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4,700,000 Shares
DEXCOM, INC. ~
DexCom «

Common Stock

$12.00 per share

. DexCom, Inc. is offering 4,700,000 shares of comstoick.
. This is our initial public offering and no publicarket currently exists for our shares.
. Trading symbol:

NASDAQ National Market — DXCM.

This investment involves risk. See "Risk Factors" kBginning on page 8.

Per Share Total
Initial public offering price $ 1200 $ 56,400,00
Underwriting discoun $ 084 $ 3,948,001
Proceeds, before expenses, to DexCom, $ 11.1¢ $ 52,452,00

The underwriters have a 30-day option to purchgséour05,000 additional shares of common stock fusrto cover over-allotments, if any.

Neither the Securities and Exchange Commission n@ny state securities commission has approved of amye's investment in these
securities or determined if this prospectus is trutful or complete. Any representation to the contray is a criminal offense.

Piper Jaffray SG Cowen & Co

William Blair & Company First Albany Capital

The date of this prospectus is April 13, 2005.




CAUTIG‘H‘- Investigational devies. Limited by Federal law to investigational use and are not approved for commercial sale.
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date on the front cover of this prospectus, but thenformation may have changed since that date.




Case 1:05-cv-00590-GMS  Document 7-3  Filed 08/31/2005 Page 6 of 139
SUMMARY

The items in the following summary are describechame detail later in this prospectus. This sumnduogs not contain all the information
you should consider before investing in our comstonk. You should carefully read the more detaitéarmation set out in this prospectt
especially the risks of investing in our commomrlsthat we discuss under the "Risk Factors" sectisnwell as the financial statements and
the related notes to those statements includedvakse in this prospectus. References in this pradsgdo "we," "us,” "our" and "DexCom"
refer to DexCom, Inc. unless the context requitegmvise.

Our Business

We are a medical device company focused on thgalesid development of continuous glucose monitasyrgjems for people with diabetes.
We have developed proprietary technology and eiggetttat are enabling us to develop two contingdusose monitoring systems: a short-
term system with a sensor that can be insertedgatiant and used continuously for three days,aalwhg-term system with a sensor that can
be implanted by a physician in a short outpatieatedure requiring only local anesthesia. Wheryfdéiveloped, our long-term sensor is
expected to be used continuously for up to one.y&ath sensors wirelessly transmit the patientedlglucose, or blood sugar, levels to a
small cell phone-sized receiver, which allows thégnt to view real-time and trended blood gludo$ermation with the touch of a button
and alerts the patient when glucose levels argiugypiately high or low.

We filed an application for premarket approvalP®A, with the Food and Drug Administration, or FDi&ar our short-term system in March
2005. Premarket approval is the FDA process ohsfie and regulatory review to evaluate the sataty efficacy of medical devices like
those we are developing. We have received an iigatisinal device exemption, and are conducting@paient clinical trial, of our long-
term system, and we expect to submit a PMA apjpdingb the FDA for this system in 2006. To date,vewe data from over 1,500 patient
days of real-time usage of our continuous glucosaitaring systems from over 200 patients in clihicals. It could take one to three years,
or longer, from the date of our PMA applicationrfg to obtain any approval from the FDA. Even on@eobtain approval from the FDA, it
could take another fiscal quarter or more before&cmr@mence marketing our products commercially.

We are a development stage company, and to dakt@wenot generated any revenue. We have incurtddsses in each year since our
inception in May 1999 and, through December 31420@& had a deficit accumulated during the devekmrstage of $52.9 million. We
expect our losses to continue and increase as pandxour clinical trial activities and initiate comarcialization activities. Our continuous
glucose monitoring systems must receive FDA approvisich we may never receive, before we can matiete products and generate
revenue.

Market Opportunity

Diabetes is a chronic, life-threatening diseasemoaich there is no known cure. The disease is chhgehe body's inability to produce or
effectively utilize the hormone insulin. This inktyi prevents the body from adequately regulatifgpd glucose levels. Worldwide,
approximately 171 million people suffer from theehse. In 2002, there were an estimated 13 mdimgnosed diabetes patients in the Ur
States. This number is expected to rise by mone thz million people each year as a result of angagopulation, inappropriate diets and
increasingly sedentary lifestyles. Diabetes isfifie leading cause of death by disease in the ééh&tates, and complications related to
diabetes include heart disease, limb amputatioss, df kidney function and blindness.
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Diabetes is typically classified into two major gps: Type 1 and Type 2. Type 1 diabetes patieritsrsiom an absence of insulin and
require frequent insulin injections in order toutde and maintain blood glucose levels. Type Deties patients are unable to produce
sufficient levels of insulin or become insulin isint and, depending on the severity, may requeténd, exercise, oral medications or insulin
injections to regulate blood glucose levels. Theefiman Diabetes Association, or ADA, estimates thate are 1.3 million Type 1 diabetes
patients and 2.8 million Type 2 diabetes patieriis wse insulin in the United States. In additioype 1 and Type 2 diabetes patients,
pregnant women who have never had diabetes befayebegin to have high blood glucose levels duriregpancy. According to the ADA,
this condition, known as gestational diabetes cédfapproximately 135,000 women in the United Statech year.

The ADA estimates that the direct medical costsiadtect expenditures attributable to diabetethaUnited States were $132 billion in
2002 and are expected to increase to $156 billjodi10. Of the $132 billion in overall expenseg, ADA estimates that approximately

$23 billion were associated with diabetes care .ofding to industry sources, the worldwide marketdersonal glucose monitoring systems
and related disposables, which include test saiklancets, was approximately $5.1 billion in 20803 is expected to grow at an annual
compound rate of approximately 11.6% to $8.9 hillio 2008. While we believe our systems will be @ted broadly in this market as a way
to manage glucose levels more effectively, we deempect that our systems will appeal to all typkdiabetes patients, or that the worldwide
market for personal glucose monitoring systemsrataded disposables is a direct indication of oarkat opportunity. In a study of Type 2
diabetes patients, fewer than 15% of all studyepisi and 39% of all insulin dependent study pagitegted their glucose levels one or more
times per day. If patients do not perceive ouraystto be more convenient and effective for marmgtiiair blood glucose levels than other
devices on the market, our market may be limited.

I mportance of Glucose Monitoring

Blood glucose levels can be affected by the carbiatg and fat content of meals, exercise, striisess or impending illness, hormonal
releases, variability in insulin absorption andraes in the effects of insulin in the body. As sufe blood glucose levels may fluctuate
throughout the day and patients are often unavhatettieir levels are too high, a condition referi@ds hyperglycemia, or too low, a
condition referred to as hypoglycemia. Accordinghte ADA, an important component of effective digdsemanagement is frequent
monitoring of blood glucose levels. The landmarR3a ®iabetes Control and Complications Trial, or DG €onsisting of patients with

Type 1 diabetes, and the 1998 UK Prospective DésbStudy, consisting of patients with Type 2 diabetlemonstrated that patients who
intensely managed blood glucose levels signifigamitiuced the incidence and severity of diabetkete® complications. In the DCCT, a
major component of intensive management was mangdriood glucose levels at least four times per. @espite evidence that tightly
managing blood glucose levels reduces long-termptioations associated with diabetes, industry sesigstimate that people with diabetes
test, on average, less than twice per day.

Limitations of Existing Glucose Monitoring Products

Single-point finger stick devices are the most pltent devices for glucose monitoring. These deviegsire taking a blood sample with a
finger stick, placing a drop of blood on a tesipsand inserting the strip into a glucose metet yields a single-point in time blood glucose
measurement. We believe that these devices sudiier $everal limitations, including:

. Inconvenience.Patients using single-point finger stick devicesstraiop whatever they are doing several times asfy
inflict a painful prick, and draw blood to measbiteod glucose levels. This process is inconvera@t may cause
embarrassment in social situations.
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a single point in time. Because patients only hargle-point data, they do not gain sufficient imi@tion to indicate the
direction of change in their blood glucose lev@sthout the ability to determine whether their biiogiucose level is rising,
falling or holding constant, the patient's abilityeffectively manage and maintain blood glucoselewithin normal ranges is
severely limited.

. Difficulty of Use. To obtain a glucose level reading with a singleapfinger stick device, patients conduct a multiglep
process to obtain a blood sample and measureghliense level with a blood glucose meter. This faskore difficult for
patients with decreased tactile sensation and héuaty, which are common complications of diakete

. Pain. Although the fingertips are rich in blood flow aprbvide a good site to obtain a blood sample, Hreyalso densely
populated with highly sensitive nerve endings. Asslt, lancing, subsequent manipulation of thgédi to draw blood and
multiple finger sticks can be painful.

Several companies have attempted to address thatlons of single-point finger stick devices bywdkping continuous glucose monitoring
systems. To date, three continuous glucose mortitors received FDA approval. One of such devides@lucoWatch produced by Cygnus,
employs non-invasive technology to test glucoselle\Cygnus recently ceased operations and saldritaining assets to Animas, and we
believe that the GlucoWatch is no longer activebrketed. Another continuous glucose monitor is apgd for physician interpretation only,
not allowing patients to see their blood glucosadis in real time. Finally, a third continuous ntoring device is only approved to alert the
patient at inappropriately high or low levels. Wadiéve that none of the products that has recefi28l approval are approved for more than
three days of use or for use as a replacemenirfgiespoint finger stick devices. A number of otltempanies are developing next-generation
real-time continuous glucose monitoring systemsamsing devices and technologies, including sevleaalare developing non-invasive
continuous glucose monitoring products. Progreskérdevelopment of these products is difficulassess, but we know that two companies
have submitted applications for real-time contirgionitors or sensors to the FDA.

We believe a significant market opportunity existsa glucose monitoring system that provides cwdus blood glucose information and
that is convenient and easy-to-use.

The DexCom Solution

We are developing blood glucose monitoring systdrascontinuously measure a patient's blood glutess and transmit that information
a small cell phone-sized receiver. Relying on aoal-based technology platform, we are develoging,testing in clinical trials, short-term
and long-term continuous blood glucose monitoriygfesms that are designed to offer the followingaadages to diabetes patients:

. Convenience We believe that convenience is the paramount factachieving widespread adoption of a continudosd
glucose monitoring system. Our sensors continuougigsure and record the patient's blood glucos éad wirelessly
transmit a blood glucose value at various intert@is small cell phone-sized receiver throughoetday and night. The patient
can check his or her blood glucose level and tiefadmation at any time with the touch of a button.

. Access to Real-Time Values and Trend InformationBy pushing a button, patients can view their curgdacose value,
along with a graphical display of one-, three- imerhour trend information. Access to continuows-tame glucose
measurements provides patients with
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alert patients when their blood glucose approaategspropriately high or low levels so that they niagrvene.

. Intuitive Patient Interface. We have extensive experience in the clinical B&iting with real-time usage of our continuous
monitoring technology and, as a result, have de@egla patient interface that we believe is inteitiwnd easy-to-use. Our
receiver's ergonomic design includes user-frieidittons, an easy-to-read display, simple navigators, audible alerts and
graphical display of trend information.

. Comfort. Our sensors are designed to provide patients Wétbénefits of continuous monitoring without havingerform
finger stick tests for each measurement. Additign#he shortterm sensor electrode that is inserted under timeisla very thir
wire, and the external portion of the short-termsse, including the transmitter, is small and h&saaprofile designed to be
easily worn under clothing. Finally, the receiver both systems is the size of a small cell phawkcan be carried discreetly
a pocket or purse. We do not expect our produdeaat initially, to eliminate the need for fingaick tests for self-monitoring
of blood glucose levels.

In a clinical trial using our first generation lotgrm sensor, patients reduced the amount of tiag $pent hyperglycemic by 25% and the
time they spent hypoglycemic by 47%. Correspondintlese patients increased the time they spdatget blood glucose levels by 88%.
These results were published in a peer-reviewédeit the March 2004 issue Biabetes Care Although the article indicates that the
results of the trial could, potentially, have bedtnibutable to the high frequency of visits reedifor the trial compared to routine patient ¢
the article indicates that the results were mdwyidue to the patients' real-time viewing of ¢doabus glucose data and trends. DexCom
sponsored the trial that is the subject of thielet Two of the authors of the article receive sdting fees from DexCom for serving on its
clinical advisory board and all three authors reegigrant research funds from DexCom for condudtiegtrial. None of the authors received
consulting or other fees from DexCom in exchangecémducting the trial or for authoring the article

While we believe our glucose monitoring systemeioffiese advantages, patients may not perceiveetinefits of continuous glucose
monitoring and may be unwilling to change theirreat treatment regimens. Our products, and in@adi our long-term continuous glucose
monitoring system, can be more invasive than ctiself-monitored glucose testing systems, includiimgle-point finger stick devices. Our
short-term continuous glucose monitoring systenuireg a patient to insert a sensor electrode utheérskin at least every three days.
Patients could find this process to be uncomfoetablinconvenient. Patients may be unwilling temsr implant a sensor in their body,
especially if their current diabetes managementliras no more than two finger sticks per day. Eamong patients who are advised to test
their glucose levels frequently, testing at leasté per day is uncommon. Also, our systems mayrapproved as replacement devices for
single-point finger stick devices, and may be nuwgtly to use.

Our Strategy

Our objective is to become the leading providet@itinuous glucose monitoring systems and relatedyets to enable people with diabetes
to manage their disease more conveniently andtefédg. To achieve this objective, we are pursuimg following business strategies:

. Establish our technology platform as the leadingraach to continuous blood glucose monitoring;
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. Pursue the highest safety and quality levels forpooaducts;
. Commercialize our products through a direct satesraarketing effort; and
. Provide a high level of customer support, serviog @ducation.

