufacturing capacity. Normal capacityhis production level expected to be achieved ovemaber of periods under normal
circumstances with available resources. Our cumanufacturing volumes are below expected normgdaes, therefore manufacturing
overhead incurred during the period exceeds thauate@bsorbed into inventory and included in césewvenue. Manufacturing costs in exc
of amounts reflected in inventory and cost of rexeare expensed as a component of research andgleeat expense during the period in
which the expenses are incurred.

Service costs included the direct costs of comptmnesed in support, repair and maintenance of metinstruments as well as the cost
of personnel and support infrastructure necessasypport the installed customer base. As we atteeirearly stages of the commercial launch
of our products, the capacity of our existing segvinfrastructure exceeds the number of installesiazner instruments and is engaged in ce
non-customer related process development, custissigz tracking, manufacturing and service delivenyrovements. Therefore, management
has estimated the capacity of the existing selnitastructure and recognizes service related aostvenue based on the installed base. As a
result, total service infrastructure costs excéedcbsts associated with the support of custonséiments and such excess costs are included
as a component of sales, general and administratipense.

Cost of revenue recorded in 2011 reflect a pontibthe costs associated with 48 system installati®mgnificant instrument component
costs were expensed pursuant to generally accaptedinting principles as research and developmem@nses during prior periods consisting
of commercial designs, configurations and spedifices that were being finalized. As a result, angigant portion of the costs associated with
the instrument revenue recognized during 2011 wepensed prior to September 30, 2010, the poiet afhich commercial designs and
specifications were finalized and we commencedtabipation of inventory related costs. The cosprdfduct revenue recognized during 2011
was limited to the costs relating to componentsraadufacturing overhead incurred subsequent tceSeyr 30, 2010 for the 48 delivered
instruments. All of the previously expensed inveptwas utilized by December 31, 2011; thereforeewgect a significant increase in product
related cost during 2012, which will reduce oursgranargin.

Operating Expenses

Restructuring Expens@uring September 2011, we implemented a workfoeckiction of approximately 130 employees, or 28%.of
workforce. The action taken was in considerationmdertainties associated with the economic enwilemt and to position us for long-term
success. The cost associated with this restrugtwonsist of termination benefits of approximat®y9 million, of which $3.5 million is
included in research and development expense addillion is included in sales, general and adstiaitive expense in 2011. At
December 31, 2011, substantially all amounts redetid the restructuring had been disbursed.

Research and Development Expeiesearch and development expense consists priro@elypenses for personnel engaged in the
development of our SMRT technology, the designdenklopment of our products, including the PadB® SMRT Cells and reagent kits and
the scientific research necessary to produce coniatigrviable applications of our technology. Thesgenses also include prototype-related
expenditures, development equipment and supphesities costs and other related overhead.

Sales, General and Administrative ExpenSales, general and administrative expense commistarily of personnel-related expense
related to our executive, legal, finance, saleskatang, field service, customer support, and humegource functions, as well as fees for
professional services and facility costs. Profesaligervices consist principally of external legaicounting and other consulting services.
Selling, general and administrative recurring exgesnare expected to increase gradually over timeeaontinue to add resources to our sales
and support infrastructure.
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While such trends are important to understandirtyea@luating our financial results, the other tesnti®ns, events and trends discusse
“Risk Factors” in Item 1A of this report may alsatarially impact our business operations and fir@mesults.

Other Income, Net

Other income, net consists primarily of interestoime earned and accretion of discounts and amtiotizaf premiums on investment
balances. Our interest income will vary each repgmnperiod depending on our average investmentnibakduring the period and market
interest rates. Other income, net also includesdst expense relating to our loan and debt agrmetsmepaid in 2009 and our facility financing
obligations resulting from lease agreements entiestedn 2010. We expect interest expense to flatetun the future with changes in the
obligations.Other income, net also includes the change indhlrev&lue of our convertible preferred stock watsan 2010 and prior years. Pr
to converting to common stock warrants upon ourahpublic offering, outstanding convertible prefed stock warrants were classified as
liabilities and were remeasured at each balancet state with changes in fair value recognized hsrahcome, net. We continued to adjust the
liability for changes in fair value until the comgen to common stock warrants.

Income Taxes

Provision for (Benefit from) Income Tax&nce inception, we have incurred net losses amd hat recorded any U.S. federal or state
income tax benefits for such losses as they hagr b#set by valuation allowances.

Critical Accounting Policies and Estimates

Management’s Discussion and Analysis of Financ@hdition and Results of Operations is based upeorConsolidated Financial
Statements that we have prepared in accordancdJahgenerally accepted accounting principles (ABRA). The preparation of these
financial statements requires management to makeates and assumptions that affect the reportezbiata of assets, liabilities, revenue, cost
of revenue, and operating expenses, and relatelbslise of contingent assets and liabilities. Mamagnt bases its estimates on historical
experience and on various other assumptions tbhatigves to be reasonable under the circumstatieesesults of which form the basis for
making judgments about the carrying values of asmed liabilities that are not readily apparentfrother sources. Management has discussed
the development, selection and disclosure of sicant estimates with the Audit Committee of our Bbaf Directors. Actual results may differ
from these estimates under different assumptiom®wditions.

An accounting policy is deemed to be critical ifétjuires management to make an accounting estimate made based on assumptions
about matters that are highly uncertain at the timeeestimate is made, if different estimates neally could have been used, or if changes in
the estimate that are reasonably likely to occutdcmaterially impact the financial statements.

We believe the following critical accounting poésiinvolve significant areas where managementeppldgments and estimates in the
preparation of our financial statements.

Revenue Recognitio

Our revenue is generated primarily from the salprofiucts and services. Product revenue primaoihsists of sales of our PacBRS
instrument and related consumables, and serviceted revenue primarily consists of revenue eafr@d product maintenance agreements.
Grant revenue reflects revenue from governmenttgihat generally provide cost reimbursement forade types of expenditures in return for
research and development activities over a contadlgtdefined period. Revenue from grants is recgphin the period during which the
related costs are incurred, provided that the ¢mmdi under which the grants were provided have lpeet.
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We recognize revenue when persuasive evidence afrangement exists, delivery has occurred or ses\viave been rendered, the price
is fixed or determinable, and collectability is$eaably assured. In instances where final acceptafithe product is required, revenue is
deferred until all acceptance criteria have beet Revenue for product sales is generally recoghiggsn customer acceptance. Revenue for
product maintenance agreements is recognized wdrae, which is generally ratably over the sergiegod.

In order to assess whether the price is fixed terd@nable, we evaluate whether refund rights ekisefund rights or payment terms
based on future performance exist, we defer reveseegynition until the price becomes fixed or deti@able. Our revenue arrangements
generally do not have a general right of return.a&®sess collectability based on a number of faciteckiding customer creditworthiness. If we
determine that collection of amounts due is nosoeably assured, revenue recognition is deferrétraneipt of payment.

We regularly enter into contracts where revenweisved from multiple deliverables including a neifikproducts or services. Revenue
recognition for contracts with multiple deliverablis based on the individual units of accountintgdeined to exist in the contract. A delive
item is considered a separate unit of accountingnatt) the delivered item has value to the custamex stand-alone basis; and 2) when a
general right of return exists, the delivery orfpanance of an undelivered item is considered gotgband under the control of the Company.
Items are considered to have stand-alone value Wissnare sold separately by any vendor or whemrdiséomer could resell the item on a
stand-alone basis. When a deliverable does not theefiteria to be considered a separate unitodanting, we group it with other
deliverables that, when combined, meet the criteria the appropriate allocation of arrangemensiclemation and revenue recognition is
determined. Consideration is allocated at the iticef the contract to all deliverables basedtwirtrelative selling price. In order to
determine the relative selling price of a delivéealve apply the following hierarchy in the ordeegented: 1) vendor-specific objective
evidence (“WSOE"); 2) third-party evidence if VS@&not available; and 3) our best estimate ofrsglfirice for the deliverable if neither
VSOE nor third-party evidence is available.

In order to establish VSOE, we must regularly el product or service on a standalone basis wstibatantial majority priced within a
relatively narrow range. If there are not a suéfitinumber of standalone sales and VSOE cannateendined, then we consider whether third
party evidence can be used to establish sellirag pli neither VSOE nor third party evidence ofiaglprice exists, we determine our best
estimate of selling price using a combination af¢s set by our pricing committee adjusted for maple discounts and customer orders
received to date. Due to the lack of similar pradwnd services sold by other companies withinimdustry, we have not established selling
price using third-party evidence. Therefore, managy@ has determined its best estimate of sellifgppn allocating sales proceeds to the
individual units of accounting in accordance witingrally accepted accounting principles.

Deferred revenue primarily represents product neaguice agreement revenue that is expected to bgnieed over the related service
period.

Stock-Based Compensation

Our estimate of compensation expense requires destésmine the appropriate fair value model andrabrer of complex and subjective
estimates and assumptions including our stock potagility, employee exercise patterns, futurdddures and related tax effects. The most
significant assumptions are our estimates of thpeeted volatility and the expected term of the alwsVe have limited historical information
available to support the underlying estimates afate assumptions required to value stock optidihe value of a stock option is derived from
its potential for appreciation. The more volathe tstock, the more valuable the option becomesuseaaf the greater possibility of significant
changes in stock price. Because there is a maskeiptions on our common stock, we have considengtied volatilities as well as our
historical realized volatilities when developindiestes of expected volatility. The expected optiemmn significantly effects the value of the
option. The longer the term, the more time theaptiolder has to allow the stock price to incresgkout a cash investment and thus, the r
valuable the option. Further, lengthier option tegnovide more
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opportunity to exploit market highs. However, erigat data shows that employees, for a variety agoas, typically do not wait until the end
of the contractual term of a nontransferable optmaxercise. Accordingly, we are required underegally accepted accounting principles to
estimate the expected term of the option for inpwtn option-pricing model. As required under theaanting rules, we review our valuation
assumptions at each grant date and, as a resumit time to time we will likely change the valuatiassumptions we use to value stock based
awards granted in future periods. The assumptisad in calculating the fair value of share-basean@t awards represent managensehés
estimates, but these estimates involve inherergrteiaties and the application of management judgn#es a result, if factors change and we
use different assumptions, our stock-based comfiensaxpense could be materially different in theufe. In addition, we are required to
estimate the expected forfeiture rate and recogsipense only for those shares expected to vestr lctual forfeiture rate is materially
different from our estimate, the stock-based corsption expense could be significantly differentiravhat we have recorded in the current
period. As of December 31, 2011, $24.9 millionatht unrecognized compensation expense relateh¢& sptions was expected to be
recognized over a weighted-average period of 3a2syeSee Note 10 of the Notes to our Consolidaiean€ial Statements for a further
discussion on stock-based compensation.

Common Stock Valuation

The fair values of the common stock underlying stogtions granted through September 2010 were astirby our board of directors,
which intended all options granted to be exercisalla price per share not less than the per $hiamalue of our common stock underlying
those options on the date of grant. Our board refcttrs is comprised of a majority of non-emplogl@ectors with significant experience in the
technology industry.

Given the absence of a public trading market goasur IPO in October 2010, and in accordance thighAmerican Institute of Certified
Public Accountants Practice Aid, our board of dioes exercised its reasonable judgment and coregidarmerous objective and subjective
factors to determine the best estimate of thevigine of our common stock at each meeting at wicbk option grants were approved. These
factors included, among other factors, contemparaseindependent valuations of our common stoekritthts and preferences of our
convertible preferred stock relative to our comrstotk, the lack of marketability of our common $todevelopments in our business, recent
issuances of our convertible preferred stock ardikielihood of achieving a discrete liquidity e¥esuch as an IPO, given prevailing market
conditions.

Nor-employee Stock-based Compensation

We account for stock options issued to non-empleyesed on the estimated fair value of the awasthguhe Black-Scholes option
pricing model. The measurement of stock-based cosgimn expense is subject to periodic adjustmesitie underlying equity instruments
vest, and the resulting change in value, if anyeé®gnized in our statement of operations dutiregperiod the related services are rendered.
Stock-based compensation expense for options gramteon-employees for 2011, 2010 and 2009 wasB0li&n, $1.0 million and $0.4
million, respectively.

There is inherent uncertainty in these estimatesfedifferent assumptions had been used, thevidire of the equity instruments issued
to non-employee consultants could have been sigmifiy different.

Impairment of Lonc-lived Assets

We assess impairment of long-lived assets, whicluée property and equipment, on at least an arbragi$ and test long-lived assets for
recoverability when events or changes in circuncstarnindicate that their carrying amount may notdoeverable. Circumstances which could
trigger a review include, but are not limited tigrsficant decreases in the market price of the@ssgnificant adverse changes in the business
climate or legal factors, accumulation of costsiigantly in excess of the amount originally expeetfor the acquisition
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or construction of the asset, current period clsh 6r operating losses combined with a historyogkes or a forecast of continuing losses
associated with the use of the asset, or expegtatimt the asset will more likely than not be swildisposed of significantly before the end of
its estimated useful life. To date we have not réed any impairment charges.

Inventories

Inventory is valued at the lower of the standarst,cahich approximates actual cost, or market. @odetermined using the FIFO (first-
in, first-out) method. Adjustments to reduce the cost ofnitae to its net realizable value, if required, arade for estimated excess or obst
balances.

We enter into inventory purchases and commitmentha& we can meet future shipment schedules baséatecasted demand for our
products. The business environment in which weatpds subject to rapid changes in technology aistommer demand. We perform a detailed
assessment of inventory each period, which incladeview of, among other factors, demand requirgspg@roduct life cycle and developm
plans, component cost trends, product pricing, pebdxpiration and quality issues. Based on thédyais, we record adjustments to inventory
for potentially excess, obsolete or impaired goedsen appropriate, in order to report inventorpettrealizable value. These inventory
adjustments may be required if actual demand, compocosts, supplier arrangements, or productlitdes differ from our estimates. Any
such adjustments would result in a charge to cault of operations.

Leases

We categorize leases at their inception as eitherating or capital leases. On certain of our leggeements, we received tenant
improvement allowances, rent holidays and othegntizes. Rent expense is recorded on a straightlésis over the term of the lease. The
difference between rent expense accrued and ampaittsinder the lease agreement is recorded asileaentives in the accompanying
balance sheets. Leasehold improvements are capiadit cost and depreciated over the lesser afékpected useful life or the life of the
lease. To the extent leasehold improvement alloesace afforded to us by the landlord, we recoedehant improvements as leasehold
improvement assets with a corresponding lease iivecliability. We establish assets and liabilitfes the construction costs incurred under
build-to-suit lease arrangements to the extentngaravolved in the construction of structural impements or take some level of financial or
construction risk prior to commencement of a le&se further information, see “Note 5. Facility Bircing and Debt Obligations” in the Notes
to Consolidated Financial Statements of this Fo@aiK1

For build-to-suit lease arrangements, we evalusektent of our financial and operational invohesin the tenant improvements to
determine whether we are considered the ownereofdinstruction project under GAAP. When we are idansd the owner of a project, we
record the shell of the facility at its fair valaethe date construction commences with a correfipgriacility financing obligation.
Improvements to the facility during the construntfroject are capitalized and, to the extent furtdetessor afforded incentives, with
corresponding increases to the facility financibfigation. Payments we make under leases in whiglane considered the owner of the fac
are allocated to land rental expense, based oreldéve values of the land and building at the owencement of construction, reductions of
facility financing obligation and interest expemseognized on the outstanding obligation. To thertxgross future payments do not equal the
recorded liability, the liability is settled upoeaturn of the facility to the lessor. Any differenoetween the book value of the assets and
remaining facility obligation are recorded in otliirecome (expense), net. For existing arrangemémeglifferences are expected to be
immaterial.

Income Taxes

We are subject to income taxes in the U.S. andicestates in which we operate, and we use estinragetermining our provisions for
income taxes. We use the asset and liability metfi@tcounting for income taxes, whereby defereadatsset or liability account balances are
calculated at the balance sheet date using cuaetéaws and rates in effect for the year in whiwoh differences are expected to affect taxable
income.
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Recognition of deferred tax assets is appropridtenarealization of such assets is more likely thatn We recognize a valuation
allowance against our net deferred tax assetssifnitore likely than not that some portion of tlededred tax assets will not be fully realizable.
This assessment requires judgment as to the ld@difand amounts of future taxable income by taiggiction. At December 31, 2011, we
maintained a full valuation allowance against albor deferred tax assets which totaled $180.8onillincluding net operating loss
carryforwards and research and development taxtsretd$154.1 million and $17.8 million, respeciive

Effective January 1, 2007, we adopted the provisimfithe Financial Accounting Standard Board, o6SBAAccounting Standards
Cadification, or ASC, Topic 740-10, Accounting fdncertainty in Income Taxes. The cumulative effgfchdoption resulted in no adjustment
of accumulated deficit as of January 1, 2007. ABetember 31, 2011, 2010, and 2009, our total wgrized tax benefits were $9.3 million,
$6.4 million, and $3.9 million, respectively, of igh none of the tax benefits, if recognized, woaifict the effective income tax rate due to
valuation allowance that currently offsets deferteedassets. We do not anticipate the total amotanrecognized income tax benefits to
significantly increase or decrease in the next batms.

We assess all material positions taken in any irectar return, including all significant uncertaiosgtions, in all tax years that are still
subject to assessment or challenge by relevantgadthorities. Assessing an uncertain tax poshggins with the initial determination of the
position’s sustainability and is measured at tihgdat amount of benefit that is greater than 5@\l of being realized upon ultimate
settlement. As of each balance sheet date, unezbolvcertain tax positions must be reassessedyandll determine whether the factors
underlying the sustainability assertion have chdrayed the amount of the recognized tax benefiillappropriate. The recognition and
measurement of tax benefits require significangiodnt. Judgments concerning the recognition ancgunement of a tax benefit might change
as new information becomes available.

Convertible Preferred Stock Warrants

Prior to our IPO in October 2010, we accountedreestanding warrants to purchase shares of owectible preferred stock at fair val
on the balance sheet because we may have beeatellip redeem these warrants at some point ifuthee. The warrants were subject to
remeasurement at each balance sheet date withehantair value recognized as other income (ex@emet in the consolidated statement of
operations. We continued to adjust the liability ébanges in fair value until our IPO, at which¢iml unexercised warrants automatically
converted into warrants to purchase common stodklawarrant liability was reclassified to addiiéb paid-in capital.

During 2011, 2010 and 2009, we recorded charg&6,06100,000, and $84,000, respectively, throupkrdncome, net to reflect the
change in the fair value of the warrants.
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Results of Operations
Comparison of the Years Ended December 31, 2011 200

% Increasel

Increase/
Years Ended December 31 (Decrease (Decrease)
(in thousands, except percentages) 2011 2010
(in thousands)
Revenue
Product revenu $ 31,48¢ $ — $ 31,48¢ —
Service and other reven 1,481 — 1,48 —
Grant revenui 89C 1,674 (784 (47%)
Total revenue 33,86: 1,67¢ 32,18¢ 192:%
Cost of Revenue
Cost of product revent 18,72t — 18,72t —
Cost of service and other rever 2,10¢ — 2,10¢ —
Total cost of revenu 20,82¢ — 20,82¢ —
Gross profil 13,03¢ 1,674 11,36( 67%%
Operating Expenst
Research and developmt 76,08( 111,82: (35,74) (32%)
Sales, general and administrat 46,71( 30,08} 16,62 55%
Total operating expen: 122,79( 141,90¢ (19,119 (13%)
Operating los: (109,75¢) (140,23, (30,479 (22%)
Other income, ne 36¢& 68 30C 441%
Net loss $(109,389) $(140,16¢6) $(30,779) (22%)
Revenue

Revenue for the year ended December 31, 2011 do$@2.9 million compared to $1.7 million for theayeended December 31, 2010. We
began commercial shipments of our PacB®during the second quarter of 2011. Product revémuthe year ended December 31, 2011
consisted of $30.2 million from sales of our PacRBinstruments and $1.3 million from sales of consulesbT he instrument revenue
stemmed from the delivery, installation and accegteof 48 instrument installations during 2011 .v&er and other revenue totaling $1.5
million for the year ended December 31, 2011 wasgnily derived from product maintenance agreemsatd in conjunction with PacBiRS
instruments.

Grant revenue earned is dependent on the granveecehe amount of the grant and subsequent weropned pursuant to the grant.
For the year ended December 31, 2011, grant revéeereased $0.8 million to $0.9 million compare&1o7 million in the year ended
December 31, 2010. The decrease was driven priyrtarib decrease in the amount of work performedymamt to the available grants.

Gross Profit

Gross profit of $13.0 million for the year endedcBmber 31, 2011 reflects the sale of 48 Pa¢BBmstruments. Cost of product revenue
of $18.7 million for the year ended December 31, 2@=flects part of the costs relating to composamid manufacturing overhead incurred on
the 48 instruments that were delivered and installering the year. A significant portion of the oassociated with the instrument revenue
recognized during 2011 were incurred prior to Seyier 30, 2010 and were expensed as research aelbpieent costs as we had not yet
finalized our commercial designs, specificationd aanfigurations for our product. All of the preusly expensed inventory was utilized by
December 31, 2011, therefore we expect a significemease in product related cost as a percemtbgeduct sales during 2012, which will
decrease our gross margin. Cost of
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service and other revenue of $2.1 million for tearyended December 31, 2011 reflect the costsrebpeel and support infrastructure
necessary to support the installed base of Pa@Biastruments. The negative margin on service revevasedue to service costs classified
within cost of revenue exceeding the associatedcgerevenue. We did not realize product costsrdutie year ended December 31, 2010 as
revenue was derived solely from government grants.

Research and Development Expense

For the year ended December 31, 2011, researceamliopment expenses decreased $35.7 million, %y, 8@mpared to the year ended
December 31, 2010. The decrease consists of atredwd $28 million of development expenses congatisf $8.7 million of pre-production
inventory, $16.6 million of prototypes and protagymaterials, and $2.7 million of consulting. Thesereases reflect the development stage of
our PacBioRSduring 2010. The decline in prototypes, prototyerials and consulting expenses during 2011 catthibuted to the
finalization of the commercial design of the PacRi®during 2010. Pre-production inventory consistsarhmercially viable inventory that we
expensed prior to September 30, 2010 as we hagkhéihalized our commercial designs, specificasiamd configurations. The expensing of
the preproduction inventory during 2010 contributed to theorable margins of our commercial products du&611. Additionally, the resul
for the year ended December 31, 2011 reflect tlseraltion of $8.6 million of manufacturing overhdatb inventory and cost of revenue.
Research and development expense includes stoeki-basmpensation of $5.9 million and $6.6 milliorridg the years ended December 31,
2011 and 2010, respectively, and $3.5 million stmecturing charges during the year ended Decefihe2011.

Sales, General and Administrative Expense

For the year ended December 31, 2011, selling,rgeard administrative expenses increased $161l&mibr 55%, compared to the ye
ended December 31, 2010. The increase was driveraply by an $11.8 million increase in personrethted expense, including a $2.9 mill
increase in stock-based compensation, as we huiliwr field sales and service functions. Additibnarofessional services increased $3.3
million, primarily attributable to public compangmmpliance and legal matters. Sales, general anih&drative expense includes stock-based
compensation expense of $6.0 million and $3.1 amltiuring the years ended December 31, 2011 an@, 2&4pectively, and $1.4 million of
restructuring costs during the year ended Decei®be2011.

Other Income, Net

The change in other income, net primarily reflegigncrease in interest income compared to thegma@ed December 31, 2010. The
increase was primarily a result of higher averagyestment balances during 2011 as compared to @0a0esult of the proceeds from our IPO
in October 2010.

Comparison of the Years Ended December 31, 2010 20@9

Years ended % Increase;
December 31, Increase/
2010 2009 (Decrease {Decrease)

(in thousands, except
percentages)

Revenue $ 1,674 $ 13t $ 1,53¢ a
Research and developmt 111,82: 75,87¢ 35,94 47%
Sales, general and administrat 30,08 12,32¢ 17,76 144%
Loss from operation (140,239 (88,070 52,16¢ 58%
Other income, ne 68 367 (299 (81)%
Net loss $(140,16¢) $(87,709) $52,46: 6C%
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* Percentage not meaningf

Revenue

During 2010 and 2009, revenue was comprised sofafpvernment grant revenue. The amount of reveealkzed is dependent on the
grant received, the amount of the grant and sulesgquork performed pursuant to the grant. The asedn revenue realized was due to an
increase in the amount of awarded government gnar&810 as compared to 2009.

Research and Development Expe

The $35.9 million increase in research and devetgraxpense was driven primarily by a $15.7 milliecrease in purchases of material
for the manufacture of prototype instruments angsamable products, and a $15.1 million increaggensonnel-related expense. The increase
in personnel-related expense included significapaasion of manufacturing operations as we prepireitie commercial launch of the
PacBioRS. The expansion of our manufacturing facilitiesutesd in a $1.6 million increase in facility expenfesearch and development
expense included stock-based compensation expéggetomillion and $2.3 million during the yearsdedd December 31, 2010 and 2009,
respectively.

Sales, General and Administrative Expense

The $17.8 million increase in sales, general amdimidtrative expense was driven primarily by a €1®illion increase in personnel
related expense resulting from increased headcaetlatting the continued growth of our sales, mtrigeand customer support organizations,
a $2.0 million increase in customer applicatiormdastration and marketing initiatives and a $1.lfioni increase in travel-related expense for
sales and support of beta instruments in the fléddes, general and administrative expense inclatteik-based compensation expense of $3.1
million and $0.7 million during the years ended Braber 31, 2010 and 2009, respectively.

Loss from Operation

The $52.2 million increase in loss from operatiar@s driven primarily by a $35.9 million increaser@search and development expense
and a $17.8 million increase in sales, generalaaiministrative expense, partially offset by a $hilion increase in government grant rever

Interest Income (Expense), P

The decrease in interest income (expense), neprimsirily due to lower interest rates on money reafoldings during the majority of
2010.

Other Income, Net
The change in other income, net primarily reflébtsremeasurement of our warrant liability.

Liquidity and Capital Resources

Since our inception we have financed our operatmimearily through the issuance of convertible predéd stock resulting in $364.2
million in net proceeds and the issuance of comstook through our initial public offering resultimg $210.8 million in net proceeds. As of
December 31, 2011, our cash, cash equivalentsredtments totaled $177.4 million, a decrease 06®Lmillion compared to December 31,
2010, reflecting approximately $103.0 million osbaused during the year to fund operations. Webelthat existing cash, cash
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equivalents and investments will be sufficientuad our projected operating requirements for atléd months; however, it is likely that we
will need additional financing in the future. Thesegectations are based on our current operatiddiaancing plans, which are subject to
change. Factors that may effect our capital negdade, but are not limited to, slower than expgetdoption of our products resulting in lov
sales of our products and services; future acgumsit our ability to maintain new collaboration angstomer arrangements; the progress of our
research and development programs; initiation paagion of research programs and collaboratioesgdists involved in preparing, filing,
prosecuting, defending and enforcing intellectualerty rights; the purchase of patent licensed;ather factors.

To the extent we raise additional funds throughstile of equity or convertible debt securities,ifs&iance of such securities could result
in dilution to our stockholders. There can be neugance that such funds will be available on fablgréerms, or at all. If adequate funds are
available, we may be required to curtail operatigigsificantly or to obtain funds by entering irdollaboration agreements on unattractive
terms. Our inability to raise capital would havmaterial adverse effect on our business, finamgatlition and results of operations.

The following table summarizes our cash flows at#g for the periods indicated.

Years Ended December 31

2011 2010 2009
(in thousands)

Net cash used in operating activit $(102,97)) $(121,99¢) $(74,83¢)

Net cash provided by (used in) investing activi 6,44¢ (138,25() 18,59«

Net cash provided by financing activiti 7,745 318,66¢ 67,01«

Cash Flows From Operating Activities

Our primary uses of cash from operating activities for personnel-related expenditures and equipar@hsupplies related to research
and development activities and recently for thechase of inventory. The net cash used for the y&@dted December 31, 2011, 2010 and 2009
primarily reflects the net loss for those periqusitially offset by non-cash operating expensekiding depreciation, stock-based
compensation, and changes in operating assetsaduiliies.

Cash used in operating activities of $103.0 millior2011 reflected a net loss of $109.4 million$dri..4 million increase in inventories
and other net changes of $0.4 million, partiallfsef by depreciation and stock-based compensati$f.8 million and $12.4 million. In
addition, cash used in operating activities de@eédsr the year ended December 31, 2011 as compathd year ended December 31, 2010 as
a result of the decreased net loss in 2011.

Cash used in operating activities of $122.0 millier2010 reflected a net loss of $140.2 millionitigdly offset by aggregate non-cash
charges of $15.3 million and a net change of $2IBomin our net operating assets and liabilitisn-cash charges primarily included $9.7
million in stock-based compensation and $5.2 millad depreciation. Net operating assets and lislincluded an increase of $7.9 million in
accounts payable, accrued expenses and other cliat@lities primarily driven by payroll-relateckpense, and an increase of $3.2 million in
deferred revenue related to shipments of Pa&&bmited production release instruments, partialfiget by an inventory increase of $6.9
million.

Cash used in operating activities of $74.8 millior2009 reflected a net loss of $87.7 million, @l offset by aggregate non-cash
charges of $7.9 million and a net change of $418aniin our net operating assets and liabilitiden-cash charges primarily included $4.1
million of depreciation and $3.6 million of stoclkded compensation. The net change in our operasisgfs and liabilities was primarily a
result of an increase in accounts payable of $3ll®mand the increase in accrued and other liged of $1.2 million.
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Cash Flows From Investing Activities
Our investing activities consist primarily of ingegent purchases, maturities and sales and cagjtehélitures.
During the years ended December 31, 2011, 201@@08 cash used to fund capital expenditures tots®e8l million, $5.3 million and

$5.2 million, respectively. We currently anticipaeking capital expenditures in the future primyafdr purchases of equipment to be used in
our commercial and research operations.

In 2011, net cash provided by investing activitiess $6.4 million, comprised of net sales and maasriof investments of $15.7 million,
partially offset by $9.3 million of purchases obperty and equipment.

In 2010, the majority of our investing activitiegke driven by the purchase and maturities of imaeats achieved as a result of receiving
$210.8 million in IPO proceeds. We used approximge@81.0 million in cash to purchase short-termestments and $5.3 million of capital
expenditures, partially offset by approximately $4&hillion in maturities.

In 2009, cash provided by investing activities &8.6 million as a result of $23.8 million in navestment maturities, partially offset by
$5.2 million of capital expenditures.

Cash Flows From Financing Activities

In 2011, cash provided by financing activities as7 million, comprised entirely of proceeds frdme £xercise of common stock
options.

In 2010, cash provided by financing activities W&848.7 million, comprised of $210.8 million in IR@t proceeds received in November
2010 and $106.1 million raised from issuance ofeSdf convertible preferred stock.

In 2009, cash provided by financing activities \§&§.0 million, primarily as a result of the netegt of $68.0 million from our sale of
Series E convertible preferred stock, partiallysetfby debt repayment of $1.3 million.

Contractual Obligations, Commitments and Contingentes
The following table provides summary informatiomcerning our future contractual obligations as et&mber 31, 2011.

Payments due by period

Less thar More than
3-
Total 1 year 1-3 years 5 years 5 years
(in thousands)
Operating lease obligations ( $14,86( 3,56( 11,30( — —
Facility financing obligatior 1,772 41F 1,357 — —
Total contractual obligatior $16,63: 3,97¢ 12,657 — —

(1) Maintenance, insurance, taxes and contingent tdigations are excluded. S“Note 6. Commitments and Contingen” in Part I,
Item 8 of this Form 1-K for additional information

Facility Financing Obligatior

In December 2009 we entered into a build-to-s@iséeagreement for a manufacturing and office fgaifhere we are considered the
owner of the project under GAAP. When we are caergid the owner of a project, we record the shatheffacility at its fair value at the date
construction commences with a corresponding
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facility financing obligation. Accordingly, we remted $3.0 million of building and leasehold imprment assets and a corresponding liability
to facility financing obligation. See “Note 5. Fhtgi Financing and Debt Obligation” in Part Il, tte8 of this Form 10-K for a discussion of this
obligation.

License Agreemen

The table above reflects only payment obligatidva are fixed and determinable. Milestone paymantsroyalty payments under our
license agreements are not included in the tallgeabecause we cannot, at this time, determine whérthe events triggering the
commencement of payment obligations will occur.

Payments related to licensing and other arrangesmasitincluded in the contractual obligations tahtdude amounts related to
cancelable license agreements with third partiesdaain patent rights and technology. Under ¢ of these agreements, we may be
obligated to pay royalties based on revenue frarsties of licensed products, or minimum royaltidsichever is greater, and license
maintenance fees. The future license maintenarsedied minimum royalty payments under the fivenieeagreements are not deemed to be
material.

Off-Balance Sheet Arrangements
As of December 31, 2011 we did not have any of&bed sheet arrangements.

