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required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes y No”~
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during
the preceding 12 months (or for such shorter period that the registrant was required to submit and post such
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Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act.
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PART I. FINANCIAL INFORMATION

Item 1. Financial Statements

FLUIDIGM CORPORATION

CONDENSED CONSOLIDATED BALANCE SHEETS
(In thousands, except per share amounts)

(Unaudited)

March 31, December 31,

2016 2015

(Note 2)

ASSETS
Current assets:
Cash and cash equivalents $42.854 $29,117
Short-term investments 52,365 65,855

Accounts receivable (net of allowances of $294 at March 31, 2016 and $103 at

December 31, 2015) 19,643 25,457

Inventories 19,570 17,924
Prepaid expenses and other current assets 3,372 5,742
Total current assets 137,804 144,095
Long-term investments — 6,493
Property and equipment, net 15,370 15,258
Other non-current assets 8,907 9,048
Developed technology, net 88,246 91,048
Goodwill 104,108 104,108
Total assets $354,435 $ 370,050

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:

Accounts payable $4,439 $ 6,004
Accrued compensation and related benefits 5,420 3,553
Other accrued liabilities 11,560 11,015
Deferred revenue, current portion 9,101 9,419
Total current liabilities 30,520 30,081
Convertible notes, net 194,742 194,673
Deferred tax liability, net 22,496 23,595
Deferred revenue, net of current portion 5,256 4,398
Other non-current liabilities 2,444 2,402
Total liabilities 255,458 255,149

Commitments and contingencies (see Note 7)

Stockholders’ equity:

Preferred stock, $0.001 par value, 10,000 shares authorized, no shares issued and
outstanding at March 31, 2016 and December 31, 2015

Common stock, $0.001 par value, 200,000 shares authorized at March 31, 2016 and

December 31, 2015; 28,896 and 28,844 shares issued and outstanding as of March 31, 2016 29 29

and December 31, 2015, respectively

Additional paid-in capital 483,208 479,508
Accumulated other comprehensive loss (885 ) (1,144 )
Accumulated deficit (383,375 ) (363,492 )
Total stockholders’ equity 98,977 114,901
Total liabilities and stockholders’ equity $354,435 $ 370,050

See accompanying notes.
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FLUIDIGM CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(In thousands, except per share amounts)
(Unaudited)

Revenue:

Product revenue

Service revenue

License and grant revenue

Total revenue

Costs and expenses:

Cost of product revenue

Cost of service revenue

Research and development

Selling, general and administrative
Total costs and expenses

Loss from operations

Interest expense

Other expense, net

Loss before income taxes

Benefit from income taxes

Net loss

Net loss per share, basic and diluted
Shares used in computing net loss per share, basic and diluted
See accompanying notes.

4

Three Months Ended
March 31,

2016 2015
$25,370 $23,994
3,544 2,652

89 83
29,003 26,729
10,787 9,893
1,198 753
10,412 9,990
25,475 20,094
47,872 40,730
(18,869 ) (14,001 )
(1,453 ) (1,453 )
(324 ) (1,120 )

(20,646 ) (16,574 )
762 643
$(19,884) $(15,931)
$0.69 ) $0.56 )
28,863 28,468




Edgar Filing: FLUIDIGM CORP - Form 10-Q

Table of Contents

FLUIDIGM CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS
(In thousands)

(Unaudited)
Three Months Ended
March 31,
2016 2015
Net loss $(19,884) $(15,931)
Other comprehensive (loss) income, net of tax
Unrealized gain on available-for-sale securities $81 $55
Foreign currency translation adjustment $178 $139
Other comprehensive loss, net of tax 259 194
Total comprehensive loss $(19,625) $(15,737)

See accompanying notes.
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FLUIDIGM CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

(Unaudited)

Operating activities

Net loss

Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization

Stock-based compensation expense
Amortization of developed technology

Other non-cash items

Changes in assets and liabilities:

Accounts receivable, net

Inventories

Prepaid expenses and other current assets

Other non-current assets

Accounts payable

Deferred revenue

Other current liabilities

Other non-current liabilities

Net cash used in operating activities

Investing activities

Purchases of investments

Proceeds from sales and maturities of investments
Proceeds from sale of investment in Verinata
Purchase of intangible assets

Purchases of property and equipment

Net cash provided by investing activities
Financing activities

Proceeds from exercise of stock options

Net cash provided by financing activities

Effect of foreign exchange rate fluctuations on cash and cash equivalents
Net increase in cash and cash equivalents

Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

See accompanying notes.
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Three Months Ended
March 31,

2016

2015

$(19,884) $(15,931)

1,565
3,717
2,800
227

5,532
(1,822
21
(127
(1,601
505
2,332
(1,057
(7,792

(8,514
28,532
2,330

(1,144
21,204

5

5

320
13,737
29,117
$42,854

1,338
4,068
2,800

3,096

) (1,321 )
422

) 150

) (512 )
1,294
4,328 )

) (876 )

) (9,800 )

)_
11,100
(120 )
) 909 )
10,071

3,732
3,732
(734 )
3,269
33,713
$36,982
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FLUIDIGM CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

1. Description of Business

Fluidigm Corporation (we, our, or us) was incorporated in the State of California in May 1999 to commercialize
microfluidic technology initially developed at the California Institute of Technology. In July 2007, we were
reincorporated in Delaware. Our headquarters are located in South San Francisco, California.

We create, manufacture, and market innovative technologies and life-science tools focused on the exploration and
analysis of single cells, as well as the industrial application of genomics, based upon our core microfluidics and mass
cytometry technologies. We sell instruments and consumables, including integrated fluidic circuits (IFCs), assays, and
reagents. Our customers include those both in research and applied markets. Research customers are predominantly
academic institutions, while our applied customers include clinical laboratories, biopharmaceutical, agricultural
biotechnology (Ag-Bio) companies, and contract research organizations.

2. Summary of Significant Accounting Policies

Basis of Presentation

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with
U.S. generally accepted accounting principles (U.S. GAAP) and following the requirements of the Securities and
Exchange Commission (SEC) for interim reporting. As permitted under those rules, certain footnotes or other
financial information that are normally required by U.S. GAAP have been condensed or omitted, and accordingly the
balance sheet as of December 31, 2015 has been derived from audited consolidated financial statements at that date
but does not include all of the information required by U.S. GAAP for complete financial statements. These financial
statements have been prepared on the same basis as our annual financial statements and, in the opinion of
management, reflect all adjustments (consisting only of normal recurring adjustments) that are necessary for a fair
statement of our financial information. The results of operations for the three months ended March 31, 2016 are not
necessarily indicative of the results to be expected for the year ending December 31, 2016 or for any other interim
period or for any other future year. All intercompany accounts and transactions have been eliminated upon
consolidation.

The preparation of these condensed consolidated financial statements requires us to make estimates and judgments
that affect the reported amounts of assets, liabilities, revenue, expenses, and related disclosures. On an ongoing basis,
we evaluate our estimates, including critical accounting policies or estimates related to revenue recognition, income
tax provisions, stock-based compensation, inventory valuation, allowances for doubtful accounts, and useful lives of
long-lived assets. We base our estimates on historical experience and on various relevant assumptions that we believe
to be reasonable under the circumstances, the results of which form the basis for making judgments about the carrying
values of assets and liabilities that are not readily apparent from other sources. Actual results may differ significantly
from these estimates.

The accompanying condensed consolidated financial statements and related financial information should be read in
conjunction with the audited consolidated financial statements and the accompanying notes in Item 8 of Part II,
"Financial Statements and Supplementary Data," for the year ended December 31, 2015 included in our Annual
Report on Form 10-K.

Prior Period Reclassifications

Certain prior period amounts were reclassified to conform with the current period presentation under FASB
Accounting Standards Update No. 2015-03 (ASU-2015-03), Interest - Imputation of Interest (Subtopic 835-30):
Simplifying the Presentation of Debt Issuance Costs. As a result, we retroactively reclassified unamortized debt
issuance costs of $1.0 million as of March 31, 2016 and December 31, 2015 from Other Non-Current Assets to a
reduction of Convertible Notes, net on the condensed consolidated balance sheets. These reclassifications do not affect
the condensed results of operations, retained earnings, or statement of cash flows in the current or previous interim
reporting periods.
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Certain prior period amounts were reclassified to conform to the current period presentation of service revenue and
cost of service revenue within our condensed consolidated statement of operations. These reclassifications do not
affect total revenue, total costs and expenses, loss from operations, or net loss.
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FLUIDIGM CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(Unaudited)

Prior period amounts of revenue by geography have been reclassified to conform to the current period presentation to
include license and grant revenue within our condensed consolidated statement of operations.