Corporate Information

We were incorporated in Delaware in May 1999. Qimgdpal offices are located at 5555 Oberlin Dri%an Diego, California 92121, and «
telephone number is (858) 200-0200. Our World WhAdeb address is http://www.dexcom.com. The infororafound on, or accessible
through, our website is not a part of this prospect

We are seeking to register our trademark, DexCoith, tive U.S. Patent and Trademark Office. All ottrademarks, tradenames and service
marks appearing in this prospectus are the propéityeir respective owners.
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Common stock offered by 1
Common stock to be outstanding after this offe
Initial public offering price

Use of proceeds

NASDAQ National Market symbc

The number of shares of common stock to be outstgradter this offering is based on 20,486,761 shautstanding as of February 28, 2(

and excludes:

. 43,729 shares of common stock issuable upon erestian outstanding warrant with an exercise pofcg5.38 per share;
. 2,970,359 shares of common stock subject to oudstgroptions at a weighted average exercise pifi§d @3 per share;
. 3,150,000 shares of common stock reserved fordwgtaint or issuance under our 1999 stock optiom, [@@05 equity incentive
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4,700,000 share
25,186,761 share
$12.00 per shar

We intend to use the net proceeds of this offering
for clinical trials and other research and
development, building our commercialization
infrastructure, working capital and general
corporate purposes. See "Use of Proce

DXCM

plan and 2005 employee stock purchase plan; and

. automatic annual increases in the number of stidresmmon stock reserved for issuance under oub 29ty incentive plan

and 2005 employee stock purchase plan.

Except as otherwise noted, all information in thespectus assumes:

. no exercise of the underwriters' over-allotmeniapt

. the conversion of all outstanding shares of oufepred stock into 17,725,401 shares of common stipcin the closing of this

offering; and

. the filing of our restated certificate of incorptioa, which will occur immediately following theasing of this offering.
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The following table summarizes our financial dathe statements of operations data for the yearsceBécember 31, 2002, 2003 and 2004
and for the period from May 13, 1999 (inceptiomptigh December 31, 2004 and the balance sheeasla@December 31, 2004 have been
derived from our audited financial statements ideldielsewhere in this prospectus. You should fieiadiaita together with our financial
statements and related notes to those statemehigdéd elsewhere in this prospectus and the infoomainder "Selected Financial Data" and
"Management's Discussion and Analysis of FinarnCidition and Results of Operations."

Period from
May 13, 1999
Years Ended December 31, (inception)
through
December 31,
2002 2003 2004 2004
(in thousands, except share and per share data)
Statements of Operations Data
Costs and expense
Research and developm: $ 6,311 $ 8,93« $ 12,17¢ $ 36,111
General and administratiy 1,86( 1,25( 1,44( 7,59(
Stocl-based compensatio
Research and developmt — — 291 291
General and administratiy — — 157 157
Total costs and expens 8,171 10,18« 14,067 44,15
Interest and other income, r 468 27C 121 1,40¢
Net loss (7,70¢) (9,919 (13,946 (42,74¢)
Accretion to redemption value of Series B and Se@ie
redeemable convertible preferred st (2,45)) (3,23%) (3,235 (20,139
Net loss attributable to common stockholc $ (10,159 $ (13,149 $ (17,18) $ (52,88%

I . .  E——
Basic and diluted net loss per share attributabEmmot
stockholders? $ (4.96 $ (6.06) $ (7.52)
& & |
Shares used to compute basic and diluted net Brsshar
attributable to common stockholdéts 2,046,20: 2,169,92; 2,286,32
& & |
Pro forma basic and diluted net loss per shareugited)
@ $ (0.8
I
Shares used to compute pro forma basic and dihged
loss per share (unaudited) 15,845,23

As of December 31, 2004

Pro Forma
Actual As Adjusted @)

(in thousands)

Balance Sheet Data

Cash and cash equivalel $ 27,22¢ $ 77,78
Working capital 25,70¢ 76,257
Total asset 29,35¢ 79,91(
Redeemable convertible preferred st 76,97¢ —
Total stockholders' equity (defici (49,310 78,21¢

(1) See Note 2 of the notes to our financial statemfenta description of the method used to compusichand diluted net loss per share
attributable to common stockholders and pro formsidand diluted net loss per shz
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closing of this offering and to reflect the sale4gf00,000 shares of our common stock in this offeat the initial public offering price of
$12.00 per share, after deducting the underwriisgounts and commissions and estimated offeripgreses payable by us.
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RISK FACTORS

Investing in our common stock involves a high degrferisk. You should carefully consider the folloywrisk factors, as well as the oth
information in this prospectus, before deciding thiee to invest in shares of our common stock. ¥f @fnthe following risks actually occur,
our business, financial condition and results oéi@ions would suffer. In that case, the tradingcerof our common stock would likely
decline and you might lose all or part of your istraent in our common stock. The risks describealbate not the only ones we face.
Additional risks that we currently do not know abouthat we currently believe to be immaterial nadso impair our operations and busin
results.

Risks Related to Our Business
We are a development stage company and we do notieg and may never have, any products.

We are a development stage medical device comp#hyavimited operating history, and we currenttyribt have any commercialized
products or any source of revenue. We have invedted our time and resources in developing ourticmious glucose monitoring systems,
which we initially intend to commercialize in therfin of a short-term continuous glucose monitoripgtem, and subsequently, in the form of
a long-term continuous glucose monitoring systenr. €xisting products under development will reqaidelitional clinical evaluation,
regulatory approval, significant marketing effaatsd substantial additional investment before tleypmrovide us with any revenue. Our
efforts may not lead to commercially successfutpiais for a number of reasons, including:

. we may not be able to obtain regulatory approv@®fir continuous glucose monitoring systems, eraipproved indication fi
our products may be narrower than we seek;

. our continuous glucose monitoring systems may noigto be safe and effective in clinical trials;
. we may experience delays in our development program
. patients may not receive sufficient reimbursemesrnfthird-party payors to promote widespread useunfcontinuous glucose

monitoring systems;
. any products that are approved may not be accaptbeé marketplace by physicians and patients;

. we may not have adequate financial or other ressuic complete the development and commercializati@ur continuous
glucose monitoring systems or other products;

. we may not be able to manufacture our productemroercial quantities or at an acceptable cost; and

. rapid technological change may make our technotogl/products obsolete.

We do not expect to be able to commercialize oaortslerm continuous glucose monitoring system agkberm continuous glucose
monitoring system before 2006 and 2007, respegtiVielve are unable to develop, obtain regulatqugraval for or successfully
commercialize our continuous glucose monitoringays, we will be unable to generate revenue.

8
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We have incurred losses since inception and anti@gpe that we will incur continued losses for the fagseeable future.

We have incurred net losses in each year sincenoeption in May 1999, including net loss attritleato common stockholders of

$17.2 million for the year ended December 31, 2@&4of December 31, 2004, we had a deficit accutadlduring the development stage of
$52.9 million. We have financed our operations puiity through private placements of our equity séms and have devoted substantially

of our resources to research and developmentngltdi our continuous glucose monitoring systems.eifeect our research and development
expenses to increase in connection with our clinicas and other development activities relate@tr products. If we receive approval for
marketing of a product by the Food and Drug Adntiaison, or FDA, we expect to incur significanteslnd marketing expenses, and
manufacturing expenses. Additionally, if we comeleur initial public offering, we expect that owergeral and administrative expenses will
increase due to the additional operational andla¢gy burdens applicable to public companies. Assalt, we expect to continue to incur
significant and increasing operating losses forftmeseeable future. These losses, among otheysthirave had and will continue to have an
adverse effect on our stockholders' equity.

We have not received, and may never receive, FDA ppval to market our continuous glucose monitoringsystems.

We do not have the necessary regulatory approvatstket our continuous glucose monitoring systenmeny other product in the United
States or in any foreign market. We plan initiadylaunch our products, once approved, in the dri&ates. The regulatory approval process
for our continuous glucose monitoring systems imgs] among other things, successfully completimgazll trials and obtaining a premarket
approval, or PMA, from the FDA. The PMA processuiegs us to prove the safety and efficacy of ountiomous glucose monitoring systems
to the FDA's satisfaction. This process can be msige and uncertain, requires detailed and compsahe scientific and human clinical data,
generally takes one to three years after a PMAiegipin is filed and may never result in the FDAmfing a PMA. For example, there is no
guarantee that the PMA application we recently sttbohfor our short-term continuous glucose momigisystem will result in any approval
of the system by the FDA. The FDA can delay, liorideny approval of a PMA application for many wes including:

. our systems may not be safe or effective to the BBAtisfaction;

. the data from our pre-clinical studies and clinicills may be insufficient to support approval;
. the manufacturing process or facilities we use matymeet applicable requirements; and

. changes in FDA approval policies or adoption of megulations may require additional data.

Even if approved, our continuous glucose monitogypgtems may not be approved for the indicatioasdhe necessary or desirable for
successful commercialization of our systems. We nw@yobtain the necessary regulatory approvalsaiket our continuous glucose
monitoring systems in the United States or anywké&e. Any delay in, or failure to receive or maint approval for our continuous glucose
monitoring systems could prevent us from generatvgnue or achieving profitability.

9
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We expect to operate in a highly competitive marketwe face competition from large, well-establishethedical device manufacturers
with significant resources, and we may not be abl® compete effectively.

The market for glucose monitoring devices is ineéypsompetitive, subject to rapid change and sigaiftly affected by new product
introductions and other market activities of indygtarticipants. If our products are approved farketing, we will compete directly with
Roche Disetronic, a division of Roche Diagnostigg&Scan, Inc., a division of Johnson & Johnsom; fhediSense and TheraSense divisions
of Abbott Laboratories; and Bayer Corporation, eaftvhich manufactures and markets products fosthgle-point finger stick device
market. Collectively these companies currently aotdor substantially all of the glucose monitorimgrket. Several companies are
developing or marketing early generation short-teamtinuous glucose monitoring products that welinpete directly with our planned
products. These devices include the Guardian Ceatisi Glucose Monitoring System and the CGMS Sy&eid, both of which have
received FDA approval for limited applications aare currently marketed by Medtronic, Inc., andREheestyle Navigator Glucose System,
which has not yet received FDA approval and is ¢peleveloped by TheraSense. In August 2004, Medtramnounced that it had filed a
PMA supplement for its Guardian device that, if eped, will allow it to show real-time glucose meesments to patients. Furthermore,
several other companies are developing non-invasiménuous glucose monitoring products. One o$¢heon-invasive devices, the Cygnus
GlucoWatch, now owned by Animas Corporation, hagired FDA approval. Most of the companies develgmir marketing competing
devices are publicly traded or divisions of pulplitladed companies, and these companies enjoyadeampetitive advantages, including:

. significantly greater name recognition;

. established relations with healthcare professiorailstomers and third-party payors;

. established distribution networks;

. additional lines of products, and the ability téenfrebates or bundle products to offer higheralists or incentives to gain a

competitive advantage;

. greater experience in conducting research and aewednt, manufacturing, clinical trials, obtainiregulatory approval for
products and marketing approved products; and

. greater financial and human resources for prodeetidpment, sales and marketing, and patent lidigat
As a result, we may not be able to compete effeltimgainst these companies or their products.

No continuous glucose monitoring system has yet reiwed FDA clearance as a replacement for single-putifinger stick devices, and
our products may never be approved for that indicaibn.

We do not expect our initial products will elimieahe need for single-point finger stick device® Beélieve that our initial products, if
approved, will be indicated for use by patientslain real-time blood glucose levels, trend infation and alerts, but not as a substitute for
singlepoint finger stick devices. No precedent for FDAagval of continuous glucose monitoring systema asbstitute for such devices |
been established. Accordingly, there is no establistudy design or agreement regarding performaagerements or measurements in
clinical trials for continuous glucose monitoringseems. To our knowledge, the only company to gttemobtain approval from the FDA for
the replacement of single-point finger stick desiegth a continuous glucose monitoring system
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has experienced substantial delays, and thereecan guarantee that we will not also experiencé sietays.

If we are unable to successfully complete the prdigical studies or clinical trials necessary to suport additional PMA applications,
our ability to commercialize our continuous glucosenonitoring systems and our financial position willbe impaired.

Before submitting any PMA application, we must ®ssfully complete pre-clinical studies and clinicélls that we believe will demonstrate
that the product is safe and effective. Producetigment, including pre-clinical studies and clalitrials, is a long, expensive and uncertain
process and is subject to delays and failure astage. Furthermore, the data obtained from thértray be inadequate to support approval of
a PMA application. While we obtained an Investigatil Device Exemption, or IDE, prior to commencihg current clinical trial for our
long-term continuous glucose monitoring system, Fipfsroval of an IDE application permitting us taxdact testing does not mean that the
FDA will consider the data gathered in the tridfisient to support approval of a PMA applicati@ven if the trial's intended safety and
efficacy endpoints are achieved.