In the ordinary course of business, we enter itaodard indemnification arrangements. Pursuariided arrangements, we indemnify,
hold harmless and agree to reimburse the inderdnifeties for losses suffered or incurred by tldemnified party, in connection with a trade
secret, copyright, patent or other intellectualpamy infringement claim by a third party with respto its technology, or from claims relating
to our performance or non-performance under a aoptor any defective products supplied by us ngrreegligent acts or omissions, or willful
misconduct, committed by us or any of our employagents or representatives. The term of theserindieation agreements is generally
perpetual any time after the execution of the agesd. The maximum potential amount of future payim&re could be required to make under
these agreements is not determinable becausenlivew/claims that may be made against us in fygarsads, but have not yet been made. To
date, we have not incurred costs to defend lawsuisettle claims related to these indemnificadigreements.

Recent Accounting Pronouncements

In 2011 the FASB issued Accounting Standards UpNate2011-04, Fair Value Measurement (Topic 820jiehdments to Achieve
Common Fair Value Measurement and Disclosure Reménts in U.S. GAAP and IFRS. This update resnltimmon principles and
requirements for measuring fair value and for disitlg information about fair value measurementcicordance with U.S. GAAP and IFRS.
ASU 2011-04 is required to be applied prospectivelynterim and annual periods beginning after Delger 15, 2011. Early application is not
permitted. The adoption of this amendment will hate a material effect on our Consolidated Findr8tiatements.

In 2011 the FASB issued Accounting Standards UpNate201105, Comprehensive Income (Topic 220): Presentatid®@omprehensiv
Income. This statement requires companies to présertomponents of other comprehensive incometeitha single continuous statement of
comprehensive income or in two separate but cotisecstatements of net income and other compreherniscome. This statement is effective
for interim and annual periods beginning after Deber 15, 2011. Early adoption of the new guidasgeermitted and full retrospective
application is required. The adoption of this ammadt will not have a material effect on our Cordatéd Financial Statements as the
amendment impacts presentation only.

In 2011 the FASB amended the provisions ofBlaéance Sheet, Disclosure about Offsetting Assetd &abilitiestopic of the FASB
Cadification. The amended provisions provide nescldisures for recognized financial instruments @erilvative instruments that are either
offset on the balance sheet or subject to an
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enforceable master netting arrangement or simgegeament. The amended provisions are effectivédoal years beginning on or after
January 1, 2013. The amended provisions are retjidrbe applied retrospectively for all prior pelsgpresented. The adoption of this
amendment will not have a material effect on ounsddidated Financial Statements.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK ET RISK
Interest rate and Market Ris

Our exposure to market risk is confined to our caskh equivalents and our investments, all of whigve maturities of less than one
year. The goals of our investment policy are prestéon of capital, fulfillment of liquidity needsd fiduciary control of cash and investmel
We also seek to maximize income from our investsiaiithout assuming significant risk. To achieve goals, we maintain a portfolio of cash
equivalents and investments in a variety of seiegritf high credit quality. The securities in oavéstment portfolio are not leveraged, are
classified as available for sale and are, duee ttery short-term nature, subject to minimal iag rate risk. We currently do not hedge
interest rate exposure. Because of the sieontr maturities of our investments, we do not lveithat an increase in market rates would hawv
material negative impact on the value of our inwestt portfolio.

Foreign Exchange Ris

The majority of our revenue, expense, and capitedipasing activities are transacted in U.S. dalldsvever, a portion of our operations
consists of sales activities outside of the UnB¢akes, therefore we have foreign exchange expeselaing to non-U.S. dollar revenues,
operating expenses, accounts receivable, accoayéble and currency balances. Our primary expdasuwéh the Euro. During January 2012,
we implemented a hedging program designed to niétitiee impact of changes in currency exchange oatesir net cash flow from foreign
currency denominated sales. Counterparties togorexchange contracts expose us to cretétted losses in the event of their nonperformz
To mitigate that risk, we only contract with counpi@rties that meet certain minimum requirementseundr counterparty risk assessment
process. We will periodically monitor and assessangoing counterparty risk and will adjust our egpre to various counterparties as
appropriate.

Our international operations are subject to rigkécal of international operations, including, It limited to, differing economic
conditions, changes in political climate, differitex structures, other regulations and restrictenmg foreign exchange rate volatility.
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Report of Independent Registered Public Accountingrirm
The Board of Directors and Stockholders of PadBiicsciences of California, Inc.

We have audited the accompanying consolidated balgineet of Pacific Biosciences of California, kae.of December 31, 2011, and the
related consolidated statements of operationskstdders’ equity and cash flows for the year thedezl. These financial statements are the
responsibility of Pacific Biosciences of Californlac.’s management. Our responsibility is to espran opinion on these financial statements
based on our audit.

We conducted our audit in accordance with the stedgdof the Public Company Accounting Oversightq&@nited States). Those
standards require that we plan and perform thet amdbtain reasonable assurance about whethdindoecial statements are free of material
misstatement. An audit includes examining, on aliasis, evidence supporting the amounts and digids in the financial statements. An a
also includes assessing the accounting princiged and significant estimates made by managemeniglhas evaluating the overall financial
statement presentation. We believe that our auditiges a reasonable basis for our opinion.

In our opinion, the financial statements referredlbove present fairly, in all material respedts,¢onsolidated financial position of
Pacific Biosciences of California, Inc. at DecemB&y 2011, and the consolidated results of itsatpmrs and its cash flows for the year then
ended, in conformity with U.S. generally acceptedoainting principles.

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@snited States), the
effectiveness of Pacific Biosciences of Califorrig;.’s internal control over financial reporting af December 31, 2011, based on criteria
established itnternal Control — Integrated Framewoigsued by the Committee of Sponsoring Organizatifrike Treadway Commission &
our report dated February 29, 2012 expressed amalifigd opinion thereon.

/sl Ernst & Young LLF

Redwood City, Californii
February 29, 201
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Report of Independent Registered Public Accountingdrirm

To the Board of Directors and Stockholders of
Pacific Biosciences of California, Inc.:

In our opinion, the consolidated balance sheef &oember 31, 2010 and the related consolidatgdreents of operations, and consolidated
statements of stockholders’ equity (deficit), afithe consolidated statements of cash flows foheddthe two years in the period ended
December 31, 2010 present fairly, in all matemipects, the financial position of Pacific Bioscies of California, Inc. and its subsidiaries at
December 31, 2010 and the results of their operatimd their cash flows for each of the two yemithé period ended December 31, 2010 in
conformity with accounting principles generally apted in the United States of America. These fifmstatements are the responsibility of
the Company’s management. Our responsibility exjaress an opinion on these financial statemerstscban our audits. We conducted our
audits of these statements in accordance withtémelards of the Public Company Accounting OversRyard (United States). Those stand.
require that we plan and perform the audit to sbteasonable assurance about whether the finestatements are free of material
misstatement. An audit includes examining, on alasis, evidence supporting the amounts and disis in the financial statements,
assessing the accounting principles used and mignifestimates made by management, and evaluhtngverall financial statement
presentation. We believe that our audits providessonable basis for our opinion.

/s/ PricewaterhouseCoopers L
San Jose, Californi
March 23, 201:
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PACIFIC BIOSCIENCES OF CALIFORNIA, INC.

Consolidated Balance Sheets

(in thousands except share and per share amounts)
Assets
Current assel
Cash and cash equivalel
Investment:
Accounts receivabl
Inventory
Prepaid expenses and other current a:
Total current asse
Property and equipment, r
Long-term asset
Total asset

Liabilities, Convertible Preferred Stock and Stocklolders’ Equity (Deficit)
Current liabilities
Accounts payabl
Accrued expenses and other current liabili
Deferred revenu
Facility financing obligatior
Total current liabilities
Deferred revenue, n-current
Lease incentives and other l-term liabilities
Facility financing obligation, nc-current
Total liabilities
Commitments and contingencies (Note
Stockholder’ equity
Convertible Preferred Stock, $0.001 par va

Authorized 50,000,000 shares; No shares issuedtetamding at December 31, 2011 and 2

Common Stock and additional p-in-capital, $0.001 par valu

Authorized 1,000,000,000 shares; Issued and oulistgrb4,963,770 and 52,855,267 shares at

December 31, 2011 and 2010, respecti'
Accumulated other comprehensive income (i
Accumulated defici

Total stockholder equity
Total liabilities and stockholde’ equity

See accompanying notes to the consolidated finbstaitements.
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December 31,

2011 2010

$ 58,86¢ $ 147,65(
118,56 136,02
4,557 341
15,51 6,86+
2,09: 2,23¢
199,60 293,11
18,309¢ 12,31
317 322
$ 218,31 $ 305,74°
$ 4,74 $ 9,51F
10,25¢ 7,99¢
4,23¢ 3,221
14C 11C
19,37¢ 20,84(

1,61¢ —
3,07¢ 2,11
2,78¢ 2,92
26,85 25,88
632,96 612,05
57 21)
(441,55 (332,16)
191,46 279,86(
$ 218,31 $ 305,74
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PACIFIC BIOSCIENCES OF CALIFORNIA, INC.
Consolidated Statements of Operations

Years Ended December 31,

(in thousands, except share and per share amount 2011 2010 2009
Revenue
Product revenu $ 31,48t $ — $ —
Service and other reven 1,487 — —
Grant revenus 89( 1,674 13¢
Total revenue 33,86: 1,67¢ 13E
Cost of Revenue
Cost of product revent 18,72t — —
Cost of service and other rever 2,104 — —
Total cost of revenu 20,82¢ — —
Gross profi 13,03¢ 1,674 13¢
Operating Expenst
Research and developmt 76,08( 111,82: 75,87¢
Sales, general and administrat 46,71( 30,08 12,32¢
Total operating expen: 122,79( 141,90¢ 88,20¢
Operating los: (109,75¢) (140,23, (88,070
Other income, ne 36€ 68 367
Net loss $ (109,38 $ (140,16¢) $(87,707)
Basic and diluted net loss per sh $ (2.0%) $ (14.10 $(173.09)
Shares used in computing basic and diluted netdesshart 53,873,92 9,938,41. 506,86!

See accompanying notes to the consolidated finbstaitements.
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PACIFIC BIOSCIENCES OF CALIFORNIA, INC.

Consolidated Statements of Stockholders’ Equity (Cfesit)

Accumulated

Total

Additional Other Stockholders’
Deferred Comprehensive Accumulated
(in thousands, except share and per sha Paid-in Stock-Based Equity
amounts) Common Stock Capital Compensatior Income (Loss) Deficit (Deficit)
Shares Amount
Balance at December 31, 20C 577,02. $ — $10,900 $ 42 3 44  $(104,29) $ (93,389
Issuance of Common Stock upon exercise
of stock option: 84,24 — 303 — — — 303
Repurchase of unvested Common St (5,17¢) — — — — — —
Vesting of Common Stock options early
exercisec — — 79 — — — 79
Employee stock-based compensation
expense recorded under the intrinsic
value metho — — 52¢€ 42 — — 56¢
Employee stock-based compensation
expense recorded under the fair value
method — — 2,64: — — — 2,64
Non-employee stoc-based compensatic — — 41¢ — — — 41¢
Other comprehensive lo — — — — (43 — (43
Net loss — — — — — (87,709 (87,709
Total comprehensive lo — — — — — — (87,746
Balance at December 31, 20C 656,08:0 $ — $14,877 $ = $ 1 $(192,00) $(177,12)

See accompanying notes to the consolidated finbstaitements.
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PACIFIC BIOSCIENCES OF CALIFORNIA, INC.

Consolidated Statements of Stockholders’ Equity (Cfeit)—(Continued)

Accumulated

Total

Other Stockholders’
Additional Deferred Comprehensive Accumulated
Paid-in Stock-Based Equity
(in thousands, except share amounts) Common Stock Capital Compensatior Income (Loss) Deficit (Deficit)
Shares Amount

Balances at December 31, 20( 656,08c0 $ — $1487 $ — 3 1 $(192,00) $(177,12)
Conversion of redeemable convertible

preferred stock to common stock at initial

public offering 37,183,52 37 374,92° — — — 374,96«
Conversion of warrants from warrants for

preferred stock to warrants for common

stock — — 32¢ — — — 32¢
Elimination of fractional shares resulting from

reverse stock spl (25) — Q) — — — Q)
Issuance of common stock from Initial publ

offering, net of issuance cos 14,375,00 15 210,76t — — — 210,78:
Issuance of Common Stock upon exercis

stock options 606,96: 1 707 — — — 70¢
Issuance of Common Stock to consuli 20,93( — 281 — — — 281
Issuance of Common Stock in connection \

exercise of warrant 12,79: — — — — — —
Vesting of Common Stock options ea

exercisec — — 42¢ — — — 42¢
Employee stock-based compensation expense

recorded under the intrinsic value mett — — 84t — — — 84t
Employee stock-based compensation expe

recorded under the fair value mett — — 7,88( — — — 7,88(
Nonemployee sto-based compensatic — — 96& — — — 96&
Other comprehensive lo — — — — (22 — (22
Net loss — — — — — (140,16¢) (140,166
Total comprehensive lo: — — — — — — (140,18%)
Balances at December 31, 20! 52,85526 $ 53 $612,00: $ — $ (21) $(332,167) $ 279,86t

See accompanying notes to the consolidated finbsteigements.



Table of Contents

PACIFIC BIOSCIENCES OF CALIFORNIA, INC.

Consolidated Statements of Stockholders’ Equity (Cfeit)—(Continued)

(in thousands, except share amounts)

Balances at December 31, 201

Issuance of Common Sto

Vesting of Common Stock options
early exercisel

Employee stoc-based compensatic
expense recorded under the fair
value methoc

Nonemployee sto-basec
compensatiol

Other comprehensive lo

Net loss

Total comprehensive lo

Balances at December 31, 201

Accumulated

Total

Other Stockholders’
Additional Deferred Comprehensive Accumulated
Paid-in Stock-Based Equity
Common Stock Capital Compensatior Income (Loss) Deficit (Deficit)
Shares Amount

52,85526 $ 53 $612,00. $ — 3 (21) $(332,16) $ 279,86t
2,108,50:. 2 7,741 — — — 7,74%
— — 78C — — — 78C
— — 12,14¢ — — — 12,14¢
— — 23¢ — — — 23¢
— — — — 78 — 78
— — — — — (109,38¢) (109,389
— — — — — — (109,31()
54,963,77 $ 55 $632,90¢ $ — $ 57 $(441,55) $ 191,46:

See accompanying notes to the consolidated finbsteigements.
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PACIFIC BIOSCIENCES OF CALIFORNIA, INC.

Consolidated Statements of Cash Flows

(in thousands)
Cash flows from operating activities
Net loss
Adjustments to reconcile net loss to net cash usegerating activitie:
Depreciation and amortizatic
Stock-based compensatic
Other items
Changes in assets and liabilit
Accounts receivabl
Inventory
Prepaid expenses and other as
Accounts payabl
Accrued expenses and other current liabili
Deferred revenu
Lease incentives and other l-term liabilities
Net cash used in operating activit
Cash flows from investing activities
Purchase of property and equipm
Purchase of investmer
Sales of investmen
Maturities of investment
Net cash provided by (used in) investing activi
Cash flows from financing activities
Proceeds from issuance of Convertible PreferredkStet
Proceeds from issuance of Common Si
Proceeds from exercise of Junior Preferred Stodikiog
Proceeds from issuance of Common stock in IPOghissuance cos
Repurchases of Common Stc
Payment of notes payat
Net cash provided by financing activiti
Net (decrease) increase in cash and cash equis
Cash and cash equivalents at beginning of pe
Cash and cash equivalents at end of pe

Supplemental disclosure of cash flow informatior

Interest paic

Supplemental disclosure of no-cash investing and financing activities
Assets acquired under facility lee

Additions to property and equipment under tenamrowement allowance
Inventory transferred to property and equipmeniriternal use
Conversion of convertible preferred stock to comratmtk upon IPC
Reclassification of preferred warrants to commalstvarrants

Issuance of common stock related to convertibléepred stock offering
Vesting of stock options related to early exerc

Years Ended December 31,

2011 2010 2009
$(109,38)  $(140,16(  $(87,709)
5,80: 5,16( 4,10¢
12,38¢ 9,69( 3,63(
22€ 45¢ 194

(4,216) (341) —

(11,409 (6,86 —
1,87 (1,336) (30)
4,779 3,631 3,891
3,044 4,24¢ 1,16¢

2,631 3,221 —
85C 29¢ (92)
(102,979 (121,990 (74,839
(9,284) (5,259) (5,177
(264,07) (180,969 (25,42

36,52( — —
243,28 47,97: 49,20
6,44¢ (138,25() 18,59:
— 106,14! 68,01(
7,74¢ 1,73¢ 311
— — 1

— 210,78: —
— — (8)
— — (1,300)
7,74¢ 318,66« 67,01
(88,785 58,41¢ 10,77(
147,65 89,23: 78,46:
$ 58,86 $147,65(  $ 89,23
$ — $ — $ (30

— 2,971 —

— 1,91¢ —

2,75¢ — —

— 374,96! —

— 326 —

— 281 —

78C 42¢ —

See accompanying notes to the consolidated finbstaitements.
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PACIFIC BIOSCIENCES OF CALIFORNIA, INC.
Notes to Consolidated Financial Statements

1. Overview

Pacific Biosciences of California, Inc., (“Pacifstosciences”, “PacBio”, “we”, “us”) has commercizdid a platform for single molecule,
real-time detection of biological events. Our wiiocus is on the DNA sequencing market where axehdeveloped and introduced a third
generation sequencing platform.

The names “Pacific Biosciences,” “PacBio,” “SMRT3MRTbell” and our logo are our trademarks.

Initial Public Offering

On October 26, 2010, our registration statemerffam S-1 relating to our initial public offeringlPO”) was declared effective by the
Securities and Exchange Commission (“SEC”) andB0r closed on November 1, 2010, whereby we sol8Q2000 shares of common stock
at a price of $16.00 per share. The shares begdimgy on the NASDAQ Global Select Market undertthding symbol “PACB” on
October 27, 2010. Subsequently on November 1, 200iQunderwriters exercised their overallotmentapto purchase an additional
1,875,000 shares of common stock at $16.00 peestvich transaction closed on November 4, 2010ré&keived net proceeds of
approximately $210.8 million from the initial publoffering, including proceeds from the underwriteerallotment option, net of underwriting
discounts, commissions, and offering costs.

In connection with the IPO, all outstanding coniabet preferred stock converted into common stockirants to purchase convertible
preferred stock converted into warrants to purcltasemon stock, and the convertible preferred steakrant liability were reclassified to
stockholders’ equity.

2. Summary of Significant Accounting Policies
Basis of Presentation and Consolidat

Our consolidated financial statements have begpapee in conformity with accounting principles geally accepted in the United Stat
or GAAP, as set forth in the Financial Accountirtgr&lards Board, or FASB, Accounting Standards @atibn, or ASC. The consolidated
financial statements include the accounts of PaeBibour wholly owned subsidiaries. All intercomparansactions and balances have been
eliminated. Translation adjustments resulting fioamslating foreign subsidiaries’ results of opiersd and assets and liabilities into U.S.
dollars are immaterial for all periods presented.

Use of Estimates

The preparation of financial statements in conftymiith GAAP requires us to make estimates andragsions that affect the reported
amounts of assets and liabilities and disclosumofingent assets and liabilities at the datdeffinancial statements and the reported amc
of revenue and expense during the reporting periods estimates include, but are not limited t&fuklives assigned to long-lived assets, the
valuation of common and preferred stock prior ® RO and related warrants and options, assumptised in computing stock-based
compensation expense, provisions for income tamesntory and contingencies. Actual results couftedfrom our estimates, and such
differences could be material to our financial Hosiand results of operations.

Fair Value of Financial Instrumen

The carrying amount of our financial assets anuillizes, including accounts receivable, prepaigpenses, other current assets, other
long-term assets, accounts payable, accrued expanseother current liabilities,
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approximate fair value due to their short matusitiehe carrying value of the facility financing wgaltion approximates fair value based on
currently available borrowing rates and after cdesation of non-performance risk and credit risk.

A fair value hierarchy was established under GAA&t tequires an entity to maximize the use of oks#e inputs and minimize the use
of unobservable inputs when measuring fair valuénancial instrument’s categorization within therfvalue hierarchy is based upon the
lowest level of input that is significant to therfaalue measurement. The three levels of inpuasiay be used to measure fair value are as
follows:

* Level 1: quoted prices in active markets for idegitassets or liabilitie:

» Level 2: inputs other than Level 1 that are obdaljaeither directly or indirectly, such as quopgites in active markets for simil
assets or liabilities, quoted prices for identimasimilar assets or liabilities in markets tha apt active, or other inputs that are
observable or can be corroborated by observableendata for substantially the full term of theetssor liabilities; ant

» Level 3: unobservable inputs that are supportelitthyy or no market activity and that are signifitdo the fair value of the assets or
liabilities.

We consider an active market to be one in whichsi@ations for the asset or liability occur withfstiént frequency and volume to
provide pricing information on an ongoing basis] &ew an inactive market as one in which therefewnetransactions for the asset or liability,
the prices are not current, or price quotationy gabstantially either over time or among markekens. Where appropriate, our non-
performance risk, or that of our counterparty,dasidered in determining the fair values of ligkeh and assets, respectively.

All of our cash and money market funds, which idelank deposits, are classified within Level theffair value hierarchy because t
are valued using bank balances or quoted marketgrOur investments are classified as Level 2umsnts based on other observable inputs.
None of our investments are classified within Le¥eif the fair value hierarch

Assets and liabilities measured at fair value éassified in their entirety based on the loweselef input that is significant to the fair
value measurement. Our assessment of the sigrégoaina particular input to the entire fair valueasurement requires management to make
judgments and consider factors specific to thetagdability.

December 31, 201. December 31, 201!
Level 1 Level 2 Level 3 Total Level 1 Level 2 Level 3 Total

Assets

Cash and money market fun $44,20C $ — $— $ 44,20 $118,46. $ — $— $118,46:
Certificates of deposil 4,034 — 4,034 — — — —
Commercial pape — 39,37( — 39,37( — 59,57: — 59,57:
Corporate debt securitit — 37,38¢ — 37,38¢ — 49,97( — 49,97(
Asset backed securitis 9,90¢ — 9,90¢ — — — —
U.S. government and agency securi — 37,46¢ — 37,46¢ — 47,141 — 47,141
Total assets measured at fair valu $44,20( $128,16° $— $172,36° $118,46: $156,68: $— $275,14¢

During 2010 and 2009 we recognized a convertibddgpored warrant liability. We classify our warrdiatility within Level 3 and
adjusted it for changes in fair value until our [R®which time all unexercised warrants were aatiically converted into warrants to purch
common stock and the warrant liability was

60



Table of Contents

reclassified to additional paid-capital. The change in the fair value of thiseertible preferred stock warrant liability is surarnzed below (il
thousands):

2010 2009
Fair value at beginning of peric $ 22¢ $142
Change in fair value recorded in other expense 10C 84
Liability reclassified to additional pe-in capital (32€) —

Fair value at end of peric $— $22€

Cash and cash equivalents

We consider all highly liquid investments purchasetth an original maturity of three months or lésde cash equivalents. Cash
equivalents consist of money market funds and cortiadepaper.

Investment:

Our investments consist of U.S. treasury and UoSeghment agency securities, asset backed sesyritieporate notes and bonds,
commercial paper, cash deposits and money markdsfiWe have designated all investments as avaifablsale and therefore, such
investments are reported at fair value, with urizedlgains and losses recorded in accumulated otimprehensive income. For securities ¢
prior to maturity, the cost of securities sold &bd on the specific identification method. Redligains and losses on the sale of investments
are recorded in other income, net.

All of our investments are subject to a periodip@&inment review. We recognize an impairment charigen a decline in the fair value of
our investments below the cost basis is judgecttotber-than-temporary. Factors considered in geténg whether a loss is temporary
included the length of time and extent to whichithestments fair value has been less than thebamss$, the financial condition and near-term
prospects of the investee, extent of the losseelat credit of the issuer, the expected cash flomra the security, our intent to sell the security
and whether or not we will be required to sell $keurity before the recovery of its amortized cBsiiing the years ended December 31, 2011,
2010 and 2009, we did not record any other-tharptgary impairment charges on our available for salaurities, because we do not intend to
sell the security and it is not more likely thart tiat we will be required to sell these securibiefore the recovery of their amortized cost b

Concentration of Credit Risk

The carrying amounts for financial instruments dstivgy of cash and cash equivalents, accountswaile, accounts payable and accrued
liabilities approximate fair value due to their shmaturities. Marketable securities are statettheit estimated fair values, based on quoted
market prices for the same or similar instrumenkge counterparties to the agreements relating téneestment securities consist of various
major corporations, financial institutions, mungliies and government agencies of high creditditan

Our accounts receivable are derived from net reze¢awcustomers and distributors located in theddhB8tates and other countries. We
perform credit evaluations of our customers’ finahcondition and, generally, require no collatdram our customers. We regularly review
our accounts receivable including consideratiofaofors such as historical experience, credit ¢uélie age of the accounts receivable
balances and current economic conditions that rffagtaa customes ability to pay. We have not provided reservegftential credit losses
date. As of December 31, 2011 and 2010, approxignég% and 100%, respectively, of our accountsivetde were from domestic
customers. As of December 31, 2011, approximata¥p 8f our net accounts receivable were from 5 iidldial customers, each representing at
least 10% of our net accounts receivable. As ofebdaer 31, 2010, 100% of our net accounts receiwahgefrom a single customer.
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During the year ended December 31, 2011, domesteEnue accounted for 81% of total revenue. Pri@Othl, revenue consisted solely
of U.S. government grant revenue.

Inventory

Inventory is valued at the lower of the standarst,cahich approximates actual cost, or market. @odetermined using the FIFO (first-
in, first-out) method. Adjustments to reduce the cost ofnitae to its net realizable value, if required, arade for estimated excess or obst
balances.

Property and Equipment, N

Property and equipment are generally stated af mesbf accumulated depreciation. Depreciaticroimputed using the straight-line
method over the estimated useful life of the aggaterally two to three years for computer equipnagia software, three to seven years for
furniture and fixtures, three years for lab equipirend 30 years for buildings. Leasehold improvetsiare depreciated over the shorter of the
lease term or the estimated useful life of theteelasset. Major improvements are capitalized,evmihintenance and repairs are expensed as
incurred.

In connection with build-to-suit lease arrangemehéd we account for as if we own the facility, meeord the facility at the fair value at
the date construction commences, prior to sigmficanovations, plus the costs of the renovatigve.determined the fair value of such
facilities prior to renovation based on severatdes; including an appraisal conducted by an inddpat licensed appraiser.

Impairment of Lon-Lived Assets

We periodically review property and equipment fapairment whenever events or changes in circumesainclicate that the carrying
amount of an asset is impaired or the estimatefiliLidges are no longer appropriate. Fair valuestimated based on discounted future cash
flows. If indicators of impairment exist and thediscounted projected cash flows associated with sgeets are less than the carrying amount
of the asset, an impairment loss is recorded ttewhie asset down to its estimated fair valuesddte, we have not recorded any impairment
charges.

Revenue Recognitic

Our revenue is generated primarily from the salprofiucts and services. Product revenue primaoihsists of sales of our PacBRS
instrument and related consumables, and serviceted revenue primarily consists of revenue eafr@d product maintenance agreements.
Grant revenue reflects revenue from governmenttgiiat generally provide cost reimbursement forade types of expenditures in return for
research and development activities over a contaélgtdefined period. Revenue from grants is re@aphin the period during which the
related costs are incurred, provided that the ¢mmdi under which the grants were provided have lpeet.

We recognize revenue when persuasive evidence afrangement exists, delivery has occurred or ses\viave been rendered, the price
is fixed or determinable, and collectability is senably assured. In instances where final acceptafithe product or system is required,
revenue is deferred until all acceptance criteaigehbeen met. Revenue for product sales is geypeealbgnized upon customer acceptance.
Revenue for product maintenance agreements is mezmyjwhen earned, which is generally ratably dkerservice period.

In order to assess whether the price is fixed tgrdgnable, we evaluate whether refund rights eXishere are refund rights or payment
terms based on future performance, we defer revesaggnition until the price becomes fixed or detigable. We assess collectability based
on a number of factors, including customer credithioess. If we determine that collection of amauhie is not reasonably assured, revenue
recognition is deferred until receipt of payment.
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We regularly enter into contracts where revenweisved from multiple deliverables including a neifikproducts or services. Revenue
recognition for contracts with multiple deliverablis based on the individual units of accountingaeined to exist in the contract. A delivel
item is considered a separate unit of accountingnd) the delivered item has value to the custamex stand-alone basis; and 2) when a
general right of return exists, the delivery orfpanance of an undelivered item is considered gotgband under the control of the Company.
Items are considered to have stand-alone value Wiggnare sold separately by any vendor or whermdiseomer could resell the item on a
stand-alone basis. Our revenue arrangements gigndoatot have a general right of return. When lavdeable does not meet the criteria to be
considered a separate unit of accounting, we gitoujh other deliverables that, when combined, tibe criteria, and the appropriate
allocation of arrangement consideration and reveacegnition is determined. Consideration is altedat the inception of the contract to all
deliverables based on their relative selling prineorder to determine the relative selling pri¢e aleliverable, we apply the following
hierarchy: 1) vendor-specific objective evidencéROE"); 2) third-party evidence if VSOE is not akadile; and 3) our best estimate of selling
price for the deliverable if neither VSOE nor thdrty evidence is available.

In order to establish VSOE, we must regularly el product or service on a standalone basis wstibatantial majority priced within a
relatively narrow range. If there are not a suffitinumber of standalone sales and VSOE cannatteentined, then we consider whether third
party evidence can be used to establish selliragpBue to the lack of similar products and ses/g@d by other companies within our
industry, we have not established selling pricagishird-party evidence. If neither VSOE nor thirarty evidence of selling price exists, we
determine our best estimate of selling price ugsimgmbination of prices set by our pricing comneitteljusted for applicable discounts and
customer orders received to date.

Deferred revenue primarily represents product neaismice agreement revenue that is expected to bgmnieed over the related service
period.

Research and Developme

We expense research and development costs dugngetiod in which the costs are incurred. Howewer defer and capitalize non-
refundable advance payments made for researcheargdogyment activities until the related goods aeived or the related services are
rendered.

Leases

We categorize leases at their inception as eitherating or capital leases. On certain of our le@geements, we may receive tenant
improvement allowances, rent holidays and othegritiges. Rent expense is recorded on a straightdasis over the term of the lease. The
difference between rent expense recognized and risipaid under the lease agreement is recordezhas Incentives in the balance sheets.
Leasehold improvements are capitalized at costdapdeciated over the lesser of their expected UBkfwr the life of the lease. Tenant
improvements afforded to us by landlord incentiaesrecorded as leasehold improvement assets @ritesponding lease incentives liabilities.

For build-to-suit lease arrangements, we evaldaektent of our financial and operational involesin the tenant improvements to
determine whether we are considered the ownereofdnstruction project under GAAP. When we are iclemed the owner of a project, we
record the shell of the facility at its fair valatthe date construction commences with a correipgriacility financing obligation.
Improvements to the facility during the constructfwroject are capitalized and, to the extent furnaetessor afforded incentives, with
corresponding increases to the facility financibtjgation. Payments we make under leases in whielane considered the owner of the fac
are allocated to land rental expense, based oreléve values of the land and building at the oencement of construction, reductions of
facility financing obligation and interest expemseognized on the outstanding obligation. As thiédbaut was completed in 2010, the activity
in 2011 consisted solely of lease payments. Textent gross future payments do not equal the decbliability, the
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liability is settled upon return of the facility tbe lessor. Any difference between the book valube assets and remaining facility obligation
are recorded in other expense, net. For existirapngements, the differences are expected to be tieniala

Income Taxe

We account for income taxes under the asset abifitfanethod, which requires, among other thinthst deferred income taxes be
provided for temporary differences between thebi@sis of our assets and liabilities and the amowptsrted in the financial statements. In
addition, deferred tax assets are recorded fofuttuee benefit of utilizing net operating lossesl aasearch and development credit
carryforwards. A full valuation allowance is proeitlagainst our net deferred tax assets as it ie fik@ly than not that the deferred tax assets
will not be fully realized.

We review our positions taken relative to incomeeta To the extent our tax positions are moreyikiehn not to result in the payout of
additional taxes, we accrue the estimated amoutatxdor such uncertain positions.

Stock-based Compensation

Stock-based compensation expense for all stockdbam®pensation awards is based on the grant dateafae estimated using the
Black-Scholes option pricing model. We have limitestorical information available to support thederlying estimates of certain assumptions
required to value stock options. Because theraniguket for options on our common stock, we havesictered implied volatilities as well as
our historical realized volatilities when developian estimate of expected volatility. We estimateterm using historical data and peer data.
We recognize compensation expense on a straighbhsis over the requisite service period. We leteeted to use the simplified method to
calculate the beginning pool of excess tax benefits

We have employee and director stock option plaasate more fully described in Note 10.