The prior period amount of revenue by geography for revenue generated in Japan has been reclassified to conform to
the current period presentation and included in revenue generated in Asia-Pacific. This reclassification does not affect
total revenue, loss from operations, or net loss.

Net Loss per Share

Our basic and diluted net loss per share is calculated by dividing net loss by the weighted-average number of shares of
common stock outstanding for the period. Restricted stock units and options to purchase common stock are considered
to be potentially dilutive common shares but have been excluded from the calculation of diluted net loss per share as
their effect is anti-dilutive for all periods presented.

The following potentially dilutive common shares were excluded from the computation of diluted net loss per share
for the interim periods presented because they would have been anti-dilutive (in thousands):

Three
Months
Ended
March 31,
2016 2015
Stock options, restricted stock units and restricted stock awards 4,911 3,940
Convertible notes 3,598 3,598
Total 8,509 7,538
Accumulated Other Comprehensive Loss
The components of accumulated other comprehensive loss, net of tax, for the three months ended March 31, 2016 are
summarized as follows (in thousands):

Net
Unrealized Foreign Accumulated
Gain (Loss) Currency  Other
on Translation Comprehensive
Marketable Adjustment Loss
Securities
Balance at December 31,2015 $ (72 ) $ (1,072 ) $ (1,144 )
Other comprehensive income 81 178 259
Balance at March 31, 2016 $ 9 $ (894 ) $ (885 )

Investment, at cost

In February 2013, Illumina, Inc. acquired Verinata Health, Inc. (Verinata), a privately-held company, for $350 million
in cash and up to an additional $100 million in milestone payments through December 2015. In March 2013, we
received cash proceeds of $3.1 million in exchange for our ownership interest in Verinata resulting in a gain of $1.8
million. During the third quarter of 2014, we received cash proceeds of $0.3 million from the escrow account related
to the acquisition. We recorded these amounts as "Gain from sale of investment in Verinata" in the consolidated
statements of operations for the year ended December 31, 2014. The final milestones related to the sale of Verinata to
[llumina were met in December 2015 and, accordingly, we recorded our share of these milestone payment obligations
in the amount of $2.3 million in Gain from sale of investment in Verinata in the consolidated statement of operations
for the year ended December 31, 2015. In January 2016, we received the payment of $2.3 million and it was recorded
in net cash provided by investing activities in the condensed consolidated statement of cash flows.

11
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Business Combinations

Assets acquired and liabilities assumed as part of a business acquisition are generally recorded at their fair value at the
date of acquisition. The excess of purchase price over the fair value of assets acquired and liabilities assumed is
recorded as goodwill. Determining fair value of identifiable assets, particularly intangibles, and liabilities acquired
also requires management to make estimates, which are based on all available information, and in some cases,
assumptions with respect to the timing and amount of future revenues and expenses associated with an asset.
Accounting for business acquisitions requires management to make judgments as to whether a purchase transaction is
a multiple element contract, meaning that it includes other transaction

8
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FLUIDIGM CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(Unaudited)

components such as a settlement of a preexisting relationship. This judgment and determination affects the amount of
consideration paid that is allocable to assets and liabilities acquired in the business purchase transaction (See Note 4).
Long-lived Assets, including Goodwill
Goodwill and intangible assets with indefinite lives are not subject to amortization, but are tested for impairment on an
annual basis during the fourth quarter or whenever events or changes in circumstances indicate the carrying amount of
these assets may not be recoverable. We first conduct an assessment of qualitative factors to determine whether it is
more likely than not that the fair value of our reporting unit is less than its carrying amount. If we determine that it is
more likely than not that the fair value of our reporting unit is less than its carrying amount, we then conduct a
two-step test for impairment of goodwill. In the first step, we compare the fair value of our reporting unit to its
carrying value. If the fair value of our reporting unit exceeds its carrying value, goodwill is not considered impaired
and no further analysis is required. If the carrying value of the reporting unit exceeds its fair value, then the second
step of the impairment test must be performed in order to determine the implied fair value of the goodwill. If the
carrying value of the goodwill exceeds its implied fair value, then an impairment loss equal to the difference would be
recorded.
We evaluate our finite lived intangible assets for indicators of possible impairment when events or changes in
circumstances indicate the carrying amount of an asset may not be recoverable. If any indicator of impairment exists,
we assess the recoverability of the affected intangible assets by determining whether the carrying value of the asset
can be recovered through undiscounted future operating cash flows. If impairment is indicated, we estimate the asset’s
fair value using future discounted cash flows associated with the use of the asset, and adjust the carrying value of the
asset accordingly.
Recent Accounting Pronouncements

With the exception of those discussed below, there have not been any recent changes in accounting
pronouncements and Accounting Standards Update (ASU) issued by the Financial Accounting Standards Board
(FASB) during the three months ended March 31, 2016 that are of significance or potential significance to us.

In May 2014, the FASB issued ASU 2014-09 (ASU 2014-09) regarding ASC Topic 606 Revenue from
Contracts with Customers. ASU 2014-09 provides principles for recognizing revenue to depict the transfer of
promised goods or services to customers in an amount that reflects the consideration to which the entity expects to be
entitled in exchange for those goods or services. On July 7, 2015, the FASB amended ASU 2014-09 to defer the
effective date by one year with early adoption permitted as of the original effective date. ASU 2014-09 will be
effective for our fiscal year beginning January 1, 2018 unless we elect the earlier date of January 1, 2017. We are
currently evaluating the accounting, transition, and disclosure requirements of the standard. We have not yet
determined whether we will elect early adoption of the standard and cannot currently estimate the financial statement
impact of adoption.

In July 2015, the FASB issued ASU 2015-11 Inventory (Topic 330): Simplifying the Measurement of Inventory
(ASU 2015-11) which changes the measurement principle for inventory from the lower of cost or market to the lower
of cost and net realizable value. ASU 2015-11 defines net realizable value as estimated selling prices in the ordinary
course of business, less reasonably predictable costs of completion, disposal, and transportation. ASU 2015-11 will be
effective for our fiscal year beginning January 1, 2017. We are currently evaluating the accounting and disclosure
requirements of the standard and cannot currently estimate the financial statement impact of adoption. In November
2015, the FASB issued ASU 2015-17 (ASU 2015-17) ASC 740, Income Taxes, Balance Sheet Classification of
Deferred Taxes. The amendments in this update require that in a classified statement of financial position, an entity
shall classify deferred tax liabilities and assets as non-current, and an entity shall not offset deferred tax liabilities and
assets attributable to different tax-paying components of the entity or to different tax jurisdictions. ASU 2015-17 will

13
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be effective for our fiscal year beginning January 1, 2017. We are currently evaluating the accounting and disclosure
requirements of the standard and cannot currently estimate the financial statement impact of adoption.

In November 2015, the FASB issued Accounting Standards Update 2015-17 ASC 740, Income Taxes, Balance Sheet
Classification of Deferred Taxes, effective for annual periods beginning after December 15, 2016. The amendments in
this update require that in a classified statement of financial position, an entity shall classify deferred tax liabilities and
assets as non-current, and an entity shall not offset deferred tax liabilities and assets attributable to different
tax-paying components of the entity or to different tax jurisdictions. We currently are evaluating the adoption of the
provisions of ASU 2015-17 and cannot currently estimate the financial statement impact of adoption.

In February 2016, the FASB issued ASU 2016-02 (ASU 2016-02) Leases, requiring lessees to recognize a right-of-use
asset and a lease liability on the balance sheet for all leases with the exception of short-term leases. For lessees, leases
will continue to be classified as either operating or finance leases in the income statement. Lessor accounting is
similar to the current

9
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FLUIDIGM CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(Unaudited)

model but updated to align with certain changes to the lessee model. Lessors will continue to classify leases as
operating, direct financing or sales-type leases. ASU 2016-02 will be effective for our fiscal year beginning January 1,
2019 and early adoption is permitted. We are currently evaluating the accounting, transition, and disclosure
requirements of the standard. We have not yet determined whether we will elect early adoption of the standard and
cannot currently estimate the financial statement impact of adoption.