The commencement or completion of any of our céihidals may be delayed or halted, or be inadefjtmsupport approval of a PMA
application, for numerous reasons, including, kaitlimited to, the following:

. the FDA or other regulatory authorities do not @wera clinical trial protocol or a clinical triadr place a clinical trial on hold;
. patients do not enroll in clinical trials at theéeave expect;

. patients do not comply with trial protocols;

. patient follow-up is not at the rate we expect;

. patients experience adverse side effects;

. patients die during a clinical trial, even thougkit death may not be related to our products;

. institutional review boards and third-party clificga/estigators may delay or reject our trial picab

. third-party clinical investigators decline to participatea trial or do not perform a trial on our anpiated schedule or consist

with the clinical trial protocol, good clinical prices or other FDA requirements;
. third-party organizations do not perform data azilten and analysis in a timely or accurate manner;

. regulatory inspections of our clinical trials or mdiacturing facilities may, among other things,uieg us to undertake
corrective action or suspend or terminate our cdihirials;

. changes in governmental regulations or adminisgactions;
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. the FDA concludes that our trial design is inadégtia demonstrate safety and efficacy.

The results of pretinical studies do not necessarily predict futclieical trial results, and predecessor clinicaltresults may not be repea
in subsequent clinical trials. We believe the datd performance from each of our last three cliricas relating to our long-term system
were likely insufficient to support a PMA applicati. While these previous trials were not designeidtended to be used to support a PMA
application, our ongoing and future clinical trithait are designed to support a PMA application matybe sufficient to do so. Additionally,
the FDA may disagree with our interpretation of da¢a from our pre-clinical studies and clinicéls, or may find the clinical trial design,
conduct or results inadequate to prove safetyfaraefy, and may require us to pursue additionalgbirécal studies or clinical trials, which
could further delay the approval of our productsvé are unable to demonstrate the safety andaeffiof our products in our clinical trials,
we will be unable to obtain regulatory approvairtarket our products. The data we collect from aurent clinical trials, our pre-clinical
studies and other clinical trials may not be sigfit to support FDA approval. If we are unsuccddgsfeither filing a PMA application or
receiving FDA approval for a PMA application reldt® our long-term system, our business strategy imae to be altered to rely solely on
our short-term system.

If we are unable to obtain acceptable prices or adpiate reimbursement for our products from third-party payors, we will be unable tc
generate significant revenue.

The availability of insurance coverage and reiméomsnt for newly approved medical devices is unaerta the United States, patients using
existing single-point finger stick devices are gaiig reimbursed all or part of the product cost\dgdicare or other third-party payors. The
commercial success of our continuous glucose mangeystems in both domestic and internationalketsrwill be substantially dependent
on whether third-party coverage and reimbursengatailable for patients that use our systems dijbarrty coverage may be particularly
difficult to obtain if our systems are not approu®dthe FDA as replacements for existing singleapbinger stick devices. Medicare,
Medicaid, health maintenance organizations andrdttiel-party payors are increasingly attemptingaoatain healthcare costs by limiting
both coverage and the level of reimbursement of medical devices, and, as a result, they may ngtroor provide adequate payment for
systems. In order to obtain reimbursement arrang&snee may have to agree to a net sales pricerlthaa the net sales price we might
charge in other sales channels. The continuingtsftd government and third-party payors to contaireduce the costs of healthcare may
limit our revenue. Our initial dependence on themowercial success of our short-term continuous glecoonitoring system makes us
particularly susceptible to any cost containmenediuction efforts. Accordingly, even if our shéetm continuous glucose monitoring sys!
or future products we develop are approved for censial sale, unless government and other thirdypaayors provide adequate coverage
and reimbursement for our products, patients mayse them.

In some foreign markets, pricing and profitabilifymedical devices are subject to government caritraghe United States, we expect that
there will continue to be federal and state profsofa similar controls. Also, the trends towardmaged healthcare in the United States and
proposed legislation intended to reduce the cogbwérnment insurance programs could significainfiyence the purchase of healthcare
services and products and may result in lower priceour products or the exclusion of our proddicsn reimbursement programs.
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Our continuous glucose monitoring systems may neveachieve market acceptance even if we obtain regitay approvals.

To date, only those patients and physicians inwblaeour clinical trials have used our products,aen if we obtain regulatory approval,
people with diabetes or the medical community matyemdorse our short-term or long-term continudus@se monitoring systems. The
degree of market acceptance of our products wiledd on a number of factors, including:

. perceived effectiveness of the systems;

. convenience of use;

. cost of our continuous glucose monitoring systems;

. adequacy of third-party coverage or reimbursement;

. approved indications and product labeling;

. publicity concerning our products or competitiveqhucts;

. prevalence and severity of any side effects;

. potential advantages over alternative glucose raong methods;

. introduction and acceptance of competing productsahnologies; and
. extent and success of our sales, marketing andbdigon efforts.

Our products, and in particular our long-term comdius glucose monitoring system, can be more iagaban current self-monitored glucose
testing systems, including single-point fingerlstitevices, and patients may be unwilling to inselimplant a sensor in their body, especially
if their current diabetes management involves noentitan two finger sticks per day. Moreover, patenay not perceive the benefits of
continuous glucose monitoring and may be unwilmghange their current treatment regimens. Intamdiphysicians tend to be slow to
change their medical treatment practices becauperogived liability risks arising from the usengfw products and the uncertainty of third
party reimbursement. Physicians may not recommeipdescribe our products until there is long-tetimical evidence to convince them to
alter their existing treatment methods and theeer@ommendations from prominent physicians thapoaducts are effective in monitoring
blood glucose levels. We cannot predict when, @rephysicians may adopt the use of our produttairl continuous glucose monitoring
systems are approved but do not achieve an adelgvateof acceptance by patients, physicians amdtlngare payors, we may not generate
significant product revenue and we may not becoroétable.

We depend on clinical investigators and clinical s to enroll patients in our clinical trials and d@her third parties to manage the trials
and to perform related data collection and analysisand, as a result, we may face costs and delaysittare outside of our control.

We rely on clinical investigators and clinical sit® enroll patients in our clinical trials and @tlthird parties to manage the trial and to
perform related data collection and analysis. He@wewe may not be able to control the amount andhg of resources that clinical sites may
devote to our clinical trials. If these clinicalvstigators and clinical sites fail to enroll afgiént number of patients in our clinical trials o
fail to ensure compliance by patients with clinipadtocols, we will be unable to
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complete these trials, which could prevent us foftaining regulatory approvals for our productsr @greements with clinical investigators
and clinical sites for clinical testing place swagial responsibilities on these parties and,akthparties fail to perform as expected, our trials
could be delayed or terminated. If these clinioakstigators, clinical sites or other third partiesnot carry out their contractual duties or
obligations or fail to meet expected deadlinesf tire quality or accuracy of the clinical datayhebtain is compromised due to their failure
adhere to our clinical protocols or for other reesaur clinical trials may be extended, delayettoninated, and we may be unable to obtain
regulatory approval for, or successfully commeiz&lour products.

We may be unable to complete the development andromercialization of our continuous glucose monitorilg systems or other
products without additional funding.

Our operations have consumed substantial amoursdf since inception. We expect to continue togpebstantial amounts on research
and development, including conducting clinicallgigor our continuous glucose monitoring systemarkEbefore we receive approval to
market one of our continuous glucose monitoringesys, we expect to spend significant additional @m®on commercializing the product,
including development of a direct sales force axghasion of manufacturing capacity. In 2004, ouraash used in operating activities was
$12.4 million. We expect that our cash used by afji@ns will increase significantly in each of thexhseveral years, and we may need
additional funds to complete the development amdroercialization of both our short-term and long¥terontinuous glucose monitoring
systems. Additional financing may not be availadriea timely basis on terms acceptable to us, all.aAny additional financing may be
dilutive to stockholders or may require us to gratgnder a security interest in our assets. Thauatof funding we will need will depend on
many factors, including:

. the rate of progress and cost of our clinical $reahd other development activities;

. the success of our research and development efforts

. the costs and timing of regulatory approval;

. the expenses we incur in developing, selling anketig our products;

. the revenue generated by sales of our future ptegduc

. the emergence of competing or complementary teolgical developments;

. the costs of filing, prosecuting, defending ancbecihg any patent claims and other intellectuabpiai rights;

. the terms and timing of any collaborative, licegsaom other arrangements that we may establish; and

. the acquisition of businesses, products and teolgres, although we currently have no commitmentsgoeements relating to

any of these types of transactions.

If adequate funds are not available, we may hawkekay development or commercialization of our pieid or license to third parties the
rights to commercialize products or technologiex the would otherwise seek to commercialize. We alay have to reduce marketing,
customer support or other resources devoted tprmatucts. Any of these factors could harm our faialncondition.
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If we are unable to establish sales, marketing andistribution capabilities or enter into and maintain arrangements with third parties
to sell, market and distribute our continuous glucee monitoring systems, our business may be harmed.

We do not have a sales organization and have neriexge as a company in the sale, marketing andbdison of glucose monitoring
products. To achieve commercial success for anyoapd product we must either develop a sales anlletiag force or enter into
arrangements with others to market and sell ouwlywrts. Following product approval, we currentlyrpta establish a small direct sales force
to market our products in the United States. Olass@rce will be competing with the experienced arll-funded marketing and sales
operations of our competitors. Developing a sadesef is expensive and time consuming and couldydeléimit the success of any product
launch. We may not be able to develop this capacitg timely basis or at all. If we are unablegtablish sales and marketing capabilities
will need to contract with third parties to marlketd sell our approved products in the United Stateshe extent that we enter into
arrangements with third parties to perform salesketing and distribution services in the Unitedt&s$, our product revenue could be lower
than if we directly marketed and sold our contingiglucose monitoring systems. Furthermore, to tiene that we enter into geromotion ol
other marketing and sales arrangements with ottrapanies, any revenue received will depend onkils and efforts of others, and we do
not know whether these efforts will be successfulie are unable to establish and maintain adeggalts, marketing and distribution
capabilities, independently or with others, we maybe able to generate product revenue and malyenaime profitable.

We have limited manufacturing capabilities and manéacturing personnel, and if our manufacturing capablilities are insufficient to
produce an adequate supply of products, our growtlcould be limited and our business could be harmed.

We currently have limited resources, facilities axgerience to commercially manufacture our pragluatorder to produce our continuous
glucose monitoring systems in the quantities wéaate to meet market demand, we will need togase our manufacturing capacity by a
significant factor over the current level. There technical challenges to increasing manufactwagacity, including equipment design and
automation, material procurement, problems wittdpotion yields, and quality control and assuraibeeloping commercial-scale
manufacturing facilities will require the investnter substantial additional funds and the hiring agtaining of additional management and
technical personnel who have the necessary manuifagtexperience. We may not successfully commeterequired increase in
manufacturing capacity in a timely manner or at@¥len if our products receive regulatory approifalie are unable to manufacture a
sufficient supply of product, maintain control oxxpenses or otherwise adapt to anticipated grawtifiwe underestimate growth, we may
not have the capability to satisfy market demargi@r business will suffer.

Additionally, the production of our continuous ghse monitoring systems must occur in a highly ciled and clean environment to
minimize particles and other yield- and qualitylimgy contaminants. Weaknesses in process contnoliioute impurities in materials may
cause a substantial percentage of defective preduet lot. If we are not able to maintain stringguality controls, or if contamination
problems arise, our clinical development and conciakzation efforts could be delayed, which woublttim our business and our results of
operations.

Our manufacturing operations are dependent upon thid-party suppliers, making us vulnerable to supplyproblems and price
fluctuations, which could harm our business.

We rely on Flextronics to manufacture and suppéyttandheld personal receiver included as part o€ontinuous glucose monitoring
systems and the circuit boards for our short-temohlang-term
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sensors; we rely on AMI Semiconductor to manufacamd supply the application specific integrateduii, or ASIC, that is incorporated ir
the transmitter for our continuous glucose monit@isystems; we rely on Quallion to manufacture suyply the battery included in our
short-term sensor and the third generation of ongterm sensor; and we rely on Vita Needle to rfegture and supply the insertion needle
in our short-term continuous glucose monitoringeys Each of these suppliers is a sole-source gup@lur contract manufacturers also rely
on sole-source suppliers to manufacture some afdghgonents used in our products. Our manufactaredsuppliers may encounter
problems during manufacturing due to a varietyeafsons, including failure to follow specific prodt&and procedures, failure to comply v
applicable regulations, equipment malfunction amdrenmental factors, any of which could delayrmpede their ability to meet our dema
Our reliance on these outside manufacturers anplisup also subjects us to other risks that coalarhour business, including:

. suppliers may make errors in manufacturing comptanirat could negatively affect the efficacy oredafof our products or
cause delays in shipment of our products;

. we may not be able to obtain adequate supply im&y manner or on commercially reasonable terms;
. we may have difficulty locating and qualifying ahative suppliers for our sole-source supplies;
. switching components may require product redesighsaibmission to the FDA of a PMA supplement orsilg a separate

PMA, either of which could significantly delay praction;

. our suppliers manufacture products for a rangausfamers, and fluctuations in demand for the prtsdthese suppliers
manufacture for others may affect their abilityddiver components to us in a timely manner; and

. our suppliers may encounter financial hardshipelated to our demand for components, which coliibibtheir ability to
fulfill our orders and meet our requirements.

Any interruption or delay in the supply of compotsar materials, or our inability to obtain compntseor materials from alternate sources at
acceptable prices in a timely manner, could impairability to meet the demand of our customerseaube them to cancel orders or switch
to competitive products.

Technological breakthroughs in the glucose monitorig market could render our products obsolete.

The glucose monitoring market is subject to rapithhological change and product innovation. Oudpets are based on our proprietary
technology, but a number of companies and medésaarchers are pursuing new technologies for thtanimg of glucose levels. FDA
approval of a commercially viable continuous glieasonitor or sensor produced by one of our congpstitould significantly reduce market
acceptance of our systems. Several of our compg#i® in various stages of developing continudusoge monitors or sensors, including
non-invasive and invasive devices, and the FDAamsoved three of these products. In additionNagonal Institutes of Health and other
supporters of diabetes research are continualkirsg@vays to prevent, cure or improve treatmerdiabetes. Therefore, our products may be
rendered obsolete by technological breakthrougla$aibetes monitoring, treatment or prevention.
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Potential long-term complications from our continuais glucose monitoring systems may not be revealeg bur clinical experience to
date.