Convertible Preferred Stock Warrants

Prior to our IPO in October 2010, we accountedi@estanding warrants to purchase shares of owrectible preferred stock at fair val
on the balance sheet because we may have beenatellip redeem these warrants at some point ifuthies. The warrants were subject to
remeasurement at each balance sheet date withehanfair value recognized as other expense nrtbiei consolidated statement of operati
We continued to adjust the liability for changedair value until our IPO, at which time all unegised warrants automatically converted into
warrants to purchase common stock and the waiiedility was reclassified to additional paid-in dahb

Other Comprehensive Income (loss)

Other comprehensive income (loss) is comprisechodalized gains (losses) on our investment seearifiotal comprehensive income
(loss) for all periods presented has been disclosdte consolidated statements of stockholdergiteddeficit).

Recent Accounting Pronounceme

In 2011 the FASB issued Accounting Standards UpiNate?011-04, Fair Value Measurement (Topic 820jiehdments to Achieve
Common Fair Value Measurement and Disclosure Reménts in U.S. GAAP and IFRS. This update resnltimmon principles and
requirements for measuring fair value and for disitlg information about fair value measurementcicordance with U.S. GAAP and IFRS.
ASU 2011-04 is required to be applied prospectiwelinterim and annual periods beginning after Delser 15, 2011. Early application is not
permitted. The adoption of this amendment will hate a material effect on our Consolidated Findr8tiatements.
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In 2011 the FASB issued Accounting Standards UpNate201105, Comprehensive Income (Topic 220): Presentatid@®omprehensiv
Income. This statement requires companies to présertomponents of other comprehensive incometeitha single continuous statement of
comprehensive income or in two separate but cotisecstatements of net income and other compreherniscome. This statement is effective
for interim and annual periods beginning after Deloer 15, 2011. Full retrospective application guieed. We will adopt this guidance
beginning Q1 2012. The adoption of this amendmelhiat have a material effect on our Consolidak@gancial Statements as the amendment
impacts presentation only.

3. Investments
The following table summarizes our investmentsfd3exember 31, 2011 and 2010 (in thousands):

As of December 31, 201

Gross Gross
unrealized unrealized
Amortized Fair
Cost gains losses Value
Cash and cash equivalents
Cash and money market fun $ 44,20( $ — $ — $ 44,20(
Commercial pape 9,59¢ — (1) 9,59¢
Total cash and cash equivale 53,79¢ — (1) 53,79¢
Investments:
Commercial pape 29,765 5 — 29,77:
Corporate debt securitir 37,37¢ 65 (57 37,38
Asset backed securitis 9,90¢ 7 2 9,90¢
Certificates of depos 4,02¢ 9 (D) 4,03¢
U.S. government and agency securi 37,43¢ 34 3 37,461
Total investment 118,51: 12C (63) 118,56¢
Total cash, cash equivalents and investm $172,31: $ 12C $ (69 $172,36°
As of December 31, 201
Gross Gross
unrealized unrealized
Amortized Fair
Cost gains losses Value
Investments:
Commercial pape $ 59,57: $ 1 $ — $ 59,57:
Corporate debt securiti 49,98 11 (28) 49,97(
U.S. government and agency securi 47,14¢ 3 (8 47,14
Total cash, cash equivalents and investm $156,70! $ 15 $ (36 $156,68¢

4. Balance Sheet Components
Inventory:
As of December 31, 2011 and 2010, our inventorycoasisted of the following components (in thows)n

December 31

2011 2010
Purchased materia $ 5,27: $4,051
Work in proces! 5,34 2,81z
Finished good 4,89 —

Inventory, ne $15,51" $6,86<
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Property and Equipment:

As of December 31, 2011 and 2010, our propertyespuipment, net consisted of the following composéim thousands):

Building

Laboratory equipment and machint
Leasehold improvemen

Computer equipmet

Software

Furniture and fixture

Construction in progres

Less: Accumulated depreciati
Property and equipment, r

December 31,

2011 2010
$ 1,16 $ 1,160
15,66+ 10,99¢
7,63¢ 7,13(
3,45 3,03:
1,57 1,70¢
85¢ 801
3,22z 8
33,56¢ 24,83¢
(15,170 (12,52¢)
$18,3%¢ $12,31

Depreciation expense during 2011, 2010 and 2009%&asmillion, $5.2 million and $4.1 million, resgévely.

During December 2009, we entered into a lease ageefor a manufacturing and office facility, amd?010 commenced renovations
specific to our needs and operating requirememtsding improvements and modifications to thelfacs structure and principal operating
systems. Pursuant to GAAP, this direct involvententlers us the owner of the facility for accouniigposes. Accordingly, upon
commencement of construction activities, we reco®te 2 million for the fair value of the facilityithin property and equipment, net with a

corresponding liability recorded to facility finang obligation.

In addition, pursuant to the terms of the leasargyement, the landlord provided incentives to fagpects of the construction project
totaling $1.8 million. The tenant improvement albovees afforded by the landlord are reflected orbHiance sheet as a component of property
and equipment. As we account for the leased faciktif we are the owner of the facility, we dejmézthe assets over their expected useful

lives.

Accrued liabilities and other current liabilities:

As of December 31, 2011 and 2010, our accrued esggeand other current liabilities consisted offdtiewing (in thousands):

Salaries and benefits
Professional service

Shor-term portion of deferred rel
Customer deposit

Other

Accrued expenses and other current liabili

5. Facility Financing and Debt Obligations
Facility Financing Obligatior

December 31 December 31
2011 2010
$ 528 $ 5,49
1,91t 65¢
844 578
1,50¢ —
712 1,26¢
$ 10,25¢ $ 7,99

In December 2009 we entered into a lease agredioreamtmanufacturing and office facility. In orderfthe facility to meet our needs and
operating requirements, substantial tenant impreargs) including improvements
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to the structural elements and principal operasiyggems of the facility, were necessary. The legsmrided a tenant improvement allowanc
$1.8 million to apply towards the necessary improgats and we remained obligated for additional artwaver the afforded allowance.

Due to our involvement in and the nature of theovations made to the facility and our obligatioo$und the costs of renovations
exceeding the incentives afforded to us, we accfmrhe facility as if we are the owner. Accordiyngve recorded $3.0 million of building and
leasehold improvement assets, reflecting the $1llbmfair value of the facility prior to commenay renovations and the $1.8 million of
landlord incentives within property and equipmeret, and a corresponding liability recorded to facfinancing obligation.

Based on the allocation of payments, the facilitrficing obligation bears an implied interest @ft8.0%. During 2011 and 2010, we
recognized $0.3 million and $0.2 million, respeetwof interest expense in our consolidated statgmfoperations relating to the facility
financing obligation.

As of December 31, 2011, the future minimum paymeéoe under the facility financing obligation weefollows (in thousands):

Financing

obligation
2012 $ 41t
2013 43¢
2014 452
2015 472
Total payment: 1,772
Less amount representing inter (997)
Total net payments under facility financing obligat 775
Property reverting to landlol 2,151
Present value of obligatic 2,92¢
Less current portion of obligatic (140
Long-term portion of obligatiol $ 2,78¢

6. Commitments and Contingencies
Operating Lease Commitment

As of December 31, 2011 we have noncancelable tipglaase agreements for research and developwoiéing, manufacturing and
training facilities in Menlo Park, California thexpire at various dates, with the latest expiratiobecember 2015. Our leases run have val
options for renewal.

Rent expense for 2011, 2010, and 2009, was $2l®mi$2.1 million, and $1.4 million, respectiveMie are also required to pay our
share of operating expenses with respect to thitigsin which we operate.

As of December 31, 2011, the future annual mininkemse payments under all noncancelable operatasgdewith an initial term in
excess of one year are as follows (in thousands):

Years ending December 31: Amount
2012 $ 3,56(
2013 3,67(
2014 3,78(
2015 3,85(
Total minimum lease paymer $14,86(
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License Agreemen

We have entered into cancelable license agreemengnended, with third parties for certain patigitts and technology. Under the
terms of these agreements, we may be obligatedytoninimum royalty and license maintenance feesehse and maintenance fees for 2011,
2010 and 2009 were $0.3 million, $0.3 million, &td2 million, respectively.

Contingencies

We may become subject to claims and assessmenidifre to time in the ordinary course of busin&¥s. accrue liabilities for such
matters when it is probable that future expend#wvél be made and such expenditures can be rebsoestimated.

On August 27, 2010, we were named as a defendant@mplaint filed by Helicos Biosciences Corpanatior Helicos, alleging
infringement of patents owned and in—licensed yptaintiffs. Helicos seeks a permanent injuncgajoining us from further infringement of
the asserted patents, and unspecified monetarygism@n October 22, 2010, Helicos filed an amemrdetplaint naming additional
defendants in the lawsuit. On November 8, 2010filwe our answer to Helicos’ complaint denying Hek’ allegations, asserting affirmative
defenses of noninfringement, invalidity and uneoéability of the claims of the patents in suit, @sderting counterclaims for declaratory
judgment that our products do not infringe therabf the patents in suit, and that those clairasraralid and unenforceable. (

December 16, 2011, the court granted Helicos’ nmatiiofile a second amended complaint adding ArizBai@nce and Technology Enterprises
LLC d/b/a Arizona Technology Enterprises as an il plaintiff in the lawsuit.

On October 21, 2011 and October 24, 2011 we artdioesf our officers and directors were named ip tdentical purported class action
lawsuits filed in the Superior Court of the StateCalifornia, County of San Mateo. Plaintiffs haweught claims alleging violation of several
provisions of federal securities laws in connectioth our August 16, 2010 registration statemestgmended, effective as of October 26,
2010) on behalf of all persons or entities who hased Pacific Biosciences stock pursuant or trdedalour initial public offering and were
damaged thereby. The complaints allege violatidiiee Securities Act of 1933 in connection with ditial public offering, arising out of
alleged omissions and misrepresentations in oud 28distration statement. The complaints seek, gnatimer things, compensatory damages,
rescission, and attorney’s fees and costs.

On December 21, 2011, we and certain of our offieerd directors were named in a purported clagsndetwsuit filed in United States
District Court for the Northern District of Califoia, on behalf of all persons or entities who bdRgwcific Biosciences stock between
October 27, 2010 and September 20, 2011. The campléeges violations of the Exchange Act of 198dsing out of alleged misstatements
or omissions by the Company and/or its employeesgthe class period. The complaint seeks, amdingrahings, compensatory damages,
rescission, and attorneys’ fees and costs.

On December 29, 2011, we were named as a nomifeidint, along with certain of our directors asvidlial defendants, in a purport
shareholder derivative lawsuit filed in United $&District Court for the Northern District of Cfalinia. The complaint alleges that the director
defendants breached various fiduciary duties oweatdé Company, engaged in waste of corporate assetsvere, as a result, unjustly
enriched. The complaint seeks, among other thirgsitution of director profits allegedly obtainas a result of the aforesaid conduct,
improvement of our corporate governance procedaredattorneys’ fees and costs.

Pursuant to Delaware law, we may have obligatiander certain circumstances, to hold harmless rahkehinify each of our directors &
certain officers, including those named in theawj against judgments, fines, settlements andnsegerelated to claims arising against such
directors and officers to the fullest extent petedtunder Delaware law, our bylaws and certificdtecorporation. Such obligations for
indemnification
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may apply to these lawsuits. In addition, we mayehabligations to hold harmless and indemnify eafcthe underwriters from our initial
public offering and their respective affiliatesteditors and officers against any and all lossesing, damages and liabilities related to claims
arising against such parties pursuant to the tefrttse underwriting agreement between the undesgvariand the Company.

Despite our defenses and counterclaims, we caashgtee any outcome of any lawsuit. An estimath@possible loss or possible
range of loss associated with the resolution offfleeementioned contingencies cannot be providekl e@rtainty or confidence, and therefore
no estimate is provided and we have not recordebéity.

Indemnification

In the ordinary course of business, we enter itaodard indemnification arrangements. Pursuariided arrangements, we indemnify,
hold harmless, and agree to reimburse the indeethifarties for losses suffered or incurred by tloeinnified party, in connection with any
trade secret, copyright, patent or other intellakproperty infringement claim by any third partithwespect to its technology, or from claims
relating to our performance or non-performance uadsontract, any defective products supplied hyusny negligent acts or omissions, or
willful misconduct, committed by us or any of oungloyees, agents or representatives. The termesktindemnification agreements is
generally perpetual anytime after the executiothefagreement. The maximum potential amount oféupayments we could be required to
make under these agreements is not determinabdeibedt involves claims that may be made against figure periods, but have not yet been
made. To date, we have not incurred costs to ddfswmsliits or settle claims related to these indéigation agreements.

We entered into indemnification agreements withditgctors and officers that may require us to mdiy our directors and officers
against liabilities that may arise by reason ofrth&tus or service as directors or officers, pthan liabilities arising from willful misconduct
of the individual. No liability associated with sumdemnifications has been recorded at Decemhe2(Bil.

7. Income Taxes

A reconciliation between the statutory federal mectax and our effective tax rates as a percertfilpss before income taxes are as
follows:

Years Ended December 31,

2011 2010 2009
Statutory tax rat (35.0% (35.0% (34.0%
State tax rate, net of federal ben (5.0 (5.7 (5.9
Stoclk-based compensatic 2.C 1.6 1.C
Federal R&D credi (2.9) (2.0 (2.€)
CA R&D credit 2.3 (1.2 1.8
Other 0.C 0.2 0.3
Change in valuation allowan: 43.1 43.5 42.¢
Change of implied statutory tax rate to prior ye 0.C (1.5 0.C
Effective income tax rat 0.C% 0.0% 0.C%
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Temporary differences and carryforwards that géseto significant portions of deferred taxes ardallows (in thousands):

December 31

2011 2010
Net operating loss carryforwar: $ 154,11¢ $ 117,03:
Research and development cre 17,81« 12,39:
Depreciatior 2,70¢ 1,34z
Accruals and reserve 6,17( 4,28
Total deferred tax asse 180,81( 135,04¢
Less: Valuation allowanc (180,81() (135,044
Net deferred tax asse $ — $ —

Due to uncertainties surrounding the realizatiodeferred tax assets through future taxable inceveehave provided a full valuation
allowance and, therefore, have not recognized angfits from net operating losses and other defdee assets. The valuation allowance
increased $45.8 million, $61.0 million and $37.7liov during the years ended December 31, 2011020 2009, respectively.

Recognition of deferred tax assets is appropridtenarealization of such assets is more likely thain Based upon the weight of availe
evidence, we believe it is more likely than nott i net deferred tax assets will not be fullylizedole. Accordingly, we have provided a full
valuation allowance against our net deferred taetgsas of December 31, 2011.

As of December 31, 2011, we had federal and setteperating loss carryforwards of approximatel9 8 million and $375.2 million,
respectively, available to reduce future taxabt®ine, if any.

The federal net operating loss carryforward begkgring in 2024, and the state net operating t@ssyforward begins expiring in 2014.

We also had federal and California state researdidavelopment credit carryforwards of approximad5.3 million and $15.7 million,
respectively, as of December 31, 2011. The fedesslarch and development credits begin expirirRp2% if not utilized. The California tax
research and development credits can be carrigchfdrindefinitely.

Tax attributes related to stock option windfall detilons are not recorded until they result in auctibn of cash tax payable. Our federal
and state net operating losses from windfall dédostwere excluded from our deferred tax assetnioelas of December 31, 2011. The benefit
of the federal and state net operating loss defdere assets of $3.2 million and $0.5 million, respvely, will be recorded to additional paid-in
capital when they reduce cash tax payable.

The Tax Reform Act of 1986 limits the use of netigiing loss and tax credit carryforwards in cersfuations where equity transacti
result in a change of ownership as defined by haieRevenue Code Section 382. In the event we &y an ownership change, utilizatior
our United States net operating loss and tax coadifyforwards could be limited.

As of December 31, 2011, our total unrecognizedenefit was $9.3 million, of which none of the tzenefit, if recognized, would affe
the effective income tax rate due to the valuasibowance that currently offsets deferred tax as3&fe do not anticipate the total amount of
unrecognized income tax benefits to significantigrease or decrease in the next 12 months.
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A reconciliation of the beginning and ending unigrgaed tax benefit accounts is as follows (in tlaonds):

Balance as of December 31, 2( $1,917
Increase in balance related to tax positions tékemior yeatr 2,02t
Balance as of December 31, 2( 3,937
Increase in balance related to tax positions tékemior yeatr 19¢
Increase in balance related to tax positions takeimg current yea 2,222
Balance as of December 31, 2( 6,357
Increase in balance related to tax positions takemior year 832
Increase in balance related to tax positions takeimg current yea 2,09¢
Balance as of December 31, 2( $9,28i

Our practice is to recognize interest and/or p&satelated to income tax matters in income taveagp. As of December 31, 2011 and
2010, we had no accrued interest or penaltiesaoertnet operating losses available to offsettaryadjustment. We file U.S. federal and
various state income tax returns. For U.S. fedamdl state income tax purposes, the statute ofdfioit currently remains open for the years
ending December 31, 2008 to present and Decemb@08Y to present, respectively. In addition, &lihe net operating losses and research
and development credit carryforwards that may bezed in future years may be subject to examimatiWe are not currently under
examination by income tax authorities in any jugsdn.

8. Convertible Preferred Stock

As of December 31, 2011 and 2010, there were n@sltd convertible preferred stock issued or ontliteg as all shares of preferred
stock converted to shares of common stock upon tmp of the IPO in 2010.

During June and July 2010, we issued an aggreddt4.® million shares of Series F convertible prefd stock at $7.63 per share and
received proceeds of $106.1 million, net of issearwsts of $2.9 million, bringing our aggregatefgmed stock outstanding at the time of the
IPO to 74.4 million shares. Each share of convierfilbeferred stock converted on a two-for one biaségscommon stock upon the closing of
our IPO declared effective by the SEC on Octobe2P80.

Warrants to Purchase Convertible Preferred Stock

In connection with loan and security agreementsrextinto in 2004 and 2006 which have since belynrepaid, we issued 50,569
warrants to purchase convertible preferred stoble. fair value of the warrants was estimated udieg®ack-Scholes valuation model at the
dates of issuance and recorded as debt issuartseticalswere amortized to interest expense ovecdhéractual life of 7 years. The fair value
of the warrants outstanding was recorded as ditiabnd revalued each subsequent reporting pevitidthe resulting gains and losses reco
in other expense, net. In accordance with thesglwations, we recorded expense of approximately$00,000 and $84,000 for the years
ended December 31, 2011, 2010 and 2009.

We continued to adjust the liability for changedair value until the completion of our IPO, at whitime all unexercised warrants
converted into warrants to purchase 25,000 shdresnomon stock and the liability was reclassifiedstockholders equity. At December 31,
2011 warrants to purchase 10,000 shares remaitandisg.
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9. Common Stock

Our Certificate of Incorporation, as amended arstited in October 2010 in connection with the clggif our IPO, authorizes us to iss
1,000,000,000 shares of $0.001 par value commak sited 50,000,000 shares of $0.001 par value pesfetock. As of December 31, 2011
and 2010, there were no shares of preferred ssstied or outstanding.

Common stockholders are entitled to dividends wénahif declared by our board of directors. Thereehlzeen no dividends declared to
date. The holder of each share of common stocktiezl to one vote.

Early Exercise of Employee Optio

Stock options granted under the 2005 Stock Plavigecemployee option holders the right to exerciseested options in exchange for
restricted common stock. The stock option tabledate 10 include unvested shares which amountedre, 169,000 and 59,000 at
December 31, 2011, 2010, and 2009, respectivelichndre subject to a repurchase right held by d@ilseabriginal issuance price in the event
the optionees’ employment is terminated either ntatily or involuntarily. Generally, this right laps as to 25% on the first anniversary of the
vesting start date and in 36 equal monthly amotlaeafter.

These repurchase terms are considered to be #&deefprovision and do not result in variable aatting. The restricted shares issued
upon early exercise of stock options are legabyésl and outstanding. However, these restrictegstase only deemed outstanding for basic
earnings per share computation purposes upon spectve repurchase rights lapsing. We treat ocashived from employees for the exercise
of unvested options as a refundable deposit shavanliability in our balance sheets. As of Decenfifr2011, 2010, and 2009, we included
cash received for early exercise of options of n&e8 million and $0.2 million, respectively, inaued liabilities. Amounts from accrued
liabilities are transferred into common stock additonal paid-in capital as the shares vest.

10. Stock Option Plans

As of December 31, 2011, we had two active equitygensation plans, the 2010 Equity Incentive Rlai2010 Plan, and the 2010
Outside Director Equity Incentive Plan, or 2010daiior Plan, both of which we adopted upon the &ffecess of our IPO during October
2010. Prior to the adoption of these plans, wetgchoptions pursuant to the 2004 Equity Incentila Pthrough August 2005, and the 2005
Stock Plan, through October 2010. Upon terminadibthhe predecessor plans, the shares availabbgrdmt at the time of termination, and
shares subsequently returned to the plans upoeitimé or option termination, were transferredh® successor plan in effect at the time of
share return.

2010 Equity Incentive Plan

Stock options granted under the 2010 Plan maytherdiSOs or NSOs. ISOs may be granted only to eyegls. NSOs may be granted to
employees, consultants and directors. Stock optiodgr the 2010 Plan may be granted with a terapdb ten years and at prices no less than
the fair market value of our common stock on thie dédi grant. To date, stock options granted gehevakt over four years and vest at a rate of
25% upon the first anniversary of the vesting comeoeenent date and 1/48th per month thereafter. Asoember 31, 2011 we had reserved
3.7 million shares of common stock for issuanceeurnie 2010 Plan.

We issue new shares of common stock upon exertiseak options.

2010 Outside Director Equity Incentive Plan

Stock options granted under the 2010 Director Ptanide for the grant of NSOs. Stock options urttier2010 Plan may be granted with
a term of up to ten years and at prices no lesstti@fair market value of our

72



Table of Contents

common stock on the date of grant. To date, stptios granted generally vest over one year on itinhpbasis or three years at a rate of one-
third upon the first anniversary of the vesting coemcement date and 1/36th per month thereafteof Becember 31, 2011 we had reserved
500,000 shares of common stock for issuance uhée2@10 Director Plan.

2010 Employee Stock Purchase Plan

We adopted the 2010 Employee Stock Purchase RI&§PRP, in October 2010 under which 130,000 skafrear common stock have
been reserved for issuance as of December 31, ZArIESPP permits eligible employees to purchasamwen stock at a discount through
payroll deductions during defined offering perioBach offering period will generally consist of fquurchase periods, each purchase period
being approximately six months. The price at whithstock is purchased is equal to the lower of 8%e fair market value of the common
stock at the beginning of an offering period oth&t end of a purchase period. Each offering pesiicgenerally end and the shares will be
purchased twice yearly on March 1 and Septemb8hares purchased and issued under the ESPP t624é8D0 shares during 2011 at a
weighted average price of $5.47 per share. We agtithe value of the employee stock purchase rightbe date of grant using the Black-
Scholes option pricing model.

We issue new shares of common stock upon the pseatfashares under the plan.
Stock Options
The following table summarizes stock option acyivir all stock option plans for the year ended ®aber 31, 2011:

Common Stock Options Outstanding

Weighted
Shares average
available for Number exercise
grant of shares Exercise price price
Balances, December 31, 2008 976,52: 4,959,741 $ 0.20-6.9¢€ $ 3.22
Additional shares reserve 2,705,67!
Options grante: (1,786,25) 1,786,25: $ 3.86-8.5C $ 5.6¢€
Options exercise — (89,24 $ 0.26-6.9¢ $ 3.5
Options repurchase 517
Options cancele 81,92: (81,927 $ 1.96-6.9¢ $ 5.3t
Balances, December 31, 20 1,983,04! 6,574,83! $ 0.20-8.5C $ 3.8t
Additional shares reserve 5,500,00!
Options grante: (4,139,14) 4,139,14. $ 8.50- 16.0( $ 10.8¢
Options exercise (606,962 $0.70- 10.8¢ $ 2.8¢
Options cancele 293,64 (293,645 $1.96-13.42 $ 6.84
Balances, December 31, 20 3,637,54 9,813,37. $0.20-16.0( $ 6.7¢
Additional shares reserve
Options grante: (3,824,22)) 3,824,22I $2.61-15.9¢ $ 5.91
Options exercise — (1,488,93() $0.20- 10.8¢ $ 2.92
Options repurchase 851 — $ — $ —
Options cancele 1,626,97! (1,626,970 $1.96-16.0( $ 8.9t
Balances, December 31, 20 1,441,14! 10,521,69. $0.20-16.0( $ 6.6¢

On January 1, 2012, an additional 2.7 million skavere reserved under the 2010 Plan.
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The following table summarizes information withpest to stock options outstanding and exercisatdeuthe plans at December 31, 2011
(dollars in thousands, except per share values):

Options vested and exercisabl

Weighted
average Weighted Weighted

remaining
contractual average average
Number exercise Number exercise

Exercise price outstanding life (Years) price vested price

$ 0.00-1.60 440,21( 3.7C $ 0.6(C 440,21( $ 0.6C
$ 1.60-2.80 1,219,55 5.2¢ $ 2.1: 1,135,01 $ 2.11
$ 2.80-4.80 3,036,64 9.31 $ 3.4z 404,06¢ $ 3.8¢
$ 4.81-6.40 818,77 8.44 $ 5.8(C 286,68 $ 5.64
$ 6.41-8.00 781,68t 6.31 $ 6.9¢ 593,55: $ 6.9¢
$ 8.01-9.60 1,711,50: 7.9C $ 8.5C 906,37¢ $ 8.5C
$ 9.61-11.20 469,96 8.54 $10.8( 172,62: $10.8¢
$11.20- 12.80 956,09¢ 9.0t $12.1C 129,67 $12.6¢
$12.80- 14.40 719,51¢ 8.8: $ 13.6¢ 155,67¢ $ 13.4¢
$14.41- 16.00 367,73¢ 8.8¢ $ 15.9¢ 140,28 $ 16.0C
10,521,69 $ 6.6¢ 4,364,16: $ 5.8t

The aggregate intrinsic value of the outstandird)\asted options presented in the table abovestbtl.8 million and $1.7 million,
respectively. The aggregate intrinsic value reprissthe total pretax intrinsic value (i.e., thefeliénce between $2.80, our closing stock price
on the last trading day of our fourth quarter of 2@nd the exercise price, multiplied by the nundien-the-money options) that would have
been received by the option holders had all opticiders exercised their options on December 311 20he amount changes based on the fair
market value of the Company’s common stock.

The total intrinsic value of options exercised dgrthe years ended December 31, 2011, 2010 and2899$11.0 million, $6.0 million
and $0.3 million, respectively.

Stock-based Compensation

Total stock-based compensation expense for empkige& options and stock purchases under the ESfR$tsts of the following (in
thousands):

Years Ended December 31

2011 2010 2009
Cost of revenue $ 49C $ — $ —
Research and developmt 5,88 5,73: 2,314
Sales, general and administrat 6,012 3,112 T4€
Total stocl-based compensation expe! $12,38¢ $8,84¢ $3,06:

Employee Sto-based Compensation

During the years ended December 31, 2011, 2012@08, we granted stock options to purchase 3,8244£226,393 and 1,712,500
shares of common stock, respectively, to employéitsa weighted-average grant date fair value 08$3%$5.49 and $2.58 per share,
respectively. As of December 31, 2011 there wasaognized compensation costs of $24.9 million eeldb these stock options. We expect to
recognize those costs over a weighted-averagedefid.2 years as of December 31, 2011. Futur@ogfiants will increase the amount of
compensation expense to be recorded in those fparieds.
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We estimated the fair value of employee stock ogtiasing the Black-Scholes option pricing modek Tdir value of employee stock
options is being amortized on a straight-line basgir the requisite service period of the award fhir value of employee stock options was
estimated using the following assumptions:

Years ended December 31,

2011 2010 2009
Expected tern 6.1 year 6.0 year 5.7 year
Expected volatility 56 - 65% 46 - 55% 46 - 48%
Risk-free interest rate 1.2 - 1.6 - 1.8 -
2.6% 2.7% 3.0%

Dividend yield — — —

Expected terrr— Expected term represents the period that oukdtased awards are expected to be outstandinga€3umptions about
the expected term have been on our historic cat®iland exercise experience and trends as wellrasxpectations for future periods.

Expected volatility— We do not have sufficient trading history to tise volatility of our own common stock for estahlizy expected
volatility. Therefore, we base our expected valgtibn the stock volatilities of certain publicligled peer companies.

Risk-free interest rate- The risk-free interest rate is based on the Ur8asury yield curve in effect at the time of griortzero coupon
U.S. Treasury notes with maturities approximatejyad to the option’s expected term.

Dividend yield— We have never paid dividends and do not expegpayodividends for the foreseeable future.

Fair value of common stoek- The fair values of the common stock underlyiragktoptions granted through September 2010 were
estimated by our board of directors, which intendiédptions granted to be exercisable at a prarespare not less than the per share fair value
of our common stock underlying those options ondae of grant. The fair value of the shares of mam stock underlying the stock options
has historically been the responsibility of andedaiined by our board of directors. Because thesebean no public market for our common
stock, our board of directors has determined falu@ of the common stock at the time of grant efdption by considering a number of
objective and subjective factors including indepartdhird-party valuations of our common stockesalf convertible preferred stock to
unrelated third parties, operating and financiafqgrenance, the lack of liquidity of capital stockdageneral and industry specific economic
outlook, amongst other factors. The fair valuehaf inderlying common stock shall be determinedurnyboard of directors until such time as
our common stock is listed on an established stxckange or national market system.

Our common stock became publicly listed upon o@ ? which time options granted are issued at@epgual to the closing price on
the date of grant.

Forfeiture rate— We estimate our forfeiture rate based on an aisabf our actual forfeitures and will continueetealuate the adequacy
of the forfeiture rate based on actual forfeituxpegience, analysis of employee turnover behavidraher factors. The impact from a
forfeiture rate adjustment will be recognized ifl fiu the period of adjustment, and if the actuamber of future forfeitures differs from that
estimated, we may be required to record adjustntergtock-based compensation expense in futuregeri

Each of the inputs discussed above is subjectideganerally requires significant management assompand estimates to determine
and use of different assumptions or estimates amddlt in materially different results.
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Stock-based Compensation Associated with Junior Pferred Stock

In connection with our equity restructuring in 20@5vhich all authorized and issued shares of comstock were converted into shares
of junior preferred stock, all outstanding optidagpurchase common stock were converted into optiopurchase junior preferred stock. We
recorded deferred stodkased compensation of $5.6 million in connectiothwhe exchange of common stock options for jupieferred stoc
options which was fully amortized during 2009 dgtz options became fully vested. As a result td@icing which occurred in 2005, we
applied variable accounting to the junior preferseatk options resulting in additional stock-basethpensation of $0.0 million, $0.8 million
and $0.5 million for the years ended December 81122010 and 2009, respectively.

Options Granted to Non-employees

During the years ended December 31, 2011, 2012@08 we granted options to purchase 60,000, 123#8073,750 shares of common
stock, respectively, to non-employees at exeraimep ranging from $3.30 to $13.50 per share.

Stock-based compensation expense will fluctuatbe@gstimated fair value of the common stock flatdg over the vesting period. In
connection with the grant of stock options to nomp®yees, we recognized stobksed compensation expense of $0.2 million, $1lilomand
$0.4 million, for the years ended December 31, 2@010 and 2009, respectively.

Stock-based compensation expense related to spiics granted to non-employees is recognizedeasttick options are earned. We
believe that the estimated fair value of the stotions is more readily measurable than the fdirevaf the services rendered. The fair value of
the stock options granted to non-employees is tatled at each reporting date using the Bl&ckoles option pricing model using the follow
assumptions:

Years ended December 31,

2011 2010 2009
Contractual life 10 years 10 years 10 years
Expected volatility 56%-65% 60%-75% 75%

Risk-free interest rat 1.7-3.5% 3.3-3.9% 2.8-3.7%

Dividend yield — — —

Shares Reserved for Future Issuance
As of December 31, 2011 and 2010 we had resener@slof Common Stock for issuance as follows (@usands):

December 31, 201 December 31, 201

Exercise of Options 11,96: 13,45
Exercise of warrant 10 10
11,97: 13,46!

11. Employee Benefit and Employee Stock Purchasearl
Retirement Plan

We maintain a 401(k) Plan to provide tax deferraldry deductions for all eligible employees. Pévtiots may make voluntary
contributions to the 401(k) Plan up to 90% of tredigible compensation, limited by certain InterRavenue Service restrictions. We do not
match employee contributions.

76



Table of Contents

Employee Stock Purchase P!