In March 2016, the FASB issued ASU 2016-09 (ASU 2016-09) , which simplifies several aspects of the accounting
for share-based payments, including changing the threshold to qualify for equity classification up to the employees’
maximum statutory tax rates, allowing an entity-wide accounting policy election to either estimate the number of
awards that are expected to vest or account for forfeitures as they occur, and clarifying the classification on the
statement of cash flows employee taxes paid when an employer withholds shares for tax-withholding purposes. ASU
2016-09 will be effective for our fiscal year beginning January 1, 2017. We are currently evaluating the accounting
and disclosure requirements of the standard and cannot currently estimate the financial statement impact of adoption.
3. Convertible Notes

On February 4, 2014, we closed an underwritten public offering of $201.3 million aggregate principal amount of our
2.75% Senior Convertible Notes due 2034 (Notes) pursuant to an underwriting agreement, dated January 29, 2014.
The Notes accrue interest at a rate of 2.75% per year, payable semi-annually in arrears on February 1 and August 1 of
each year, commencing August 1, 2014. The Notes will mature on February 1, 2034, unless earlier converted,
redeemed, or repurchased in accordance with the terms of the Notes. The initial conversion rate of the Notes is
17.8750 shares of our common stock, par value $0.001 per share, per $1,000 principal amount of Notes (which is
equivalent to an initial conversion price of approximately $55.94 per share). The conversion rate will be subject to
adjustment upon the occurrence of certain specified events. Holders may surrender their Notes for conversion at any
time prior to the stated maturity date. On or after February 6, 2018 and prior to February 6, 2021, we may redeem any
or all of the Notes in cash if the closing price of our common stock exceeds 130% of the conversion price for a
specified number of days, and on or after February 6, 2021, we may redeem any or all of the Notes in cash without
any such condition. The redemption price of the Notes will equal 100% of the principal amount of the Notes plus
accrued and unpaid interest. Holders may require us to repurchase all or a portion of their Notes on each of February
6, 2021, February 6, 2024, and February 6, 2029 at a repurchase price in cash equal to 100% of the principal amount
of the Notes plus accrued and unpaid interest. If we undergo a fundamental change, as defined in the terms of the
Notes, holders may require us to repurchase the Notes in whole or in part for cash at a repurchase price equal to 100%
of the principal amount of the Notes plus accrued and unpaid interest.

In February 2014, we received $195.2 million, net of underwriting discounts, from the issuance of the Notes and
incurred approximately $1.1 million in offering-related expenses. The underwriting discount of $6.0 million was
recorded as an offset to the proceeds. The balance of unamortized debt discount and debt issuance costs of $6.5
million was included in convertible notes, net as of March 31, 2016 on the accompanying condensed consolidated
balance sheet.

In February 2014, we used $113.2 million of the net proceeds to fund the cash portion of the consideration payable by
us in connection with our acquisition of DVS Sciences, Inc. (now Fluidigm Sciences Inc.) (See Note 4). Interest
expense related to the Notes was approximately $1.5 million for the three months ended March 31, 2016 and 2015.
Approximately $2.8 million of accrued interest under the Notes became due and was paid during the three months
ended March 31, 2016.

4. Acquisition

On February 13, 2014 (Acquisition Date), we acquired DVS primarily to broaden our addressable single-cell biology
market opportunity and complement our existing product offerings.

15



10

Edgar Filing: FLUIDIGM CORP - Form 10-Q

16



Edgar Filing: FLUIDIGM CORP - Form 10-Q

Table of Contents

FLUIDIGM CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(Unaudited)

The contractual price for the acquisition was $207.5 million, subject to certain adjustments as specified in the merger
agreement. The measurement period for the acquisition ended on February 12, 2015. The aggregate purchase price
was determined to be $199.9 million, as detailed in the table below (in thousands):

Estimated

Fair Value
Cash $126,048
Issued 1,759,007 shares of Fluidigm common stock(z) 76,805
Acquisition consideration paid at Acquisition Date 202,853
Accelerated stock compensation ) (6,690 )
Estimated fair value of vested Fluidigm equivalent stock options ;) 4,039
Working capital adjustment (269 )

Aggregate purchase price $199,933

As a part of the acquisition, we accelerated vesting of certain DVS stock options and shares of restricted stock, and
incurred a $6.7 million expense, based upon the per share consideration paid to holders of shares of DVS common
stock as of February 13, 2014. This expense is accounted for as a separate transaction and reflected in the
acquisition-related expenses line of the condensed consolidated statements of operations.
In conjunction with the acquisition, we assumed all outstanding DVS stock options and unvested shares of
(2)restricted stock and converted, as of the Acquisition Date, the unvested stock options outstanding under the DVS
stock option plan
into unvested stock options to purchase approximately 143,000 shares of Fluidigm common stock and the unvested
DVS restricted stock into approximately 186,000 shares of restricted Fluidigm common stock, retaining the original
vesting schedules. The fair value of all converted share-based awards was $14.6 million, of which $4.0 million was
attributed to the pre-combination service period and was included in the calculation of the purchase price. The
remaining fair value will be recognized over the awards’ remaining vesting periods subsequent to the acquisition. The
fair value of the Fluidigm equivalent share-based awards as of the Acquisition Date was estimated using the
Black-Scholes valuation model.
Approximately 885,000 shares of Fluidigm common stock, with a fair value of $38.6 million, representing 50.3030%
of the shares otherwise payable to the former stockholders of DVS, were deposited into escrow (Escrowed Shares).
The Escrowed Shares comprised a portion of the merger consideration and were being held in escrow to secure
indemnification obligations under the merger agreement. Under the terms of the merger agreement, fifty percent
(50.0%) of the aggregate shares subject to the indemnification escrow were eligible for release on March 13, 2015
(Initial Release Date), and the balance of the shares were eligible for release on August 13, 2015, provided that in each
case shares would have continued to be held in escrow in amounts that we reasonably determined in good faith to be
necessary to satisfy any claims for which we had delivered a notice of claim which had not been fully resolved
between us and the representative of the former stockholders of DVS (Stockholder Representative). Prior to the Initial
Release Date, we submitted escrow claim notices under the terms of the merger agreement. On April 9, 2015, the
Stockholder Representative provided notices objecting to our claims. In July 2015, we entered into a settlement
agreement with the Stockholder Representative regarding the claims (Settlement Agreement). Pursuant to the terms of
the Settlement Agreement, the parties agreed to release approximately 80% of the Escrowed Shares to the former
stockholders of DVS, and the remaining approximately 20% of the Escrowed Shares, or 170,107 shares, to us, which
were canceled and returned to the status of authorized and unissued shares. Additionally, the parties agreed to, among
other things, release various claims and waive certain rights with respect to the merger agreement. On the settlement
date, the 170,107 shares had a value of approximately $4.0 million, which was recorded as gain on escrow settlement
during the quarter ended September 30, 2015.

ey
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FLUIDIGM CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(Unaudited)

Net Assets Acquired

The transaction has been accounted for using the acquisition method of accounting which requires that assets acquired
and liabilities assumed be recognized at their fair values as of the Acquisition Date. The following table summarizes
the assets acquired and liabilities assumed as of the Acquisition Date (in thousands):

Allocation
of
purchase
price
Cash and cash equivalents $8,405
Accounts receivable, net 7,698
Inventories 3,489
Prepaid expenses and other current assets 1,482
Property and equipment, net 1,202
Developed technology 112,000
Goodwill 104,108
Other non-current assets 88
Total assets acquired 238,472
Accounts payable 1,114 )
Accrued compensation and related benefits (761 )
Other accrued liabilities (1,204 )
Deferred revenue, current portion (1,844 )
Tax payable 45 )
Deferred tax liability (31,942 )
Deferred revenue, net of current portion (1,629 )
Net assets acquired $199,933

The following table provides details of intangible assets acquired in connection with the DVS acquisition as of
March 31, 2016 (in thousands, except years):

Gross Accumulated Useful Life

fair value Amortization ¢ (years)
Developed technology $112,000 $ (23,800 ) $88,200 10
We recognized $2.8 million in intangible asset amortization expense during the three months ended March 31, 2016
and 2015. Intangible asset amortization expense is recorded in cost of product revenue.
The $104.1 million of goodwill recognized as part of the transaction is attributable primarily to expected synergies
and other benefits from the acquisition, including expansion of our addressable market from the single-cell genomics
market to the larger single-cell biology market and the ability to leverage our larger global commercial sales
organization and infrastructure to expand awareness of DVS's products and technology. Goodwill is not deductible for
income tax purposes. There were no changes in goodwill between December 31, 2015 and March 31, 2016.