If unanticipated long-term side-effects result frima use of either of our systems, we could beestithp liability and our systems would not
be widely adopted. Our clinical trials have beemnitiéd to seven months of continuous use with ast §ieneration long-term sensor, six
months of continuous use with our second generétiog-term sensor and three days of continuousmitbeour short-term sensor.
Additionally, we have not clinically tested repeahtese of our long-term sensor in the same patét,we have limited clinical experience
with repeated use of our short-term sensor in dimeespatient. We cannot assure you that long-teemwasild not result in unanticipated
complications. Furthermore, the interim resultsyfrour current pre-clinical studies and clinicalsimay not be indicative of the clinical
results obtained when we examine the patientdeatdiates. It is possible that repeated use o$lbart-term or long-term systems, or
implantation of our long-term sensor for more tkamen months, will result in unanticipated advexf$ects, potentially even after the device
is removed.

Even if our products are approved by regulatory auhorities, if we or our suppliers fail to comply with ongoing regulatory
requirements, or if we experience unanticipated prblems with our products, these products could be $fject to restrictions or
withdrawal from the market.

Any product for which we obtain marketing approxabgng with the manufacturing processes, post-agbiinical data and promotional
activities for such product, will be subject to tinoal review and periodic inspections by the FD#l ather regulatory bodies. In particular
we and our suppliers are required to comply withdhality system regulation, or QSR, and otherlegguns, which cover the methods and
documentation of the design, testing, productiemtiol, quality assurance, labeling, packagingsegfe and shipping of our products. The
FDA enforces the QSR through unannounced inspectibe have not yet been inspected by the FDA afidhawe to successfully complete
such an inspection before we ship any commercadysts. Failure by us or one of our suppliers tmgly with statutes and regulations
administered by the FDA and other regulatory bgdiesailure to take adequate response to any wvasens, could result in, among other
things, any of the following actions:

. warning letters;

. fines and civil penalties;

. unanticipated expenditures;

. delays in approving or refusal to approve our gardus glucose monitoring systems;

. withdrawal of approval by the FDA or other regulgtbodies;

. product recall or seizure;
. interruption of production;
. operating restrictions;

. injunctions; and

. criminal prosecution.
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component suppliers may not currently be or maycoatinue to be in compliance with applicable regpdy requirements.

Even if regulatory approval of a product is grantbeé approval may be subject to limitations onittticated uses for which the product may
be marketed or contain requirements for costly-peestketing testing and surveillance to monitorshéety or efficacy of the product. Later
discovery of previously unknown problems with ouogucts, including unanticipated adverse eventdoerse events of unanticipated
severity or frequency, manufacturing problems ailufe to comply with regulatory requirements sastthe QSR, may result in restrictions
on such products or manufacturing processes, vetiarof the products from the market, voluntaryr@ndatory recalls, fines, suspension of
regulatory approvals, product seizures, injunctionghe imposition of civil or criminal penalties.

We face the risk of product liability claims and mg not be able to maintain or obtain insurance.

Our business exposes us to the risk of produdtitiablaims that is inherent in the testing, maacturing and marketing of medical devices,
including those which may arise from the misusenatfunction of, or design flaws in, our productse Wiay be subject to product liability
claims if our products cause, or merely appearteltaused, an injury. Claims may be made by gatieralthcare providers or others sel
our products. Although we have product liabilitydasiinical trial liability insurance that we believs appropriate, this insurance is subject to
deductibles and coverage limitations. Our curreatipct liability insurance may not continue to aitable to us on acceptable terms, if at
all, and, if available, the coverages may not befjadte to protect us against any future produstiiaclaims. In addition, if any of our
products are approved for marketing, we may sedkiadal insurance coverage. If we are unable taiokinsurance at an acceptable cost or
on acceptable terms with adequate coverage onaiteprotect against potential product liabilitgiohs, we will be exposed to significant
liabilities, which may harm our business. A prodiiedbility claim, recall or other claim with resgeto uninsured liabilities or for amounts in
excess of insured liabilities could result in sfgr@nt costs and significant harm to our business.

We may be subject to claims against us even idgparent injury is due to the actions of others.dxample, we rely on the expertise of
physicians, nurses and other associated medicsbpeel to perform the medical procedure and relptedesses to implant our long-term
sensor into patients. If these medical personrmeehat properly trained or are negligent, the cdjigds of our products may be diminished or
the patient may suffer critical injury, which maybgect us to liability. These liabilities could pent or interfere with our product
commercialization efforts. Defending a suit, redesd of merit, could be costly, could divert mamagat attention and might result in adve
publicity, which could result in the withdrawal @f; inability to recruit, clinical trial volunteeis result in reduced acceptance of our products
in the market.

We conduct business in a heavily regulated industrgnd if we fail to comply with these laws and govement regulations, we could
suffer penalties or be required to make significanthanges to our operations.

The healthcare industry is subject to extensiverald state and local laws and regulations relating

. billing for services;
. financial relationships with physicians and otheferral sources;
. inducements and courtesies given to patients;
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. confidentiality, maintenance and security issusseiated with medical records and individually itigable health
information;

. medical device reporting;

. false claims;

. professional licensure; and

. labeling products.

These laws and regulations are extremely compldxiarsome cases, still evolving. In many instantes industry does not have the benefit
of significant regulatory or judicial interpretatiof these laws and regulations. If our operatmmesfound to be in violation of any of the
federal, state or local laws and regulations wigiotiern our activities, we may be subject to theiapple penalty associated with the
violation, including civil and criminal penaltiedamages, fines or curtailment of our operation® fi$k of being found in violation of these
laws and regulations is increased by the factrtety of them have not been fully interpreted byrdgulatory authorities or the courts, and
their provisions are open to a variety of interatiehs. Any action against us for violation of théaws or regulations, even if we successfully
defend against it, could cause us to incur sigaifidegal expenses and divert our management'satimiettention from the operation of our
business.

In addition, healthcare laws and regulations mangde significantly in the future. Any new healthedaws or regulations may adversely
affect our business. A review of our business hyrsoor regulatory authorities may result in a deteation that could adversely affect our
operations. Also, the healthcare regulatory envirent may change in a way that restricts our opmrati

We are not aware of any governmental healthcarestigations involving our executives or us. Howewary future healthcare investigations
of our executives, our managers or us could réswslignificant liabilities or penalties to us, aslias adverse publicity.

Our inability to adequately protect our intellectual property could allow our competitors and others b produce products based on our
technology, which could substantially impair our alility to compete.

Our success and ability to compete is dependepgiity upon our ability to maintain the proprietasture of our technologies. We rely on a
combination of patent, copyright and trademark lamd trade secrets and nondisclosure agreemepitstaet our intellectual property.
However, such methods may not be adequate to prudesr permit us to gain or maintain a competiideantage. Our patent applications
may not issue as patents in a form that will beaatlhgeous to us, or at all. Our issued patentstharse that may issue in the future, may be
challenged, invalidated or circumvented, which ddirhit our ability to stop competitors from markeg related products.

To protect our proprietary rights, we may in theufe need to assert claims of infringement agdhisd parties to protect our intellectual
property. The outcome of litigation to enforce miellectual property rights in patents, copyrightade secrets or trademarks is highly
unpredictable, could result in substantial costsdimersion of resources, and could have a matedatrse effect on our financial condition
and results of operations regardless of the fin&d@me of such litigation. In the event of an adegudgment, a court could hold that some or
all of our asserted intellectual property rights aot infringed, invalid or unenforceable, and coalvard attorney fees.
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Despite our efforts to safeguard our unpatenteduanelgistered intellectual property rights, we maybe successful in doing so or the steps
taken by us in this regard may not be adequatetectior deter misappropriation of our technologyogrevent an unauthorized third party
from copying or otherwise obtaining and using owduicts, technology or other information that wgarel as proprietary. Additionally, third
parties may be able to design around our patentthérmore, the laws of foreign countries may rotgxt our proprietary rights to the same
extent as the laws of the United States. Our iitghid adequately protect our intellectual propertyld allow our competitors and others to
produce products based on our technology, whicldcgubstantially impair our ability to compete.

We do not currently have any registered trademaklesrecently filed for the registration of a tradmifor the name "DexCom" but our
application has been preliminarily rejected. If @@not obtain a trademark registration for DexCaamay have to change our company
name or market our products under a different navhéh could result in significant expense.

We may become subject to claims of infringement anisappropriation of the intellectual property right s of others, which could
prohibit us from shipping affected products, require us to obtain licenses from third parties or to deelop non-infringing alternatives,
and subject us to substantial monetary damages andjunctive relief.

Third parties could, in the future, assert infrimgat or misappropriation claims against us witlpees to our current or future products.
Whether a product infringes a patent involves cexpggal and factual issues, the determinationtd€lwis often uncertain. Therefore, we
cannot be certain that we have not infringed thellectual property rights of such third partiesotiners. Our competitors may assert that our
continuous glucose monitoring systems or the methaalemploy in the use of our systems are coveyad. 8. or foreign patents held by
them. This risk is exacerbated by the fact thatetts®e numerous issued patents and pending paielidadions relating to self-monitored
glucose testing systems and implantable sensdheimedical technology field. Because patent apptios may take years to issue, there
be applications now pending of which we are unavlaaémay later result in issued patents that oodycts infringe. There could also be
existing patents of which we are unaware that amaare components of our system may inadvertentlynige. As the number of competit

in the market for selfronitored glucose testing systems grows, the pidigsitsf inadvertent patent infringement by us opatent infringemet
claim against us increases.

Any infringement or misappropriation claim couldusa us to incur significant costs, could placeifitant strain on our financial resources,
divert management's attention from our businesshanich our reputation. If the relevant patents werieeld as valid and enforceable and we
were found to infringe, we could be prohibited frepiling our product that is found to infringe w8eve could obtain licenses to use the
technology covered by the patent or are able tgdesound the patent. We may be unable to obtégease on terms acceptable to us, if at
all, and we may not be able to redesign our pradiacavoid infringement. A court could also ordsrta pay compensatory damages for such
infringement, plus prejudgment interest and couldyddition, treble the compensatory damages araachattorney fees. These damages ¢
be substantial and could harm our reputation, lssinfinancial condition and operating resultso@rtalso could enter orders that
temporarily, preliminarily or permanently enjoin aisd our customers from making, using, sellinggiirfiig to sell or importing our products,
or could enter an order mandating that we undertakiain remedial activities. Depending on the reatf the relief ordered by the court, we
could become liable for additional damages to tpadies.
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The prosecution and enforcement of patents licensed us by third parties are not within our control, and without these technologies,
our products may not be successful and our businesguld be harmed.

We rely on a license from SM Technologies, LLC $e warious technologies that are material to osinass. We do not own the patents that
underlie this license. This license grants us este@urights under specific patents related to eoinberface membranes and our sensor
membranes and allows us to use those rights orheifield of diabetes treatment and managementrights to use these technologies and
employ the inventions claimed in the licensed patane subject to our abiding by the terms of ibenkse. In addition, we do not control the
prosecution of the patents subject to this licarse strategy for determining when such patemdsilsl be enforced. As a result, we are
largely dependent upon our licensor to determireaihpropriate strategy for prosecuting and enfgrttiose patents.

We do not currently comply with Federal Communicatons Commission, or FCC, regulations for the radioransmissions used by our
products, and will need to change the frequencieseause, or obtain exemptions for our systems, befovee can commercialize our
products.

Our continuous glucose monitoring systems relyaaha transmissions from the sensor to a handheklwer. Our long-term continuous
glucose monitoring system operates in the bandegjuencies allocated to the Medical Implant Comrmations Service, or MICS, which is
an ultra-low power, unlicensed, mobile radio sexVfiar transmitting data in support of diagnostit¢tmrapeutic functions associated with
implanted medical devices. However, our long-teontimuous glucose monitoring system does not fedisnply with the requirements
imposed by the FCC on MICS devices. We anticippfdyéng for an exemption, but may not obtain suolegemption in time for our
potential product release, if at all. If we canabtain an exemption, we may be required to re-exggiour sensors to transmit over a different
frequency that is not restricted. Any change totcamsmission frequency may require changes toegulatory approvals. We have not
tested, in a clinical setting, any of our curreahgration systems on a frequency other than troaizdibd to the MICS. While other frequenc
are available, traffic on those frequencies magigeificant given the lack of restrictions, and @annot predict the effect such traffic would
have on the operation of our sensors.

All of our operations are conducted at a single Iation. Any disruption at our facility could increase our expenses.

All of our operations are conducted at a singlatmn in San Diego, California. We take precautitmsafeguard our facility, including
insurance, health and safety protocols, and offstibrage of computer data. However, a naturasttisesuch as a fire, flood or earthquake,
could cause substantial delays in our operaticasiagie or destroy our manufacturing equipment aritry, and cause us to incur additic
expenses. The insurance we maintain against floegls, earthquakes and other natural disastersmoglye adequate to cover our losses in
any particular case.

We may be liable for contamination or other harm caised by materials that we handle, and changes in@nonmental regulations
could cause us to incur additional expense.