Upon the effectiveness of our IPO in October 201® adopted the 2010 Employee Stock Purchase Ri&§BP. We reserved a total of
750,000 shares of common stock for issuance uhédeSPP. We issue new shares of common stock hpgrutchase of the option. Our
ESPP permits eligible employees to purchase constamk at a discount through payroll deductionsriudefined offering periods. Each
offering period will generally consist of four pti@se periods, each purchase period being appraedyrsix months. The price at which the
stock is purchased is equal to the lower of 85%heffair market value of the common stock at thgifr@ng of an offering period or at the end
of a purchase period. For the years ended Dece®ih@011 and 2010, 620,424 and no shares of constook were purchased under the P
respectively.

Under the ESPP, rights to purchase shares areallgngnanted during the first and third quartereath year. The fair value of rights
granted under the ESPP was estimated at the dgtamtfusing the Black-Scholes option-pricing modéle estimated weighted average value
of rights granted under the Employee Stock PurcRéme during 2011 and 2010 was $3.54 and $6.3gectively. The fair value of rights
granted during 2011 and 2010 were estimated atdtesof grant using the following weighted-averagsumptions:

December 31, 201 December 31, 201
Expected tern 0.5- 2.0 year: 1.3 years
Expected volatility 60 - 85% 55%
Risk-free interest rat 0.1- 0.4% 0.3%

Expected Dividend yiel — —

Expected terra— Expected term represents the period that awasdexpected to be outstanding and correlate toethective offering
periods of the rights granted.

Expected volatility— The expected volatility was based on the histbrdtock volatilities of several publicly listedroparable companies
over a period equal to the expected terms of thiemmg as we do not have any trading history totheevolatility of our own common stock.

Risk-free interest rate- The risk-free interest rate is based on the DUr8asury yield curve in effect at the time of griortzero coupon
U.S. Treasury notes with maturities approximatejyas to the award’s expected term.

Expected dividend yield- We have never paid dividends and do not expegayodividends.

12. Net Loss Per Share

We calculate basic net loss per share by dividiegnet loss by the weighted-average number of trigiesi common shares outstanding
for the period, without consideration of potengiailutive securities. Diluted net loss per shareamputed by dividing the net loss by the
weighted-average number of unrestricted commorestend potentially dilutive securities outstandimgthe period, determined using the
treasury-stock method and the as if converted ngetlRor purposes of this calculation, convertibleferred stock, stock options and common
stock subject to repurchase, and warrants areaenmesl to be potentially dilutive securities and@méy included in the calculation of diluted
loss per share when their effect is dilutive.
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The following table presents the computation ofibaad diluted net loss per share (in thousandssgbper share values):

Years Ended December 31

2011 2010 2009
Net loss per share
Numerator

Net loss $(109,38Y) $(140,166 $(87,709)
Denominator

Weighted average shares of common stock outstal 53,87 10,02« 60z
Less: Shares of common stock subject to repurc — (86) (95
Weighted average shares used in computation of basi dilutec

net loss per shal 53,87 9,93¢ 507

Basic and diluted net loss per sh $  (2.09 $ (14.10 $(173.09

The following convertible preferred stock, optiamgstanding, common stock subject to repurchaskweanrants to purchase common
stock were excluded from the computation of dilutetlloss per share for the periods presented bedacluding them would have had an anti-
dilutive effect:

Years Ended December 31
(in thousands

2011 2010 2009
Convertible Preferred Stock (on an as if convebasis) — — 30,05!
Options outstandin 10,52: 9,81: 6,57t
Common Stock subject to repurchi — 16¢ 59
Warrants to purchase Common St 10 10 25

13. Restructuring

During September 2011, we implemented a workfoeckiction of approximately 130 employees, or 28%uwfworkforce. The actions
taken were in consideration of uncertainties asgediwith the economic environment and to positisfior long-term success. The costs
associated with this restructuring consist of teation benefits of approximately $4.9 million, ohieh $3.5 million is included in research and
development expense and $1.4 million is includeskiles, general and administrative expense foyeheended December 31, 2011.

A summary of the Company’s accrued restructuringeese and accrued restructuring liability as ofddelger 31, 2011 is as follows (in
thousands):

Expense for

Year
Ended Balance Balance
December 31 January 1, December 31
2011 2011 Accrued Paid 2011
Salaries and benefits $ 4,597 $ — $4,59: $(4,42¢€) $ 16€
Administrative 347 — 347 (347 —
Total Restructuring $ 4,93¢ $ — $4,93¢ $(4,77%) $ 16€

With respect to our workforce reduction, we do exppect to incur further restructuring charges. \geet the termination benefits to be
paid during the first quarter of 2012.
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14. Segment Information

The Company is organized as, and operates in,egpm@table segment: the development, manufacturidgraarketing of an integrated
platform for genetic analysis. The Company’s clojgérating decision-maker is its Chief Executivei€zff. The Chief Executive Officer
reviews financial information presented on a coigstéd basis for purposes of evaluating finanogfgrmance and allocating resources,
accompanied by information about revenue by gedicapgions. The Company’s assets are primarilgtied in the United States of America
and not allocated to any specific region and itsto@ measure the performance of its geographiomedpased upon asset-based metrics.
Therefore, geographic information is presented éolyevenue. Revenue by geographic region is basdte ship to address on the customer
order.

Revenue in 2011 from the United States of Ameiizappe and Asia was $27.6 million, $5.1 million &1d2 million, respectively, for a
total of $33.9 million. Revenue for 2010 and 200$D.7 million and $0.1 million, respectively, waased in the United States of America.

15. Subsequent Event

On January 5, 2012, Hugh Martin resigned from bisitions as the President and Chief Executive &ffaf the Company effective
immediately. Mr. Martin will remain as a directan the Board of Directors of the Company (the “Bdatthtil the Company’s 2012 annual
meeting of stockholders and has agreed to resgyn the Board effective as of the date of such mgeti

On January 5, 2012, the Board appointed Dr. Michglkapiller as the Company’s President and Chiefctive Officer effective
immediately. Dr. Hunkapiller will also continue fis position as the Executive Chairman of the Bpardvhich he was appointed during
October 2011.

16. Quarterly Financial Data (unaudited)
The following table summarizes the unaudited quigrfenancial data for the last two fiscal years.

Fiscal 2011 Quarter Endec

(In thousands, except per share date March 31, June 30, September 3C December 31
Total revenu $ 27C $ 10,63( $ 10,51¢ $ 12,44
Total gross profi 27C 7,89¢ 3,32¢ 1,53i
Total operating expens: 35,23} 30,56: 32,76 24,22¢
Loss from operation (34,967 (22,6679 (29,437 (22,689
Net loss (34,809 (22,479 (29,287 (22,829
Basic and diluted net loss per share of Commonks $ (0.6€) $ (0.49 $ (0.59 $ (049
Fiscal 2010 Quarter Ended

March 31, June 30, September 3C December 31
Total operating expenses $ 30,81¢ $ 33,30¢ $ 40,91¢ $ 36,86¢
Loss from operation (30,274 (32,67%) (40,69¢) (36,589
Net loss (30,329 (32,719 (40,709 (36,419
Basic and diluted net loss per share of CommonkS $ (48.99) $ (49.7¢) $ (39.70 $ (0.99)
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ITEM9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON AC COUNTING AND FINANCIAL
DISCLOSURE.

On June 16, 2011, our Audit Committee approvedsgiection of Ernst & Young LLP (“E&Y”) to serve asir independent registered
public accounting firm for the fiscal year endingd@mber 31, 2011. There have been no disagreemintsur former accountants on
accounting and financial disclosure. For furthéotimation, please refer to our form 8-K filed witie SEC on June 21, 2011.

ITEM 9A. CONTROLS AND PROCEDURES.
Evaluation of Disclosure Controls and Procedures

Our management, with the participation of our cleleécutive officer, our chief financial officer andr principal accounting officer,
evaluated the effectiveness of our disclosure otsyeind procedures (as defined in Rules 13a—18¢1ad-15(e) of the Exchange Act) as of
the end of the period covered by this Annual ReporEorm 10-K. Based on this evaluation, our ceiefcutive officer, chief financial officer
and our principal accounting officer concluded that disclosure controls and procedures were éffeeis of the end of the period covered by
this report.

Management’s Report on Internal Control Over Finah&eporting

Our management is responsible for establishingnaaidtaining adequate internal control over finah@aorting, as such term is defined
in Exchange Act Rules 13a—15(f) and 15d—-15(f). Wrikde supervision of our Chief Executive Officehi€f Financial Officer and Principal
Accounting Officer and with the participation oframanagement, we conducted an evaluation of tieetfeness of our internal control over
financial reporting as of December 31, 2011 basethe framework in Internal Control Integrated Feavork issued by the Committee of
Sponsoring Organizations of the Treadway Commisgio@S0O”). Based on that evaluation, our managernentluded that our internal
control over financial reporting was effective december 31, 2011.

Changes in Internal Control Over Financial Repogin

There were no changes in our internal control diwancial reporting identified in connection withet valuation required by paragraph
(d) of Exchange Act Rules 13a—15 or 15d-15 thatiwed during our fourth fiscal quarter that haveenally affected or are reasonably likely
to materially affect, our internal control overdimcial reporting.

The effectiveness of our internal control over fio@l reporting as of December 31, 2011, has bediel by Ernst &Young LLP, our
independent registered public accounting firm,taged in their report which is included as follows.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directors and Stockholders of Ra@fosciences of California, Inc.

We have audited Pacific Biosciences of Califorfia,’s internal control over financial reporting @sDecember 31, 2011, based on
criteria established in Internal Control—Integraksdmework issued by the Committee of Sponsoringa@izations of the Treadway
Commission (the “COSO criteria”). Pacific Biosciesaf California, Incs management is responsible for maintaining effedtiternal contre
over financial reporting, and for its assessmerhefeffectiveness of internal control over finaheceporting included in the accompanying
Management’s Report on Internal Control Over FimariReporting. Our responsibility is to expressogimion on the company’s internal
control over financial reporting based on our audit

We conducted our audit in accordance with the stadedof the Public Company Accounting Oversightri@d@nited States). Those
standards require that we plan and perform thet amidbtain reasonable assurance about whethetiefenternal control over financial
reporting was maintained in all material respe®tst audit included obtaining an understanding térimal control over financial reporting,
assessing the risk that a material weakness et@st#ig and evaluating the design and operatifegtdfeness of internal control based on the
assessed risk, and performing such other procedsre® considered necessary in the circumstancesdlieve that our audit provides a
reasonable basis for our opinion.

A company’s internal control over financial repogiis a process designed to provide reasonablezassuregarding the reliability of
financial reporting and the preparation of finahsiatements for external purposes in accordantegenerally accepted accounting princip
A company’s internal control over financial repogiincludes those policies and procedures thgté€ttain to the maintenance of records that,
in reasonable detail, accurately and fairly reftbettransactions and dispositions of the assdtseofompany; (2) provide reasonable assurance
that transactions are recorded as necessary tatgegaparation of financial statements in accor@awith generally accepted accounting
principles, and that receipts and expenditureb®itbmpany are being made only in accordance withoaizations of management and
directors of the company; and (3) provide reasanabturance regarding prevention or timely deteafainauthorized acquisition, use, or
disposition of the company’s assets that could lrareterial effect on the financial statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or d¢t@isstatements. Also, projections of
any evaluation of effectiveness to future periogssabject to the risk that controls may becomdénaate because of changes in condition
that the degree of compliance with the policiepraicedures may deteriorate.

In our opinion, Pacific Biosciences of California¢. maintained, in all material respects, effegtinternal control over financial reporti
as of December 31, 2011, based on the COSO criteria

We also have audited, in accordance with the stdsdz the Public Company Accounting Oversight Bo@snited States), the
consolidated balance sheet of Pacific BioscienE€abifornia, Inc. as of December 31, 2011, andr#iated consolidated statements of
operations, stockholders’ equity, and cash flowdlie year then ended of Pacific Biosciences oif@aia, Inc. and our report dated
February 29, 2012 expressed an unqualified opitiiereon.

/s/ Ernst & Young LLF

Redwood City, California
February 29, 201
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ITEM 9B. OTHER INFORMATION
None.

PART Il

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNA NCE.

Information responsive to this item is incorporaledein by reference to our definitive proxy stagetrwith respect to our 2012 Annual
Meeting of Stockholders to be filed with the SEGhivi 120 days after the end of the fiscal year ceddy this Annual Report on Form 10-K.

ITEM 11. EXECUTIVE COMPENSATION.

Information responsive to this item is incorporakedein by reference to our definitive proxy stagatwith respect to our 2012 Annual
Meeting of Stockholder Shareholders to be filechwlite SEC within 120 days after the end of theafigear covered by this Annual Report on
Form 10-K.

ITEM12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS.

Information responsive to this item is incorporaledein by reference to our definitive proxy stagetrwith respect to our 2012 Annual
Meeting of Stockholders to be filed with the SEGhiwi 120 days after the end of the fiscal year ceddy this Annual Report on Form 10-K.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE.

Information responsive to this item is incorporaledein by reference to our definitive proxy stagatwith respect to our 2012 Annual
Meeting of Stockholders to be filed with the SEGhwvi 120 days after the end of the fiscal year ceddy this Annual Report on Form 10-K.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES.

Information responsive to this item is incorporaledein by reference to our definitive proxy stagetrwith respect to our 2012 Annual
Meeting of Stockholders to be filed with the SEGhiwi 120 days after the end of the fiscal year ceddy this Annual Report on Form 10-K.

PART IV

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES.
(a) The following documents are filed as part of, ardrporated by reference into, this Annual ReporEorm 1(-K:
1. Financial StatementsSee Index to Consolidated Financial Statemendgiuitem 8 of this Annual Report on Form 10-K.

2. Financial Statement Schedulesll schedules are omitted because they are mptired, are not applicable or the
information is included in the consolidated finalatatements or notes thereto.

3. Exhibits: We have filed, or incorporated by reference thie Annual Report on Form 10-K, the exhibits listen the
accompanying Exhibit Index immediately followingethignature page of this Annual Report on Form 10-K

(b) Exhibits: See Item 15(a)(3), aboy
(c) Financial Statement Schedules: See Item 15(a)}(®uea
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Signatures

Pursuant to the requirements of Section 13 or 1&f{the Securities Exchange Act of 1934, the regigthas duly caused this Annual
Report on Form 10-K to be signed on its behalfi®yundersigned, thereunto duly authorized, in tie & Menlo Park, State of California, on
February 29, 2012.

P AciFic B 10SCIENCES OF C ALIFORNIA , | NC.

By: /S/ SusanK. B ARNES
Susan K. Barne
Executive Vice President and Chief Financial Off

POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that each pemshose signature appears below hereby constitungappoints

Michael Hunkapiller, Susan K. Barnes and Brian BwDand each of them, his or her true and lawfragy-infact and agent, with full pow

of substitution, each with power to act alone,igmsnd execute on behalf of the undersigned adyadiramendments to this Annual Report on
Form 10-K, and to perform any acts necessary ieratalfile the same, with all exhibits thereto atlder documents in connection therewith
with the Securities and Exchange Commission, gngninto said attorney-ifact and agent full power and authority to do aadgrm each an
every act and thing requested and necessary toriid connection therewith, as fully to all inteand purposes as he might or could do in
person, hereby ratifying and confirming all thatsattorney-in-fact and agent, or their or his er bubstitutes, shall do or cause to be done by
virtue hereof.

Pursuant to the requirements of the SecuritiesoAtB33, this registration statement has been digyethe following persons in the
capacities indicated below:

Signature

/s Michael Hunkapille

Michael Hunkapillel

/s SusanK. B ARNES

Susan K. Barne

/s/ Brian B. Dow

Brian B. Dow

/s Brook Byers

Brook Byers

/s/ William W. Ericson

William W. Ericson

/s/ Randall S. Livingston

Randall S. Livingstol

/s/  Hugh C. Martin

Hugh C. Martin

Title

Executive Chairman, Chief Executive Offic
and President

Executive Vice President and Chief Finan
Officer

Vice President, Finance and Principal
Accounting Officer

Director

Director

Director

Director
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Date

February 29, 201

February 29, 201

February 29, 2012

February 29, 2012

February 29, 2012

February 29, 2012

February 29, 2012
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Signature

/s/ Marshall L. Mohr

Marshall L. Mohr

/s/ Susan Siegel

Susan Siege

/s/ David B. Singer

David B. Singel

Title

Director

Director

Director
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Date

February 29, 2012

February 29, 2012

February 29, 2012
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Exhibit
Number

3.1
3.1
4.1
4.2
10.1+
10.2+
10.3+
10.4+
10.5+
10.6+
10.7t

10.8t

10.9t

10.10t

10.11

10.12

10.13

10.14

Exhibit Index

Description
Amended and Restated Certificate of Incorpora
Amended and Restated Byla
Specimen Common Stock Certifice
Fifth Amended and Restated Investor Rights Agreenuated June 16, 20:
Form of Director and Executive Officer Indemnifiat Agreemen
2004 Equity Incentive Plan and forms of agreemieateunde
2005 Stock Plan and forms of option agreement thneter
2010 Equity Incentive Plan and forms of option agnents thereund:
2010 Employee Stock Purchase Plan and forms otagret thereunde
2010 Outside Director Equity Incentive Plan andrfsrof agreement thereunc

Collaboration Agreement by and between the Regisaad Ge-Probe Incorporatec
dated as of June 15, 20

Exclusive License Agreement by and between thedRegit and Cornell Resear
Foundation, Inc., dated as of February 1, 2

License Agreement by and between the RegistranGdh#lealthcare Bio-Sciences
Corp., dated as of September 11, 2

Exclusive License Agreement by and between thedReagit and Indiana University
Research and Technology Corporation, dated MapdG5

Amended and Restated Lease Agreement by and bethe&egistrant and Men
Business Park, LLC, dated as of December 17, .

Lease Agreement by and between the Registrant amoMBusiness Park LLC, dat
August 14, 200!

Industrial Lease Agreement by and between the Ragisand AMB Property, L.P.,
dated December 10, 20

Third Amendment to the December 10, 2009 Industrgse by and between the
Registrant and AMB Property, L.P. dated Decembe2R20
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Incorporated by reference herein

Form Exhibit No.
10-K 3.1
10-K 3.2
S-1/A 4.1
S1 4.2
S-1 10.1
S1 10.2
S-1 10.3
S1 10.4
S-1 10.5
S-1 10.6
S-1/A  10.7
S-1/A 10.8
S-1/A 109
S-1/A  10.10
S1 10.11
S-1 10.12
S-1 10.13
10-K 10.14

Filing Date
March 23, 201:
March 23, 201:
October 1, 201
August 16, 201!
August 16, 201(
August 16, 201!
August 16, 201(
August 16, 201!
August 16, 201!
August 16, 201(

October 22, 201

October 22, 201

October 22, 201

October 19, 201

August 16, 201!

August 16, 201(

August 16, 201(

March 23, 201:



Table of Contents

Exhibit

Number

10.15

10.16

10.17

10.18

10.19

10.20

10.21

10.22

10.23+

10.24+

10.25+

10.26+

10.27+

10.28+

10.29+

Description

Industrial Lease Agreement by and between the Ragisand AMB Property
L.P., dated September 24, 2(

Third Amendment to the September 24, 2009 Indddtdase by and between t
Registrant and AMB Property, L.P. dated Decembe2290

First Amendment to the September 24, 2009 Indudtedase Agreement by and
between the Registrant and AMB Property, L.P.,dlateof May 19, 201

Industrial Lease Agreement by and between the Ragisand AMB Property,
L.P., dated February 8, 20

First Amendment to the February 8, 2010 Industrédse by and between t
Registrant and AMB Property, L.P. dated Decembe2290

Lease by and between the Registrant and Willow Patkding Company I, L.F
dated December 17, 20

Lease by and between the Registrant and AMB Prppef®. dated December 1
2010

Lease by and between the Registrant and Willow Patling Company I, L.P.
dated December 17, 20

Employment Agreement by and between the registadtHugh Martin effective
September 16, 201

Change in Control Severance Agreement by and betteeregistrant and Hug
Martin effective September 16, 20

Letter Relating to Employment Terms by and betwtberregistrant and Susan
Barnes effective September 15, 2(

Change in Control Severance Agreement by and betteeregistrant and Susan

K. Barnes effective September 9, 2(

Letter Relating to Employment Terms by and betwiberregistrant and Stephen
Turner effective September 15, 2C

Change in Control Severance Agreement by and betéieeregistrant and Stepf
Turner effective September 9, 2C

Letter Relating to Employment Terms by and betwiberregistrant and Jam
Michael Phillips effective September 15, 2(
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Incorporated by reference herein

Form Exhibit No.
S1 10.14
1C-K  10.16
S1 10.15
S1 10.16
1¢-K  10.19
1C-K  10.20
1c-K  10.21
1c-K  10.21
S-1/A  10.17
S-1/A  10.18
S-1/A  10.19
S-1/A  10.20
S-1/A  10.21
S-1/A  10.22
S-1/A 10.23

Filing Date
August 16, 201
March 23, 201:
August 16, 201
August 16, 201
March 23, 201:
March 23, 201:
March 23, 201:
March 23, 201:
September 20, 201
September 20, 201
September 20, 201
September 20, 201
September 20, 201
September 20, 201

September 20, 201
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Incorporated by reference herein

Exhibit
Number Description Form Exhibit No. Filing Date

10.30+ Change in Control Severance Agreement by and bettheeregistrant and Jam
Michael Phillips effective September 9, 2C S-1/A  10.24 September 20, 201

10.31+ Separation Agreement and Release by and betweeadistrant and Hugh Marti
dated January 10, 20

10.32+ Employment Agreement by and between the registmadtMichael Hunkapiller
dated January 5, 20:

10.33+ Change in Control Severance Agreement by and betéeeregistrant and Miche
Hunkapiller dated January 5, 20

10.34+ Change in Control Severance Agreement by and betéeeregistrant and Miche
Glynn effective August 31, 201

16.1 Letter from PricewaterhouseCoopers LLP, dated 16n@011, regarding tt
change in independent registered public accouffiting 8-K 16.1 June 21, 201

23.1 Consent of Ernst & Young LLP, Independent Registdtablic Accounting Firn

23.2 Consenof PricewaterhouseCoopers LLP, Independent Registeublic
Accounting Firm

311 Certification of Chief Executive Officer pursuantExchange Act Rules 13a-14(a)
and 15d-14(a), as adopted pursuant to Section B30 Garbanes-Oxley Act of
2002

31.2 Certification of Chief Financial Officer pursuant Exchange Act Rules 1-14(a)
and 15d-14(a), as adopted pursuant to Section B Garbanes-Oxley Act of
2002

32.1 Certification of Chief Executive Officer pursuant18 U.S.C. Section 1350, as
adopted pursuant to Section 906 of the Sart-Oxley Act of 200z

32.2 Certification of Chief Financial Officer pursuant18 U.S.C. Section 1350, as
adopted pursuant to Section 906 of the Sart-Oxley Act of 200z

101 INS XBRL Instance Documel

101 SCH XBRL Taxonomy Extension Schema Docun

101 CAL XBRL Taxonomy Calculation Linkbase Docume

101 DEF XBRL Taxonomy Definition Linkbase Docume

101 LAB XBRL Taxonomy Label Linkbase Docume

101 PRE XBRL Taxonomy Extension Presentation Linkbaseuent

+ Indicates management contract or compensatory
Tt Confidential treatment has been requested forgustof this exhibit. These portions have been @aiftom this Registration Statement ¢
have been filed separately with the SecuritiesiExthange Commissiol
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Exhibit 10.31
SEPARATION AGREEMENT AND RELEASE

This Separation Agreement and Release (“Agreemanttlade by and betweétugh Martin (“Executive”) andPacific Biosciences of
California, Inc. (the “Company”) (collectively referred to as theatRes” or individually referred to as a “Party”).

RECITALS

WHEREAS, Executive was employed by the CompanysaShief Executive Officer pursuant to an employtreggreement dated
September 16, 2010 (theEmployment Agreement”);

WHEREAS, Executive signed an Employee Proprietafgrmation and Inventions Assignment Agreement \thith Company on
March 13, 2004 (the Confidentiality Agreement”);

WHEREAS, the Company and Executive entered inthi@n@e in Control Severance Agreement dated Septet6b2010 (the ‘Change
in Control Agreement”);

WHEREAS, the Company and Executive have enteredStdck Option Agreements, dated May 19, 2004,eepér 8, 2005, June 21,
2007, March 19, 2009, February 17, 2010, Augus2020, and October 26, 2010, granting Executiveotiten to purchase shares of the
Company’s common stock (on an as-converted basig¢st to the terms and conditions of the Compa@9®4 Equity Incentive Plan, the
Company’s 2005 Stock Plan, the Company’s 2010 Fdndentive Plan, and the Stock Option Agreemetadidctively the “Stock
Agreements”);

WHEREAS, Executive serves as a member of the Coyp&vard of Directors (the Board ") pursuant to his Employment Agreement;

WHEREAS, the Parties agree that Executive willgediis Board membership effective as of the datb@fCompany’s 2012 annual
meeting (the ‘Board Resignation Date”);

WHEREAS, Executive resigned his employment with@uenpany effective January 5, 2012 (thee'signation Date”); and

WHEREAS, the Parties wish to resolve any and albdies, claims, complaints, grievances, chargésnac petitions, and demands that
the Executive may have against the Company anaftie Releasees as defined below, including, butimited to, any and all claims arising
out of or in any way related to Executive’s empl&mwith or separation from the Company;

NOW, THEREFORE, in consideration of the mutual pises made herein, the Company and Executive hexgiae as follows:

COVENANTS
1. Consideration

a. PostEmployment Consulting Service€onditioned upon Executive’s timely signature aond-revocation of this Agreement, the
Company agrees to retain Executive to perform sesvior the Company as a Consultant, in whichmelehall provide consulting
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services (the “Consulting Services”) to the Compagyn independent contractor pursuant to the tefitie Consulting Agreement attached
hereto as Exhibit Athe “Consulting Agreement”). Nothing in this Agreent or the Consulting Agreement pertaining to Etiee’s anticipate
role as a Consultant shall in any way be consttaemnstitute Executive as a continuing agentceffiemployee, or representative of the
Company after the Resignation Date, but Executiad perform the services under the Consulting Agrent solely as an independent
contractor.

b. Stock Option AccelerationSubject to the Agreement becoming effective areocable, Executive shall be entitled to
accelerated vesting of those unvested options uhdeBtock Option Agreements that would have velséetlExecutive continued his
employment with the Company through the six (6) thanniversary of the Resignation Date. Inclusif/the accelerated vesting described in
the preceding sentence, Executive acknowledgehéhaill have vested in 669,996 stock options amdnore as of his Resignation Date.
Notwithstanding any provision to the contrary ie thtock Agreements, Executive agrees that the tetv@®rtion of his outstanding optio
shall terminate as of his Resignation Date. Thease of Executive’s vested options and shared sbatinue to be governed by the terms and
conditions of the Company’s Stock Agreements.

c. Payment The Company agrees to pay Executive a lump swivaent to twelve (12) months of Executive’s baa&ry, for a
total of Three Hundred Thousand Dollars ($300,0@8f applicable withholding. This payment willibade to Executive within ten
(10) business days after the Effective Date of Agjiseement. Executive acknowledges and agreesh@aionsideration provided to him
hereunder fully satisfies any obligation that trempany had to pay Executive wages or any other eoasgtion for any of the services that
Executive rendered to the Company, and that theuatrgaid is in excess of any disputed wage cldilmny, that Executive may have. To the
extent any wage dispute exists, Executive spetifie@knowledges that the consideration paid shaltieemed to be paid first in satisfaction of
any disputed wage claim with the remainder suffitie act as consideration for the release of dadet forth herein, and that Executive has
earned and is not entitled to receive any additis@ges or other form of compensation from the Canyp

d. COBRA. The Company shall reimburse Executive for, or giagctly on Executive’s behalf, continuation coage for group
health insurance for Executive and his eligibleedetents under the Consolidated Omnibus Budget Réiztion Act of 1985, as amended or
the applicable state equivalent (together, “COBRI&t)a period equal to the earliest to occur of {#¢ thirty-six (36) month anniversary of the
Resignation Date, (B) the date Executive and higldé dependents are no longer eligible to recematinuation coverage pursuant under
COBRA, and (C) the date Executive is eligible toeige coverage under the plan(s) of another emplglge “COBRA Reimbursement
Benefit”).

2. Severanceln exchange for and conditioned upon Executiegacution and non-revocation of a Supplementald&elsvithin two
weeks of the Termination Date of the Consultingeggment, the form of which is attached hereto astbib (the “Supplemental Release”),
the Company agrees to pay Executive a lump sunvalgmit to Thirty Thousand Dollars, $30,000 (thev&ance Payment”) within ten
(10) business days after the Effective Date ofS8bpplemental Release. The Company will provide Ettee with a Form 1099 in connection
with the Severance Payment.
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3. Board Resignation/10bb Trading Plan Executive hereby agrees to resign his positioa m&mber of the Board effective on the date
of the Company’s 2012 annual meeting, by executiegesignation letter attached_as ExhibtbGhis Agreement. From the date of this
Agreement through the Board Resignation Date, Bikeragrees to conduct all stock trading exclusitbfough a 10b5-1 trading plan and in
compliance with the Company’s Insider Trading Botiten in effect.

4. Benefits. Executive’s health insurance benefits shall ceastne last day of January 2012, subject to Exeelstright to continue his
health insurance under COBRA. Executive’s partitgrain all benefits and incidents of employmentluding, but not limited to, vesting in
stock options, and the accrual of bonuses, vacadiat paid time off, ceased as of the Resignatiate D

5. Payment of Salary and Receipt of All BenefiEsxecutive acknowledges and represents that, dtherthe consideration and the
severance set forth in this Agreement, the Compasypaid or provided all salary, wages, bonusesuad vacation/paid time off, premiums,
leaves, housing allowances, relocation costs,@steseverance, outplacement costs, fees, reinfhersgpenses, commissions, stock, stock
options, vesting, and any and all other benefits@mpensation due to Executive. Executive furitdinowledges and represents that he has
received any leave to which he was entitled or Wine requested, if any, under the California FarRilyhts Act and/or the Family Medical
Leave Act, and that, except as otherwise reportediting to appropriate Company personnel as efftarmination Date, he did not sustain
any workplace injury, during his employment witle tGompany.

6. Release of ClaimsExecutive agrees that the foregoing consideratpnesents settlement in full of all outstandibgjgations owed to
Executive by the Company and its current and forofiézers, directors, employees, agents, investiterneys, shareholders, administrators,
affiliates, benefit plans, plan administratorsuiress, trustees, divisions, and subsidiaries, aadgzessor and successor corporations and
assigns (collectively, the “Releasees”). Executorehis own behalf and on behalf of his respedtigies, family members, executors, agents,
and assigns, hereby and forever releases the Rekefrom, and agrees not to sue concerning, aninmenner to institute, prosecute, or pur
any claim, complaint, charge, duty, obligation, deah, or cause of action relating to any mattengfkind, whether presently known or
unknown, suspected or unsuspected, that Executiyepossess against any of the Releasees arisimgafng omissions, acts, facts, or dame
that have occurred up until and including the BffecDate of this Agreement, including, without itation:

a. any and all claims relating to or arising fromeEutive’s employment relationship with the Company the termination of that
relationship;

b. any and all claims relating to, or arising frdaxecutive’s right to purchase, or actual purchafsshares of stock of the Company,
including, without limitation, any claims for frauthisrepresentation, breach of fiduciary duty, bheaf duty under applicable state corporate
law, and securities fraud under any state or fédang

c. any and all claims for wrongful discharge of éogment; termination in violation of public policgiscrimination; harassment;
retaliation; breach of contract, both express amglied; breach of covenant of good faith and faialéthg, both express and implied;
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promissory estoppel; negligent or intentional oifin of emotional distress; fraud; negligent demtional misrepresentation; negligent or
intentional interference with contract or prospeet:conomic advantage; unfair business practiedanthtion; libel; slander; negligence;
personal injury; assault; battery; invasion of pdy; false imprisonment; conversion; and disabbignefits;

d. any and all claims for violation of any federsthte, or municipal statute, including, but notited to, Title VII of the Civil Right
Act of 1964; the Civil Rights Act of 1991, the Rdlilgation Act of 1973; the Americans with Disali#is Act of 1990; the Equal Pay Act; the
Fair Labor Standards Act; the Fair Credit Reportag; the Age Discrimination in Employment Act 0887, the Older Workers Benefit
Protection Act; the Employee Retirement Income 8gcAct of 1974; the Worker Adjustment and Retiagn Notification Act; the Family and
Medical Leave Act; the Sarbanes-Oxley Act of 20B2; Immigration Control and Reform Act; the Califa Family Rights Act; the California
Labor Code; the California Workers’ Compensatior; &nd the California Fair Employment and Housing; A

e. any and all claims for violation of the fedesalny state constitution;
f. any and all claims arising out of any other laamsl regulations relating to employment or employtiscrimination;

g. any claim for any loss, cost, damage, or expariseng out of any dispute over the nonwithholdangther tax treatment of any
of the proceeds received by Executive as a retiti®Agreement; and

h. any and all claims for attorneys’ fees and costs

Executive agrees that the release set forth instiiion shall be and remain in effect in all retp@s a complete general release as to the
matters released. This release does not extend/toldigations incurred under this Agreement. Treiease does not release claims that cannot
be released as a matter of law, including, butimited to, Executive’s right to file a charge with participate in a charge by the Equal
Employment Opportunity Commission, or any othealpstate, or federal administrative body or goweent agency that is authorized to
enforce or administer laws related to employmegjresst the Company (with the understanding thatsarmh filing or participation does not

give Executive the right to recover any monetamndges against the Company; Executive’s releaskiofg herein bars Executive from
recovering such monetary relief from the Compahigtwithstanding the foregoing, Executive acknowlesithat any and all disputed wage
claims that are released herein shall be subjeaintting arbitration as provided herein, excepteagiired by applicable law. Executive
represents that he has made no assignment ordrarisiny right, claim, complaint, charge, dutyligdtion, demand, cause of action, or other
matter waived or released by this Section.