5. Balance Sheet Details

Inventories
Inventories consist of the following (in thousands):
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March December
31, 31,2015

2016
Raw materials $7,889 $6,829
Work-in-process 2,431 2,442
Finished goods 9,250 8,653

Total inventories, net $19,570 $ 17,924

12
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Property and Equipment, net

Property and equipment, net consisted of the following (in thousands):
March  December
31,2016 31,2015

Computer equipment and software $5,275 $5,048
Laboratory and manufacturing equipment 22,270 21,783
Leasehold improvements 6,552 5,875
Office furniture and fixtures 1,634 1,584

35,731 34,290
Less accumulated depreciation and amortization (20,810 ) (19,618 )

Construction-in-progress 449 586
Property and equipment, net $15370 $15,258
Intangible Assets

The total intangible assets, which include developed technology, net as a result of the DVS acquisition and other
intangible assets included in Other non-current assets, was $95.8 million as of March 31, 2016. The estimated future
amortization expense of intangible assets as of March 31, 2016 is as follows (in thousands):

Amount
2016 (remainder of the year) $9,305
2017 12,391
2018 12,326
2019 12,234
2020 12,234
Thereafter 37,340

$95,830

6. Fair Value of Financial Instruments

As a basis for considering fair value, we follow a three-tier value hierarchy, which prioritizes the inputs used in
measuring fair value as follows:

Level I: observable inputs such as quoted prices in active markets;

Level II: inputs other than quoted prices in active markets that are observable either directly or indirectly; and
Level III: unobservable inputs in which there is little or no market data, which requires us to develop our own
assumptions.

Our cash equivalents, which include money market funds, are classified as Level I because they are valued using
quoted market prices. Our investments are generally classified as Level II because their value is based on valuations
using significant inputs derived from or corroborated by observable market data. Depending on the security, the
income and market approaches are used in the model driven valuations. Inputs of these models include recently
executed transaction prices in securities of the issuer or comparable issuers and yield curves.

13
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The following table sets forth our financial instruments that were measured at fair value by level within the fair value
hierarchy (in thousands):

March 31, 2016 December 31, 2015

Level I Level I Level III Total Levell Level Il Level III Total
Assets
Money market funds $20,900 $20,900 $11,228 $— $ —$11,228
U.S. government and agency securities 56,840 56,840 — 72,348 — 72,348
Total assets measured at fair value $20,900 $56,840 $ —$77,740 $11,228 $72,348 $ —$83,576

There were no transfers in and out of Level I and Level II fair value measurement categories during the three months
ended March 31, 2016 and 2015, and there were no changes in the valuation techniques used.
The following is a summary of investments at March 31, 2016 and December 31, 2015 (in thousands):

March 31, 2016

) TOSS Gross )
Amortize ) ) Estimated
nrealized Unrealized _ .
Cost ] Fair Value
Gain Loss

U.S. government and agency securities $52,356 $ 12 $ 3 ) $52365

December 31, 2015

) TOSS Gross )
Amortize . ) Estimated
nrealized Unrealized _ .
Cost ] Fair Value
Gain Loss
U.S. government and agency securities $72,420 $ —$ (72 ) $72,348

The contractual maturity dates of $4.4 million of the U.S. government and agency securities are within 90 days from
March 31, 2016. The contractual maturity dates of $52.4 million of our investments are within one year from

March 31, 2016.

Based on an evaluation of securities that were in a loss position, we did not recognize any other-than-temporary
impairment charges for the three months ended March 31, 2016 and 2015. None of these investments have been in a
continuous loss position for more than 12 months. Our conclusion that these losses are not “other-than-temporary” is
based on the high credit quality of the securities, their short remaining maturity periods, and our intent and ability to
hold such securities until the date of recovery of their respective market values or maturity.

The estimated fair value of the Notes is based on a market approach. The estimated fair value was approximately
$112.7 million (par value $201.3 million) as of March 31, 2016 and represents a Level II valuation. When determining
the estimated fair value of our long-term debt, we used a commonly accepted valuation methodology and
market-based risk measurements that are indirectly observable, such as credit risk.

The following is a summary of our cash and cash equivalents (in thousands):
March 31, December
2016 31,2015

Cash $17,480 $17,889
U.S. government and agency securities 4,474 —
Money market funds 20,900 11,228
Cash and cash equivalents $42,854 $29,117
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7. Commitments and Contingencies

Operating Leases

We have entered into various long-term non-cancelable operating leases for equipment and facilities.

On April 9, 2013, we entered into an amendment (the April 2013 Amendment) to the lease agreement dated
September 14, 2010 (as amended, the Headquarters Lease) relating to the lease of office and laboratory space at our
corporate headquarters located in South San Francisco, California. The April 2013 Amendment provided for an
expansion of the premises covered under the Headquarters Lease, effective April 1, 2014; an extension of the term to
April 30, 2020 with an option to renew for an additional five years; payment of base rent with rent escalation; and
payment of certain operating expenses during the term of the Headquarters Lease. The April 2013 Amendment also
provided for an allowance of approximately $0.7 million for tenant improvements, of which we used $0.5 million and
the remaining $0.2 million was used to offset base rent obligations in the quarter ended September 30, 2015. An
additional allowance of approximately $0.5 million for tenant improvements, which, if used, will be repaid in equal
monthly payments with interest at a rate of 9% per annum over the remaining term of the Headquarters Lease. The
total future minimum lease payments for the additional space, which will be paid through April 2020, are
approximately $6.4 million as of March 31, 2016.

On June 4, 2014, we entered into an additional amendment to the Headquarters Lease (the June 2014 Amendment),
which provided for an expansion of the premises covered under the Headquarters Lease by approximately 13,000
square feet, effective October 1, 2014; payment of base rent with rent escalation; and payment of certain operating
expenses during the term of the Headquarters Lease. The June 2014 Amendment also provided for an allowance of
approximately $0.2 million for tenant improvements, which was fully utilized by March 31, 2015, and an additional
allowance of approximately $0.1 million for tenant improvements, which, if used, will be repaid in equal monthly
payments with interest at a rate of 9% per annum over the remaining term of the Headquarters Lease. The total future
minimum lease payments for the additional space, which will be paid through April 2020, are approximately $1.9
million as of March 31, 2016.

On September 15, 2014, we entered into an additional amendment to the Headquarters Lease (the September 2014
Amendment), which provided for an expansion of the premises covered under the Headquarters Lease by
approximately 9,000 square feet, effective October 1, 2014; payment of base rent with rent escalation; and payment of
certain operating expenses during the term of the Headquarters Lease. The September 2014 Amendment also provided
for an allowance of approximately $0.2 million for tenant improvements. The total future minimum lease payments
for the additional space, which will be paid through April 2020, are approximately $1.3 million as of March 31, 2016.
On December 8§, 2015, we entered into an additional amendment to the Headquarters Lease (the December 2015
Amendment), which provides for an expansion of the premises covered under the Headquarters Lease by
approximately 24,039 square feet, with a commencement date of April 1, 2016, payment of base rent with rent
escalation, and an increase in our share of certain operating expenses during the term of the Headquarters Lease. The
December 2015 Amendment also provided for an allowance of up to approximately $0.4 million for tenant
improvements. The total future minimum lease payments for the additional space, which will be paid through April
2020, are approximately $3.8 million as of March 31, 2016.

On October 14, 2013, Fluidigm Singapore Pte. Ltd., our wholly-owned subsidiary (Fluidigm Singapore) accepted an
offer of tenancy (the Singapore Lease) from HSBC Institutional Trust Services (Singapore) Limited, as trustee of
Ascendas Real Estate Investment Trust (Landlord), relating to the lease of a new facility located in Singapore.
Pursuant to the terms of the Singapore Lease, Fluidigm Singapore took possession of the facility on March 3, 2014 for
a term of 99 months, and the Singapore Lease and rental obligations thereunder commenced on June 3, 2014. The
Singapore Lease also provides Fluidigm Singapore with an option to renew for an additional 60 months at the then
prevailing market rent, and on similar terms as the existing Singapore Lease. In June 2014, Fluidigm Singapore leased
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additional space of approximately 2,400 square feet in the same building as the new facility on the same terms as the
Singapore Lease (the June 2014 Amendment). We completed the consolidation of our Singapore manufacturing
operations in the new space in July 2014, and the site qualification was completed in August 2014. In April 2015,
Fluidigm Singapore leased additional space of approximately 10,000 square feet in the same building on the same
terms as the Singapore Lease (the April 2015 Amendment), and terminated the June 2014 Singapore Amendment as
of June 30, 2015. The total future minimum lease payments for the facility, which will be paid through June 2022, are
approximately $4.2 million as of March 31, 2016.