Our research and development and clinical procésseb/e the handling of potentially harmful bioiegl materials as well as hazardous
materials. We are subject to federal, state anal laevs and regulations governing the use, handétagyage and disposal of hazardous and
biological materials and we incur expenses relaingompliance with these laws and regulationsidfations of environmental, health and
safety laws occur, we could be held liable for dgesa penalties and costs of remedial actions. Tégsenses or this liability could have a
significant negative impact on our financial coratit We may violate environmental, health and safaws in the future as a result of human
error, equipment failure or other causes. Enviramisdaws could become more stringent over
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time, imposing greater compliance costs and inangassks and penalties associated with violatidis. are subject to potentially conflicting
and changing regulatory agendas of political, lkessrand environmental groups. Changes to or réstiscon permitting requirements or
processes, hazardous or biological material stovagp@ndling might require an unplanned capitaéstinent or relocation. Failure to comply
with new or existing laws or regulations could havar business, financial condition and resultspdrations.

Failure to obtain regulatory approval in foreign jurisdictions will prevent us from marketing our products abroad.

Following commercial launch of our products in theited States, we may market our products inteonatly. Outside the United States, we
can market a product only if we receive a marketinthorization and, in some cases, pricing apprdérah the appropriate regulatory
authorities. The approval procedure varies amongtis and can involve additional testing, andtiime required to obtain approval may
differ from that required to obtain FDA approvahélforeign regulatory approval process may inchitlef the risks associated with
obtaining FDA approval in addition to other riskge may not obtain foreign regulatory approvals dimely basis, if at all. Approval by the
FDA does not ensure approval by regulatory autiesrin other countries, and approval by one foreggulatory authority does not ensure
approval by regulatory authorities in other foregguntries or by the FDA. We have not taken anioastto obtain foreign regulatory
approvals. We may not be able to file for regulpimpprovals and may not receive necessary appravalsmmercialize our products in any
market on a timely basis, or at all.

Our success will depend on our ability to attract ad retain our personnel.

We are highly dependent on our senior managemsmecelly Andrew P. Rasdal, our President and Exefcutive Officer, and each of
Andrew K. Balo, our Vice President of Clinical aRégulatory Affairs and Quality Systems, Mark Bristaur Vice President, Advanced
Development Teams, James H. Brauker, our Vice ¢Rasibf Research and Development, and Steven Jp&emur Chief Financial Officer.
Our success will depend on our ability to retain @urrent management and to attract and retainfepgapersonnel in the future, including
scientists, clinicians, engineers and other higkilled personnel. Competition for senior managenpensonnel, as well as scientists,
clinicians and engineers, is intense and we mayeatble to retain our personnel. The loss of éheices of members of our senior
management, scientists, clinicians or engineerklqmevent the implementation and completion of @bjectives, including the development
and introduction of our products. The loss of a raenof our senior management or our professioadfl would require the remaining
executive officers to divert immediate and subsshattention to seeking a replacement. Each ofofficers may terminate their employment
at any time without notice and without cause orcdyoaason.

We expect to rapidly expand our operations and gromwresearch and development, product developarehadministrative operations. This
expansion is expected to place a significant swaiour management and will require hiring a sigaiit number of qualified personnel.
Accordingly, recruiting and retaining such persdringhe future will be critical to our success.€fa is intense competition from other
companies and research and academic institutiorepuified personnel in the areas of our actisiti we fail to identify, attract, retain and
motivate these highly skilled personnel, we mayiable to continue our development and commereai@gdia activities.

We will incur increased costs as a result of recelytenacted and proposed changes in laws and regulans relating to corporate
governance matters.

Recently enacted and proposed changes in the ladveegulations affecting public companies, inclgdine provisions of the Sarbanes-Oxley
Act of 2002 and rules adopted or proposed by the
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Securities and Exchange Commission, or SEC, wslliten increased costs to us as we evaluate thkcations of any new rules and
regulations and respond to new requirements undadr giles and regulations. We will be requireddmply with these rules and regulations
after the completion of this offering. For example are evaluating our internal controls systenrdter to allow us to report on, and our
independent registered public accounting firm tesitto, our internal controls, as required by 8act04 of the Sarbanes-Oxley Act. While
we anticipate being able to fully implement theuiegments relating to internal controls and allesthspects of Section 404 in a timely
fashion, we cannot be certain as to the timingoofijgletion of our evaluation, testing and remediatigtions or the impact of the same on our
operations since there is no precedent availablehigh to measure compliance adequacy. As a deredapstage company with limited
capital and human resources, we will need to divemiagement's time and attention away from oumlessiin order to ensure compliance
with these regulatory requirements. This diver@bmanagement's time and attention may have a rabagiverse effect on our business,
financial condition and results of operations.

Changes in or interpretations of accounting rules ad regulations, such as expensing of stock optionsquld result in unfavorable
accounting charges or require us to change our congmsation policies.

Accounting methods and policies for business andketgractices, including policies regarding expegstock options, are subject to further
review, interpretation and guidance from relevampanting authorities, including the SEC. For eximwe currently are not required to
record stock-based compensation charges if theagmels stock option exercise price equals or exctefair value of our common stock at
the date of grant. In December 2004 the Financtalointing Standards Board, or FASB, issued SFASIR8.(revised 20045hare-Based
Paymenwhich will require all share-based payments to eygés, including grants of employee stock optitmbe recognized in the
financial statements based on their fair valuesrmgg with the first interim or annual period aftiune 15, 2005. The transition methods
include retroactive and prospective adoption ogtiddnder the retroactive option, prior periods rmhayestated either as of the beginning of
the year of adoption or for all periods presenidue prospective method requires that compensakiparse be recorded for all unvested s
options and restricted stock at the beginning effitst quarter of adoption of SFAS No. 123R, witile retroactive methods would record
compensation expense for all unvested stock opaodsestricted stock beginning in the first peniestated. If we elect to adopt the
retroactive provisions and to restate all prioliqas presented our operating expenses and redogseks will increase. We rely heavily on
stock options to compensate existing employeesattratt new employees. Upon the adoption, we map®hto reduce our reliance on stock
options as a compensation tool. If we reduce oerafistock options, it may be more difficult for tasattract and retain qualified employees.
Although we believe that our accounting practicesansistent with current accounting pronouncematitanges to or interpretations of
accounting methods or policies in the future maguiee us to reclassify, restate or otherwise chamgevise our financial statements.

Risks Relating to this Offering
An active trading market for our common stock may rot develop.

Prior to this offering, there has been no publickeafor our common stock. An active trading marfetour shares may never develop or be
sustained following this offering. Accordingly, yooay not be able to sell your shares quickly dhatmarket price if trading in our stock is
not active. The initial public offering price founcommon stock will be determined through negitret between the underwriters and us.
The initial public offering price may vary from timearket price of our common stock after this ofigriYou may not be able to sell our
common stock at or above the initial public offerrice.
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The market price for our common stock is likely tobe volatile and could result in a decline in the Vae of your investment.

Our stock price is likely to be volatile. The staolarket in general and the securities of medicalogecompanies in particular have
experienced extreme volatility that has often bemrelated to the operating performance of particotenpanies. This has been especially
for development stage companies such as ours.résuét of this volatility, investors may not be alb sell their common stock at or above
the initial public offering price. The following ¢tors, in addition to other risk factors descriliethis section and general market and
economic conditions, may have a significant imparcthe market price of our common stock:

. results of our research and development effortscamdlinical trials;

. the timing of regulatory approval for our products;

. failure of any of our products, if approved, to ieste commercial success;

. the announcement of new products or product eninagices by us or our competitors;
. regulatory developments in the United States areida countries;

. ability to manufacture our products to commerciahdards;

. changes in financial estimates or recommendatigreeburities analysts;

. public concern over our products;

. developments or disputes concerning patents or ptiogrietary rights;

. product liability claims and litigation against asour competitors;

. the departure of key personnel;

. changes in the structure of and third-party reiraborent in the United States and other countries;
. changes in accounting principles or practices; and

. future sales of our common stock.

A decline in the market price of our common stockld cause you to lose some or all of your investraad may adversely impact our
ability to attract and retain employees and ragggtal. In addition, stockholders may initiate s#ies class action lawsuits if the market price
of our stock drops significantly. Whether or notritwgious, litigation brought against us could s substantial costs and could divert the
time and attention of our management. Our insurémecever claims of this sort may not be adequate.

We have broad discretion in the use of the net preeds from this offering and may not use them effeigely.

We cannot specify with certainty the particularsueéthe net proceeds we will receive from thieaffg. Our management will have broad
discretion in the application of the net proceedsuding for any of the purposes described in "0OBBroceeds." Accordingly, you will have
to rely upon the
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judgment of our management with respect to theofitige proceeds, with only limited information cenging management's speci
intentions. Our management may spend a portiofi of the net proceeds from this offering in walattour stockholders may not desire or
that may not yield a favorable return. The failageour management to apply these funds effectigelifd harm our business. Pending their
use, we may invest the net proceeds from thisiaffeén a manner that does not produce income draolsas value.

Concentration of ownership among our existing diretors, executive officers, and principal stockholdes may prevent new investors
from influencing significant corporate decisions.

Upon closing of this offering, based upon beneficianership as of February 28, 2005, our currergaiors, executive officers, holders of
more than 5% of our common stock, and their af@gawill, in the aggregate, beneficially own appnoately 62.4% of our outstanding
common stock. As a result, these stockholdersgstip any fiduciary duties owed to our other stmillers under Delaware law, will be able
to exercise a controlling influence over matteiguigng stockholder approval, including the elentaf directors and approval of significant
corporate transactions, and will have significasmitool over our management and policies. Someeaxfdtpersons or entities may have
interests that are different from yours. For exanfiiese stockholders may support proposals ar@hactith which you may disagree or
which are not in your interests. The concentratibawnership could delay or prevent a change irtrobof DexCom or otherwise discourage
a potential acquirer from attempting to obtain coinbf DexCom, which in turn could reduce the prideour common stock. In addition, the
stockholders, some of whom have representativiasgsiin our board of directors, could use theiinginfluence to maintain our existing
management and directors in office, delay or pregbanges of control of DexCom, or support or regeber management and board
proposals that are subject to stockholder appreuah as amendments to our employee stock planamoprdvals of significant financing
transactions.

If there are substantial sales of our common stoclqur stock price could decline.

If our existing stockholders sell a large numbesiwdires of our common stock or the public marketgiees that these sales may occur, the
market price of our common stock could decline.dg8lagn shares outstanding on February 28, 2005, tiggociosing of this offering,
assuming no outstanding options are exercised faritire closing of this offering, we will have apgimately 25,186,761 shares of common
stock outstanding. All of the shares offered unitiex prospectus will be freely tradable withouttriesion or further registration under the
federal securities laws, unless purchased by diliatds. Taking into consideration the effect o€k-up agreements entered into by our
stockholders, the remaining 20,486,761 sharesandstg upon the closing of this initial public affeg will be available for sale pursuant to
Rules 144 and 701, and the volume, manner of salether limitations under these rules, as follows:

. 16,308,832 shares of common stock will be eligfbtesale in the public market, beginning 180 dafysrahe effective date of
this prospectus, unless the lock-up period is @tlser extended pursuant to its terms; and

. the remaining 4,177,929 shares of common stockb&itiome eligible for sale in the public market begig December 30,
2005.

Existing stockholders holding an aggregate of 18,641 shares of common stock and one warranthblalding a warrant to purchase 43,
shares of our common stock, based on shares oditsggas of February 28, 2005, have rights with eesfo the registration of these shares of
common stock with the Securities and Exchange Casion. See "Description of Capital Stock—
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those shares in the public market.

Promptly following this offering, we intend to regér up to approximately 6,120,359 shares of comstock that are authorized for issuance
under our stock option plans and employee stoc&hase plan. As of February 28, 2005, 2,970,35%shaere subject to outstanding optit
of which 872,051 shares were vested. Once we szglstse shares, they can be freely sold in thécpuiarket upon issuance, subject to the
lock-up agreements referred to above and restnstom our affiliates.

You will incur immediate and substantial dilution as a result of this offering.

The initial public offering price is substantialygher than the book value per share of our comstock. As a result, purchasers in this
offering will experience immediate and substardiaition of $8.84 per share in the tangible boolugzof our common stock from the initial
public offering price, based on the number of shagtstanding as of December 31, 2004. This isrlegge part to earlier investors in the
company having paid substantially less than th&lrpublic offering price when they purchased theiares. Investors who purchase shar
common stock in this offering will contribute apgimately 44.1% of the total amount we have raiseflind our operations but will own or
approximately 19.0% of our common stock, basechemumber of shares outstanding as of Decemb&0BY. In addition, the exercise of
currently outstanding options to purchase commoaoksand future equity issuances, including futwblig or private securities offerings and
any additional shares issued in connection withusitipns, will result in further dilution.

Our charter documents and Delaware law may inhibita takeover that stockholders consider favorable andould also limit the market
price of our stock.

Upon the closing of this offering, provisions ofragastated certificate of incorporation and bylamsl applicable provisions of Delaware law
may make it more difficult for or prevent a thirdrfy from acquiring control of us without the apyabof our board of directors. These
provisions:

. establish a classified board of directors, so tisaiall members of our board may be elected attiome

. set limitations on the removal of directors;

. limit who may call a special meeting of stockhokjer

. establish advance notice requirements for nominatior election to our board of directors or fooposing matters that can be

acted upon at stockholder meetings;

. do not permit cumulative voting in the electionoofr directors, which would otherwise permit lessrtla majority of
stockholders to elect directors;

. prohibit stockholder action by written consent,réi®y requiring all stockholder actions to be takéa meeting of our
stockholders; and

. provide our board of directors the ability to desite the terms of and issue a new series of peefastock without stockholder
approval.