7. Acknowledgment of Waiver of Claims under ADEExecutive understands and acknowledges that\Wwaiidng and releasing any
rights he may have under the Age DiscriminatioEmployment Act of 1967 (“ADEA”), and that this wawvand release is knowing and
voluntary. Executive agrees that this waiver ateaze does not apply to any rights or claims theat arise under the ADEA after the Effective
Date of this Agreement. Executive understands akdavledges that the consideration given for thesver and release is in addition to
anything of value to which Executive was alreadijtkel. Executive further understands and acknogasd
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that he has been advised by this writing thathé@¥hould consult with an attorney priorexecuting this Agreement; (b) he has twenty-one
(21) days within which to consider this Agreemén};he has seven (7) days following his executibthis Agreement to revoke this
Agreement; (d) this Agreement shall not be effectiwtil after the revocation period has expiredt ) nothing in this Agreement prevents or
precludes Executive from challenging or seekingt@mination in good faith of the validity of thisaiver under the ADEA, nor does it impose
any condition precedent, penalties, or costs famgleo, unless specifically authorized by fedeaal.|In the event Executive signs this
Agreement and returns it to the Company in less tha 21-day period identified above, Executiveehgracknowledges that he has freely and
voluntarily chosen to waive the time period alldtfer considering this Agreement. The Parties agtaeany changes to this Agreement,
whether material or immaterial, do not restartrilmning of the 21-day period.

8. California Civil Code Section 154ZFxecutive acknowledges that he has been adviseaisult with legal counsel and is familiar with
the provisions of California Civil Code Section P54 statute that otherwise prohibits the reledsmlonown claims, which provides as
follows:

A GENERAL RELEASE DOES NOT EXTEND TO CLAIMS WHICHHE CREDITOR DOES NOT KNOW OR SUSPECT TO EXI
IN HIS OR HER FAVOR AT THE TIME OF EXECUTING THE REEASE, WHICH IF KNOWN BY HIM OR HER MUST HAVE
MATERIALLY AFFECTED HIS OR HER SETTLEMENT WITH THEDEBTOR.

Executive, being aware of said code section, agreespressly waive any rights he may have thereyras well as under any other
statute or common law principles of similar effect.

9. No Pending or Future Lawsuit&xecutive represents that he has no lawsuitsnsl|ar actions pending in his name, or on behalf o
any other person or entity, against the Comparangrof the other Releasees. Executive also repietieat he does not intend to bring any
claims on his own behalf or on behalf of any otherson or entity against the Company or any obther Releasees.

10. No Employment Executive understands and agrees that, as atimmdf this Agreement, Executive shall not be tedi to any
employment with the Company, and Executive hereaiv@s any right, or alleged right, of employmenteemployment with the Company.

11. Confidentiality. Executive agrees to maintain in complete configethe existence of this Agreement, the conterdgemms of this
Agreement, and the consideration for this Agreen(leerteinafter collectively referred to as “Sepamatinformation”). Except as required by
law, Executive may disclose Separation Informataly to his immediate family members, the arbitraioa court of competent jurisdiction in
any proceedings to enforce the terms of this AgeenExecutive’s attorney(s), and Executive’'s actant and any professional tax advisor to
the extent that they need to know the Separatiforriration in order to provide advice on tax treattnar to prepare tax returns, and must
prevent disclosure of any Separation Informatioalt@ther third parties. Executive agrees thatvkenot publicize, directly or indirectly, any
Separation Information.
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12. Trade Secrets and Confidential Information/CanypProperty With the exception of the second and third seresrof Paragraph 4
of the Confidentiality Agreement which are exprgssiperseded and replaced by Paragraph 17 of thisefnent, Executive reaffirms and
agrees to observe and abide by the terms of thédeatiality Agreement, specifically including tipeovisions therein regarding nondisclosure
of the Company'’s trade secrets and confidential@ogrietary information, and nonsolicitation ofi@pany employees. Executive’s signature
below constitutes his certification under penakyerjury that, except for any items that have bexgressly given to Executive by the
Company to keep, he has returned all documentstmad items provided to Executive by the Compamyetbped or obtained by Executive in
connection with his employment with the Companyoitrerwise belonging to the Company.

13. No CooperationExecutive agrees that he will not knowingly ermme@e, counsel, or assist any attorneys or thantdiin the
presentation or prosecution of any disputes, diffees, grievances, claims, charges, or complaynéi third party against any of the
Releasees, unless under a subpoena or other ecdartto do so or as related directly to the ADEAwgain this Agreement. Executive agrees
both to immediately notify the Company upon receifpany such subpoena or court order, and to fhrmigthin three (3) business days of its
receipt, a copy of such subpoena or other cougrottiapproached by anyone for counsel or assistanthe presentation or prosecution of
disputes, differences, grievances, claims, chaesymplaints against any of the Releasees, Execsihall state no more than that he cannot
provide counsel or assistance.

14. Mutual NondisparagemenExecutive agrees to refrain from any disparagentsiamation, libel, or slander of any of the Rekees,
and agrees to refrain from any tortious interfeeewih the contracts and relationships of any efReleasees. The Company agrees to refrain
from any disparaging statements about Executivecttkve understands that the Compamgbligations under this paragraph extend onhné
Company’s current executive officers and membeitsdoard of Directors and only for so long asteafficer or member is an employee or
Director of the Company. Executive shall direct &myuiries by potential future employers to the @amy’s human resources department.

15. Breach In addition to the rights provided in the “Att@ys’ Fees” section below, Executive acknowledgesagrees that any
material breach of this Agreement, unless suchdbreanstitutes a legal action by Executive challeg@r seeking a determination in good
faith of the validity of the waiver herein undeetADEA, or of any provision of the Confidentialiygreement shall entitle the Company
immediately to recover and/or cease providing thesieration provided to Executive under this Agreat and to obtain damages, except as
provided by law.

16. No Admission of Liability Executive understands and acknowledges thaftiieement constitutes a compromise and settlenfent o
any and all actual or potential disputed claim€kgcutive. No action taken by the Company herétbeepreviously or in connection with tf
Agreement, shall be deemed or construed to ben(aylmission of the truth or falsity of any actuapotential claims or (b) an acknowledgm
or admission by the Company of any fault or ligbilwvhatsoever to Executive or to any third party.

17. Nonsolicitation Executive agrees that for a period of eighted) lonths immediately following the Effective Datkthis
Agreement, Executive shall not directly or indifgcolicit or attempt to solicit any employee, ipg&dent contractor or consultant of the
Company to terminate his or her relationship with Company in order to become an employee, com$wdtandependent contractor to or for
any other person or entity.
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18. Costs The Parties shall each bear their own costs;reys’ fees, and other fees incurred in connediiith the preparation of this
Agreement.

19. ARBITRATION. THE PARTIES AGREE THAT ANY AND ALL DISPUTES ARING OUT OF THE TERMS OF THIS
AGREEMENT, THEIR INTERPRETATION, AND ANY OF THE MATERS HEREIN RELEASED, SHALL BE SUBJECT TO
ARBITRATION IN SAN MATEO COUNTY, BEFORE JUDICIAL ABITRATION & MEDIATION SERVICES (“*JAMS”), PURSUANT
TO ITS EMPLOYMENT ARBITRATION RULES & PROCEDURES JAMS RULES”). THE ARBITRATOR MAY GRANT
INJUNCTIONS AND OTHER RELIEF IN SUCH DISPUTES. THERBITRATOR SHALL ADMINISTER AND CONDUCT ANY
ARBITRATION IN ACCORDANCE WITH CALIFORNIA LAW, INCLUDING THE CALIFORNIA CODE OF CIVIL PROCEDURE, AND
THE ARBITRATOR SHALL APPLY SUBSTANTIVE AND PROCEDURL CALIFORNIA LAW TO ANY DISPUTE OR CLAIM,
WITHOUT REFERENCE TO ANY CONFLICT-OF-LAW PROVISIONSGF ANY JURISDICTION. TO THE EXTENT THAT THE JAMS
RULES CONFLICT WITH CALIFORNIA LAW, CALIFORNIA LAW SHALL TAKE PRECEDENCE. THE DECISION OF THE
ARBITRATOR SHALL BE FINAL, CONCLUSIVE, AND BINDINGON THE PARTIES TO THE ARBITRATION. THE PARTIES AGRE
THAT THE PREVAILING PARTY IN ANY ARBITRATION SHALL BE ENTITLED TO INJUNCTIVE RELIEF IN ANY COURT OF
COMPETENT JURISDICTION TO ENFORCE THE ARBITRATIONWARD. THE PARTIES TO THE ARBITRATION SHALL EACH
PAY AN EQUAL SHARE OF THE COSTS AND EXPENSES OF SHBRBITRATION, AND EACH PARTY SHALL SEPARATELY
PAY FOR ITS RESPECTIVE COUNSEL FEES AND EXPENSEROVIDED, HOWEVER, THAT THE ARBITRATOR SHALL AWARD
ATTORNEYS' FEES AND COSTS TO THE PREVAILING PARTEXCEPT AS PROHIBITED BY LAW. THE PARTIES HEREBY
AGREE TO WAIVE THEIR RIGHT TO HAVE ANY DISPUTE BETWEN THEM RESOLVED IN A COURT OF LAW BY A JUDGE OR
JURY. NOTWITHSTANDING THE FOREGOING, THIS SECTION ML NOT PREVENT EITHER PARTY FROM SEEKING
INJUNCTIVE RELIEF (OR ANY OTHER PROVISIONAL REMEDYFROM ANY COURT HAVING JURISDICTION OVER THE
PARTIES AND THE SUBJECT MATTER OF THEIR DISPUTE RELING TO THIS AGREEMENT AND THE AGREEMENTS
INCORPORATED HEREIN BY REFERENCE. SHOULD ANY PARTFOTHE ARBITRATION AGREEMENT CONTAINED IN THIS
PARAGRAPH CONFLICT WITH ANY OTHER ARBITRATION AGREEIENT BETWEEN THE PARTIES, THE PARTIES AGREE
THAT THIS ARBITRATION AGREEMENT SHALL GOVERN.

20. Tax Consequence3he Company makes no representations or warsawith respect to the tax consequences of the patgnamd
any other consideration provided to Executive odenan his/her behalf under the terms of this Age@irExecutive agrees and understands
that he/she is responsible for payment, if anyocdl, state, and/or federal taxes on the paymemsany other consideration provided
hereunder by the Company and any penalties orsaasess thereon. Executive further agrees to indignanid hold the Company harmless
from any claims, demands, deficiencies, penaliigsrest, assessments, executions, judgmentscaveges by any government agency against
the Company for any amounts claimed due on acanfufa) Executive’s failure to pay or delayed paytafifederal or state taxes, or
(b) damages sustained by the Company by reasamyafiech claims, including attorneys’ fees and costs

Page 7 of 2t



21. Section 409AIf the Company determines that any cash severagwefits, health continuation coverage, or addititeaefits
provided under this Agreement shall fail to satigfy distribution requirement of Section 409A(ald)or the Internal Revenue Code of 1986,
as amended (the “Code”) as result of Section 4082)@)(i) of the Code, the payment of such bendfiall be accelerated to the minimum
extent necessary so that the benefit is not sutijebie provisions of Section 409(a)(1) of the Cdtias the intention of the preceding sentence
to apply the short-term deferral provisions of 88t#09A of the Code, and the regulations and aglaétance thereunder, to such payments,
and the payment schedule as revised after thecapipl of the preceding sentence shall be reféored the “Revised Payment Schedule.”)
However, if there is no Revised Payment Schedwaewlould avoid the application of Section 409A(x){iithe Code, the payment of such
benefits shall not be paid pursuant to a Revisguneéat Schedule and instead shall be delayed tmihienum extent necessary so that such
benefits are not subject to the provisions of seci09A(a)(1) of the Code. The Company may attacetditions to or adjust the amounts paid
pursuant to this paragraph to preserve, as cl@sepossible, the economic consequences that waukgdpplied in the absence of this
paragraphprovided, howeverthat no such condition or adjustment shall reisulbe payments being subject to Section 409Aja{the
Code.

22. Indemnification Executive agrees to indemnify and hold harmleesGompany from and against any and all loss, cdateages, or
expenses, including, without limitation, attornefess or expenses incurred by the Company arisihgfahe breach of this Agreement by
Executive, or from any false representation madeihdy Executive, or from any action or proceedimat may be commenced, prosecuted, or
threatened by Executive or for Executive’s benefitpn Executive’s initiative, direct or indirecrtrary to the provisions of this Agreement.
Executive further agrees that in any such actioproceeding, this Agreement may be pled by the Gom@as a complete defense, or may be
asserted by way of counterclaim or cross-claim.

23. Authority. The Company represents and warrants that thersigded has the authority to act on behalf of tbenfany and to bind
the Company and all who may claim through it totdrens and conditions of this Agreement. Executeesents and warrants that he has the
capacity to act on his own behalf and on beha#fliofvho might claim through him to bind them to tieems and conditions of this Agreement.
Each Party warrants and represents that thereodiens or claims of lien or assignments in lavequity or otherwise of or against any of the
claims or causes of action released herein.

24. No RepresentationgExecutive represents that he has had an opptyrtienconsult with an attorney, and has carefutlgd and
understands the scope and effect of the provigibtiss Agreement. Executive has not relied uponr@presentations or statements made by
the Company that are not specifically set fortthis Agreement.

25. Severability In the event that any provision or any portioran§ provision hereof or any surviving agreementiena part hereof
becomes or is declared by a court of competergdigtion or arbitrator to be illegal, unenforcealdevoid, this Agreement shall continue in
full force and effect without said provision or fion of provision.

Page 8 of 2t



26. Attorneys Fees. Except with regard to a legal action challengingeeking a determination in good faith of thaditl of the waiver
herein under the ADEA, in the event that eithetyPhrings an action to enforce or effect its rightsler this Agreement, the prevailing Party
shall be entitled to recover its costs and experigelsiding the costs of mediation, arbitratiotigition, court fees, and reasonable attorneys’
fees incurred in connection with such an action.

27. Entire AgreementWith the exception of the Consulting Agreemelné €onfidentiality Agreement and the Stock Agreetsiethis
Agreement represents the entire agreement andstadding between the Company and Executive commethe subject matter of this
Agreement and Executive’s employment with and sajgar from the Company and the events leading thered associated therewith, and
supersedes and replaces any and all prior agresmedtunderstandings concerning the subject nadttars Agreement and Executive’s
relationship with the Company, including but natiied to the Employment Agreement and the Changeoimtrol Agreement. Notwithstandil
the foregoing, the second and third sentencesmafgPaph 4 of the Confidentiality Agreement are esgly superseded and replaced by
Paragraph 17 of this Agreement.

28. No Oral Modification This Agreement may only be amended in a writigged by Executive and the Company’s Chief Exeeutiv
Officer.

29. Governing Law This Agreement shall be governed by the law$efState of California, without regard for choiddaw provisions.
Executive consents to personal and exclusive jigtisth and venue in the State of California.

30. Effective Date Executive understands that this Agreement skeafilbl and void if not executed by him within twemine (21) days
from receipt of this Agreement. Each Party has 8¢V days after that Party signs this Agreememétoke it. This Agreement will become
effective on the eighth (8th) day after Executiignsd this Agreement, so long as it has been siggyedtle Parties and has not been revoked by
either Party before that date (the “Effective Date”

31. CounterpartsThis Agreement may be executed in counterpadsgrfacsimile, and each counterpart and facsisfill have the
same force and effect as an original and shallttatesan effective, binding agreement on the pagach of the undersigned.

32. Voluntary Execution of AgreemenExecutive understands and agrees that he exethigefigreement voluntarily, without any dur
or undue influence on the part or behalf of the @any or any third party, with the full intent oleasing all of his claims against the Company
and any of the other Releasees. Executive ackngetethat:

(@ he has read this Agreeme

(b) he has been represented in the preparation, négnfiand execution of this Agreement by legal c®irof his own choice or hi
elected not to retain legal couns

(c) he has been given at least twe-one (21) days within which to consider this Agreain
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(d) he understands the terms and consequences ofgheement and of the releases it contains;
(e) heis fully aware of the legal and binding effettlos Agreement
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IN WITNESS WHEREOF, the Parties have executedAliseement on the respective dates set forth below.
HUGH MARTIN, an individual

Dated: January 10, 2012 /sl Hugh Martin

Hugh Martin
PACIFIC BIOSCIENCES OF CALIFORNIA, INC

Dated: January 10, 20: By: /s/ Michael Hunkapille

Dr. Michael Hunkapille
Chairman, President & Chief Executive Offi
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Exhibit A
@ PACIFIC
BIOSCIENCES™

This Consulting Agreement ggreement”) is entered into by and between Pacific Bioscenof California, Inc. (the Company”) and Hugl
Martin (“ Consultant”). The Company desires to retain Consultant amd@pendent contractor to perform consulting sewior the
Company, and Consultant is willing to perform ssehvices, on the terms described below. In conaiiber of the mutual promises contained
herein, the parties agree as follows:

PACIFIC BIOSCIENCES CONSULTING AGREEMENT

1. Services and Compensatio@onsultant agrees to perform for the Companysémeices described in Appendix(the “ Services”),
and the Company agrees to pay Consultant the casapen described in Appendix far Consultant’s performance of the Services.

2. Confidentiality.

A . Definition. “ Confidential Information ” means (a) any non-public information that reldtethe actual or anticipated business
or research and development of the Company, teghdiéta, trade secrets or know-how, including,rmitlimited to, research, product
plans or other information regarding the Comparproducts or services and markets therefor, cuesttists and customers (including,
not limited to, customers of the Company on whonmngZdtant called or with whom Consultant became andad during the Term of tr
Agreement), software, developments, inventionscggees, formulas, technology, designs, drawinggneearing, hardware configuration
information, marketing, finances or other businegsrmation or any other information which is desaged as “confidential,”
“proprietary” or some similar designation (collegtly, the “Disclosed Materials”) and (b) any information otherwise obtained or
derived, directly or indirectly, by Consultant thigh inspection, review or analysis of the Disclostaterials. Confidential Information
does not include information that (i) is known torSultant, on a non-confidential basis, at the tirhdisclosure to Consultant by the
Company as evidenced by written records of Consyjl{a) has become publicly known and made gemheealailable through no
wrongful action or inaction of Consultant or (ifias been rightfully received by Consultant, withcemfidentiality obligations, from a
third party who is authorized to make such disalesu

B. Nonuse and Nondisclosur®uring and after the Term of this Agreement, Qdtasit will hold the Confidential Information in
the strictest confidence, and Consultant will iptge the Confidential Information for any purpageatsoever other than the
performance of the Services on behalf of the Comparii) disclose the Confidential Informationaay third party without the prior
written consent of the Company. If Consultant puieed by law to make any disclosure that is pridaibor otherwise constrained by this
Agreement, Consultant will provide the Company vitbmpt written notice of such requirement so thatCompany may seek a
protective order or other appropriate relief. Subje the foregoing sentence, Consultant may fartiiat portion (and only that portion)
of the Confidential Information that Consultantégally compelled or is otherwise legally requitedlisclose; provided, however, that
Consultant provides such assistance as the Compapyequest in obtaining such order or other re@ensultant agrees that all
Confidential Information will remain the sole propeof the Company. Consultant also agrees to &dlkeasonable precautions to
prevent any unauthorized disclosure of such Confidelnformation, including, but not limited toating each of Consultastemployee
and contractors, if any, with access to any Comtfiidé Information execute a nondisclosure agreemsatht restrictions on use and
disclosure at least as restrictive as those planedonsultant hereunder. Without the Company’srprigtten approval, Consultant will
not directly or indirectly disclose to anyone théseence of this Agreement or the fact that Comsulhas this arrangement with the
Company.
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C. Other Client Confidential InformationConsultant agrees that Consultant will not, dytime Term of this Agreement, imprope
use or disclose to the Company any proprietaryrinégion or trade secrets of any former or currempleyer of Consultant or other
person or entity with which Consultant has an ages# or duty to keep in confidence information acepiby Consultant, if any.
Consultant also agrees that Consultant will natdonto the Company’s premises or transfer ont@ibrapanys technology systems a
unpublished document or proprietary informatiorobging to any such employer, person or entity inéesmsented to in writing by such
employer, person or entity.

D. Third Party Confidential InformationConsultant recognizes that the Company has redeind in the future will receive from
third parties their confidential or proprietaryanfation subject to a duty on the Company’s parhé&intain the confidentiality of such
information and to use it only for certain limitpdrposes. Consultant agrees that, during the TéthisoAgreement and thereafter,
Consultant owes the Company and such third paatehsty to hold all such confidential or proprietamformation in the strictest
confidence and not to disclose it to any persom &r corporation or to use it except as necessacgrrying out the Services for the
Company consistent with the Company’s agreemetht suith third party.

E. Personal Information Without limiting the foregoing, Consultant acknedges that in connection with Consultant’s adtgit
under this Agreement Consultant may receive infoionahat identifies, or that in combination witther information available to
Consultant could be used to identify, an individp@tson. Consultant shall collect, use, store d@hdraise process such information as
Confidential Information and in accordance with @@mpany’s privacy and other policies applicablsdoh information, including any
modifications to such policies as the Company ndopafrom time to time. In addition, without linity other obligations of Consultant
set forth in this Agreement, Consultant shall adopt employ physical, technical, and procedurad daturity measures appropriate to
the sensitivity of the information received by Coltant, which shall be not less than the measweggired by applicable law. The
Company shall have the right, but not the dutygudit Consultant’s compliance with the requiremeriithis Section upon reasonable
notice to Consultant. Consultant shall cooperallg fuith the Company in conducting such audit(s).

F. Return of Materials Upon the termination of this Agreement, or upoe €Company’s earlier request, Consultant will dalito
the Company all of the Compasyproperty, including but not limited to all elemtically stored information and passwords to aceess
property, and Confidential Information that Conanttmay have in Consultant’s possession or control.

G. Community of InterestThe Company and Consultant each understand tlaigtr whis Agreement, Consultant may be privy to
Company information, documents and communicatiand,that Company may seek advice and consultation €onsultant on matters
relating to Company business and intellectual property plans andegfies, as well as other matters. Consultant acladges and agre
that Consultant and Company share a communitytefést with respect to any such information, docusiand communications
(collectively referred to as theJoint Community of Interest Materials ”) that have been and that will continue to be gates,
exchanged and shared among the Company and Contaan@dor other persons and entities providingisesvto or otherwise sharing
business objectives with the Company (collectiveBarties”) and counsel to any of the Parties. The Joint @omity of Interest
Materials (i) include, inter alia, (a) materialsvdped in whole or in part by counsel to the Rart{b) materials developed in whole or in
part by the Parties, individually or jointly, atthklirection of, or on behalf of counsel, and (anocaunications with counsel for any of the
Parties and (ii) consist of privileged attorney lwproduct, privileged attorney-client communicapor are otherwise attorney-client
privileged information. Company and Consultant bgracknowledge and agree that the Joint Commuiityterest Materials are
communicated in confidence for the purpose of segur
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legal advice and representation for evaluative gsgp or in anticipation of future negotiations anditigation, and the Parties intend to
employ all protections available to them with regge the Joint Community of Interest Materials endtate and/or federal law, includi
without limitation, the attorney work-product ddog and the privileges of attorney-client, joinfelese, if applicable, and/or common
interest. The Parties intend for the Joint Comnyuoitinterest Materials that would be subject te @n more of the laws, privileges
and/or doctrines described in the foregoing semtdsacl such materials been developed or obtaineddyarty to be subject to those
same laws, privileges and/or doctrines, despitdatiethat such materials may have been obtainegweloped collectively and/or shared
between the Parties. The Parties do not intendateenor limit the application of any legal privikeg by providing to one another, or by
jointly creating Joint Community of Interest Matds. Notwithstanding the foregoing, the Company miagt to waive any or all of the
foregoing privileges without Consultant’s consent.

3. Ownership.

A. Assignment Consultant agrees that all copyrightable mateniates, records, drawings, designs, inventionpravements,
developments, discoveries and trade secrets cataiNscovered, developed or reduced to practiggdmsultant, solely or in
collaboration with others, during the term of a salting arrangement in furtherance of the busine$® conducted by the Company,
irrespective of whether such arrangement is sét farwriting or not, or commences before or after date of this Agreement, that relate
in any manner to the business of the Company tbhas@tant may be or may have been directed to tadderinvestigate or experiment
with or that Consultant may become or has becomeceted with in work, investigation or experimeiaa on behalf of Company
(collectively, “Inventions "), are the sole property of the Company. Constilédso agrees to assign (or cause to be assignddjeaeby
assigns fully to the Company all Inventions and eogyrights, patents, mask work rights or othegllattual property rights relating to
Inventions. Further, Consultant agrees to have ef€lonsultant’s employees and contractors, if @&xgcute an assignment agreement
including assignment obligations at least as cesesite as those imposed upon Consultant hereunder.

B. Further AssurancesConsultant agrees to assist the Company, oeggdee, at the Company’s expense, in every prgagito
secure the Company’s rights in Inventions and apyrdghts, patents, mask work rights or other Ietgbal property rights relating to all
Inventions in any and all countries, including thgclosure to the Company of all pertinent inforimatand data with respect to all
Inventions, the execution of all applications, sfieations, oaths, assignments and all other imsémits that the Company may deem
necessary in order to apply for and obtain sudhtsignd in order to assign and convey to the Cognptnsuccessors, assigns and
nominees the sole and exclusive right, title anerést in and to all Inventions, and any copyrightgents, mask work rights or other
intellectual property rights relating to all Invents. Consultant also agrees that Consultant’gatitin to execute or cause to be executed
any such instrument or papers shall continue #iestermination of this Agreement.

C. Pre-Existing Materiak. Subject t@ection 3.A, Consultant agrees that if, in the course of periiog the Services, Consultant
incorporates into any Invention developed undes Agreement any pre-existing invention, improvemdetelopment, concept,
discovery or other proprietary information owned@gynsultant or in which Consultant has an inter@s€onsultant will inform the
Company, in writing before incorporating such intien, improvement, development, concept, discowergther proprietary information
into any Invention, and (ii) the Company is hergipgnted a nonexclusive, royalfyee, perpetual, irrevocable, worldwide licensenake,
have made, modify, use and sell such item as partio connection with such Invention. Consultailt not incorporate any invention,
improvement, development, concept, discovery ogmpinoprietary information owned by any third partio any Invention without the
Company'’s prior written permission.
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D. Attorney-in-Fact Consultant agrees that, if the Company is unabtause of Consultant’s unavailability, dissolutiorental or
physical incapacity, or for any other reason, tse Consultang signature for the purpose of applying for or pirrg any application fc
any United States or foreign patents or mask workopyright registrations covering the Inventiossigned to the Company in
Section 3.A, then Consultant hereby irrevocably designatesaapaints the Company and its duly authorized efS@nd agents as
Consultant’s agent and attorney-in-fact, coupletth\&n interest in the assigned inventions or oabiorks of authorship, and with full
power of substitution, to act for and on Consultahehalf to execute and file any such applicatiand to do all other lawfully permitted
acts to further the prosecution and issuance @npsit copyright and mask work registrations with same legal force and effect as if
executed by Consultant.

E. Moral Rights.To the extent allowed by laection 3and any license to the Company hereunder includieiglats of paternity,
integrity, disclosure and withdrawal and any ottigits that may be known as or referred to as “frmagats,” “artist’s rights,” “droit
moral,” or the like. Furthermore, Consultant agried notwithstanding any rights of publicity, paiy or otherwise (whether or not
statutory) anywhere in the world and without anstifar compensation, the Company may and is herethypezed to use Consultant’s
name in connection witbromotion of its business, products and servicelstamllow others to do so. To the extent any efftiregoing i
ineffective under applicable law, Consultant herplvides any and all ratifications and consentssgary to accomplish the purpose
the foregoing to the extent possible. Consultalitaenfirm any such ratifications and consents friome to time as requested by
Company. If any other person is in any way involiredny Services, Consultant will obtain the foriagoratifications, consents and
authorizations from such person for the Company&usive benefit.

4. Conflicting Obligations.

A. Conflicts. Consultant represents and warrants that Consuditeno outstanding agreement or obligation ghat conflict with
any of the provisions of this Agreement or that lgqureclude Consultant from complying with the psdens of this Agreement.
Consultant is free to perform work as a consultar@mployee of another entity and/or person, predithat Consultant will not enter into
any conflicting agreement during the Term of thgrdement. Consultant’s violation of tt8gction 4.Awill be considered a material
breach undeBection 7.B.

5. Exclusive Services During the Term. Subject tiiten waivers that may be provided by the Compapyn request, which shall
not be unreasonably withheld, and except as tadhganies (if any) identified in Appendixhreto, the Consultant agrees that during
the Term of this Agreement Consultant will not dife or indirectly (i) provide any services in theld of Interest (as defined below) to
any other business or commercial entity, or (iftipgate in the formation of any business or conuizé entity in the Field of Interest.
The Consultant has disclosed Consultant’s relaltisswith the companies (if any) listed on AppenBigttached hereto and the
foregoing will not apply to such relationships @sctbsed on Appendix BThe “Field of Interest” shall be defined as the fields of
(i) nucleic acid sequencing technologies and/otieaions thereof (including, without limitationgtection of methylation and other
nucleic acid base modifications), and (ii) singlelecule, real time detection of biological intefant using zero mode waveguides or
other confinement techniques and/or applicatiopsethf.

6. Reports; Time, Place and Manner of Providing SexwicConsultant also agrees that Consultant will, ftame to time during the
term of this Agreement or any extension thereoépkihe Company advised as to Consultant’s progmgssrforming the Services under
this Agreement. Consultant further agrees that Gltenrst will, as requested by the Company, preparttem reports with respect to such
progress. The Company and Consultant agree théitkaequired to prepare such written reports béllconsidered time devoted to the
performance of the Services.
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Notwithstanding the foregoing, as long as Constiligtivers acceptable Services to the Companytimely fashion, Consultant
shall generally have the discretion to determireldication and timing of rendering Services as aglthe method of accomplishing
Consultant’s Services.

7.Term and Termination.

A. Term. The term of this Agreement Term ") will begin on January 5, 2012 (theEffective Date”) and will continue until the
earlier of (i) July 4, 2012, or (ii) termination peovided inSection 7.B. Notwithstanding the foregoing, this Agreement wiltomatically
become null and void in the event that (i) Consulfails to timely execute the Separation Agreenzamt Release regarding Consultant’s
separation from employment with the Company, gr@onsultant revokes or breaches such Separatiopeftent and Release.

B. Termination. The Company may terminate this Agreement immebjiatnd without prior notice at any time during trerm if
Consultant refuses to or is unable to perform thiSes or is in breach of any material provisiéthis Agreement. Consultant may
terminate this Agreement at any time during thenTapon giving the Company 14 daysior written notice of such termination pursu
to Section 12.Eof this Agreement in the event the Company is iemial breach of its obligations to pay ConsultfamtServices render¢
and approved expenses incurred by Consultant dthisnderm in accordance with Appendixhareto.

C. Survival. Upon such termination, all rights and dutiesh&f €ompany and Consultant toward each other shaflecexcept:

(1) The Company will pay, within 30 days after gféective date of termination, all amounts owingXonsultant for Services
completed and accepted by the Company prior téetimination date and related expenses, if any, #tdahin accordance with the
Company'’s policies and in accordance with the miovis ofSection lof this Agreement; and

(2) Section 2 (Confidentiality), Section 3 (OwneapdhSection 4 (Conflicting Obligations), Sectior{xclusive Services
During the Term), Section 8 (Independent Contrad&enefits), Section 9 (Indemnification), Sectidh(Nonsolicitation) Section 1
(Arbitration and Equitable Relief) and Section Miqcellaneous) will survive termination or expiatiof this Agreement in
accordance with their terms.