On August 18, 2015, we, Fluidigm Canada Inc., our wholly-owned subsidiary (Fluidigm Canada), and Rodick
Equities, Inc. entered into a lease dated as of August 17, 2015 (the New Canada Lease), relating to the lease of
approximately 41,145 square feet of office, laboratory, and warehouse space at a facility in Markham, Ontario,
Canada. Pursuant to the terms of the New

15
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Canada Lease, Fluidigm Canada was in possession of the new space commencing on or about August 27, 2015, and
rental obligations thereunder commenced on April 1, 2016 for a term of 10 years. The New Canada Lease provides for
an allowance for tenant improvements, an option to renew the Lease for an additional five years, and a right of first
offer on certain additional space in the Building.

In connection with our acquisition of DVS, we acquired the operating leases for facilities in Sunnyvale, California and
Markham, Ontario, Canada. (See Note 4 to our condensed consolidated financial statements for additional
information). The Sunnyvale lease will terminate in July 2016. The Markham lease terminated on April 30, 2016. The
total future minimum payments under the Sunnyvale and Markham leases were approximately $76,000 as of March
31, 2016.

In March 2016, the Company and ARE-NC Region No. 5, LLC, a Delaware limited liability company, entered into a
lease (the North Carolina Lease), relating to the lease of approximately 12,824 square feet of office, laboratory, and
manufacturing space at a facility in Durham, North Carolina. Pursuant to the terms of the North Carolina Lease, we
took possession of the facility commencing in March 2016, and rental obligations thereunder will commence in
September 2016, for a term of 60 months from October 1, 2016. The North Carolina Lease provides for an allowance
for tenant improvements, an option for an additional tenant improvement allowance with additional rent payments
above the minimum lease payments, and two options to renew the Lease for an additional three years each. The total
future minimum lease payments for the facility, which will be paid through September 30, 2021, are approximately
$1.4 million as of March 31, 2016.

We have entered into several license and patent agreements. Under these agreements, we pay annual license
maintenance fees, nonrefundable license issuance fees, and royalties as a percentage of net sales for the sale or
sublicense of products using the licensed technology. Future payments related to these license agreements have not
been included in the contractual obligations table above as the period of time over which the future license payments
will be required to be made, and the amount of such payments, are indeterminable. We do not expect the license
payments to be material in any particular year.

Warranty
We accrue for estimated warranty obligations at the time of product shipment. Management periodically reviews the
estimated fair value of its warranty liability and records adjustments based on the terms of warranties provided to
customers, historical and anticipated warranty claim experience. Activity for our warranty accrual for the three months
ended March 31, 2016 and 2015, which is included in other accrued liabilities, is summarized below (in thousands):
Three Months
Ended
March 31,
2016 2015
Beginning balance $1,076 $1,178
Warranty accrual (charges), net (20 ) (114 )
Ending balance $1,056 $1,064

Indemnifications

From time to time, we have entered into indemnification provisions under certain of our agreements in the ordinary
course of business, typically with business partners, customers, and suppliers. Pursuant to these agreements, we may
indemnify, hold harmless, and agree to reimburse the indemnified parties on a case-by-case basis for losses suffered or
incurred by the indemnified parties in connection with any patent or other intellectual property infringement claim by
any third party with respect to our products. The term of these indemnification provisions is generally perpetual from
the time of the execution of the agreement. The maximum potential amount of future payments we could be required
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to make under these indemnification provisions is typically not limited to a specific amount. In addition, we have
entered into indemnification agreements with our officers, directors, and certain other employees. With certain
exceptions, these agreements provide for indemnification for related expenses including, among others, attorneys'
fees, judgments, fines and settlement amounts incurred by any of these individuals in any action or proceeding. We
have not incurred material costs to defend lawsuits or settle claims related to these indemnification provisions. As of
March 31, 2016, we had no accrued liabilities for these indemnification provisions.

Contingencies

From time to time, we may be subject to various legal proceedings and claims arising in the ordinary course of
business. We assess contingencies to determine the degree of probability and range of possible loss for potential
accrual in our financial
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statements. An estimated loss contingency is accrued in the financial statements if it is probable that a liability has
been incurred and the amount of the loss can be reasonably estimated.

8. Stock-Based Compensation

During the three months ended March 31, 2016 and 2015, we granted certain employees options to purchase 520,000
and 276,000 shares of common stock, respectively. The options granted during the three months ended March 31,
2016 had exercise prices ranging from $5.78 to $7.44 and a total grant date fair value of $3.7 million. The options
granted during the three months ended March 31, 2015 had exercise prices ranging from $38.53 to $44.20 and a total
grant date fair value of $5.5 million.

During the three months ended March 31, 2016 and 2015, we granted certain employees 679,000 and 349,000
restricted stock units, respectively. The restricted stock units granted during the three months ended March 31, 2016
had fair market values ranging from $5.70 to $7.44 and a total grant date fair value of $4.8 million. The restricted
stock units granted during the three months ended March 31, 2015 had fair markets values ranging from $37.45 to
$44.20 and a total grant date fair value of $14.3 million.

The expenses relating to these options and restricted stock units will be recognized over their respective four-year
vesting periods.

We recognized stock-based compensation expense of $3.7 million and $4.1 million during the three months ended
March 31, 2016 and 2015, respectively. As of March 31, 2016, we had $10.7 million and $20.2 million of
unrecognized stock-based compensation costs related to stock options and restricted stock units, respectively, which
are expected to be recognized over a weighted average period of 2.3 years and 2.9 years, respectively.

In conjunction with the DVS acquisition, we assumed all outstanding DVS stock options and unvested shares of
restricted stock (See Note 4). As of March 31, 2016, we had $0.2 million of unrecognized stock-based compensation
costs related to the assumed stock options, which are expected to be recognized over a remaining weighted average
period of 1.1 years.

9. Income Taxes

The provision or benefit for income taxes for the periods presented differs from the 34% U.S. Federal statutory rate
primarily due to maintaining a valuation allowance for U.S. losses and tax assets, which we do not consider to be
realizable. We recorded a tax benefit of $0.8 million and $0.6 million for the three months ended March 31, 2016 and
2015, which was primarily attributable to the amortization of our acquisition-related deferred tax liability, partially
offset by tax provision and provision for uncertain tax liabilities related to our foreign operations.

10. Information about Geographic Areas

We operate in one reporting segment, which is the development, manufacturing, and commercialization of life science
analytical and preparatory systems consisting of instruments and consumables for academic institutions, clinical
laboratories, biopharmaceutical, Ag-Bio companies and contract research organizations in growth markets, such as
single-cell biology and production genomics.

The following table presents our total revenue by geography of our customers for each period presented (in
thousands):

Three Months

Ended March 31,

2016 2015
United States $13,174 $13,794
Europe 9,325 6,916

Asia-Pacific 6,008 5,205
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Other 496 814
Total $29,003 $26,729
No individual customer represented more than 10% of our revenues for the three months ended March 31, 2016 and

2015.
China represents 11% or $3.3 million and 6% or $1.5 million for the three months ended March 31, 2016 and 2015,

respectively.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

The following discussion and analysis should be read together with our condensed consolidated financial statements
and the notes to those statements included elsewhere in this Form 10-Q. This Form 10-Q contains forward-looking
statements within the meaning of Section 27A of the Securities Act of 1933, as amended, or Securities Act, and
Section 21E of the Securities Exchange Act of 1934, as amended, or Exchange Act, that are based on our
management’s beliefs and assumptions and on information currently available to our management. The
forward-looking statements are contained principally in the section entitled “Risk Factors” and this Management’s
Discussion and Analysis of Financial Condition and Results of Operations. Forward-looking statements include
information concerning our possible or assumed future cash flow, revenue, sources of revenue and results of
operations, operating and other expenses, unit sales and the selling prices of our products, business strategies,
financing plans, expansion of our business, competitive position, industry environment, potential growth
opportunities, market growth expectations, and the effects of competition. Forward-looking statements include
statements that are not historical facts and can be identified by terms such as “anticipates,” “believes,” “could,” “seeks,”
“estimates,” “expects,” “intends,” “may,” “plans,” “potential,” “predicts,” “projects,” “should,” “will,” “would,” or similar exp
negatives of those terms.