In addition, Section 203 of the Delaware Generap@mtion Law generally limits our ability to engain any business combination with
certain persons who own 15% or more of our outstend
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stock. These provisions may have the effect ofegictiing our management team and may deprive ytheaipportunity to sell your shares

potential acquirors at a premium over prevailinges. This potential inability to obtain a contpsemium could reduce the price of our
common stock.

We have also adopted a stockholder rights planchvvill become effective upon the consummatiorhéf bffering, that may discourage,
delay or prevent a change of control and make atwé unsolicited acquisition attempt more difficidnder the rights plan:

. The rights will become exercisable only upon theuoence of certain events specified in the pladuiding the acquisition of
15% of our outstanding common stock by a persagraup, with limited exceptions.

. Each right entitles the holder, other than an aaugiperson, to acquire shares of our common sek50% discount to the
then prevailing market price.

. Our board of directors may redeem outstanding sightany time prior to a person becoming an agugiperson, at a price of

$0.0001 per right. Prior to a person becoming ajuiging person, the terms of the rights may be atadrby our board of
directors without the approval of the holders & tights.

See "Description of Capital Stock—Anti-Takeover Wstbons—Rights Agreement" for a more detailed digsion of these provisions.
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INFORMATION REGARDING FORWARD-LOOKING STATEMENTS

This prospectus contains forward-looking statem#masinvolve risks and uncertainties, principatiythe sections entitled "Summary," "Risk
Factors," "Management's Discussion and Analysisimdincial Condition and Results of Operations,"é&d$ Proceeds" and "Business." All
statements other than statements of historicalc@atained in this prospectus, including statemesgarding future events, our future
financial performance, business strategy and madsobjectives of management for future operatiaresforward-looking statements. We
have attempted to identify forward-looking stateisdry terminology including "anticipates," "belieyé"can," "continue," "could,"
"estimates," " " ""may," "plangbtential," "predicts,” "should" or "will" or theegative of these terms or other comparable

expects," "intends,
terminology. Although we do not make forward-loakistatements unless we believe we have a reasdomaditefor doing so, we cannot
guarantee their accuracy. These statements argomdjctions and involve known and unknown risks;artainties and other factors,
including the risks outlined under "Risk Factors'etsewhere in this prospectus, which may causeioaur industry's actual results, levels of
activity, performance or achievements to be mdtgriifferent from any future results, levels oftizity, performance or achievements
expressed or implied by these forwdmdking statements. Moreover, we operate in a eerypetitive and rapidly changing environment. |
risks emerge from time to time and it is not polesfbr us to predict all risk factors, nor can wielgess the impact of all factors on our
business or the extent to which any factor, or doation of factors, may cause our actual resultiffer materially from those contained in
any forward-looking statements.

You should not place undue reliance on any forwaoting statement, each of which applies only athefdate of this prospectus. Before
invest in our common stock, you should be awarettieaoccurrence of the events described in théoseentitied "Risk Factors" and
elsewhere in this prospectus could negatively affiec business, operating results, financial caoniand stock price. Except as required by
law, we undertake no obligation to update or repisklicly any of the forward-looking statementseafthe date of this prospectus to conform
our statements to actual results or changed exjpmtia
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USE OF PROCEEDS

We estimate the net proceeds to us from the saler60,000 shares of common stock that we arangeli this offering will be approximate
$50.6 million, based on the initial public offeripgice of $12.00 per share, after deducting theenmdting discounts and commissions and
estimated offering expenses payable by us. If titeeowriters' over-allotment option is exercisedulh we estimate we will receive net
proceeds of approximately $58.4 million.

Of the net proceeds from this offering and existiagh, we expect to use approximately:

. $30.0 million for clinical trials and other reselar@nd development expenses;

. $15.0 million for building our commercial infrastture, including sales and marketing and manufamjlrapacity expansion;
and

. the remainder for working capital and general coafmpurposes.

The amounts actually spent for these purposes migysignificantly and will depend on a number aftéas, including our operating costs,
capital expenditures and other factors describei@iutRisk Factors." While we have no present urtdadings, commitments or agreements
to enter into any potential acquisitions, we mapalse a portion of the net proceeds for the aitipmif, or investment in, technologies or
products that complement our business. AccordingBnagement will retain broad discretion as toaff@cation of the net proceeds of this
offering.

Pending the uses described above, we will invesh#t proceeds of this offering in short-term, ies¢-bearing, investment-grade securities.
We cannot predict whether the proceeds will yiefdwerable return.

DIVIDEND POLICY

We have never declared or paid cash dividends oeanital stock and do not anticipate declaringaying cash dividends in the foreseeable
future. Payments of future dividends, if any, vl at the discretion of our board of directorsrafi&ing into account various factors,
including our financial condition, operating resuiturrent and anticipated cash needs, plans fmresion and other factors that our board of
directors may deem relevant.
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CAPITALIZATION

You should read this capitalization table togethigh the sections of this prospectus entitled "Mggraent's Discussion and Analysis of

Financial Condition and Results of Operations" waiitti the financial statements and related notehdse statements included elsewhere in

this prospectus.

The following table sets forth our capitalizatiomat December 31, 2004:

. on an actual basis; and

. on a pro forma as adjusted basis to reflect theersion of all our outstanding shares of prefestdk into shares of common
stock upon the closing of this offering and thesiptof the estimated net proceeds from the sadg0,000 shares of
common stock in this offering at the initial pubditfering price of $12.00 per share, after dedgrtire underwriting discounts

and commissions and estimated offering expensesbapy us.

Redeemable convertible Series B preferred stock0d0par value, 11,304,114

shares authorized, issued and outstanding, actoahares authorized, issued or
outstanding, pro forma as adjus

Redeemable convertible Series C preferred stockR0%¥Qoar value, 13,043,478
shares authorized, actual; 12,790,870 shares isswkdutstanding, actual; no sha
authorized, issued or outstanding, pro forma assael

Redeemable convertible Series D preferred stock0#0par value, 8,700,000 sha
authorized, actual; 8,355,886 shares issued arstioling, actual; no shares

authorized, issued or outstanding, pro forma assaej

Stockholders' equity (deficit

Preferred stock, $0.001 par value, no shares améthrissued or outstanding,
actual; 5,000,000 shares authorized, no sharesdssuoutstanding, pro forma a
adjustec

Convertible Series A preferred stock, $0.001 p&ue/a3,000,000 shares
authorized, issued and outstanding, actual; naeshauthorized, issued or
outstanding, pro forma as adjus

Common stock, $0.001 par value, 50,000,000 shaite®@zed, 2,323,300 share
issued and outstanding, actual; 100,000,000 slatbsrized, 24,748,701 share
issued and outstanding, pro forma as adju

Additional paic-in capital

Deferred stoc-based compensatic

Deficit accumulated during the development st

Total stockholders' equity (defici

Total capitalizatior

The information in the table above excludes, adefember 31, 2004:

As of December 31, 2004

Pro Forma
Actual As Adjusted

(unaudited)

(in thousands, except share data)

$ 20,87t $ —
34,74( —
21,35¢ —

3 N

2 25

6,21¢ 133,72
(2,645) (2,645)
(52,88%) (52,88%)
(49,310) 78,21¢

$  27,66¢ $ 78,21¢

. 43,729 shares of common stock issuable upon exes€ian outstanding warrant with an exercise pofcg5.38 per share;
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3,150,000 shares of common stock reserved fordwgtaint or issuance under our 1999 stock optiom, [@@05 equity incentive
plan and 2005 employee stock purchase plan; and

automatic annual increases in the number of stedresmmon stock reserved for issuance under oub 29ity incentive plan
and 2005 employee stock purchase plan.
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DILUTION

If you invest in our common stock, your interesti We diluted immediately to the extent of the diffnce between the initial public offering
price per share of our common stock and the prodicas adjusted net tangible book value per shasarafommon stock immediately after
completion of this offering.

As of December 31, 2004, we had a negative netlibnigook value of $(49.3) million, or $(21.22) pgrare of common stock, not taking i
account the conversion of our outstanding prefestedk. Net tangible book value per share is etjualrr total tangible assets (total assets
less intangible assets) less total liabilitiesjaid by the number of outstanding shares of oumsomstock. Our pro forma net tangible book
value as of December 31, 2004 was approximately7&2illion, or $1.38 per share of common stock. Pur forma net tangible book value
and pro forma net tangible book value per share gffect to the conversion of all outstanding seafeour preferred stock into common
stock.

Dilution in pro forma net tangible book value pbaee represents the difference between the ameursh@are paid by investors in this
offering and pro forma net tangible book value gieaire of our common stock immediately after themetion of this offering. After giving
effect to the conversion of all of our preferredcétand the sale of 4,700,000 shares of commotk stifered by this prospectus at the initial
public offering price of $12.00 per share, afteddleting underwriting discounts and commissions estidnated offering expenses payable by
us, our pro forma as adjusted net tangible booliesak of December 31, 2004 was approximately $m8lidn, or approximately $3.16 per
share of common stock. This represents an immeiiatease in pro forma net tangible book valuelo#8 per share to our common
stockholders and an immediate dilution of $8.84gbere to new investors in this offering. The folilog table illustrates this per share
dilution:

Initial public offering price per sha $ 12.0C
Historical net tangible book value per share a®efember 31, 20C $  (21.2)
Pro forma increase in net tangible book value paresattributable to conversion o
redeemable convertible preferred st 22.6(
Pro forma net tangible book value per share aseceihber 31, 200 1.3¢
Increase in pro forma net tangible book value pere attributable this offerir 1.7¢
Pro forma as adjusted net tangible book value Ip@resafter this offerin 3.1¢
Dilution per share to new investors in this offer $ 8.84
|

If the underwriters exercise their over-allotmeption to purchase up to 705,000 additional sharékis offering, our pro forma as adjusted
net tangible book value per share as of Decemhe2(B# will be $3.38, representing an immediategase in pro forma net tangible book
value per share attributable to this offering ofdB2to our existing investors and an immediatetidifuper share to new investors in this
offering of $8.62.

Assuming the exercise in full of the 3,353,133 tariding options and the issuance of 43,729 shdresnomon stock upon exercise of an
outstanding warrant at December 31, 2004, pro fareidangible book value before this offering at®mber 31, 2004 would be $1.32 per
share, representing an immediate dilution of $@@6share to our existing stockholders, and, afteng effect to the sale of 4,700,000 she
of common stock in this offering, there would beimmediate dilution of $9.10 per share to new iteesin this offering.
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The following table sets forth, on a pro forma dpiated basis, as of December 31, 2004, the diféere between the number of shares of
common stock purchased from us, the total condiiderpaid, and the average price per share paekisfing stockholders and new investors
purchasing shares of our common stock in this wifgtefore deducting underwriting discounts ancheassions and estimated expenses, at
the initial public offering price of $12.00 per sha

Shares Purchased Total Consideration Weighted
Average
Price Per
Number Percent Amount Percent Share
Existing stockholder 20,048,70 81.(%$ 71,351,73 55.€% $ 8156
New investors 4,700,001 19.C 56,400,00 441 12.0C
Total 24,748,70 100.(% $ 127,751,73 100.(%

If the underwriters exercise their over-allotmeption in full, our existing stockholders would ow8.8% and our new investors would own
21.2% of the total number of shares of our comniooksoutstanding after this offering.

Assuming all outstanding options and the outstamdiarrant are fully exercised, the shares purchbgdlle new investors would constitute
16.7% of all shares purchased from us, and thédotesideration paid by new investors would congtid3.0% of the total consideration paid
for all shares purchased from us. In addition viegghted average price per share paid by new iov@stould be $12.00, and the weighted
average price per share paid by existing stockheldeuld be $3.18.

In the preceding tables, the shares of common stotdtanding exclude, as of December 31, 2004:

. 43,729 shares of common stock issuable upon exes€ian outstanding warrant with an exercise pofcg5.38 per share;
. 3,353,133 shares of common stock subject to oudstgroptions at a weighted average exercise pifi§®®2 per share;
. 3,150,000 shares of common stock reserved fordugtaint or issuance under our 1999 stock optiom, @@05 equity incentive

plan and 2005 employee stock purchase plan; and

. automatic annual increases in the number of sledresmmon stock reserved for issuance under ous 2g@ity incentive plan
and 2005 employee stock purchase plan.
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SELECTED FINANCIAL DATA

The statements of operations data for the yearsceBécember 31, 2002, 2003 and 2004 and for thedpgEom May 13, 1999 (inception)
through December 31, 2004 and the balance sheetdaif December 31, 2003 and 2004 have been ddrova our audited financial
statements included elsewhere in this prospectus statements of operations data for the yearsdeddeember 31, 2000 and 2001 and the
balance sheet data as of December 31, 2000, 2@02082 have been derived from our audited finarstetements not included in this
prospectus. The following selected financial d&ausd be read in conjunction with our "ManagemebDiscussion and Analysis of Financial
Condition and Results of Operations" and finansiatements and related notes to those statemehidéa elsewhere in this prospectus.