8. Independent Contractor; Benefits.

A. Independent Contractolt is the express intention of the Company and Ghiast that Consultant perform the Services as an
independent contractor to the Company. Nothindnim Agreement shall in any way be construed to titois Consultant as an agent,
employee, joint venturer, partner, or representadiithe Company. Without limiting the generalifytioe foregoing, Consultant is not
authorized to bind the Company to any liabilityofligation or to represent that Consultant hassaroh authority. Consultant shall not
have any authority to negotiate on behalf of thenGany, or to modify or accept contracts on behiathe Company, or to otherwise bind
the Company to any contract with any third partyococonduct any business in the name of or on befitthe Company. Any contract
presented to Consultant that is intended to bieddbmpany must be entered into by a duly authoiffcer of the Company located in
the principal business offices of the Company imMédPark, California. Consultant
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agrees to furnish (or reimburse the Company fotpals and materials necessary to accomplishAbieement and shall incur all
expenses associated with performance, except assskp provided in Appendix AThe parties acknowledge that Consultant is not an
employee for state, federal, or foreign tax or albsécurity purposes. Consultant acknowledges greka that Consultant is obligated to
report as income all compensation received by Atarsipursuant to this Agreement. Consultant agreesid acknowledges the
obligation to pay all self-employment and othereswn such income, under any applicable laws.

B. Benefits. The Company and Consultant agree that Consuitifimeceive no Company-sponsored benefits fromGloenpany,
where benefits include, but are not limited todpaacation, sick leave, medical insurance and 4@tkcipation. If Consultant is
reclassified by a state or federal agency or casithe Company’s employee, Consultant will becomezkassified employee and will
receive no benefits from the Company, except thosedated by state or federal law, even if by thes$eof the Company’s benefit plans
or programs of the Company in effect at the timswafh reclassification, Consultant would otherviiseeligible for such benefits.

9. Indemnification. Consultant agrees to indemnify and hold harntlessCompany and its directors, officers and empeyieom
and against all taxes, losses, damages, liabjlitizsts and expenses, including attorneys’ feeo#met legal expenses, arising directly or
indirectly from or in connection with (i) any negéint, reckless or intentionally wrongful act of Gahiant or Consultant’s assistants,
employees, contractors or agents, (ii) a deternandty a court or agency that the Consultant isamoindependent contractor, (iii) any
breach by the Consultant or Consultant’s assisteniployees, contractors or agents of any of tivemants contained in this Agreement,
(iv) any failure of Consultant to perform the Sees in accordance with all applicable laws, rules @egulations, or (v) any violation or
claimed violation of a third party’s rights resalgiin whole or in part from the Company’s use & tork product of Consultant under
this Agreement.

10. Nonsolicitation. To the fullest extent permitted under applicdaie, from the date of this Agreement until 12 mandfiter the
termination of this Agreement (theRestricted Period”), Consultant will not, without the Company’s priaritten consent, directly or
indirectly, solicit any employee or contractor bétCompany or its affiliates to terminate employtneith, or cease providing services
the Company or its affiliates.

11. Arbitration and Equitable Relief.

A. Arbitration . Consultant and the Company agree that any amadfoversies, claims or disputes with anyonel(utiog without
limitation, Consultant and Consultant’s heirs, ®ssors and assigns, the Company and any empldfieer,airector, shareholder or
benefit plan of the Company, in its capacity ashsacotherwise) arising out of, relating to or iéisig from Consultant’s performance of
the Services under this Agreement or the terminaticthis Agreement, including any breach of thgrdement, shall be subject to
binding arbitration under the Arbitration Rules &®th in California Code of Civil Procedure (th&ktiles”) and pursuant to California
law. CONSULTANT AND THE COMPANY AGREE TO ARBITRATEAND THEREBY AGREE TO WAIVE ANY RIGHT TO A
TRIAL BY JURY WITH RESPECT TO, ALL DISPUTES ARISINGROM OR RELATED TO THIS AGREEMENT. Consultant
understands that this Agreement to arbitrate gipties to any disputes that the Company may hatke @dnsultant.

B. Procedure. Consultant and the Company agree that any atibitraill be administered by Judicial Arbitration ediation
Services (“JAMS "), and that a neutral arbitrator will be selecke@ manner consistent with its applicable rulesngliltant and the
Company agree that the arbitrator will have
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the power to decide any motions brought by anyyparthe arbitration, including discovery motionsptions for summary judgment
and/or adjudication and motions to dismiss and degns, prior to any arbitration hearing. Consultantd the Company agree that the
arbitrator will issue a written decision on the iteerConsultant and the Company also agree thairthigrator will have the power to
award any remedies, including attorneys’ fees arsisg available under applicable law. Consultadttae Company agree that the
arbitrator will administer and conduct any arbiatin a manner consistent with the Rules and tbahe extent that the JAMS’ rules
conflict with the Rules, the Rules will take preeade.

C. Remedy Except as provided by the Rules, arbitration tdlthe sole, exclusive and final remedy for arspdie between the
Company and Consultant. Accordingly, except asidexi/for by the Rules, neither the Company nor Qttast will be permitted to
pursue court action regarding claims that are stibgearbitration. Notwithstanding the foregoinige tarbitrator will not have the authority
to disregard or refuse to enforce any lawful Comypaolicy, and the arbitrator shall not order oruieg the Company to adopt a policy
otherwise required by law which the Company hasadopted.

E. Voluntary Nature of Agreemen€Consultant acknowledges and agrees that Considtarecuting this Agreement voluntarily €
without any duress or undue influence by the Commaranyone else. Consultant further acknowledgesagrees that Consultant has
carefully read this Agreement and has asked angtigus needed to understand the terms, consequanddsnding effect of this
Agreement and fully understand it, including thanGultant is waiving its right to a jury trial. Ry, Consultant agrees that Consultant
has been provided an opportunity to seek the adfiea attorney of its choice before signing thgrdement.

12.Miscellaneous.

A. Governing Law This Agreement shall be governed by the lawsalif@nia without regard to California’s conflicts law rules.
Consultant agrees to jurisdiction in California &y disputes as set forth$ection 11above.

B. Assignability. Except as otherwise provided in this Agreemenngtiltant may not sell, assign or delegate anytsigh
obligations under this Agreement.

C. Entire AgreementWith the exception of the Separation AgreementRelease regarding Consultant’'s separation from
employment with the Company, this Agreement coumt# the entire agreement between the partiesrastiect to the subject matter of
this Agreement and supersedes all prior written@atiagreements between the parties regardinguthiect matter of this Agreement.

D. Headings. Headings are used in this Agreement for referemtg and shall not be considered when interpretiigy Agreement.

E. Notices. Any notice or other communication required ompitted by this Agreement to be given to a partylldb&in writing anc
shall be deemed given if delivered personally octmnmercial messenger or courier service, or maileregistered or certified mail
(return receipt requested), or sent via facsimiligh(receipt of confirmation of complete transmis®gi to the party at the paryaddress «
facsimile number written below or at such otherradd or facsimile number as the party may haveiquely specified by like notice. If
by mail, delivery shall be deemed effective 3 bastdays after mailing in accordance with 8gstion 12.E
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(1) If to the Company, to:

Pacific Biosciences

1380 Willow Road

Menlo Park, CA 94025
Attention: Legal Department
Telephone: (650) 521-8000
Facsimile: (650) 32-9420

(2) If to Consultant, to the address for noticetlom signature page to this Agreement or, if no aadiress is provided, to the
last address of Consultant provided by Consultatité Company.

F. Modification, Waiver. No modification of or amendment to this Agreemeatr any waiver of any rights under this Agreement
will be effective unless in a writing signed by tharties. Waiver by the Company of a breach offmayision of this Agreement will not
operate as a waiver of any other or subsequentivrea

G. Attorneys’ Fees In any court action at law or equity that is byhtiby one of the parties to this Agreement to mx&®r interpret
the provisions of this Agreement, the prevailingtpavill be entitled to reasonable attorneys’ fdesaddition to any other relief to which
that party may be entitled.

H. Severability. If any provision of this Agreement is found toibbegal or unenforceable, the other provisionslisteenain effective
and enforceable to the greatest extent permittdevay

[SIGNATURE PAGE FOLLOWS]
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IN WITNESS WHEREOF, the parties hereto have exetthis Consulting Agreement as of the date lastatdd below and effective as
of the Effective Date.

CONSULTANT PACIFIC BIOSCIENCES OF CALIFORNIA, INC.
By:  /s/ Hugh Martir By: /s/ Michael Hunkapille

Name Hugh Martin Name Dr. Michael Hunkapillel

Date: January 10, 201 Title: Chairman, President & Chief Executive Offic

Date: January 10, 201
Address for Notice
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APPENDIX A

Services and Compensation

1. Contact. Consultar's principal Company contac
Name: Dr. Michael Hunkapiller
Title: Chairman, President & Chief Executive Office

2. Services. The Services shall include, but shall not betkaiito, the following

Consultant will provide such advisory and consudtaservices to the Company as reasonably requbgt®d. Hunkapiller.
3. Compensatiol.

A. During the Term of this Agreement, provided fkgreement has not otherwise terminated, the Compalhpay Consultant
$20,000 per month in exchange for his Services.

B. The Company will reimburse Consultant for ahgenable expenses incurred by Consultant in penfigrthe Services pursuant
to this Agreement, consistent with the Companydsét and expense policies, if Consultant receivégem consent from an authorized
agent of the Company prior to incurring such experand submits receipts for such expenses to thgp&uy in accordance with the
Company'’s policies. Consultant shall not be reinsbdrfor commute time to and from Company’s premiseghe extent Consultant is
required to travel for any portion of the Serviddgn Consultant and Company shall agree in wrifimgpr to such travel, the extent to
which Consultant shall be reimbursed for any trdwveé.

C. On a monthly basis, Consultant shall submihto@ompany a written invoice for any expenses,samth invoices shall be subj
to the approval of the contact person listed almvather designated agent of the Company. All paymbereunder shall be made to
Consultant within thirty (30) days from the endtloeé month the relevant Services were performedoon the date on which the Compe
receives Consultant’s valid and correct invoiceagglicable.

D. All payments and benefits provided for undes thgreement are intended to be exempt from or aisercomply with the
requirements of Section 409A of the Internal Rewe@ode of 1986, as amended, and the regulationguiddnce thereunder (together,
“Section 409A") so that none of the severance paymand benefits to be provided hereunder willdigext to the additional tax
imposed under Section 409A, and any ambiguitiesmsiguous terms herein will be interpreted to bengxt or so comply. Each paym
and benefit payable under this Agreement is intdrdeconstitute a separate payment for purpos&gation 1.409A-2(b)(2) of the
Treasury Regulations.
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APPENDIX B

Consultants Relationships With Other Companies

(If blank, Consultant represents that he has ndsetationships.)
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Exhibit B
(Supplemental Release)

1. General Releasdn consideration of the mutual promises and Sewer Payment and other consideration providederstparation
Agreement and Release, dated (the “‘&gent”), HUGH MARTIN hereby verifies and confirmis henewed agreement to the terms of
that Agreement, including but not limited to théegse and waiver of any and all claims relatingisoemployment with the Company, and
further extends such release and waiver to angnel#at may have arisen during the Term of the Gliting Agreement as defined therein,
including but not limited to claims under any loocatlinance or state or federal employment law idicig laws prohibiting discrimination in
employment on the basis of race, sex, age, digaghilational origin, or religion, as well as angichs for misclassification, wrongful discharge,
breach of contract, attorneys’ fees, costs, orcdaiyns of amounts due for fees, commissions, stgtions, expenses, salary, bonuses, profit
sharing or fringe benefits (the “Supplemental Red¢¢n

2. Return of Company Propert§Executive’s signature below constitutes his Gediion under penalty of perjury that, except éory
items that have been expressly given to Executiviané Company to keep, he has returned all docwsreerd other items provided to Executive
by the Company, developed or obtained by Executiwwnnection with his employment with the Compamyotherwise belonging to the
Company.

3. Payment of Salary and Receipt of All BenefiEsxecutive acknowledges and represents that, ttherthe consideration set forth in
this Supplemental Release, the Company has paitbeided all consulting fees, salary, wages, boswaecrued vacation/paid time off,
premiums, leaves, housing allowances, relocati@tscinterest, severance, outplacement costs,ridegyursable expenses, commissions,
stock, stock options, vesting, and any and all dleaefits and compensation due to Executive.

4. Acknowledgment of Waiver of Claims under ADEExecutive understands and acknowledges that\Wweiisng and releasing any
rights he may have under the Age Discriminatio&mployment Act of 1967 (“ADEA”"), and that this waivand release is knowing and
voluntary. Executive agrees that this waiver anglage does not apply to any rights or claims theyt arise under the ADEA after the Effective
Date of this Supplemental Release. Executive utalgis and acknowledges that the consideration dosethis waiver and release is in
addition to anything of value to which Executivesasdready entitled. Executive further understamasacknowledges that he has been advisec
by this writing that: (a) he should consult withattorney prior to executing this Supplemental BRede (b) he has twenty-one (21) days within
which to consider this Supplemental Release; (d)dwseven (7) days following his execution of Bupplemental Release to revoke the
Supplemental Release; (d) this Supplemental Rel@Enot be effective until after the revocatfmeriod has expired; and (e) nothing in this
Supplemental Release prevents or precludes Exedutin challenging or seeking a determination indytaith of the validity of this waiver
under the ADEA, nor does it impose any conditioecedent, penalties, or costs for doing so, unigssifically authorized by federal law. In
the event Executive signs this Supplemental Relaadeeturns it to the Company in less than the@iperiod identified above, Executive
hereby acknowledges that he has freely and volinmtdrosen to waive the time period allotted fonsimering this Supplemental Release.
Executive acknowledges and understands that reéeocaiust be accomplished by a written notificatiorthe person
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executing this Supplemental Release on the Compdrgfialf that is received prior to the Effectivaéa he parties agree that changes,
whether material or immaterial, do not restartrilmning of the 21-day period.

5. ARBITRATION . THE PARTIES AGREE THAT ANY AND ALL DISPUTES ARING OUT OF THE TERMS OF THE
AGREEMENT, THE CONFIDENTIALITY AGREEMENT, OR THIS SPPLEMENTAL AGREEMENT, THEIR INTERPRETATION, AND
ANY OF THE MATTERS HEREIN RELEASED, SHALL BE SUBJHCTO ARBITRATION IN SAN MATEO COUNTY, BEFORE
JUDICIAL ARBITRATION & MEDIATION SERVICES (*JAMS”), PURSUANT TO ITS EMPLOYMENT ARBITRATION RULES &
PROCEDURES (“*JAMS RULES"). THE ARBITRATOR MAY GRANTNJUNCTIONS AND OTHER RELIEF IN SUCH DISPUTES. THE
ARBITRATOR SHALL ADMINISTER AND CONDUCT ANY ARBITRATION IN ACCORDANCE WITH CALIFORNIA LAW,
INCLUDING THE CALIFORNIA CODE OF CIVIL PROCEDURE, ND THE ARBITRATOR SHALL APPLY SUBSTANTIVE AND
PROCEDURAL CALIFORNIA LAW TO ANY DISPUTE OR CLAIMWITHOUT REFERENCE TO ANY CONFLICT-OF-LAW
PROVISIONS OF ANY JURISDICTION. TO THE EXTENT THATHE JAMS RULES CONFLICT WITH CALIFORNIA LAW,
CALIFORNIA LAW SHALL TAKE PRECEDENCE. THE DECISIONDF THE ARBITRATOR SHALL BE FINAL, CONCLUSIVE, AND
BINDING ON THE PARTIES TO THE ARBITRATION. THE PARIES AGREE THAT THE PREVAILING PARTY IN ANY
ARBITRATION SHALL BE ENTITLED TO INJUNCTIVE RELIEFIN ANY COURT OF COMPETENT JURISDICTION TO ENFORCE
THE ARBITRATION AWARD. THE PARTIES TO THE ARBITRATON SHALL EACH PAY AN EQUAL SHARE OF THE COSTS AND
EXPENSES OF SUCH ARBITRATION, AND EACH PARTY SHALSEPARATELY PAY FOR ITS RESPECTIVE COUNSEL FEES Al
EXPENSES; PROVIDED, HOWEVER, THAT THE ARBITRATOR 3#iL AWARD ATTORNEYS’ FEES AND COSTS TO THE
PREVAILING PARTY, EXCEPT AS PROHIBITED BY LAW. THIPARTIES HEREBY AGREE TO WAIVE THEIR RIGHT TO HAVE
ANY DISPUTE BETWEEN THEM RESOLVED IN A COURT OF LAVBY A JUDGE OR JURY. NOTWITHSTANDING THE
FOREGOING, THIS SECTION WILL NOT PREVENT EITHER PAR FROM SEEKING INJUNCTIVE RELIEF (OR ANY OTHER
PROVISIONAL REMEDY) FROM ANY COURT HAVING JURISDICTON OVER THE PARTIES AND THE SUBJECT MATTER OF
THEIR DISPUTE RELATING TO THIS AGREEMENT AND THE AREEMENTS INCORPORATED HEREIN BY REFERENCE
(INCLUDING THE CONFIDENTIALITY AGREEMENT). SHOULD ANY PART OF THE ARBITRATION AGREEMENT CONTAINED
IN THIS PARAGRAPH CONFLICT WITH ANY OTHER ARBITRATON AGREEMENT BETWEEN THE PARTIES, THE PARTIES
AGREE THAT THIS ARBITRATION AGREEMENT SHALL GOVERN.

6. Entire AgreementThe Agreement and this Supplemental Releasegeptéhe entire agreement and understanding betthheen
Company and Executive concerning the subject mattiis Agreement and Executive’s employment weitidl separation from the Company
and the events leading thereto and associatedittlier@and supersedes and replaces any and all ggi@ements and understandings conce
the subject matter of this Agreement and Execusivelationship with the Company, with the exceptdthe Confidentiality Agreement (as
amended in the Agreement) and the Stock Optioné&gseats. The arbitration provision of this SuppletakRelease (Section 5 above)
supersedes the arbitration provisions in the Agergnthe Consulting Agreement and the Confidetyi&dlgreement.
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7. Expiration of Supplemental Releaskhis Supplemental Release is null and void if@wenpany has not received a copy executed by
the Executive within two (2) weeks following therfrénation Date of the Consulting Agreement as defim the Consulting Agreement. This
Supplemental Release will become effective aftbagt been signed by both Parties and after seyetayg have passed since Executive signed
the Supplemental Release (the “Effective Date”edtnive has seven (7) days after he signs the Sogpital Release to revoke it. Executive
acknowledges and understands that revocation neustdomplished by a written notification to thegoer executing this Supplemental Rele
on the Company’s behalf that is received priotht® Effective Date.

8. Voluntary Execution of AgreemenExecutive understands and agrees that he exettuseS8upplemental Release voluntarily, without
any duress or undue influence on the part or betialfe Company or any third party, with the fulteént of releasing all of his claims against
the Company and any of the other Releasees. Exedutither acknowledges that: (a) he has read3bpplemental Release; (b) he has been
represented in the preparation, negotiation, aedwion of this Supplemental Release by legal celupfshis own choice or has elected not to
retain legal counsel; (c) he has been given at teanty-one (21) days within which to considestAigreement; (d) he understands the terms
and consequences of this Supplemental Releasef &éinel i@leases it contains; and (e) he is fully @ the legal and binding effect of this
Supplemental Release.

IN WITNESS WHEREOF, the Parties have executedShigplemental Release on the respective datesrebfow.
HUGH MARTIN, an individual

Dated: January 10, 20: /s/ Hugh Martin
Hugh Martin

PACIFIC BIOSCIENCES OF CALIFORNIA, INC

Dated: January 10, 2012 By /s/ Michael Hunkapiller
Dr. Michael Hunkapillei
Chairman, President & Chief Executive Offi(
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Exhibit C
(Board Resignation Letter)

June , 2012

Board of Directors

Pacific Biosciences of California, Inc.

1380 Willow Rd.

Menlo Park, CA 94025

Re: Resignation from Board of Directors

Dear Board members:

I, Hugh Martin, hereby resign from my position aBigector of Pacific Biosciences of California, Ineffective as of the date of this letter.

Sincerely,

/sl Hugh Martin

Hugh Martin
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Exhibit 10.32

PACIFIC BIOSCIENCES OF CALIFORNIA, INC.
EMPLOYMENT AGREEMENT

This Employment Agreement (theAgreement”) is entered into as of January 5, 2012 (theffective Date”) by and between Pacific
Biosciences of California, Inc. (theCompany”) and Michael Hunkapiller (Executive”).

1. Duties and Scope of Employment

(a) Position and DutiesAs of the Effective Date, Executive will servethe Company’s Chief Executive Officer and Presidard
will continue to serve as the Executive ChairmathefCompany’s Board of Directors (th®&bard ”). Executive will render such business and
professional services in the performance of higedutonsistent with Executive’s position withiet@ompany, as shall reasonably be assigned
to him by the Board. The Board may modify Executyeb title and duties as it deems necessary apdopriate in light of the Company’s
needs and interests from time to time. The perfdéxecutive’s employment under this Agreement femed to herein as theEmployment
Term .”

(b) Board MembershipDuring the Employment Term, Executive will seagea member and Executive Chairman of the Board,
subject to any required Board and/or stockholderaml. Upon termination of the Employment TermgeExtive will resign from the Board.

(c) Obligations. During the Employment Term, Executive will perfohis duties faithfully and to the best of his apiand will
devote his full business efforts and time to then@any. For the duration of the Employment Term,dtixi@e agrees not to actively engage in
any other employment, occupation or consultingvégtior any direct or indirect remuneration withtdhe prior approval of the Board.

(d) Confidentiality AgreementExecutive agrees to enter into the Company’sdstahconfidential information and invention
assignment agreement (th€b6nfidentiality Agreement ) in favor of the Company upon commencing emplowtrieereunder.

2. At-Will Employment. The parties agree that Executive’s employmertt e Company will be “at-will” employment and mbg
terminated at any time with or without cause oligetExecutive understands and agrees that ndithgob performance nor commendations,
bonuses or the like from the Company give risertm @ny way serve as the basis for modificationeadment, or extension, by implication or
otherwise, of the at-will nature of his employmeiith the Company. As described in this Agreemeatyéver, Executive may be entitled to
severance and other benefits depending upon thencstances of Executive’s termination of employnweitit the Company.

3. Term of AgreementSubject to Section 2 above, this Agreement véltdhan initial term of three (3) years, commenanghe
Effective Date. On the third anniversary of thedgfive Date, this Agreement will automatically renier additional one (1) year terms unless
either party




provides the other party with written notice of aemewal at least sixty (60) days prior to the ddtautomatic renewal. If Executive becomes
entitled to benefits under Section 9 during thentef this Agreement, this Agreement will not teratia until all of the obligations under this
Agreement have been satisfied.

4. Compensation

(a) Base SalaryDuring the Employment Term, the Company will fiagecutive as compensation for his services a lelaeysthe
“ Base Salary”) at the annualized rate of four hundred thousdmithars ($400,000). The Base Salary will be paithstallments in accordance
with the Company’s normal payroll practices forisemxecutives and be subject to the usual, requiighholding. Executive’s salary will be
subject to review and adjustments will be made dapen the Company’s normal performance reviewtpag, though the Company does not
expect to review or otherwise adjust the Base $aldaor to 2013.

(b) Bonus. Effective for calendar year 2012, Executive willalify for an annual performance bonus with agatpnus level of
seventy-five percent (75%) of Executive’s Base §ab@sed upon performance criteria establishedh@yBbard or the Compensation
Committee of the Board. The Board or the Compeosa@iommittee will endeavor in good faith to estsiblihe annual performance bonus
criteria within the first quarter of the applicalylear. Any bonus, or any portion thereof, will kidpas soon as practicable after the Board or
Compensation Committee determines that the borsibden earned, but in no event will the bonus Ik gfter the later of (i) the fifteenth
(15th) day of the third (3rd) month following thimse of the Company’s fiscal year in which the boisuearned or (ii) March 15 following the
calendar year in which the bonus is earned.

(c) Equity Awards

(i) Stock Option. Effective as of January 9, 2012, Executive willgranted a stock option to purchase one million
(1,000,000) shares of the Company’s common sto&héres”) at an exercise price per Share equal to thenfiagirket value of a Share on the
date of grant (the Option ”). The Option will vest as to twenty-five percd@6%) of the Shares subject to the Option on thee(@h year
anniversary of the Effective Date, and as to 1/48the Shares subject to the Option monthly theezaio that the Option will be fully vested
and exercisable four (4) years from the Effectiad) subject to Executive continuing to provideseas to the Company through the relevant
vesting dates. The Option will be subject to threneand conditions of the Compagay 010 Equity Incentive Plan and a stock optioregren
by and between Executive and the Company.

(i) Additional Equity Awards Executive will be eligible to receive awards tifck options, restricted stock or other equity
awards covering Shares pursuant to any plans angements the Company may have in effect from torine, including but not limited to
any focal grants. The Board or its committee wétetmine in its discretion whether Executive wél ranted any such equity awards and the
terms of any such award in accordance with thegerhany applicable plan or arrangement that maiyn leéfect from time to time.
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5. Employee BenefitsDuring the Employment Term, Executive will beidlat to participate in the employee benefit plansrently and
hereafter maintained by the Company of generaliggplity to other senior executives of the Compaary in effect from time to time. The
Company reserves the right to cancel or changbehefit plans and programs it offers to its empésyat any time.

6. Vacation Executive will be entitled to paid vacation ircacdance with the Company’s vacation policy foriseaxecutive officers,
with the timing and duration of specific vacatianstually and reasonably agreed to by the partiestheUpon Executive’s termination of
employment, Executive will be entitled to receivayment of Executive’s accrued but unused vacatioough the date of Executive’'s
termination.

7. Expenses The Company will reimburse Executive for reasdaatavel, entertainment or other expenses incusgeBxecutive in the
furtherance of or in connection with the performaonf Executive’s duties hereunder, in accordandk thie Company’s expense
reimbursement policy as in effect from time to time

8. Termination of Employmentln the event Executive’s employment with the Campterminates for any reason, Executive will be
entitled to any (a) unpaid Base Salary accruedupd effective date of termination; (b) pay focrared but unused vacation; (c) benefits or
compensation as provided under the terms of anyame benefit and compensation agreements or plaplicable to Executive; and
(d) unreimbursed business expenses required teitmdursed to Executive.

9. Severance

(a) Termination (other than for Cause, Death oabigy) or Resignation for Good Reasoti (i) the Company terminates
Executive’s employment with the Company other tfaar(x) Cause, (y) death or (z) Disability, or (iixecutive resigns from his employment
with the Company for Good Reason, then, subje8etction 11(a) below, Executive will be entitled to:

() A lump sum payment equal to twelve (12) morah&xecutives Base Salary (unless such termination occursesudt o
clause (ii) of the definition of “Good Reason” un&ection 13(e) below, in which case the amounitlvélequal to twelve (12) months of
Executive’s Base Salary as in effect immediatelgrmiio such Base Salary reduction), less applice{evithholding, payable within thirty
(30) days following Executive’s termination of eropment;

(i) the immediate vesting of each of Executivéisri-outstanding stock options and restricted stoekher equity awards as
to the number of shares subject to each such eawityd that otherwise would have vested had heiredan employee of the Company
through the six (6) month anniversary of the ddtEx@cutive’s termination of employment; and

(iii) if Executive elects continuation coverage sugnt to the Consolidated Omnibus Budget RecotiottigAct of 1985, as
amended (COBRA ") for Executive and Executive’s eligible depende(ds applicable), within the time period presatiparsuant to
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COBRA, the Company will reimburse Executive forpary directly on Executive’s behalf, the COBRA piems for such coverage (at the
coverage levels in effect immediately prior to Bxtaee’s termination of employment) until the earld (A) a period of twelve (12) months
from the last date of employment of the Executivénsthe Company, or (B) the date upon which Exeeuéind/or Executive’s eligible
dependents becomes covered under similar plansetwif the Company determines in its sole disonethat it cannot provide the COBRA
benefits without potentially violating applicabken (including, without limitation, Section 2716 thie Public Health Service Act), the Comp.
will in lieu thereof provide to Executive a taxal®nthly payment in an amount equal to the monB®BRA premium that Executive would
be required to pay to continue his group healttecage in effect on the date of his terminationmpyment (which amount will be based on
the premium for the first month of COBRA coveragehich payments will be made regardless of wheh@rcutive elects COBRA
continuation coverage.

(b) Termination for Cause, Death or Disability; Restion without Good Reasonf Executive’s employment with the Company
terminates voluntarily by Executive (other than @vod Reason), terminates as a result of Execstieath or Disability, or is terminated for
Cause by the Company, then (i) all vesting wilitarate immediately with respect to Executive’s ttmenstanding equity awards, (ii) all
payments of compensation by the Company to Exeetméreunder will terminate immediately (exceptoaarhounts already earned), and
(i) Executive will only be eligible for severantenefits in accordance with the Company’s estabtipolicies, if any, as then in effect.

10. NonDuplication of Benefits In the event that Executive is entitled to besgiursuant to the Change in Control Severance
Agreement entered into between Executive and thepaay of even date herewith, the payments and ket forth therein are intended to
be and are exclusive and in lieu of any paymentseaefits set forth under Section 9 of this Agrestand, in such case, Executive will be
entitled to no payments or benefits under Sectiontbis Agreement.

11. Conditions to Receipt of Severance

(a) Release of Claims Agreemerithe receipt of any severance or benefits purstaethiis Agreement is subject to Executive
signing and not revoking a separation agreementeladse of claims in a form reasonably acceptabiliee Company (the Release’), which
must become effective and irrevocable no later tharsixtieth (6Gh ) day following the terminatiohenployment (the Release Deadliné).

If the Release does not become effective and io@vie by the Release Deadline, Executive will fioday rights to severance payments or
benefits under this Agreement. No severance payyatt benefits under this Agreement will be paigrorvided until the Release becomes
effective and irrevocable, and, subject to Sectibc) of this Agreement, any such severance paysramt benefits otherwise payable between
the date of Executive’s termination of employmemd ¢he date the Release becomes effective andaadle will be paid on the date the
Release becomes effective and irrevocable.

(b) Confidential Information and Invention Assignmégreements Executive’s receipt of any payments or benefitdar
Section 9 will be subject to Executive continuingcbmply with the terms of the Confidentiality Agraent and the provisions of this
Agreement.

-4-



(c) Section 409A

(i) Notwithstanding anything to the contrary inglfigreement, no severance pay or benefits to lmeqrgirovided to
Executive, if any, pursuant to this Agreement thdten considered together with any other severpagments or separation benefits, are
considered deferred compensation under InternaéiRex Code Section 409A (together, thHeeferred Payments”) will be payable until
Executive has a “separation from service” withia theaning of Section 409A Section 409A") of the Internal Revenue Code of 1986, as
amended (the Code™). Similarly, no severance payable to ExecutiVany, pursuant to this Agreement that otherwiseld/de exempt from
Section 409A pursuant to Treasury Regulation Sectid09A-1(b)(9) will be payable until Executivesha “separation from servic&ithin the
meaning of Section 409A.

(i) Any severance payments or benefits underAlgieeement that would be considered Deferred Paysneifitbe paid on,
or, in the case of installments, will not commenaoél, the sixtieth (6@ ) day following Executivesgparation from service, or, if later, such
time as required by Section 11(c)(iii). Excepteguired by Section 11(c)(iii), any installment pamts that would have been made to
Executive during the sixty (60) day period immeeliatfollowing Executive’s separation from serviat ffior the preceding sentence will be
paid to Executive on the sixtieth (0 ) day follogiExecutives separation from service and the remaining paysneititbe made as provide
in this Agreement.

(i) Further, if Executive is a “specified emplag/ewithin the meaning of Section 409A at the tinfde@ecutive’s separation
from service (other than due to death), any DefeRrayments that otherwise are payable within tis¢ $ix (6) months following Executive’s
separation from service will become payable orfitlse payroll date that occurs on or after the dake(6) months and one (1) day following
date of Executive’s separation from service. Abbsequent Deferred Payments, if any, will be payablecordance with the payment schedule
applicable to each payment or benefit. Notwithsitag@nything herein to the contrary, in the everiExecutive’s death following Executive’s
separation from service but prior to the six (6)nhoanniversary of Executive’s separation from meryor any later delay date), then any
payments delayed in accordance with this paragnaibbe payable in a lump sum as soon as admitigély practicable after the date of
Executive’s death and all other Deferred Paymeiitde payable in accordance with the payment saleedpplicable to each payment or
benefit. Each payment and benefit payable undeAgreement is intended to constitute a separatmpayfor purposes of Section 1.409A-2
(b)(2) of the Treasury Regulations.