Forward-looking statements involve known and unknown risks, uncertainties, and other factors that may cause our
actual results, performance, or achievements to be materially different from any future results, performance, or
achievements expressed or implied by the forward-looking statements. We discuss these risks in greater detail in Part
IL, Item 1A, “Risk Factors,” elsewhere in this Form 10-Q, and in our Annual Report on Form 10-K filed with the
Securities and Exchange Commission, or SEC. Given these uncertainties, you should not place undue reliance on
these forward-looking statements. Also, forward-looking statements represent our management’s beliefs and
assumptions only as of the date of this Form 10-Q.

Except as required by law, we assume no obligation to update these forward-looking statements, or to update the
reasons actual results could differ materially from those anticipated in these forward-looking statements, even if new
information becomes available in the future. You should read this Form 10-Q completely and with the understanding
that our actual future results may be materially different from what we expect.

“Fluidigm,” the Fluidigm logo, “Access Array,” “Biomark,” “C1,” “Callisto,” “CyTOF,” “Delta Gene,” “EP1,” “Helios,” “Jun
and “SNP Type,” are trademarks or registered trademarks of Fluidigm Corporation. Other service marks, trademarks,
and trade names referred to in this Form 10-Q are the property of their respective owners.

In this Form 10-Q, “we,” “us,” and “our” refer to Fluidigm Corporation and its subsidiaries.

Overview

We create, manufacture, and market innovative technologies and life-science tools focused on the exploration and
analysis of single cells, as well as the industrial application of genomics, based upon our core microfluidics and mass
cytometry technologies. We sell instruments and consumables, including integrated fluidic circuits, or IFCs, assays,
and reagents. Our customers include those both in research and applied markets. Research customers are
predominantly academic institutions, while our applied customers include clinical laboratories, biopharmaceutical,
agricultural biotechnology (Ag-Bio) companies, and contract research organizations (CRO's).

Single-cell analysis is a rapidly-growing field that we believe has the potential to revolutionize basic discovery in
biology and lead to new and better ways to diagnose and treat disease. We pioneered a field that is now known as
single-cell genomics and, through our acquisition of DVS Sciences, Inc. (now Fluidigm Sciences Inc.) in February
2014, we expanded into the field of single-cell proteomics. Our single-cell biology platform empowers our customers
to analyze a large number of individual cells using simplified workflows with increased speed and accuracy at reduced
costs. Our products also enable customers to apply the knowledge of biology in industrial or other applied settings that
typically utilize low quantity and/or quality samples in high-throughput repeat testing applications.

We distribute our systems through our direct sales force and support organizations located in North America, Europe,
and Asia-Pacific, and through distributors or sales agents in several European, Latin American, Middle Eastern, and
Asia-Pacific countries. Our manufacturing operations are primarily located in Singapore and Canada. Our facility in
Singapore manufactures our genomics instruments, several of which are assembled at facilities of our contract
manufacturers in Singapore, with testing and calibration of the assembled products performed at our Singapore

LT3 99 ¢
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facility. All of our IFCs for commercial sale and some IFCs for our research and development purposes are also
fabricated at our Singapore facility. Our proteomics analytical instruments are manufactured at our facility in Canada.
We also manufacture IFCs for research and development, assays, and reagents at our facilities in South San Francisco,
California.
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Our total revenue was $114.7 million in 2015, and for the three months ended March 31, 2016, our total revenue was
$29.0 million. We have incurred significant net losses since our inception in 1999 and, as of March 31, 2016, our
accumulated deficit was $383.4 million.

Critical Accounting Policies, Significant Judgments and Estimates

Our condensed consolidated financial statements and the related notes included elsewhere in this Form 10-Q are
prepared in accordance with accounting principles generally accepted in the United States. The preparation of these
condensed consolidated financial statements requires us to make estimates and assumptions that affect the reported
amounts of assets, liabilities, revenue, costs, and expenses and related disclosures. We base our estimates on historical
experience and on various other assumptions that we believe to be reasonable under the circumstances. Changes in
accounting estimates may occur from period to period. Accordingly, actual results could differ significantly from the
estimates made by our management. We evaluate our estimates and assumptions on an ongoing basis. To the extent
there are material differences between these estimates and actual results, our future financial statement presentation,
financial condition, results of operations, and cash flows will be affected.

Except as otherwise disclosed, there have been no material changes in our critical accounting policies and estimates in
the preparation of our condensed consolidated financial statements during the three months ended March 31, 2016
compared to those disclosed in our Annual Report on Form 10-K for the year ended December 31, 2015, as filed with
the SEC on February 29, 2016.

Recent Accounting Pronouncements

See Note 2 — “Summary of Significant Accounting Policies” in the notes to our condensed consolidated financial
statements.

Results of Operations

The following table presents our historical condensed consolidated statements of operations data for the three months
ended March 31, 2016 and 2015, and as a percentage of total revenue for the respective periods ($ in thousands):

Three Months Ended

March 31,

2016 2015
Revenue:
Total revenue $29,003 100 % $26,729 100 %
Costs and expenses:
Cost of product revenue 10,787 37 9,893 37
Cost of service revenue 1,198 4 753 3
Research and development 10,412 36 9,990 37
Selling, general and administrative 25,475 88 20,094 75
Total costs and expenses 47,872 165 40,730 152
Loss from operations (18,869 ) (65) (14,001 ) (52)
Interest expense (1,453 )Y (G ) (1,453 ) (6 )
Other expense, net (324 )@ ) (1,120 ) @ )
Loss before income taxes (20,646 ) (71) (16,574 ) (62)
Benefit from income taxes 762 2 643 2
Net loss $(19,884) (69)% $(15,931) (60 )%
Revenue

We generate revenue primarily from sales of our products and services, license agreements, and government grants.
Our product revenue consists of sales of instruments and consumables, including IFCs, assays, and other reagents. Our
service revenue consists of post-warranty service contracts, preventive maintenance plans, instrument parts,
installation, and training. We have
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entered into license agreements and have received government grants to conduct research and development
activities.The following table presents our revenue by source for each period presented (in thousands):

Three Months
Ended
March 31,

2016 2015
Revenue:
Instruments $13,814 $13,168
Consumables 11,556 10,826
Product revenue 25,370 23,994
Service revenue 3,544 2,652
License and grant revenue 89 83
Total revenue $29,003 $26,729

The following table presents our total revenue by geography and as a percentage of total revenue, respectively, by
geography of our customers for each period presented ($ in thousands):

Three Months Ended March 31,

2016 2015
United States $13,174 45 % $13,794 52 %
Europe 9,325 32 6,916 26
Asia-Pacific 6,008 21 5,205 19
Other 496 2 814 3
Total $29,003 100% $26,729 100 %

Total revenue from our five largest customers comprised 16% and 11% of our total revenue in the three months ended
March 31, 2016 and 2015, respectively.

China represented 11% or $3.3 million and 6% or $1.5 million for the three months ended March 31, 2016 and 2015,
respectively.

Comparison of the Three Months Ended March 31, 2016 and March 31, 2015

Total Revenue

Total revenue increased by $2.3 million, or 9%, to $29.0 million for the three months ended March 31, 2016,
compared to $26.7 million for the three months ended March 31, 2015.

Product Revenue

Product revenue increased by $1.4 million, or 6%, to $25.4 million for the three months ended March 31, 2016,
compared to $24.0 million for the three months ended March 31, 2015. Our Research customers consist
predominantly of academic centers. Total product revenue from Research customers was $15.7 million, up
approximately 3% or $0.5 million year-over-year, driven by higher instrument sales. Our Applied customers include
clinical laboratories, Ag-Bio, biopharmaceutical, and contract research organizations. Total product revenue from
Applied customers was $9.7 million, up approximately 10% or $0.8 million year-over-year, driven by higher
consumables sales.