Period from
May 13, 1999
Years Ended December 31, (inception)
through
December 31,
2000 2001 2002 2003 2004 2004
(in thousands, except share and per share data)
Statements of Operations Data
Costs and expense
Research and developm: $ 2,90z $ 5,03¢ $ 6,311 $ 8,93¢ $ 12,17¢ $ 36,11
General and administratiy 1,117 1,68t 1,86( 1,25( 1,44( 7,59(
Stoclk-based compensatio
Research and developmt — — — — 291 291
General and administratiy — — — — 157 157
Total costs and expens 4,01« 6,72¢ 8,171 10,18¢ 14,06 44,15
Interest and other income, r 49 451 468 27C 121 1,40¢%
Net loss (3,965 (6,277) (7,70¢) (9,919 (13,946 (42,746
Accretion to redemption value ¢
Series B and Series C redeeme
convertible preferred stoc (93 (2,126 (2,45)) (3,235 (3,235 (20,139

Net loss attributable to commu
stockholders $ (4,059 $ (7,399 $ (10,159 $ (13,149 $ (17,18) $ (52,885
.= ____________~ _______®~» _____~ _________§ |
Basic and diluted net loss per
share attributable to common
stockholders? $ (239 % (3.90 % (4.9 $ (6.06) $ (7.5))
I I I
Shares used to compute basic .
diluted net loss per share
attributable to common
stockholders? 1,727,02. 1,896,49. 2,046,20: 2,169,92; 2,286,32(
I I I
Pro forma basic and diluted net
loss per share (unaudited) $ (0.89)
I
Shares used to compute pro fol
basic and diluted net loss per
share (unaudited) 15,845,23

As of December 31,

2000 2001 2002 2003 2004

(in thousands)

Balance Sheet Data:

Cash and cash equivalel $ 13,897 $ 7771 $ 29,84+ $ 20,01¢ $ 27,22¢
Working capital 13,54: 7,28( 29,07¢ 19,15: 25,70¢
Total asset 14,36: 8,64( 30,61 20,761 29,35¢
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stock 16,98¢ 16,98¢ 49,35¢ 52,38¢ 76,97¢
Total stockholders' defic (3,197 (8,930 (19,485 (32,607 (49,310

(1) See Note 2 of the notes to our financial statemfenta description of the method used to compusichand diluted net loss per share
attributable to common stockholders and pro formsidand diluted net loss per share.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following Management's Discussion and Analysiinancial Condition and Results of Operationsd be read in conjunction with o
financial statements and the related notes to tlstaments included elsewhere in this prospettuis.discussion contains forwelooking
statements based upon current expectations thahiavisks and uncertainties, such as our plangedives and intentions, as set forth under
"Information Regarding Forward-Looking Statemen@Lir actual results and the timing of events caiifter materially from those
anticipated in these forward-looking statementaassult of several factors, including those sethfin the following discussion and under
"Risk Factors," "Business" and elsewhere in thisgpectus.

Overview

We are a development stage medical device commenug€d on the design and development of contingloa®se monitoring systems for
people with diabetes. Since inception we have adelstibstantially all of our resources to start-cijpvaies, raising capital and research and
development, including product design, testing, ufiacturing and clinical trials. We have focused development activities on two
continuous glucose monitoring systems: a short-@retem with a sensor that can be inserted byiarpand a long-term system with a
sensor that can be implanted by a physician. Quoogle monitoring systems are designed to provialetimme continuous blood glucose
values, trend data and alerts to assist patientsimaging their blood glucose levels. We have raegated any revenue from our
development activities and will not be able to gateerevenue until one of our products is approifezjer.

To date, we have data from over 1,500 patient daysal-time usage of our continuous glucose maimigpsystems in over 200 patients in
clinical trials. Based on clinical trial data framrecently-completed 91-patient clinical trial afrshort-term system, we filed an application
for premarket approval, or PMA, with the Food amdi@pAdministration, or FDA, in March 2005. Premdrkeproval is the FDA process of
scientific and regulatory review to evaluate thietsaand efficacy of medical devices like thoseawe developing. Additionally, we are
conducting an 80-patient clinical trial for our sad generation long-term system and expect itdtesgusupport a PMA application in 2006.
Our clinical trials may be delayed due to scheduigsues with patients and investigators, insttwl review boards, sensor performance and
manufacturing supply constraints, among other factdupport of these clinical trials requires digaint resources in research and
development, manufacturing, quality assurance céinttal and regulatory personnel.

In anticipation of approval of our products, wempta increase our manufacturing capacity and peldo enable us to produce commercial
guantities of our devices. Due to the lead-tim@eissed with increases in capacity, this expansitinbe initiated prior to the anticipated
approval of our products by the FDA. Our capackgansion could be constrained by the lack of rgaalibilable laboratory and
manufacturing space, equipment design, productiohvalidation, regulatory approval of our factondgersonnel staffing. Prior to obtaini
regulatory approval, we may also begin to hiresated marketing personnel. If we obtain the necgssgulatory approvals, we plan to
launch our products in the United States with omn direct sales force.

To date, we have not generated any revenue, afweincurred net losses in each year since oaption in May 1999. Through
December 31, 2004, we had a deficit accumulatethgltine development stage of $52.9 million. We expeir losses to continue and
increase as we expand our clinical trial activifesl initiate commercialization activities. We hdiveanced our operations primarily through
private placements of equity securities. In Decan2084, we raised aggregate net
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cash proceeds of approximately $21.4 million iniagie placement of shares of our Series D preflesteck.

Financial Operations
Revenue

To date, we have not generated any revenue frorsalleeof our continuous glucose monitoring systams.do not expect to generate any
revenue from our systems until at least 2006.

Research and Development

Our research and development expenses primarilistonf engineering and research expenses relatar tcontinuous glucose monitoring
technology, clinical trials, regulatory expensed aranufacturing expenses incurred to build ouradintrial sensors and receivers. These
expenses are primarily related to employee compiensancluding salary, fringe benefits, recruitnberlocation and temporary employee
expenses. We also incur significant expenses toatgeur clinical trials including trial designjratal site reimbursement, data management
and associated travel expenses. Our research aabbgment expenses also include fees for outsidgydeervices, contractors and materi
and assembly expenses for our sensors and recdivers our inception through December 31, 2004heage incurred $36.1 million in
research and development expenses.

General and Administrative

Our general and administrative expenses primadihsist of compensation for our executive, finanaiad administrative functions. Other
significant expenses include professional fee®twroutside legal counsel and our independent @sdiind expenses for board meetings.
From our inception through December 31, 2004, weeslacurred $7.6 million for general and adminigtr@expenses.

Stock-Based Compensation

Stock-based compensation consists of compensatfmmee related to employee stock option progratnis. Jompensation expense is
reflected separately in our financial statementsiarallocated among our research and developnxgeinses and general and administrative
expenses. Stock-based compensation expense, wlaahmoneash charge, results from employee stock optiontgi@ exercise prices that,
financial reporting purposes, are deemed to benble estimated fair value of the underlying comrstwtk on the date of grant. Given the
absence of an active market for our common staekboard of directors determined the estimatedvaine of our common stock on the date
of grant. Stock-based compensation equals therdifée between the reassessed estimated fair valghare of our common stock on the
date of grant and the exercise price per sharésamuiortized on an accelerated basis over thengeptriod of the stock option. From
inception through December 31, 2004, we have ircLi$449,000 in stock-based compensation expense.

Results of Operations
Years Ended December 31, 2002, 2003 and 2004
Revenue. We generated no revenue during 2002, 2003 @64d.2

Research and Development.  Research and development expenses, excludiok-Based compensation expenses, were $6.3 miiflion
2002, $8.9 million in 2003 and $12.2 million in 200rhe $2.6 million increase from 2002 to 2003 wamarily due to increases of
$1.2 million for the addition of 13 full-time emplees, $588,000 for semiconductor design and $289d@Qeceiver
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design. The $3.3 million increase from 2003 to 20@4& primarily due to increases of $1.1 million flee addition of 15 full-time employees
and seven temporary employees to support develdpohenr continuous glucose monitoring systems,2$880 for clinical trials expenses,
$480,000 for sensor design, $460,000 related tmewrfacility and $339,000 for tooling, fixtureschprocess improvement. In total, during
2004 we incurred approximately $1.4 million in adial trial expenses and approximately $1.5 millionmaterials and assembly of our
systems. We began development of our short-terrtire@us glucose monitoring system in April 2004d afl research and development
expenses prior to that date primarily related tolong-term system. We expect research and developexpenses for future periods to
increase as we continue the development of ouiragmis glucose monitoring systems, conduct additiolinical trials, research and deve
new product opportunities and hire additional emeés. We had no stoddased compensation expense related to researaesabpment i
2002 and 2003, and we had stock-based compensagpamse of $291,000 related to research and develupn 2004.

General and Administrative.  General and administrative expenses, exclustiock-based compensation expenses, were $1.9miiflio
2002, $1.2 million in 2003 and $1.4 million in 200he $611,000 decline from 2002 to 2003 was prilgneglated to the elimination of
marketing and consulting expenses. The $190,00@ase from 2003 to 2004 was primarily related tweased finance and accounting, bc
meeting, insurance and travel expenses. We expegemeral and administrative expenses to increigséficantly as we prepare for
commercialization and also due to expenses asedaigth operating as a publicly-traded company.h&@ no stock-based compensation
expense related to general and administrative @2 2d 2003, and we had stock-based compensafpemss of $157,000 related to general
and administrative in 2004.

Interest and Other Income, Net.  Interest and other income, net, was $463,0@D02, $270,000 in 2003 and $121,000 in 2004. The
declines were primarily due to lower interest rated lower average cash balances in 2003 and 2004.

Liquidity and Capital Resources

We are in the development stage and have incuosse$ since our inception in May 1999. As of Decamdli, 2004 we had a deficit
accumulated during the development stage of $5Hl@m We have funded our operations solely frdre private placement of equity
securities, raising aggregate net proceeds of $&8li®n through December 31, 2004. As of Decemier2004, we had working capital of
$25.7 million, including $27.2 million in cash andsh equivalents.

Net Cash Used in Operating Activities.  Net cash used in operating activities was $lon in 2002, $9.5 million in 2003 and

$12.4 million in 2004. The net cash used reflegisrating losses during each period and is primaeiigted to payroll and fringe benefits,
facilities, supplies and outside services usedifgpert our clinical trials and other developmerggyrams. From 2002 to the end of 2004 we
added 28 full time employees and 13,000 squareofesdditional leased space.

Net Cash Provided by (Used in) I nvesting Activities.  Net cash used in investing activities was $8illion in 2002. Net cash provided by
investing activities was $7.4 million in 2003 aret nash used in investing activities was $1.7 arilin 2004. The net cash used in 2002 and
provided in 2003 was primarily related to the pasd and subsequent sale of short-term marketahletss. We also invested $262,000 in
property and equipment during 2002 and $409,00ld@003. The net cash used in 2004 was primarilyed by $830,000 for sensor
development equipment and $575,000 for leasehgbdawements in our facility.
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Net Cash Provided by Financing Activities.  Net cash provided by financing activities w9 8 million in 2002, $33,000 in 2003 and
$21.4 million in 2004. The net cash provided wamgrily from our Series C preferred stock financin@002 and our Series D preferred
stock financing in 2004.

Operating Capital and Capital Expenditure Requirements

To date, we have not commercialized any producesawficipate that we will continue to incur netdes for the next several years as we
develop our products, expand our clinical developim@am and corporate infrastructure, and preparthé potential commercial launch of
our continuous glucose monitoring systems.

We do not expect to generate significant produgtmee until we successfully obtain marketing apptdéer and begin selling our continuous
glucose monitoring systems. We believe that theprmteeds from this offering, together with ourtcaad cash equivalent balances and
interest we earn on these balances, will be seffidio meet our anticipated long term cash requérgmwith respect to the clinical trials,
PMA applications and any initial commercial launstoé our long-term and short-term continuous gleao®nitoring systems, and to meet
our anticipated cash requirements for at leash#éx 12 months. If our available cash and cashvadprits and net proceeds from this offering
are insufficient to satisfy our liquidity requirents, or if we develop additional products, we megksto sell additional equity or debt
securities or obtain a credit facility. The saleadflitional equity and debt securities may resuidditional dilution to our stockholders. If we
raise additional funds through the issuance of debtirities or preferred stock, these securitieddcoave rights senior to those of our
common stock and could contain covenants that wiasttict our operations. We may require additiarzgdital beyond our currently
forecasted amounts. Any such required additiongitalamay not be available on reasonable ternet, @fll. If we are unable to obtain
additional financing, we may be required to redileescope of, delay or eliminate some or all ofglanned research, development and
commercialization activities, which could harm dusiness.

Because of the numerous risks and uncertaintiexiassd with the development of continuous gluaosaitoring technologies, such as our
short-term and long-term systems, we are unabdstimate the exact amounts of capital outlays gedating expenditures associated with
our current and anticipated clinical trials. Outufie funding requirements will depend on many feg;tmcluding, but not limited to:

. the rate of progress and cost of our clinical $reahd other development activities;

. the success of our research and development efforts

. the costs and timing of regulatory approval;

. the expenses we incur in developing, selling anketag our products;

. the revenue generated by sales of our future pteguc

. the emergence of competing or complementary teolgical developments;

. the costs of filing, prosecuting, defending ancbecihg any patent claims and other intellectualpiai rights;
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. the acquisition of businesses, products and teolgies, although we currently have no commitmentsgoeements relating to
any of these types of transactions.

Contractual Obligations

The following table summarizes our outstanding @mttal obligations as of December 31, 2004 ancttfeet those obligations are expected
to have on our liquidity and cash flows in futueipds:

Payments Due by Period

Less than More than

Contractual Obligations Total 1 Year 1-3 Years 3-5 Years 5 Years
Operating lease $ 2,180,000 $ 338,000 $ 703,000 $ 748,000 $ 391,00(
Royalty obligation:s 1,392,001 116,00( 232,00( 232,00( 812,00(
Total $ 3,572,000 $ 454,000 $ 935,000 $ 980,00 $ 1,203,00!