(iv) Any amount paid under this Agreement thats§ags the requirements of the “short-term deferralg set forth in
Section 1.409A-1(b)(4) of the Treasury Regulatiatiisnot constitute Deferred Payments for purposgslause (i) above. Any amount paid
under this Agreement that qualifies as a paymeimtenas a result of an involuntary separation fromdise pursuant to Section 1.409A-1(b)(9)
(iii) of the Treasury Regulations that does notemdtthe Section 409A Limit (as defined below) wok constitute Deferred Payments for
purposes of clause (i) above.
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(v) The foregoing provisions are intended to compith, or be exempt from, the requirements of SEcti09A so that none
of the severance payments and benefits to be mdwidder the Agreement will be subject to the amlthtl tax imposed under Section 409A,
and any ambiguities herein will be interpreteddasmply or be exempt. Executive and the Compangeatp work together in good faith to
consider amendments to the Agreement and to taltereasonable actions which are necessary, appten desirable to avoid imposition of
any additional tax or income recognition prior tiusal payment to Executive under Section 409A.drevent will the Company reimburse
Executive for any taxes that may be imposed on &xexas result of Section 409A.

(d) No Duty to Mitigate Executive will not be required to mitigate theamt of any payment contemplated by this Agreemeont,
will any such payment be reduced by any earningsEkecutive may receive from any other source.

12. Limitation on Paymentsin the event that the severance and other bsnefitvided for in this Agreement or otherwise padgdb
Executive (i) constitute “parachute payments” witthe meaning of Section 280G of the Code andb(if)for this Section 12, would be subject
to the excise tax imposed by Section 4999 of théeCthen Executive’s severance benefits under@e8twill be either:

(a) delivered in full, or

(b) delivered as to such lesser extent which woeddlt in no portion of such severance benefitagsubject to excise tax under
Section 4999 of the Code,

whichever of the foregoing amounts, taking intocact the applicable federal, state and local inctares and the excise tax imposed by
Section 4999, results in the receipt by Executiveuo after-tax basis, of the greatest amount aérsexce benefits, notwithstanding that all or
some portion of such severance benefits may bdlaxmder Section 4999 of the Code. If a redudtiogeverance and other benefits
constituting “parachute payments” is necessarhablienefits are delivered to a lesser extent,atemhuwill occur in the following order:

(i) reduction of cash payments; (ii) cancellatidrawards granted “contingent on a change in owmgrmshcontrol” (ithin the meaning of Coc
Section 280G), (iii) cancellation of acceleratedtirgg of equity awards; (iv) reduction of employmmnefits. In the event that acceleration of
vesting of equity award compensation is to be redusuch acceleration of vesting will be canceiitethe reverse order of the date of grant of
Executive’s equity awards.

Unless the Company and Executive otherwise agreeiiing, any determination required under thist®ec12 will be made in
writing by the Company’s independent public accaarg immediately prior to the Change in Controé(tiAccountants”), whose
determination will be conclusive and binding upoteg&utive and the Company for all purposes. For gsep of making the calculations
required by this Section 12, the Accountants makemaasonable assumptions and approximations atingegipplicable taxes and may rely
reasonable, good faith interpretations concerrtiegapplication of Sections 280G and 4999 of theeCdtie Company and Executive will
furnish to the Accountants such information andwhoents as the Accountants may reasonably requestién to make a determination under
this Section. The Company will bear all costs tlee@untants may reasonably incur in connection aiith calculations contemplated by this
Section 12.

-6-



13. Definition of Terms The following terms referred to in this Agreemeiilt have the following meanings:

(a) Cause “ Cause” means (i) conviction of any felony; (ii) convioti of any crime involving moral turpitude or distesty that
causes, or is likely to cause, material harm taQbmpany; (iii) participation in a fraud or willfaict of dishonesty against the Company that
causes, or is likely to cause, material harm tocGbmpany; (iv) intentional and material damagehe €ompany’s property; or (v) material
breach of the Company’s Proprietary Information Ementions Agreement.

(b) Change in Contral“ Change in Control” means the occurrence of any of the following:

(i) A change in the ownership of the Company whicburs on the date that any one person, or moredha person acting
as a group (Person”), acquires ownership of the stock of the Comptrat, together with the stock held by such Personstitutes more than
50% of the total voting power of the stock of then@bany; provided, however, that for purposes of shibsection (i), the acquisition of
additional stock by any one Person, who is considiés own more than 50% of the total voting powfahe stock of the Company will not be
considered a Change in Control; or

(ii) A change in the effective control of the Compgavhich occurs on the date that a majority of meralof the Board (eac
a “ Director ") is replaced during any twelve (12) month perimdDirectors whose appointment or election is matagsed by a majority of the
members of the Board prior to the date of the agpunt or election. For purposes of this subseciiprif any Person is considered to be in
effective control of the Company, the acquisitidradditional control of the Company by the samesBewill not be considered a Change in
Control; or

(iii) A change in the ownership of a substantiattipm of the Company’s assets which occurs on tte that any Person
acquires (or has acquired during the twelve (12htmperiod ending on the date of the most recemiaition by such person or persons) as
from the Company that have a total gross fair ntarkiie equal to or more than 50% of the total gfag market value of all of the assets of
the Company immediately prior to such acquisitiomaquisitions; provided, however, that for purposéthis subsection (iii), the following
will not constitute a change in the ownership stiastantial portion of the Company’s assets: (&nasfer to an entity that is controlled by the
Company’s stockholders immediately after the transir (B) a transfer of assets by the Companylioa stockholder of the Company
(immediately before the asset transfer) in exchdager with respect to the Company’s stock, (2)eatity, 50% or more of the total value or
voting power of which is owned, directly or inditgg by the Company, (3) a Person, that owns, tliyewr indirectly, 50% or more of the total
value or voting power of all the outstanding stokhe Company, or (4) an entity, at least 50%heftbtal value or voting power of which is
owned, directly or indirectly, by a Person desdalibethis subsection (iii)(B)(3). For
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purposes of this subsection (iii), gross fair masaue means the value of the assets of the Coynparthe value of the assets being disposed
of, determined without regard to any liabilitiesasiated with such assets.

For purposes of this definition of Change in Cohtpersons will be considered to be acting as agibthey are owners of
corporation that enters into a merger, consoligafiurchase or acquisition of stock, or similaribass transaction with the Company.

Notwithstanding the foregoing, a transaction wit be deemed a Change in Control unless the traosagualifies as a
change in control event within the meaning of C8detion 409A, as it has been and may be amendettiinee to time, and any proposed or
final Treasury Regulations and Internal Revenu@iSemuidance that has been promulgated or maydraugated thereunder from time to
time.

Further and for the avoidance of doubt, a transadtiill not constitute a Change in Control if: if§ sole purpose is to
change the state of the Company’s incorporatiolij)ats sole purpose is to create a holding comypthat will be owned in substantially the
same proportions by the persons who held the Coypaacurities immediately before such transaction.

(c) Code. For purposes of this AgreemeniCbde” is defined as the Internal Revenue Code of 188@Gmended.

(d) Disability . “ Disability " means Executive is unable to engage in any sobatayainful activity by reason of any medically
determinable physical or mental impairment thatloarexpected to result in death or can be expéeotiest for a continuous period of not less
than twelve (12) months.

(e) Good Reason” Good Reasori’ means Executive’s termination of employment witthirty (30) days following the expiration
of any cure period (discussed below) following tlteurrence of one or more of the following, with@&xecutive’s express written consent:

(i) a material reduction of Executive’s duties,tarity, or responsibilities, relative to Executiseluties, authority, or
responsibilities as in effect immediately priorstech reduction, or any change which results in Etree ceasing to serve as the Chief Exect
Officer of the Company, provided that, for the alarice of doubt, Executive ceasing to serve asd&nmeisof the Company or Executive
Chairman of the Board shall not constitute “Gooc$tm”;

(i) a material reduction by the Company in Exeegs annualized base pay as in effect immediatetyr po such reduction
(in other words, a reduction of more than ten par¢£0%) of Executive’s annualized base compensati@any one year, other than a reduction
applicable to executives generally that does neeemly affect Executive to a greater extent thitwerosimilarly situated executives);

(iii) the relocation of Executive’s principal placé performing his duties as an employee of the @amy by more than fifty
(50) miles; or
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(iv) the failure of the Company to obtain the asption of this Agreement by a successor.

In order for an event to qualify as Good Reasorechkve must not terminate employment with the Canypwithout first providing the
Company with written notice of the acts or omissigonstituting the grounds for “Good Reason” withinety (90) days of the initial existence
of the grounds for “Good Reason” and a reasonalie geriod of not less than thirty (30) days follogvthe date of such notice.

(f) Section 409A Limit “ Section 409A Limit” means the lesser of two (2) times: (i) Executivehnualized compensation based
upon the annual rate of pay paid to Executive dutie Executive’s taxable year preceding the Exeelsttaxable year of Executive’s
termination of employment as determined under,witlll such adjustments as are set forth in, TreaRagulation 1.409A-1(b)(9)(iii))(A)(1)
and any Internal Revenue Service guidance issuttdraspect thereto; or (ii) the maximum amount thay be taken into account under a
qualified plan pursuant to Section 401(a)(17) ef @ode for the year in which Executive’s employnisrtierminated.

14. Assignment This Agreement will be binding upon and inurgtte benefit of (a) the heirs, executors and legiatasentatives of
Executive upon Executive’'death and (b) any successor of the Company. ety successor of the Company will be deemed sutedifor the
Company under the terms of this Agreement for aippses. For this purpose, “successor” means apipefirm, corporation or other
business entity which at any time, whether by paset merger or otherwise, directly or indirectlg@ices all or substantially all of the asset
business of the Company. None of the rights of Httee to receive any form of compensation payabilespant to this Agreement may be
assigned or transferred except by will or the lafvdescent and distribution. Any other attemptesigasnent, transfer, conveyance or other
disposition of Executive’s right to compensatiorothier benefits will be null and void.

15. Notices All notices, requests, demands and other comnatioits called for hereunder shall be in writing ahdll be deemed given
(i) on the date of delivery if delivered personally) one (1) day after being sent by a well ebtlled commercial overnight service, or
(iii) four (4) days after being mailed by registérar certified mail, return receipt requested, pid@and addressed to the parties or their
successors at the following addresses, or at siheln addresses as the parties may later designateting:

If to the Company:

Pacific Biosciences of California, Inc.
1380 Willow Road

Menlo Park, CA 94025

Attn : General Counsel

If to Executive:
at the last residential address known by the Compan
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16. Severability In the event that any provision hereof becomes declared by a court of competent jurisdictiorbé illegal,
unenforceable or void, this Agreement will continéull force and effect without said provision.

17. Integration This Agreement, together with the Confidentialityreement and the Change in Control Severanceehggat, represer
the entire agreement and understanding betwegpatties as to the subject matter herein and supessa! prior or contemporaneous
agreements whether written or oral, including kattlimited to the Executive Chairman Agreement esdeénto between Executive and the
Company dated October 25, 2011 (theHairman Agreement”) except with respect to Section 2 of the Chairmaneement (*
Confidentiality”) which will continue in effect following the Effgive Date. No waiver, alteration, or modificatiohany of the provisions of
this Agreement will be binding unless in writingdasigned by duly authorized representatives optimties hereto.

18. Withholding. All payments made pursuant to this Agreement pélsubject to withholding of applicable income anaployment
taxes.

19. Choice of Law The validity, interpretation, construction, aretfiormance of this Agreement will be governed by ldws of the Stal
of California (with the exception of its conflict taws provisions). Any claims or legal actionsdnye party against the other arising out of the
relationship between the parties contemplated hévgiether or not arising under this Agreement) lél commenced or maintained in any
state or federal court located in San Mateo Coud&jifornia, and Executive and the Company hereliyrst to the jurisdiction and venue of
any such court.

20. Acknowledgment Executive acknowledges that he has had the apmitrtto discuss this matter with and obtain ad¥ioen his
private attorney, has had sufficient time to, aad barefully read and fully understands all thesigions of this Agreement, and is knowingly
and voluntarily entering into this Agreement.

21. Headings All captions and section headings used in thise&gent are for convenient reference only and ddonm a part of this
Agreement.

22. CounterpartsThis Agreement may be executed in counterpaatd) ef which will be deemed an original, but alldfich together
will constitute one and the same instrument.

[Signature Page Follows]
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IN WITNESS WHEREOF, each of the parties has exettitis Agreement, in the case of the Company biy thdy authorized officers,
as of the day and year first above written.

COMPANY:
PACIFIC BIOSCIENCES OF CALIFORNIA, INC

By: /s/ Susan Barne Date: January 19, 201
Susan Barne

Title: Chief Financial Office!

EXECUTIVE:

/s/ Michael Hunkapille Date: January 19, 201
Michael Hunkapillel
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Exhibit 10.33

PACIFIC BIOSCIENCES OF CALIFORNIA, INC.
CHANGE IN CONTROL SEVERANCE AGREEMENT

This Change in Control Severance Agreement (tAgreement”) is made and entered into by and between Michgkapiller (
Executive”) and Pacific Biosciences of California, Inc., alBware corporation (theCompany”), effective as of January 5, 2012 (the “
Effective Date”).

RECITALS

1. It is expected that the Company from time tcetiwill consider the possibility of an acquisitiop &énhother company or other change in
control. The Board of Directors of the Company (tH&oard ") recognizes that such considerations can beteaditon to Executive and can
cause Executive to consider alternative employropportunities. The Board has determined thatiit ibe best interests of the Company and
its stockholders to assure that the Company wilkltae continued dedication and objectivity of Bxe®, notwithstanding the possibility,
threat or occurrence of such a termination of egrpkent or the occurrence of a Change in Controtlé&imed herein) of the Company.

2. The Board believes that it is in the best irgeyef the Company and its stockholders to profdecutive with an incentive to continue
his employment and to motivate Executive to maxéite value of the Company for the benefit of itckholders.

3. The Board believes that it is imperative to ievExecutive with certain severance benefits upxecutive’s termination of
employment in connection with a Change in Conffblese benefits will provide Executive with enhanfiedncial security, incentive and
encouragement to remain with the Company.

4. Certain capitalized terms used in the Agreeraemtlefined in Section 7 below.

AGREEMENT
NOW, THEREFORE, in consideration of the mutual ceav@s contained herein, the parties hereto agréslas's:

1. Term of AgreementThis Agreement will have an initial term of thrg) years commencing on the Effective Date (theaitfal Term
™). On the third anniversary of the Effective Daleis Agreement will renew automatically for addital one (1) year terms (each an “
Additional Term "), unless either party provides the other partthwiritten notice of non-renewal at least sixty)(@@ys prior to the date of
automatic renewal. Notwithstanding the foregoingvisions of this paragraph, if a Change in Conbiciiurs when there are fewer than twelve
(12) months remaining during the Initial Term or/siditional Term, the term of this Agreement wiktend automatically through the date t
is twelve (12) months following the effective dafithe Change in Control. If Executive becomestkatito benefits under Section 3 during the
term of this Agreement, the Agreement will not tarate until all of the obligations of the partiesréto with respect to this Agreement have
been satisfiec




2. At-Will Employment. The Company and Executive acknowledge that Exexatemployment is and will continue to be at-wib
defined under applicable law.

3. Severance Benefits

(a) Termination without Cause or Other than DeatBigability or Resignation for Good Reason Witfiwelve Months Following
a Change in Controllf on or within twelve (12) months following a @hge in Control, (i) the Company terminates Exeelsiemployment
with the Company for a reason other than (A) Ca(BeExecutive’s death, or (C) Executive’s Disdilior (ii) Executive resigns for Good
Reason, then, in each case subject to Sectionetutixe will receive the following severance frane tCompany:

(i) Base Salary Severanc&xecutive will receive continuing payments of sence at a rate equal to Executive’s base salar
rate, less applicable withholdings, as in effeaniadiately prior to Executive’s termination of emyteent (unless such termination occurs as a
result of clause (ii) of the definition ofGood Reasori’ under Section 7(d) below, in which case the anteuith be equal to Executive’s base
salary as in effect immediately prior to such raaun) or, if greater, as in effect immediately prio the Change in Control, for
twelve (12) months from the date of such termimatibemployment, to be paid periodically in accarclawith the Company’s normal payroll
policies.

(i) Equity . One hundred percent (100%) of the unvested podidhe Executive’s then-outstanding equity awdtts “
Awards ") will immediately vest and, to the extent appbéa become exercisable, as of the date of suatiniation. The Awards will remain
exercisable, to the extent applicable, followingExtive’'s termination for the period prescribedha applicable equity plan and agreement for
each Award.

(iii) Continued Employee Benefitdf Executive elects continuation coverage purst@mthe Consolidated Omnibus Budget
Reconciliation Act of 1985, as amendeddOBRA ") for Executive and Executive’s eligible dependefds applicable), within the time period
prescribed pursuant to COBRA, the Company will teinse Executive for, or pay directly on Executivieéhalf, the COBRA premiums for
such coverage (at the coverage levels in effectadiately prior to Executive’s termination of emphognt) until the earlier of (A) a period of
twelve (12) months from the last date of employnwnhe Executive with the Company, or (B) the daten which Executive and/or
Executive’s eligible dependents becomes covereeéusichilar plans. However, if the Company determiimeits sole discretion that it cannot
provide the COBRA benefits without potentially \atihg applicable law (including, without limitatip8ection 2716 of the Public Health
Service Act), the Company will in lieu thereof pide to Executive a taxable monthly payment in amam equal to the monthly COBRA
premium that Executive would be required to pagdntinue his group health coverage in effect ondte of his termination of employment
(which amount will be based on the premium forftret month of COBRA coverage), which payments W@l made regardless of whether
Executive elects COBRA continuation coverage.
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(b) Other Termination If Executive’s employment with the Company teratags other than as set forth in Section 3(a) altbes,
(i) all vesting will terminate immediately with nesct to Executive’s outstanding Awards, (ii) aliypgents of compensation by the Company to
Executive hereunder will terminate immediately @picas to amounts already earned), and (iii) Exezutill only be eligible for severance
benefits in accordance with the Company’s estadtigholicies, if any, as then in effect.

(c) Exclusive RemedyIn the event of a termination of Executive’'s eayphent as set forth in Section 3(a) of this Agreetntne
provisions of Section 3 are intended to be andeackusive and in lieu of and supersede any otlgéatsior remedies to which Executive or the
Company otherwise may be entitled, whether at tavt,or contract or in equity, or under this Agreamh(other than the payment of accruec
unpaid wages, as required by law, and any unreiggolreimbursable expenses). Executive will beledttb no benefits, compensation or
other payments or rights upon termination of empiegt other than those benefits expressly set for8ection 3 of this Agreement.

4. NonDuplication of Benefits In the event that Executive is entitled to betsgfursuant to this Agreement, the payments andfiten
set forth herein are intended to be and are exausid in lieu of any payments or benefits setfarider Section 9 of the Employment
Agreement entered into between Executive and thepaay of even date herewith (th&fnployment Agreement”), and Executive will be
entitled to no payments or benefits under Sectiohtbe Employment Agreement.

5. Conditions to Receipt of Severance

(a) Release of Claims Agreemerithe receipt of any severance payments or bergfitsuant to this Agreement is subject to
Executive signing and not revoking a separatioeagent and release of claims in a form acceptaliteet Company (the Releas€’), which
must become effective and irrevocable no later tharsixtieth (60" ) day following Executive’s temation of employment (theRelease
Deadline”). If the Release does not become effective amyacable by the Release Deadline, Executive wifeit any right to severance
payments or benefits under this Agreement. No senerpayments and benefits under Section 3 oAtlisement will be paid or provided
until the Release becomes effective and irrevocalnle, subject to Section 5(c) of this Agreemeny, such severance payments and benefits
otherwise payable between the date of Executiegiaihation of employment and the date the Releaserhes effective and irrevocable will
be paid on the date the Release becomes effectileravocable.

(b) Confidential Information and Invention Assignmbiégreements Executive’s receipt of any payments or benefitdar
Section 3 will be subject to Executive continuingcomply with the terms of any confidential infortioa and invention assignment agreement
executed by Executive in favor of the Company (ti@onfidentiality Agreement ") and the provisions of this Agreement.

(c) Section 409A



(i) Notwithstanding anything to the contrary ingtfigreement, no severance payments or benefitbfgai@mExecutive, if
any, pursuant to this Agreement that, when consitlesgether with any other severance paymentsparragon benefits, is considered deferred
compensation under Internal Revenue Code SectifA ftdgether, the Deferred Payments”) will be payable until Executive has a
“separation from service” within the meaning of @t 409A (“ Section 409A") of the Internal Revenue Code of 1986, as amerftied”
Code”). Similarly, no severance payable to Executif@ny, pursuant to this Agreement that otherwiseldde exempt from Section 409A
pursuant to Treasury Regulation Section 1.409A{2{h)ill be payable until Executive has a “sepamatirom service” within the meaning of
Section 409A.

(i) Any severance payments or benefits underAlgiseement that would be considered Deferred Paysneititbe paid on,
or, in the case of installments, will not commenaéil, the sixtieth (60" ) day following Executivesgparation from service, or, if later, such
time as required by Section 5(c)(iii). Except aguieed by Section 5(c)(iii), any installment payrtethat would have been made to Executive
during the sixty (60) day period immediately follog Executive’s separation from service but for pheceding sentence will be paid to
Executive on the sixtieth (60 ) day following Exé&ea’s separation from service and the remaining paysrsmdll be made as provided in:
Agreement.

(i) Further, if Executive is a “specified emplag/ewithin the meaning of Section 409A at the tinfde@ecutive’s separation
from service (other than due to death), any DefeRrayments that otherwise are payable within tis¢ $ix (6) months following Executive’s
separation from service will become payable orfitise payroll date that occurs on or after the daxe(6) months and one (1) day following
date of Executive’s separation from service. Abbsequent Deferred Payments, if any, will be payablecordance with the payment schedule
applicable to each payment or benefit. Notwithsitag@nything herein to the contrary, in the everiExecutive’s death following Executive’s
separation from service but prior to the six (6)ntmoanniversary of Executive’s separation from gergor any later delay date), then any
payments delayed in accordance with this paragnaibbe payable in a lump sum as soon as admitigéaly practicable after the date of
Executive’s death and all other Deferred Paymeiitde payable in accordance with the payment saleedpplicable to each payment or
benefit. Each payment and benefit payable undeAgreement is intended to constitute a separatmpayfor purposes of Section 1.409A-2
(b)(2) of the Treasury Regulations.

(iv) Any amount paid under this Agreement thatseds the requirements of the “short-term deferralé set forth in
Section 1.409A-1(b)(4) of the Treasury Regulatiatiisnot constitute Deferred Payments for purposgslause (i) above. Any amount paid
under this Agreement that qualifies as a paymemtenaa a result of an involuntary separation fromise pursuant to Section 1.409A-1(b)(9)
(iii) of the Treasury Regulations that does notemdtthe Section 409A Limit (as defined below) wok constitute Deferred Payments for
purposes of clause (i) above.

(v) The foregoing provisions are intended to compith, or be exempt from, the requirements of $ectl09A so that none
of the severance payments and benefits to be prdwidder the Agreement will be subject to the &ulthtl tax imposed under Section 409A,
and any ambiguities herein will be interpreteddasmply or be exempt. Executive and the Company
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agree to work together in good faith to consideeadments to the Agreement and to take such reagoactions which are necessary,
appropriate or desirable to avoid imposition of adgitional tax or income recognition prior to adtpayment to Executive under
Section 409A. In no event will the Company reimleuiExecutive for any taxes that may be imposed atitive as result of Section 409A.

6. Limitation on Paymentsin the event that the severance and other ben@fivided for in this Agreement or otherwise pagdb
Executive (i) constitute “parachute payments” wittiie meaning of Section 280G of the Code andb(if)for this Section 6, would be subject
to the excise tax imposed by Section 4999 of theeCthen Executive’s severance benefits under @estiwill be either:

(@) delivered in full, o1

(b) delivered as to such lesser extent which wouldlr@smo portion of such severance benefits beingject to excise tax unc
Section 4999 of the Cod

whichever of the foregoing amounts, taking intocact the applicable federal, state and local inctares and the excise tax imposed by
Section 4999, results in the receipt by Executiveuo after-tax basis, of the greatest amount dérsexce benefits, notwithstanding that all or
some portion of such severance benefits may bél@xsader Section 4999 of the Code. If a redudtisseverance and other benefits
constituting “parachute payments” is necessarhablienefits are delivered to a lesser extent,atemuwill occur in the following order:

(i) reduction of cash payments; (ii) cancellatidrawvards granted “contingent on a change in owngrshcontrol” {vithin the meaning of Coc
Section 280G), (iii) cancellation of acceleratedtiry of equity awards; (iv) reduction of employmnefits. In the event that acceleration of
vesting of equity award compensation is to be redusuch acceleration of vesting will be canceiitethe reverse order of the date of grant of
Executive’s equity awards.

Unless the Company and Executive otherwise agresifing, any determination required under thist®ec6 will be made in
writing by the Company’s independent public accautd immediately prior to the Change in Controé(ticcountants”), whose
determination will be conclusive and binding upote&utive and the Company for all purposes. For @sep of making the calculations
required by this Section 6, the Accountants mayenaksonable assumptions and approximations cangeapplicable taxes and may rely on
reasonable, good faith interpretations concerriegapplication of Sections 280G and 4999 of theeCdtie Company and Executive will
furnish to the Accountants such information anduwthoents as the Accountants may reasonably requestién to make a determination under
this Section. The Company will bear all costs tlee@untants may reasonably incur in connection aiith calculations contemplated by this
Section 6.

7. Definition of Terms For purposes of this Agreement, the followingrtereferred to in this Agreement will have theduling
meanings:

(a) Cause “ Cause” means (i) conviction of any felony; (ii) convioti of any crime involving moral turpitude or distesty that
causes, or is likely to cause, material harm to the

-5



Company; (iii) participation in a fraud or willfalct of dishonesty against the Company that caosés likely to cause, material harm to the
Company; (iv) intentional and material damage s@ompany’s property; or (v) material breach of@mpanys Proprietary Information ar
Inventions Agreement.

(b) Change in Contral“ Change in Control” means the occurrence of any of the following:

(i) A change in the ownership of the Company whachurs on the date that any one person, or moredha person acting
as a group (Person”), acquires ownership of the stock of the Comptmat, together with the stock held by such Personstitutes more than
50% of the total voting power of the stock of thentpany; provided, however, that for purposes & shibsection (i), the acquisition of
additional stock by any one Person, who is consillés own more than 50% of the total voting powfdhe stock of the Company will not be
considered a Change in Control; or

(if) A change in the effective control of the Comgavhich occurs on the date that a majority of meratof the Board (eac
a “ Director ") is replaced during any twelve (12) month perimydDirectors whose appointment or election is mutaesed by a majority of the
members of the Board prior to the date of the agpmént or election. For purposes of this subsedtiprif any Person is considered to be in
effective control of the Company, the acquisitidradditional control of the Company by the samesBewill not be considered a Change in
Control; or

(iii) A change in the ownership of a substantiaftipm of the Company’s assets which occurs on tte that any Person
acquires (or has acquired during the twelve (12)tmperiod ending on the date of the most receqtiaition by such person or persons) as
from the Company that have a total gross fair markiie equal to or more than 50% of the total gfagr market value of all of the assets of
the Company immediately prior to such acquisitiomaquisitions; provided, however, that for purmoeéthis subsection (iii), the following
will not constitute a change in the ownership sliastantial portion of the Company’s assets: (&pasfer to an entity that is controlled by the
Company'’s stockholders immediately after the transir (B) a transfer of assets by the Compan{ifoa stockholder of the Company
(immediately before the asset transfer) in exchdager with respect to the Company’s stock, (2)eatity, 50% or more of the total value or
voting power of which is owned, directly or inditlyg by the Company, (3) a Person, that owns, tliyexr indirectly, 50% or more of the total
value or voting power of all the outstanding sto€khe Company, or (4) an entity, at least 50%heftbtal value or voting power of which is
owned, directly or indirectly, by a Person desalibethis subsection (iii)(B)(3). For purposes lotsubsection (iii), gross fair market value
means the value of the assets of the Companygeoralue of the assets being disposed of, deternviftbdut regard to any liabilities associa
with such assets.

For purposes of this definition of Change in Cohtpersons will be considered to be acting as agibthey are owners of
corporation that enters into a merger, consoligafiurchase or acquisition of stock, or similaribass transaction with the Company.
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Notwithstanding the foregoing, a transaction wit be deemed a Change in Control unless the traosagalifies as a
change in control event within the meaning of C8detion 409A, as it has been and may be amendettiinee to time, and any proposed or
final Treasury Regulations and Internal Revenu@iSemuidance that has been promulgated or maydraugated thereunder from time to
time.

Further and for the avoidance of doubt, a transadtiill not constitute a Change in Control if: if§ sole purpose is to
change the state of the Company’s incorporatiolij)ats sole purpose is to create a holding comypthat will be owned in substantially the
same proportions by the persons who held the Coypanacurities immediately before such transaction.

(c) Disability . “ Disability " means Executive is unable to engage in any sobatayainful activity by reason of any medically
determinable physical or mental impairment thatloarexpected to result in death or can be expéeotiest for a continuous period of not less
than twelve (12) months.

(d) Good Reason” Good Reasor’ means Executive’s termination of employment witthirty (30) days following the expiration
of any cure period (discussed below) following tlteurrence of one or more of the following, with@xtecutives express written consent: (
material reduction of Executive’s duties, authqray responsibilities, relative to Executive’s @t authority, or responsibilities as in effect
immediately prior to such reduction, or any chamiéch results in Executive ceasing to serve a<thief Executive Officer of the Company,
provided that, for the avoidance of doubt, Exeaitieasing to serve as President of the Companyemuiive Chairman of the Board shall not
constitute “Good Reasorf; (i) a material reduction by the Company in Exéee’s annualized base pay as in effect immedigtebr to such
reduction (in other words, a reduction of more ttempercent (10%) of Executiweannualized base compensation in any one year, ththn ¢
reduction applicable to executives generally ttesgtsdnot adversely affect Executive to a greatergthan other similarly situated executives);
(iii) the relocation of Executive’s principal placé performing his duties as an employee of the gamy by more than fifty (50) miles; or
(iv) the failure of the Company to obtain the asption of this Agreement by a successor. In ordeafoevent to qualify as Good Reason,
Executive must not terminate employment with thenpany without first providing the Company with wvei notice of the acts or omissions
constituting the grounds forGood Reasori’ within ninety (90) days of the initial existenoéthe grounds for Good Reasor and a
reasonable cure period of not less than thirty (2@} following the date of such notice.

(e) Section 409A Limit “ Section 409A Limit” means the lesser of two (2) times: (i) Executivehnualized compensation based
upon the annual rate of pay paid to Executive dutte Executive’s taxable year preceding the Exeelsttaxable year of Executive’s
termination of employment as determined under,witldl such adjustments as are set forth in, TreaBegulation 1.409A-1(b)(9)(iii)(A)(1)
and any Internal Revenue Service guidance issuttdraspect thereto; or (ii) the maximum amount thay be taken into account under a
qualified plan pursuant to Section 401(a)(17) & @ode for the year in which Executive’s employnisrierminated.
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8. Successors.

(a) The Companyg SuccessorsAny successor to the Company (whether direchdiréct and whether by purchase, merger,
consolidation, liquidation or otherwise) to allsrbstantially all of the Company’s business andasets will assume the obligations under this
Agreement and agree expressly to perform the didiggunder this Agreement in the same manneraittetsame extent as the Company
would be required to perform such obligations ia éipsence of a succession. For all purposes umdekgreement, the termCompany” will
include any successor to the Company’s businegsaassets which executes and delivers the assomagreement described in this Section 8
(a) or which becomes bound by the terms of thiseAgrent by operation of law.

(b) Executivés SuccessorsThe terms of this Agreement and all rights of &xeve hereunder will inure to the benefit of, del
enforceable by, Executive’s personal or legal repnéatives, executors, administrators, succedseirs, distributees, devisees and legatees.

9. Notice.

(a) General Notices and all other communications contemplatethis Agreement will be in writing and will beemed to have
been duly given when personally delivered or wheiiled by U.S. registered or certified mail, retuegeipt requested and postage prepaid. In
the case of Executive, mailed notices will be adsked to him or her at the home address which Be@most recently communicated to the
Company in writing. In the case of the Company,letanotices will be addressed to its corporate earders, and all notices will be directed
to the General Counsel of the Company.

(b) Notice of Termination Any termination by the Company for Cause or bgé&xive for Good Reason or as a result of a voly
resignation will be communicated by a notice ofrtigration to the other party hereto given in accoodawith Section 9(a) of this Agreement.
Such notice will indicate the specific terminatimmovision in this Agreement relied upon, will setth in reasonable detail the facts and
circumstances claimed to provide a basis for teation under the provision so indicated, and wi#afy the termination date (which will be
not more than thirty (30) days after the givingsath notice). The failure by Executive to includelie notice any fact or circumstance which
contributes to a showing of Good Reason will noiveany right of Executive hereunder or precludedtiive from asserting such fact or
circumstance in enforcing Executive’s rights hegeam

10. Miscellaneous Provisions

(a) No Duty to Mitigate Executive will not be required to mitigate theamt of any payment contemplated by this Agreeneont,
will any such payment be reduced by any earningsEkecutive may receive from any other source.