Instrument revenue increased by $0.6 million, or 5%, to $13.8 million. The change was primarily driven by an
increase in unit sales of Helios systems, which have higher selling prices relative to our core genomics systems,
compared to unit sales of Helios/CyTOF 2 systems in the corresponding period in 2015, contributions from other
products launched in 2015, including Juno and Polaris, and increases in average selling prices, offset primarily by
decreases in unit sales of core genomics preparatory systems, which include C1 and Access Array systems, and to a
lesser extent, by decreases in unit sales of core genomics analytical systems, which include Biomark HD and EP1
systems.
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Consumables revenue increased by $0.7 million, or 7%, to $11.6 million, primarily due to increases in unit sales of
genomics analytical IFCs from production genomics applications, and increases in sales of proteomics consumables,
partially offset by decreases in unit sales of genomics preparatory IFCs.

Annualized IFC pull-through for our genomics analytical systems was within our historical range of $25,000 to
$35,000 per system per year. In the first quarter of 2016, annualized IFC pull-through for our genomics preparatory
systems was below our historical range of $15,000 to $25,000 per system per year, and consumables pull-through for
our proteomics analytical systems was slightly above our historical range of $50,000 to $70,000 per system. IFC
pull-through is determined by dividing the applicable IFC revenue for a specific period by the number of genomics
analytical or preparatory systems, as applicable, in our installed base at the beginning of the period. Similarly,
consumables pull-through for proteomics analytical systems is determined by dividing the related consumables
revenue for a specific period by the number of proteomics analytical systems in our installed base at the beginning of
the period. The IFC and consumables pull-through amounts are annualized by multiplying the pull-through amounts
by a ratio, the numerator of which equals 12 and the denominator of which equals the number of months in the
specific period.

We expect total unit sales of both instruments and consumables to increase over time as we continue our efforts to
grow our customer base, expand our geographic market coverage, and launch new products. However, we expect the
average selling prices of our products to fluctuate over time based on market conditions, product mix, and currency
fluctuations.

Service Revenue

Service revenue increased by $0.9 million, or 34%, to $3.5 million for the three months ended March 31, 2016,
compared to $2.7 million for the three months ended March 31, 2015, primarily due to increased sales of
post-warranty service contracts. Service revenue for the three months ended March 31, 2015, which was previously
reflected in instrument revenue, has been reclassified to conform to the current period presentation.

License Revenue

License revenue was $0.1 million during the three months ended March 31, 2016 and 2015, and was generated in the
United States.

Cost of Product and Service Revenue

The following table presents our cost of product and service revenue and product and service margins for each period
presented (in thousands):

Three Months

Ended

March 31,

2016 2015
Cost of product revenue $10,787  $9,893
Product margin 58 % 59 %
Cost of service revenue 1,198 753
Service margin 66 % T2 %

Cost of product revenue includes manufacturing costs incurred in the production process, including component
materials, labor and overhead, packaging, and delivery costs. In addition, cost of product revenue includes
amortization of developed technology and intangibles, royalty costs for licensed technologies included in our
products, warranty, provisions for slow-moving and obsolete inventory, and stock-based compensation expense. Cost
of service revenue includes direct labor hours, overhead, and instrument parts. Costs related to license and grant
revenue are included in research and development expense.

Cost of product revenue increased by $0.9 million, or 9%, to $10.8 million for the three months ended March 31, 2016
from $9.9 million for the three months ended March 31, 2015. Overall cost of product revenue as a percentage of
related revenue was 42% and 41% for the three months ended March 31, 2016 and 2015, respectively. Product margin
declined by one percentage point compared to the corresponding period in 2015, primarily due to the impact of lower
manufacturing capacity utilization for instruments, and, to a lesser extent, to higher IFC inventory reserves related to
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Cost of service revenue increased by $0.4 million, or 59%, to $1.2 million for the three months ended March 31, 2016
from $0.8 million for the three months ended March 31, 2015. Overall cost of service revenue as a percentage of
related revenue was 34% and 28% for the three months ended March 31, 2016 and 2015, respectively. The service
margins decreased 6 percentage points during the three months ended March 31, 2016 compared to the corresponding
period in 2015 mainly due to higher labor, travel and material costs associated with service contracts and increased
headcount. Cost of service revenue for prior periods, which were previously recorded in cost of product revenue
within our condensed consolidated statement of operations, have been reclassified to conform with the current period
presentation.
Operating Expenses
The following table presents our operating expenses for each period presented (in thousands):

Three Months

Ended

March 31,

2016 2015
Research and development $10,412 $9,990
Selling, general and administrative 25,475 20,094
Total $35,887 $30,084
Research and Development
Research and development expense consists primarily of personnel and independent contractor costs, prototype and
material expenses, and other allocated facilities and information technology expenses. We have made substantial
investments in research and development since our inception. Our research and development efforts have focused
primarily on enhancing our technologies and supporting development and commercialization of new and existing
products and services.
Research and development expense increased $0.4 million, or 4%, to $10.4 million for the three months ended
March 31, 2016, compared to $10.0 million for the three months ended March 31, 2015, primarily due to an increase
in headcount and compensation-related costs of $0.6 million offset by reduced outside services costs of $0.2 million.
We believe that our continued investment in research and development is essential to our long-term competitive
position and that these expenses may increase in future periods.
Selling, General and Administrative
Selling, general and administrative expense consists primarily of personnel costs for our sales and marketing, business
development, finance, legal, human resources, and general management, as well as professional services, such as legal
and accounting services.
Selling, general and administrative expense for the three months ended March 31, 2016 increased $5.4 million, or
27%, to $25.5 million, compared to $20.1 million for the three months ended March 31, 2015. This increase was
primarily driven by continued investments in our global commercial infrastructure, including higher headcount and
compensation-related costs of $3.2 million, increased legal expenses of $1.2 million and other outside services costs
of $0.3 million, increased facilities expenses of $0.2 million, increased recruiting expenses of $0.3 million, and
increased marketing and tradeshow expenses of $0.1 million.
We expect selling, general and administrative expense to increase in future periods as we continue to grow our sales,
technical support, marketing, and administrative headcount, support increased product sales, broaden our customer
base, and incur additional costs to support our expanding global footprint and the overall growth in our business.
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Interest Expense and Other Income (Expense), Net
The following table presents these items for each period presented (in thousands):

Three Months

Ended

March 31,

2016 2015
Interest expense  $(1,453) $(1,453)
Other expense, net (324 ) (1,120 )
Total $(1,777) $(2,573)
On February 4, 2014, we closed an underwritten public offering of $201.3 million aggregate principal amount of our
2.75% Senior Convertible Notes due 2034, or the Notes. The Notes accrue interest at a rate of 2.75% per year, payable
semi-annually in arrears on February 1 and August 1 of each year, commencing August 1, 2014. The Notes will
mature on February 1, 2034, unless earlier converted, redeemed, or repurchased in accordance with the terms of the
Notes.
Interest expense was $1.5 million during the three months ended March 31, 2016 and 2015.
Other expense, net decreased by $0.8 million for the three months ended March 31, 2016, compared to $1.1 million
for the three months ended March 31, 2015, primarily due to the decrease in foreign exchange losses resulting mainly
from favorable changes in the Euro exchange rate relative to the U.S. dollar during the three months ended March 31,
2016.
Benefit from Income Taxes
We recorded a tax benefit of $0.8 million for the three months ended March 31, 2016 and 2015. The tax benefit for
both periods was primarily attributable to the amortization of our acquisition-related deferred tax liability, partially
offset by tax provision from our foreign operations.
Liquidity and Capital Resources
Sources of Liquidity
As of March 31, 2016, our principal sources of liquidity consisted of $42.9 million of cash and cash equivalents and
$52.4 million of investments. As of March 31, 2016, our working capital excluding deferred revenue totaled $116.4
million.
The following table presents our cash flow summary for each period presented (in thousands):

Three Months

Ended

March 31,

2016 2015
Cash flow summary
Net cash used in operating activities $(7,792) $(9,800)
Net cash provided by investing activities 21,204 10,071
Net cash provided by financing activities 5 3,732

Net increase in cash and cash equivalents 13,737 3,269

Net Cash Used in Operating Activities

We derive cash flows from operations primarily from cash collected from the sale of our products and services,
license agreements, and grants from certain government entities. Our cash flows from operating activities are also
significantly influenced by our use of cash for operating expenses to support the growth of our business. We have
historically experienced negative cash flows from operating activities as we have expanded our business and built our
infrastructure domestically and internationally, and this may continue in the future.