(b) Waiver. No provision of this Agreement will be modifiedaived or discharged unless the modification, waoredischarge is
agreed to in writing and signed by Executive andbyuthorized officer of the Company (other thaedtitive). No waiver by either
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party of any breach of, or of compliance with, aondition or provision of this Agreement by theeatiparty will be considered a waiver of ¢
other condition or provision or of the same comditor provision at another time.

(c) Headings All captions and section headings used in thise&gent are for convenient reference only and ddomm a part of
this Agreement.

(d) Entire AgreementThis Agreement, together with the Confidentialyreement and the Employment Agreement, constihge
entire agreement of the parties hereto and supessadheir entirety all prior representations, enstindings, undertakings or agreements
(whether oral or written and whether expressednmlied) of the parties with respect to the subjeatter hereof, including but not limited to
the Executive Chairman Agreement entered into betviexecutive and the Company dated October 25, ghgl Chairman Agreement”)
except with respect to Section 2 of the ChairmareAment (“Confidentiality”) which will continue in effect following the Effgive Date. No
waiver, alteration, or modification of any of theopisions of this Agreement will be binding unléssvriting and signed by duly authorized
representatives of the parties hereto and whichbifspaly mention this Agreement.

(e) Choice of Law The validity, interpretation, construction, aretfoermance of this Agreement will be governed t® ldws of the
State of California (with the exception of its clietfof laws provisions). Any claims or legal aat®by one party against the other arising ot
the relationship between the parties contemplagedit (whether or not arising under this Agreemeiiif)be commenced or maintained in any
state or federal court located in San Mateo Coud&jifornia, and Executive and the Company hereliyrst to the jurisdiction and venue of
any such court.

(f) Severability. The invalidity or unenforceability of any prowsi or provisions of this Agreement will not afféle validity or
enforceability of any other provision hereof, whighl remain in full force and effect.

(g) Withholding. All payments made pursuant to this Agreement bélsubject to withholding of applicable income and
employment taxes.

(h) Counterparts This Agreement may be executed in counterpaats) ef which will be deemed an original, but alkdfich
together will constitute one and the same instrumen

000
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IN WITNESS WHEREOF, each of the parties has exetthtiis Agreement, in the case of the Company bglutg authorized officer, as
of the day and year set forth below.

COMPANY:

PACIFIC BIOSCIENCES OF CALIFORNIA, INC

By: /s/ Susan Barnes Date: January 19, 20:
Susan Barne

Title:  Chief Financial Officer

EXECUTIVE:

/s/ Michael Hunkapiller Date: January 19, 20:
Michael Hunkapillel
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Exhibit 10.34

PACIFIC BIOSCIENCES OF CALIFORNIA, INC.
CHANGE IN CONTROL SEVERANCE AGREEMENT

This Change in Control Severance Agreement (tAgréeement) is made and entered into by and between Micha@llynn (“Executive
") and Pacific Biosciences of California, Inc., @lBware corporation (theCompany’), effective as of August 31, 2011 (th&ffective Date

)

RECITALS

1. It is expected that the Company from time tcetiwill consider the possibility of an acquisitiop &énhother company or other change in
control. The Board of Directors of the Company (th&oard”) recognizes that such considerations can beteaditon to Executive and can
cause Executive to consider alternative employroppbrtunities. The Board has determined thatiit ibe best interests of the Company and
its stockholders to assure that the Company wilkltae continued dedication and objectivity of Bxe®, notwithstanding the possibility,
threat or occurrence of such a termination of egrpkent or the occurrence of a Change in Controtié&imed herein) of the Company.

2. The Board believes that it is in the best irgeyef the Company and its stockholders to profdecutive with an incentive to continue
his employment and to motivate Executive to maxéite value of the Company for the benefit of itckholders.

3. The Board believes that it is imperative to ievExecutive with certain severance benefits upxecutive’s termination of
employment in connection with a Change in Conffblese benefits will provide Executive with enhanfiedncial security, incentive and
encouragement to remain with the Company.

4. Certain capitalized terms used in the Agreeraemtlefined in Section 7 below.

AGREEMENT
NOW, THEREFORE, in consideration of the mutual ceav@s contained herein, the parties hereto agréslas's:

1. Term of AgreementThis Agreement will have an initial term of thrg years commencing on the Effective Date (thaitfal Term
™). On the third anniversary of the Effective Daleis Agreement will renew automatically for addital one (1) year terms (each an “
Additional Tern™), unless either party provides the other partthwiritten notice of non-renewal at least sixty)(@@ys prior to the date of
automatic renewal. Notwithstanding the foregoingvisions of this paragraph, if a Change in Conbiciurs when there are fewer than twelve
(12) months remaining during the Initial Term or/sditional Term, the term of this Agreement witend automaticall




through the date that is twelve (12) months follogvthe effective date of the Change in ControExXécutive becomes entitled to benefits ur
Section 3 during the term of this Agreement, theekgnent will not terminate until all of the obligats of the parties hereto with respect to
Agreement have been satisfied.

2. AtWill Employment. The Company and Executive acknowledge that Exeeatemployment is and will continue to be at-wik
defined under applicable law.

3. Severance Benefits

(a) Termination without Cause or Other than DeatDigability or Resignation for Good Reason Witfiwelve Months Following
a Change in Controllf on or within twelve (12) months following a @hge in Control, the Company terminates Executieeiployment with
the Company for a reason other than Cause or Exetsitieath or Disability or Executive resigns @ood Reason, then, in each case subject
to Section 5, Executive will receive the followiegverance from the Company:

(i) Base Salary Severancé&xecutive will receive continuing payments of @&ance at a rate equal to Executive’s base salar
rate, less applicable withholdings, as in effeaniediately prior to Executive’s termination of emyieent (unless such termination occurs as a
result of clause (i) of the definition of “Good &on” under Section 7(d) below, in which case thewnt will be equal to Executive’s base
salary as in effect immediately prior to such reaun) or, if greater, as in effect immediately prio the Change in Control, for six (6) months
from the date of such termination of employmentegaid periodically in accordance with the Conyp&normal payroll policies.

(i) Equity . One hundred percent (100%) of the unvested podidhe Executive’s then-outstanding equity awgtde “
Awards”) will immediately vest and, to the extent appbts become exercisable, as of the date of suatination. The Awards will remain
exercisable, to the extent applicable, followingEixtive’s termination for the period prescribedha applicable equity plan and agreement for
each Award.

(iii) Continued Employee Benefitdf Executive elects continuation coverage purstathe Consolidated Omnibus Budget
Reconciliation Act of 1985, as amendedCOBRA") for Executive and Executive’s eligible depende(ds applicable), within the time period
prescribed pursuant to COBRA, the Company will tainse Executive for, or pay directly on Executivieéhalf, the COBRA premiums for
such coverage (at the coverage levels in effectddiately prior to Executive’s termination of emphognt) until the earlier of (A) a period of
six (6) months from the last date of employmenthef Executive with the Company, or (B) the dateruptiich Executive and/or Executive’s
eligible dependents becomes covered under sinidasp

(b) Other Termination If Executive’s employment with the Company teratags other than as set forth in Section 3(a) altbes,
(i) all vesting will terminate immediately with nesct to Executive’s outstanding Awards, (ii) alyp®ents of compensation by the Company to
Executive hereunder will terminate immediately @picas to amounts already earned), and
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(iii) Executive will only be eligible for severan@®nefits in accordance with the Compangstablished policies, if any, as then in effegtép
as otherwise expressly set forth regarding “Invidan Termination’in the offer letter entered into between Execuéind the Company of ev
date herewith).

(c) Exclusive Remedyln the event of a termination of Executive’s eayphent as set forth in Section 3(a) of this Agreetnthe
provisions of Section 3 are intended to be andeackusive and in lieu of and supersede any otlgétsior remedies to which Executive or the
Company otherwise may be entitled, whether at tavt,or contract or in equity, or under this Agresrh(other than the payment of accruec
unpaid wages, as required by law, and any unreiggolreimbursable expenses). Executive will beledttb no benefits, compensation or
other payments or rights upon termination of emplegt other than those benefits expressly set for8ection 3 of this Agreement.

4. NonDuplication of Benefits In the event that Executive is entitled to betsgfursuant to this Agreement, the payments andftien
set forth herein are intended to be and are exawsid in lieu of any severance payments or benfglit‘Involuntary Termination” as
described in the offer letter entered into betwErecutive and the Company of even date herewitth Eaxecutive will be entitled to no such
payments or benefits.

5. Conditions to Receipt of Severance

(a) Release of Claims Agreemerithe receipt of any severance payments or bernmfitsuant to this Agreement is subject to
Executive signing and not revoking a separatioeagent and release of claims in a form acceptalilget Company (the Releasé), which
must become effective and irrevocable no later tharsixtieth (60" ) day following Executive’s temation of employment (theRelease
Deadline”). If the Release does not become effective amyacable by the Release Deadline, Executive wifieft any right to severance
payments or benefits under this Agreement. No sexer payments and benefits under Section 3 otlrisement will be paid or provided
until the Release becomes effective and irrevocalnlé any such severance payments and benefitsuigeegpayable between the date of
Executive’s termination of employment and the dhteRelease becomes effective and irrevocablébeippaid on the date the Release become:
effective and irrevocable.

(b) Confidential Information and Invention Assignmégreements Executive’s receipt of any payments or benefitdar
Section 3 will be subject to Executive continuingcbmply with the terms of any confidential infortioa and invention assignment agreement
executed by Executive in favor of the Company dredprovisions of this Agreement.

(c) Section 409A

(i) Notwithstanding anything to the contrary ingtfigreement, no severance payments or benefitbfgai@mExecutive, if
any, pursuant to this Agreement that, when consitlesgether with any other severance paymentsparragon benefits, is considered deferred
compensation under Internal Revenue Code Secti®A fidgether, the Deferred Paymenty will
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be payable until Executive has a “separation fremise” within the meaning of Section 409A%¢éction 409A) of the Internal Revenue Code
of 1986, as amended (the&Cbde”). Similarly, no severance payable to Executi¥any, pursuant to this Agreement that otherwiselld/de
exempt from Section 409A pursuant to Treasury Ragul Section 1.409A-1(b)(9) will be payable ulidecutive has a “separation from
service” within the meaning of Section 409A.

(i) Any severance payments or benefits underAlgieeement that would be considered Deferred Paysneifitbe paid on,
or, in the case of installments, will not commenaéil, the sixtieth (60" ) day following Executivesgparation from service, or, if later, such
time as required by Section 5(c)(iii). Except aguieed by Section 5(c)(iii), any installment payrtethat would have been made to Executive
during the sixty (60) day period immediately follogg Executive’s separation from service but for piheceding sentence will be paid to
Executive on the sixtieth (60 ) day following Exé&ea’s separation from service and the remaining paysrsmdll be made as provided in:
Agreement.

(i) Further, if Executive is a “specified emplag/ewithin the meaning of Section 409A at the tinfde@ecutive’s separation
from service (other than due to death), any DefeRrayments that otherwise are payable within tis¢ $ix (6) months following Executive’s
separation from service will become payable orfitise payroll date that occurs on or after the daxe(6) months and one (1) day following
date of Executive’s separation from service. Abbsequent Deferred Payments, if any, will be payablecordance with the payment schedule
applicable to each payment or benefit. Notwithsitag@nything herein to the contrary, in the everiExecutive’s death following Executive’s
separation from service but prior to the six (6)ntmoanniversary of Executive’s separation from gergor any later delay date), then any
payments delayed in accordance with this paragnaibbe payable in a lump sum as soon as admitigély practicable after the date of
Executive’s death and all other Deferred Paymetitde payable in accordance with the payment saleedpplicable to each payment or
benefit. Each payment and benefit payable undeAgreement is intended to constitute a separatmpayfor purposes of Section 1.409A-2
(b)(2) of the Treasury Regulations.

(iv) Any amount paid under this Agreement thatseds the requirements of the “short-term deferralé set forth in
Section 1.409A-1(b)(4) of the Treasury Regulatiatiisnot constitute Deferred Payments for purposgslause (i) above. Any amount paid
under this Agreement that qualifies as a paymeimtenas a result of an involuntary separation fromdise pursuant to Section 1.409A-1(b)(9)
(iii) of the Treasury Regulations that does notemdtthe Section 409A Limit (as defined below) wok constitute Deferred Payments for
purposes of clause (i) above.

(v) The foregoing provisions are intended to compith, or be exempt from, the requirements of $ectl09A so that none
of the severance payments and benefits to be prdwidder the Agreement will be subject to the &althtl tax imposed under Section 409A,
and any ambiguities herein will be interpreteddasmply or be exempt. Executive and the Compangeatp work together in good faith to
consider amendments to the Agreement and to taltersasonable actions which are necessary, appteq desirable to avoid imposition of
any
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additional tax or income recognition prior to adtpayment to Executive under Section 409A. In nergwvill the Company reimburse
Executive for any taxes that may be imposed on &xexas result of Section 409A.

6. Limitation on PaymentsIn the event that the severance and other bsnefitvided for in this Agreement or otherwise padgab
Executive (i) constitute “parachute payments” wittie meaning of Section 280G of the Code andb(if)for this Section 6, would be subject
to the excise tax imposed by Section 4999 of theeCthen Executive’s severance benefits under @estiwvill be either:

(@) delivered in full, o1

(b) delivered as to such lesser extent which wouldlr@smo portion of such severance benefits beingject to excise tax unc
Section 4999 of the Cod

whichever of the foregoing amounts, taking intocact the applicable federal, state and local inctares and the excise tax imposed by
Section 4999, results in the receipt by Executiven after-tax basis, of the greatest amount ddreece benefits, notwithstanding that all or
some portion of such severance benefits may bdlaxmder Section 4999 of the Code. If a redudtiogeverance and other benefits
constituting “parachute payments” is necessarhablienefits are delivered to a lesser extent,atemuwill occur in the following order:

(i) reduction of cash payments; (ii) cancellatidrawards granted “contingent on a change in owmgrshcontrol” (ithin the meaning of Coc
Section 280G), (iii) cancellation of acceleratedtirgg of equity awards; (iv) reduction of employmmnefits. In the event that acceleration of
vesting of equity award compensation is to be redusuch acceleration of vesting will be canceiitethe reverse order of the date of grant of
Executive’s equity awards.

Unless the Company and Executive otherwise agregifing, any determination required under thist®ec6 will be made in
writing by the Company’s independent public accaarg immediately prior to the Change in Controg(tiAccountants), whose
determination will be conclusive and binding upoteéutive and the Company for all purposes. For gsep of making the calculations
required by this Section 6, the Accountants mayenaksonable assumptions and approximations cangeapplicable taxes and may rely on
reasonable, good faith interpretations concerrtiegapplication of Sections 280G and 4999 of theeCdtie Company and Executive will
furnish to the Accountants such information anduwthoents as the Accountants may reasonably requestén to make a determination under
this Section. The Company will bear all costs tlieduntants may reasonably incur in connection afith calculations contemplated by this
Section 6.

7. Definition of Terms For purposes of this Agreement, the followingrtereferred to in this Agreement will have theduling
meanings:

(a) Cause “ Cause’ means (i) conviction of any felony; (ii) convioti of any crime involving moral turpitude or distesty that
causes, or is likely to cause, material harm taQbmpany; (iii) participation in a fraud or willfaict of dishonesty against the Company that
causes,
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or is likely to cause, material harm to the Compdiw intentional and material damage to the Conysproperty; or (v) material breach of
the Company’s Proprietary Information and Invengidtgreement.

(b) Change in Contral“ Change in Control means the occurrence of any of the following:

(i) A change in the ownership of the Company whachurs on the date that any one person, or moredhea person acting
as a group (Person”), acquires ownership of the stock of the Comptmat, together with the stock held by such Personstitutes more than
50% of the total voting power of the stock of then@bany; provided, however, that for purposes of shibsection (i), the acquisition of
additional stock by any one Person, who is considlés own more than 50% of the total voting powfdhe stock of the Company will not be
considered a Change in Control; or

(il) A change in the effective control of the Comgavhich occurs on the date that a majority of meratof the Board (eac
a “ Director ") is replaced during any twelve (12) month perinpdDirectors whose appointment or election is matagsed by a majority of the
members of the Board prior to the date of the agpmnt or election. For purposes of this subseciiprif any Person is considered to be in
effective control of the Company, the acquisitidradditional control of the Company by the samesBewill not be considered a Change in
Control; or

(iii) A change in the ownership of a substantiaftipm of the Company’s assets which occurs on tte that any Person
acquires (or has acquired during the twelve (12htmperiod ending on the date of the most recemiaition by such person or persons) as
from the Company that have a total gross fair markikie equal to or more than 50% of the total gfagr market value of all of the assets of
the Company immediately prior to such acquisitiomaquisitions; provided, however, that for purposéthis subsection (iii), the following
will not constitute a change in the ownership stiastantial portion of the Company’s assets: (knasfer to an entity that is controlled by the
Company'’s stockholders immediately after the transir (B) a transfer of assets by the Compan{lfoa stockholder of the Company
(immediately before the asset transfer) in exchdager with respect to the Company’s stock, (2)eatity, 50% or more of the total value or
voting power of which is owned, directly or inditgg by the Company, (3) a Person, that owns, tliyewr indirectly, 50% or more of the total
value or voting power of all the outstanding sto€khe Company, or (4) an entity, at least 50%heftbtal value or voting power of which is
owned, directly or indirectly, by a Person desdalibethis subsection (iii)(B)(3). For purposes listsubsection (iii), gross fair market value
means the value of the assets of the Companygoratue of the assets being disposed of, determiitbdut regard to any liabilities associa
with such assets.

For purposes of this definition of Change in Cohtpersons will be considered to be acting as agibthey are owners of
corporation that enters into a merger, consoligafiurchase or acquisition of stock, or similaribass transaction with the Company.
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Notwithstanding the foregoing, a transaction wit be deemed a Change in Control unless the traosagalifies as a
change in control event within the meaning of C8detion 409A, as it has been and may be amendettiinee to time, and any proposed or
final Treasury Regulations and Internal Revenu@iSemuidance that has been promulgated or maydraugated thereunder from time to
time.

Further and for the avoidance of doubt, a transadtiill not constitute a Change in Control if: if§ sole purpose is to
change the state of the Company’s incorporatiolij)ats sole purpose is to create a holding comypthat will be owned in substantially the
same proportions by the persons who held the Coypanacurities immediately before such transaction.

(c) Disability . “ Disability ” means Executive is unable to engage in any sobatagainful activity by reason of any medically
determinable physical or mental impairment thatloarexpected to result in death or can be expéeotiest for a continuous period of not less
than twelve (12) months.

(d) Good Reason” Good Reasofimeans Executive’s termination of employment witthirty (30) days following the expiration
of any cure period (discussed below) following tlteurrence of one or more of the following, with@&xtecutives express written consent: (
material reduction of Executive’s duties, authqriy responsibilities, relative to Employee’s dstiauthority, or responsibilities as in effect
immediately prior to such reductioprovided, howevethat a reduction in duties, authority, or respoitiids solely by virtue of the Company
being acquired and made part of a larger entitygk@ample, where Executive retains essentiallystirmae responsibility and duties of the
subsidiary, business unit or division substantiaiptaining the Company’s business following a @gaim Control) shall not constitute “Good
Reason”; (ii) a material reduction by the Compam¥ekecutive’'s annualized base pay as in effect idiately prior to such reduction (in other
words, a reduction of more than ten percent (1L0PExecutive’s annualized base compensation in argyy@ar, other than a reduction
applicable to executives generally that does neeesly affect Executive to a greater extent thitwerosimilarly situated executives); (iii) the
relocation of Executive' principal place of performing his or her dutiesaa employee of the Company by more than fifty (B0es; or (iv) thi
failure of the Company to obtain the assumptiothtsf Agreement by a successor. In order for anteeequalify as Good Reason, Executive
must not terminate employment with the Company evitHirst providing the Company with written notioéthe acts or omissions constituting
the grounds for “Good Reason” within ninety (90yslaf the initial existence of the grounds for “@dReason’and a reasonable cure periot
not less than thirty (30) days following the dateswch notice.

(e) Section 409A Limit “ Section 409A Limit means the lesser of two (2) times: (i) Executivehnualized compensation based
upon the annual rate of pay paid to Executive dutte Executive’s taxable year preceding the Exeelsttaxable year of Executive’s
termination of employment as determined under,witlll such adjustments as are set forth in, TreaRagulation 1.409A-1(b)(9)(iii))(A)(1)
and any Internal Revenue Service guidance issuttdraspect thereto; or (ii) the maximum amount thay be taken into account under a
qualified plan pursuant to Section 401(a)(17) ef @ode for the year in which Executive’s employnisrtierminated.
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8. Successors

(a) The Companyg SuccessorsAny successor to the Company (whether direchdiréct and whether by purchase, merger,
consolidation, liquidation or otherwise) to allsrbstantially all of the Company’s business andasets will assume the obligations under this
Agreement and agree expressly to perform the didiggunder this Agreement in the same manneraittetsame extent as the Company
would be required to perform such obligations ia #ibsence of a succession. For all purposes umdekgreement, the term “Company” will
include any successor to the Company’s businegsaassets which executes and delivers the assomagireement described in this Section 8
(a) or which becomes bound by the terms of thiseAgrent by operation of law.

(b) Executivés SuccessorsThe terms of this Agreement and all rights of &xeve hereunder will inure to the benefit of, del
enforceable by, Executive’s personal or legal repnéatives, executors, administrators, succedseirs, distributees, devisees and legatees.

9. Notice.

(a) General Notices and all other communications contemplatethis Agreement will be in writing and will beemed to have
been duly given when personally delivered or wheiiled by U.S. registered or certified mail, retuegeipt requested and postage prepaid. In
the case of Executive, mailed notices will be adsked to him or her at the home address which Be@most recently communicated to the
Company in writing. In the case of the Company,letanotices will be addressed to its corporate earders, and all notices will be directed
to the General Counsel of the Company.

(b) Notice of Termination Any termination by the Company for Cause or bgé&xive for Good Reason or as a result of a voly
resignation will be communicated by a notice ofrtigration to the other party hereto given in accoodawith Section 9(a) of this Agreement.
Such notice will indicate the specific terminatimmovision in this Agreement relied upon, will setth in reasonable detail the facts and
circumstances claimed to provide a basis for teation under the provision so indicated, and wi#afy the termination date (which will be
not more than thirty (30) days after the givingsath notice). The failure by Executive to includelie notice any fact or circumstance which
contributes to a showing of Good Reason will noiveany right of Executive hereunder or precludedtiive from asserting such fact or
circumstance in enforcing Executive’s rights hegeam

10. Miscellaneous Provisions

(a) No Duty to Mitigate Executive will not be required to mitigate theamt of any payment contemplated by this Agreeneont,
will any such payment be reduced by any earningsEkecutive may receive from any other source.

(b) Waiver. No provision of this Agreement will be modifiedaived or discharged unless the modification, waoredischarge is
agreed to in writing and signed by
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Executive and by an authorized officer of the Comyp@ther than Executive). No waiver by either parttany breach of, or of compliance
with, any condition or provision of this Agreemdaytthe other party will be considered a waivermf ather condition or provision or of the
same condition or provision at another time.

(c) Headings All captions and section headings used in thiss&mgent are for convenient reference only and ddonm a part of
this Agreement.

(d) Entire AgreementThis Agreement constitutes the entire agreemfthisoparties hereto and supersedes in their éntteprior
representations, understandings, undertakingsreeagents (whether oral or written and whether esqwe or implied) of the parties, including
but not limited to the offer letter entered intdween Executive and the Company (and for the avaie®f doubt, including but not limited to
any terms under such offer letter providing foresance payments or benefits upon certain terming)tiavith respect to the subject matter
hereof. No waiver, alteration, or modification afyaof the provisions of this Agreement will be bimgl unless in writing and signed by duly
authorized representatives of the parties heredondrich specifically mention this Agreement.

(e) Choice of Law The validity, interpretation, construction, aretfoermance of this Agreement will be governed t® ldws of the
State of California (with the exception of its clietfof laws provisions). Any claims or legal aat®by one party against the other arising ot
the relationship between the parties contemplagedit (whether or not arising under this Agreemeiiif)be commenced or maintained in any
state or federal court located in San Mateo Coud&jifornia, and Executive and the Company hereliyrst to the jurisdiction and venue of
any such court.

(f) Severability. The invalidity or unenforceability of any prowsi or provisions of this Agreement will not afféle validity or
enforceability of any other provision hereof, whighl remain in full force and effect.

(g) Withholding. All payments made pursuant to this Agreement bélsubject to withholding of applicable income and
employment taxes.

(h) Counterparts This Agreement may be executed in counterpaats) ef which will be deemed an original, but alkdfich
together will constitute one and the same instrumen

000
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IN WITNESS WHEREOF, each of the parties has exetthtiis Agreement, in the case of the Company bglutg authorized officer, as
of the day and year set forth below.

COMPANY PACIFIC BIOSCIENCES OF CALIFORNIA, INC

By: /s/ Hugh Martin

Hugh Martin

Title: Chief Executive Office

EXECUTIVE By: /s/ Michael J. Glynt

Michael J. Glynr

Title: Executive Vice President and
Chief Commercial Office
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Exhibit 23.1
Consent of Ernst & Young LLP, Independent Registdtablic Accounting Firm

We consent to the incorporation by reference irRbgistration Statement on Form S-8 (No. 333-17p21bur reports dated February 29,
2012, with respect to the consolidated financialeshents of Pacific Biosciences of California, lawed the effectiveness of internal control ¢
financial reporting of Pacific Biosciences of Cafifiia, Inc., included in this Annual Report (For@K) for the year ended December 31, 2(

/sl Ernst & Young LLP
Redwood City, California
February 29, 2012



Exhibit 23.2
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINGRM

We hereby consent to the incorporation by referémtlee Registration Statement on Form S-8 (No-B833211) of Pacific Biosciences of
California, Inc. of our report dated March 23, 20#fating to the consolidated financial statementsch appears in this Form 10-K.

/sl PricewaterhouseCoopers LLP
San Jose, California
February 29, 2012



Exhibit 31.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER PURSUANT T O
SECURITIES EXCHANGE ACT RULES 13a-15(e), AS ADOPTEDPURSUANT
TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Michael Hunkapiller, certify that:
1. | have reviewed this annual report on Form 16fRacific Biosciences of California, Inc.;

2. Based on my knowledge, this report does notaiorny untrue statement of a material fact or donditate a material fact necessary to
make the statements made, in light of the circunt&s under which such statements were made, nigtaisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememtg,other financial information included in théport, fairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amdth@ periods presented in this report;

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintaimisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}5¢r the registrant and internal control oveaficial reporting (as defined in Exchange
Act Rules 13a-15(f) and 15d-15(f)) and have:

a) Designed such disclosure controls and procedaresused such disclosure controls and procedoites designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us by others
within those entities, particularly during the etin which this report is being prepared,;

b) Designed such internal control over financiglaing, or caused such internal control over foiahreporting to be designed under our
supervision, to provide reasonable assurance rieggtfae reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generallymedeaccounting principles;

c¢) Evaluated the effectiveness of the registradisslosure controls and procedures and presentidsineport our conclusions about the
effectiveness of the disclosure controls and prores) as of the end of the period covered by #psit based on such evaluation; and

d) Disclosed in this report any change in the itegi’s internal control over financial reportirtat occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth disguarter in the case of an annual report) thatnhaterially affected, or is reasonably likely to
materially affect, the registrant’s internal comiwger financial reporting; and

5. The registrant’s other certifying officer(s) anldave disclosed, based on our most recent evatuat internal control over financial
reporting, to the registrant’s auditors and theiteemmmittee of the registrant’s board of directfws persons performing the equivalent
functions):

a) All significant deficiencies and material weakses in the design or operation of internal cortvelr financial reporting which are
reasonably likely to adversely affect the regisisaability to record, process, summarize and refioancial information; and

b) Any fraud, whether or not material, that invalwveanagement or other employees who have a sigmifiole in the registrant’s internal
control over financial reporting.

By: /s/ Michael Hunkapiller
Michael Hunkapillel
Executive Chairman, Chief Executive Officer and
President (Principal Executive Office

Dated: February 29, 20



Exhibit 31.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER PURSUANT T O
SECURITIES EXCHANGE ACT RULES 13a-15(e), AS ADOPTEDPURSUANT
TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Susan Barnes, certify that:
1. | have reviewed this annual report on Form 16fRacific Biosciences of California, Inc.;

2. Based on my knowledge, this report does notaiorny untrue statement of a material fact or donditate a material fact necessary to
make the statements made, in light of the circunt&s under which such statements were made, nigtadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememtd,other financial information included in théport, fairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amdth@ periods presented in this report;

4. The registrant’s other certifying officer(s) angre responsible for establishing and maintaimisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}5¢r the registrant and internal control oveaficial reporting (as defined in Exchange
Act Rules 13a-15(f) and 15d-15(f)) and have:

a) Designed such disclosure controls and procedaresused such disclosure controls and procedoites designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us by others
within those entities, particularly during the etin which this report is being prepared,;

b) Designed such internal control over financiglaing, or caused such internal control over foahreporting to be designed under our
supervision, to provide reasonable assurance rieggtiae reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generallymedeaccounting principles;

c¢) Evaluated the effectiveness of the registragisslosure controls and procedures and presentidsineport our conclusions about the
effectiveness of the disclosure controls and prores) as of the end of the period covered by #psit based on such evaluation; and

d) Disclosed in this report any change in the itegi’s internal control over financial reportirttat occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth disguarter in the case of an annual report) thatnhaterially affected, or is reasonably likely to
materially affect, the registrant’s internal comiwger financial reporting; and

5. The registrant’s other certifying officer(s) anldave disclosed, based on our most recent evatuat internal control over financial
reporting, to the registrant’s auditors and theiteemmmittee of the registrant’s board of directfwspersons performing the equivalent
functions):

a) All significant deficiencies and material weakses in the design or operation of internal cortvelr financial reporting which are
reasonably likely to adversely affect the regisisaability to record, process, summarize and refioancial information; and

b) Any fraud, whether or not material, that invalwveanagement or other employees who have a sigmifiole in the registrant’s internal
control over financial reporting.

By: /sl Susan K. Barnes
Susan K. Barne
Executive Vice President and Chief Financial Off
(Principal Financial Officer

Dated: February 29, 20



Exhibit 32.1

Certification of CEO Furnished Pursuant to 18 U.S.C Section 1350,
As Adopted Pursuant To
Section 906 of The Sarbanes-Oxley Act of 2002

In connection with the Annual Report of Pacific Bigences of California, Inc. (the “Company”) on fot0-K for the period ended

December 31, 2011, as filed with the SecuritiesExchange Commission on the date hereof, |, Michiaglkapiller, Chief Executive Officer

of the Company, certify for the purposes of secfiBB0 of chapter 63 of title 18 of the United SsaB»de, as adopted pursuant to Section 906
of the Sarbanes-Oxley Act of 2002, that, to the bémy knowledge,

(i) the Annual Report of the Company on Form 10eKthe period ended December 31, 2011 (the “Repduily complies with the
requirements of section 13(a) or 15(d) of the SéearExchange Act of 1934, and

(i) the information contained in the Report faigyesents, in all material respects, the finarmialdition and results of operations of the
Company.

Date: February 29, 201 /s/ Michael Hunkapille
Michael Hunkapillel
Executive Chairman, Chief Executive Officer anddttent
(Principal Executive Officer



Exhibit 32.2

Certification of CFO Furnished Pursuant to 18 U.S.C Section 1350,
As Adopted Pursuant To
Section 906 of The Sarbanes-Oxley Act of 2002

In connection with the Annual Report of Pacific Bieences of California, Inc. (the “Company”) on fot0-K for the period ended
December 31, 2011, as filed with the SecuritiesExchange Commission on the date hereof, |, Susanel®, Chief Financial Officer of the
Company, certify for the purposes of section 13b6hapter 63 of title 18 of the United States Cazkeadopted pursuant to Section 906 of the

Sarbanes-Oxley Act of 2002, that, to the best okmywledge,

(i) the Annual Report of the Company on Form 10eKthe period ended December 31, 2011 (the “Repduily complies with the
requirements of section 13(a) or 15(d) of the S&earExchange Act of 1934, and

(i) the information contained in the Report faigyesents, in all material respects, the finarmialdition and results of operations of the
Company.

Date: February 29, 201 /s/ Susan K. Barne
Susan K. Barne
Executive Vice President and Chief Financial Offi
(Principal Financial Officer