Net cash used in operating activities for the three months ended March 31, 2016 was $7.8 million, and consisted of net
loss of $19.9 million, less non-cash adjustments of $8.3 million, and net change in assets and liabilities of $3.8
million. Non-cash items primarily included stock-based compensation expense of $3.7 million, amortization of
developed technology of $2.8 m
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illion, depreciation and amortization of $1.6 million, and $0.2 million in other non-cash adjustments. The net change
in assets and liabilities was primarily driven by a decrease in accounts receivable of $5.5 million due to increased cash
collections which caused days sales outstanding to decrease from 75 days as of December 31, 2015 to 61 days as
March 31, 2016, offset by an increase in inventory of $1.8 million.

Net cash used in operating activities for the three months ended March 31, 2015, was $9.8 million, and consisted of
net loss of $15.9 million, less non-cash adjustments of $8.2 million, plus net change in assets and liabilities of $2.1
million. Non-cash items primarily included stock-based compensation expense of $4.1 million, amortization of
developed technology of $2.8 million, and depreciation and amortization of $1.3 million. The net change in assets and
liabilities was primarily driven by a net decrease in liabilities and accounts payable of $5.7 million, and increased
inventory balances of $1.3 million, partially offset by a decrease in accounts receivable of $3.1 million, prepaid and
other assets of $0.4 million, and an increase in deferred revenue of $1.3 million.

Net Cash Provided by (Used in) Investing Activities

Our primary investing activities consist of purchases, sales, and maturities of our short-term and long-term
investments and to a much lesser extent, capital expenditures for manufacturing, laboratory, and computer equipment
and software to support our expanding infrastructure and work force. We expect to continue to expand our
manufacturing capability and throughput, including improvements in manufacturing productivity, and expect to incur
additional costs for capital expenditures related to these efforts in future periods. In addition, we expect to continue to
incur costs for capital expenditures for demonstration units and loaner equipment to support our sales and service
efforts, and computer equipment and software to support our growth.

Net cash provided by investing activities was $21.2 million during the three months ended March 31, 2016. Net cash
provided by investing activities primarily consisted of $28.5 million of proceeds from sales and maturities of
investments, proceeds from the gain of investment in Verinata (described below), partially offset by purchases of
investments of $8.5 million, and capital expenditures of $1.1 million.

Gain from Sale of Investment in Verinata

In February 2013, Illumina, Inc. acquired Verinata Health, Inc. (Verinata) for $350 million in cash and up to an
additional $100 million in milestone payments through December 2015. The final milestones related to the sale of
Verinata to [llumina were met in December 2015 and, accordingly, we recorded our share of these milestone payment
obligations in the amount of $2.3 million from the sale of investment in Verinata in the accompanying consolidated
statement of operations for the year ended December 31, 2015. In January 2016, we received the $2.3 million
payment.

Net cash provided by investing activities was $10.1 million during the three months ended March 31, 2015. Net cash
provided by investing activities primarily consisted of $11.1 million of proceeds from sales and maturities of
investments, partially offset by capital expenditures of $0.9 million and a purchase of intangible assets of $0.1 million
primarily to support growth in our employee base worldwide and our growth in manufacturing operations.

Net Cash Provided by Financing Activities

Net cash provided by financing activities consists of proceeds received in connection with the exercise of options for
our common stock.

Net cash provided by financing activities was $5 thousand and $3.7 million during the three months ended March 31,
2016 and March 31, 2015, respectively, and consists of proceeds received in connection with the exercise of options
for our common stock.

Capital Resources

At March 31, 2016, our working capital excluding deferred revenue was $116.4 million, including cash, cash
equivalents, and short-term investments of $95.2 million.

We believe our existing cash, cash equivalents, and investments will be sufficient to meet our working capital and
capital expenditure needs for at least the next 18 months. However, we may experience lower than expected cash
generated from operating activities or greater than expected capital expenditures, cost of revenue, or operating
expenses, and we may need to raise additional capital to expand the commercialization of our products, expand and
fund our operations, further our research and development activities, or acquire or invest in a business. Our future
funding requirements will depend on many factors, including market acceptance of our products, the cost of our
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of regulatory clearances or approvals, if any, the cost and timing of establishing additional sales, marketing, and
distribution capabilities, the cost and timing of establishing additional technical support capabilities, and the effect of
competing technological and market developments. In the future, we may acquire businesses or technologies from
third parties, and we may decide to raise additional capital through debt or equity financing to the extent we believe
this is necessary to successfully complete these acquisitions. We currently have no material commitments or
agreements relating to any such acquisitions.

If we require additional funds in the future, we may not be able to obtain such funds on acceptable terms, or at all. If
we raise additional funds by issuing equity securities, our stockholders may experience dilution. Debt financing, if
available, may involve covenants restricting our operations or our ability to incur additional debt. Any debt or
additional equity financing that we raise may contain terms that are not favorable to us or our stockholders. If we raise
additional funds through collaboration and licensing arrangements with third parties, it may be necessary to relinquish
some rights to our technologies or our products, or grant licenses on terms that are not favorable to us. If we are
unable to raise adequate funds, we may have to liquidate some or all of our assets, or delay, reduce the scope of or
eliminate some or all of our development programs. If we do not have, or are not able to obtain, sufficient funds, we
may have to delay development or commercialization of our products or license to third parties the rights to
commercialize products or technologies that we would otherwise seek to commercialize. We also may have to reduce
marketing, customer support, research and development, or other resources devoted to our products or cease
operations.

Off-Balance Sheet Arrangements

As of March 31, 2016, we did not have any off-balance sheet arrangements as defined in Item 303(a)(4) of the
Securities and Exchange Commission's Regulation S-K.

Contractual Obligations and Commitments

Our operating lease obligations relate to a lease for our current headquarters and leases for manufacturing,
warehousing and office space for our foreign subsidiaries. In March 2016, we entered into a lease for office space in
Durham, North Carolina. Please see Note 7 to the financial statements for a description of our lease obligations.

Item 3. Quantitative and Qualitative Disclosures about Market Risk

Market risk represents the risk of loss that may impact our financial position due to adverse changes in financial
market prices and rates. Our market risk exposure is primarily a result of fluctuations in foreign currency exchange
rates and interest rates. We do not hold or issue financial instruments for trading purposes.

Foreign Currency Exchange Risk

As we expand internationally, our results of operations and cash flows will become increasingly subject to fluctuations
due to changes in foreign currency exchange rates. Our revenue is generally denominated in the local currency of the
contracting party. Historically, the majority of our revenue has been denominated in U.S. dollars. Our expenses are
generally denominated in the currencies in which our operations are located, which is primarily in the United States,
with a portion of expenses incurred in Singapore and Canada where our manufacturing facilities are located. Our
results of operations and cash flows are, therefore, subject to fluctuations due to changes in foreign currency exchange
rates. The volatility of exchange rates depends on many factors that we cannot forecast with reliable accuracy. We
have experienced and will continue to experience fluctuations in our net income or loss as a result of transaction gains
or losses related to revaluing certain current asset and current liability balances that are denominated in currencies
other than the functional currency of the entities in which they are recorded. For the three months ended March 31,
2016 and 2015, we experienced foreign currency losses of $0.5 million and $1.3 million, respectively. To date, we
have not entered into any foreign currency hedging contracts although we may do so in the future. As our international
operations grow, we will continue to reassess our approach to manage our risk relating to fluctuations in currency
rates.

Interest Rate Sensitivity

We had cash and cash equivalents of $42.9 million at March 31, 2016. These amounts were held primarily in cash on
deposit with banks and money market funds which are short-term. We had $52.4 million in investments at March 31,
2016 held primarily in U.S. government and agency securities. The contractual maturity dates of $52.4 million of our
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our remaining U.S. government and agency securities are less than eighteen months from March 31, 2016. Cash and
cash equivalents and investments are held for working capital purposes. Due to the short-term nature of these
investments, we believe that we do not have any material exposure to changes in the fair value of our investment
portfolio as a result of changes in interest rates. Declines in interest rates,
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however, will reduce future investment income. If overall interest rates had decreased by 10% during the periods
presented, our interest income would not have been materially affected.

Fair Value of Financial Instruments

We do not have material exposure to market risk with respect to investments. We do not use derivative financial

instruments for speculative or trading purposes. However, we may adopt specific hedging strategies in the future.

Item 4. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

Our management, with the participation of our Chief Executive Officer and our Chief Financial Officer, evaluated the
effectiveness of our disclosure controls and procedures as of March 31, 2016
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