Our long-term obligations are primarily relatedbiar facility lease and a license agreement thatiresg us to pay minimum annual royalties.
Related Party Transactions

For a description of our related party transactieee the "Related Party Transactions" sectiohisfarospectus.

Off-Balance Sheet Arrangements

Since inception, we have not engaged in any offitzd sheet activities.

Critical Accounting Policies and Estimates

The discussion and analysis of our financial caodiand results of operations are based on oundiahstatements, which we have prepared
in accordance with accounting principles generaflgepted in the United States. The preparatiohesfe financial statements requires us to
make estimates and assumptions that affect thetegpamounts of assets and liabilities and thedabsice of contingent assets and liabilitie
the date of the financial statements as well asgperted revenue and expenses during the repgréirigds. On an ongoing basis, we eval
our estimates and judgments. We base our estiroathistorical experience and on various other fadtoat we believe are reasonable under
the circumstances, the results of which form th&dfor making judgments about the carrying valuiassets and liabilities that are not rea
apparent from other sources. Actual results méerdifom these estimates under different assumsgtirconditions.

While our significant accounting policies are mérlly described in Note 1 to our financial statenseincluded elsewhere in this prospectus,
we believe that the following accounting policieslastimates are most critical to a full undersi@génd evaluation of our reported financ
results.

Stock-Based Compensation

We account for employee stock options using theénisic-value method in accordance with Accountimipé&tples Board, or APB, Opinion
No. 25,Accounting for Stock Issued to EmploygEmancial Accounting Standards Board, or FASBerpretation No. 44Accounting for
Certain Transactions Involving Stock Compensatian interpretation of APB No. 25, and related
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interpretations. We have adopted the disclosurg-amvisions of Statement of Financial Accountirtgrélards, or SFAS, No. 123,
Accounting for Sto-Based Compensatigras amended.

The information regarding net loss as required BAS No. 123, presented in Note 1 to our finandialesnents, has been determined as if we
had accounted for our employee stock options utigefair value method. The resulting effect onloss pursuant to SFAS No. 123 is not
likely to be representative of the effects on nstslpursuant to SFAS No. 123 in future years, duntee years are likely to include additional
grants and the irregular impact of future yearsting.

Stock-based compensation expense, which is a reinetarge, results from employee stock option granéxercise prices that, for financial
reporting purposes, are deemed to be below theatstil fair value of the underlying common stocklmndate of grant. Given the absence of
an active market for our common stock, our boardictors determined the estimated fair valuewfammon stock on the date of grant
based on several factors, including progress afestones achieved in our business, sales of cablepreferred stock and valuation of
existing comparable publicly-traded companies. Stossed compensation expense per share equalsférertte between the fair value per
share of our common stock on the date of grantlaexercise price per share, and is amortizech@teelerated basis over the vesting
period of the option, which is generally four years

From inception through December 31, 2004, we rembideferred stock-based compensation of $3.1 milke December 31, 2004, we had a
total of $2.6 million remaining to be amortized.tdlounamortized deferred stock-based compensaticorded for all option grants through
December 2008, is expected to be amortized asifsilo

For the Years Ending December 31, Amount
2005 $ 1,533,00!
2006 702,00(
2007 328,00(
2008 85,00(
Total $ 2,648,00
——

Clinical Trial Accounting

We record accruals for estimated clinical studyesmges, comprising payments for work performed Intrect research organizations,
physicians and participating hospitals. These esgem@re a significant component of research anelogwent expenses. We accrue expenses
for clinical studies performed by contract reseangmanizations based on estimates of work perforametér the contracts. Expenses for
setting up clinical trial sites are accrued immealia Clinical expenses related to patient enrolibee accrued as patients are enrolled in the
trial.

Recent Accounting Pronouncements

In December 2004, the FASB issued SFAS No. 1239eevin 2004)Share-Based Paymenor SFAS No. 123R, which replaces SFAS

No. 123,Accounting for Stock-Based Compensatiand supercedes APB Opinion No. 28counting for Stock Issued to Employe8§AS
No. 123R requires all she-based payments to employees, including grantsnpl@yee stock options, to be recognized in thenfone
statements based on their fair values beginninly thig2 first interim or annual period after June 2@05, with early adoption encouraged. The
pro forma disclosures previously permitted undeASHo. 123 no longer will be an alternative to fical statement recognition. Under
SFAS No. 123R, we must determine the appropriateszédue model to be used for valuing shbesed payments, the amortization methot
compensation cost and the transition method toskd at
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date of adoption. The transition methods includespective and retroactive adoption options. Unkemrétroactive option, prior periods may
be restated either as of the beginning of the géadoption or for all periods presented. The pectpe method requires that compensation
expense be recorded for all unvested stock optiadsestricted stock at the beginning of the fitstrter of adoption of SFAS No. 123R,
while the retroactive methods would record compgois@xpense for all unvested stock options anttictsd stock beginning in the first
period restated. We are evaluating the requirenad®&AS No. 123R and expect that the adoptionFfSNo. 123R will have a material
impact on our results of operations and earningsipare. We have not yet determined the methodaftéon or the effect of adopting SFAS
No. 123R, and we have not determined whether tbptamh will result in amounts that are similar ke tcurrent pro forma disclosures un
SFAS No. 123.

Quantitative and Qualitative Disclosures about Marlet Risk

The primary objective of our investment activitisdo preserve our capital for the purpose of fagdiperations while at the same time
maximizing the income we receive from our investtaamithout significantly increasing risk. To achéethese objectives, our investment
policy allows us to maintain a portfolio of cashua@lents and shotterm investments in a variety of securities, inahigdnoney market func
and corporate debt securities. Due to the sham-teature of our investments, we believe that weehmvymaterial exposure to interest rate
risk.

To date we have recorded no product sales andriwventered into any agreements denominated im titha U.S. dollars. Accordingly we
believe we have no material exposure to risk fréwanges in foreign currency exchange rates.
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BUSINESS

Overview

We are a medical device company focused on thg@sid development of continuous glucose monitosygjems for people with diabetes.
We have developed proprietary technology and eiggetttat are enabling us to develop two contingdusose monitoring systems: a short-
term system with a sensor that can be insertedgatiant and used continuously for three days,aalwhg-term system with a sensor that can
be implanted by a physician in a short outpatieatedure requiring only local anesthesia. Wheryfd#iveloped, our long-term sensor is
expected to be used continuously for up to one.y&ath sensors wirelessly transmit the patientedlglucose, or blood sugar, levels to a
small cell phone-sized receiver, which allows thégnt to view real-time and trended blood gludo$ermation with the touch of a button
and alerts the patient when glucose levels argigypiately high or low. We are also designing degleloping our glucose monitoring
systems to offer convenience and comfort to diabpétients, and to have an intuitive user interf@eerently, none of our products are
approved for sale in the United States or elsewhere

Worldwide, approximately 171 million people suffesm diabetes. In 2002, there were an estimateahill®n diagnosed diabetes patients in
the United States and approximately 4.1 millionha&fse patients were insulin-dependent. The nunfbdingnosed diabetes patients is
expected to rise by more than 1.3 million peoplehegear as a result of an aging population, ingmpate diets and increasingly sedentary
lifestyles. Diabetes is the fifth leading causeleéth by disease in the United States, and contiplisarelated to diabetes include heart
disease, limb amputations, loss of kidney functiod blindness. According to the American Diabetssogiation, or ADA, the direct medical
costs and indirect expenditures attributable tbeties in the United States were an estimated $illRihbn 2002 and are expected to increase
to $156 billion by 2010. Of the $132 billion in aedl expenses, the ADA estimates that approximei2y billion were associated with
diabetes care. According to industry sources, tbedwide market for personal glucose monitoringtsgss and related disposables, which
include test strips and lancets, was approxim&8l{ billion in 2003, and is expected to grow akanual compound rate of approximately
11.6% to $8.9 billion in 2008. While we believe mystems will be adopted broadly in this markea agy to manage glucose levels more
effectively, we do not expect that our systems ajilpeal to all types of diabetes patients, orttiatvorldwide market for personal glucose
monitoring systems and related disposables iseztdindication of our market opportunity. In a stud Type 2 diabetes patients, fewer than
15% of all study patients and 39% of all insulipeiedent study patients who were insulin dependsstéd their glucose levels one or more
times per day. If patients do not perceive oureystto be more convenient and effective for marmgtfiair blood glucose levels than other
devices on the market, our market may be limited.

Clinical evidence suggests that intensive glucoaragement with the goal of reducing time patiepé&nd in hyperglycemic states, or above
target glucose levels, and hypoglycemic statebetow target glucose levels, reduces serious leng-tomplications. In our clinical trial

using our long-term sensor, patients reduced theuatrof time they spent in a hyperglycemic stat®5% and the time they spent in a
hypoglycemic state by 47%. Correspondingly, theseepts increased the time they spent at targeidbigucose levels by 88%. These results
were published in a peer-reviewed article in thedi®004 issue dDiabetes Care Although the article indicates that the resuftthe trial
could, potentially, have been attributable to tighHrequency of visits required for the trial coaned to routine patient care, the article
indicates that the results were more likely duthtopatients' real-time viewing of continuous glsealata and trends. DexCom sponsored the
trial that is the subject of this article. Two bEtauthors of the article receive consulting feesfDexCom for serving on its clinical advisory
board and all three authors received grant resdands from DexCom for
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conducting the trial. None of the authors receigedsulting or other fees from DexCom in exchangectmducting the trial or for authoring
the article.

We filed an application for premarket approvalP&A, with the Food and Drug Administration, or FDi&r our short-term system in March
2005. We have received an investigational deviesmgtion, and are conducting an 80-patient clinical, for our second generation long-
term system and we expect to submit a PMA appbaatd the FDA for this system in 2006. To date,hage data from over 1,500 patient
days of real-time usage of our systems by overg@i@nts in clinical trials. After we submit a PMadplication for one of our systems, it
could take one to three years, or longer, to ok#ayapproval from the FDA and to begin to marketgroducts commercially.

Market Opportunity
Diabetes

Diabetes is a chronic, life-threatening diseasewioich there is no known cure. The disease is chbgehe body's inability to produce or
effectively utilize the hormone insulin. This inftyi prevents the body from adequately regulatif@pl glucose levels. Worldwide,
approximately 171 million people suffer from theehse. In 2002, there were an estimated 13 mdimgnosed diabetes patients in the Ur
States. This number is expected to rise by mone thzmillion people each year as a result of angagopulation, inappropriate diets and
increasingly sedentary lifestyles. According teepart published iDiabetes Caren 2003, diabetes is the fifth leading cause otliléy
disease in the United States. Complications relatetiabetes include heart disease, limb amputstioss of kidney function and blindness.

Glucose, the primary source of energy for cellssiiie maintained at certain concentrations in thedin order to permit optimal cell
function and health. Normally, the pancreas prowicientrol of blood glucose levels by secretingitbemone insulin to lower blood glucose
levels when concentrations are too high. In peuwjitle diabetes, the body does not produce suffidevels of insulin, or fails to utilize insul
effectively, causing blood glucose to rise abovewad. This condition is called hyperglycemia anteofresults in chronic long-term
complications such as heart disease, limb ampugtioss of kidney function and blindness. Whermblglucose levels are high, patients
often administer insulin in an effort to drive btbglucose levels down. Unfortunately, insulin adistiration can drive blood glucose levels
below the normal range resulting in hypoglycemiacases of severe hypoglycemia, diabetes patishtacute complications, such as loss of
consciousness or death. Due to the drastic nafureube complications associated with hypoglycemmany patients are afraid of driving
down blood glucose levels. Consequently, patiefiehaemain in a hyperglycemic state, exposing eaes to long-term chronic
complications.

Diabetes is typically classified into two major gps: Type 1 and Type 2. According to the ADA, iD2@here were approximately

1.3 million diagnosed Type 1 diabetes patienth@lnited States. Type 1 diabetes usually devetoparly childhood and is characterizec
an absence of insulin resulting from destructiothefinsulin producing cells of the pancreas. littlials with Type 1 diabetes must rely on
frequent insulin injections in order to regulat& anaintain blood glucose levels. Also, in 2002 r¢heere approximately 12 million people in
the United States who had been diagnosed with 2ygiabetes, which results when the body is unabjgaduce sufficient levels of insulin
becomes insulin resistant. Depending on the sgvefritype 2 diabetes, individuals may require digtiexercise, oral medications or insulin
injections to regulate blood glucose levels. A2@®2, approximately 2.8 million Type 2 patients gvestimated to be using insulin injections.
In addition to Type 1 and Type 2 diabetes patigmisgnant women who have never had diabetes befayedevelop high blood glucose
levels during pregnancy. This condition is knowrgastational diabetes and is caused in some pregmanen by hormonal changes that
block the action of insulin in the mother's bodyiddntrolled glucose levels can adversely affecfehgs, leading to neonatal
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complications. According to the ADA, approximatély5,000 cases of gestational diabetes occur iblitited States each year. Gestational
diabetes usually resolves after pregnancy, bugrdatg to the ADA, there is a 67% probability thtawill return in future pregnancies.
Treatment for gestational diabetes includes spewgl plans and scheduled physical activity, ang atso include daily blood glucose test
and insulin injections.

The ADA estimates that the direct medical costsiadtect expenditures attributable to diabetethaUnited States were $132 billion in
2002, and could reach $156 billion by 2010. Of$t82 billion in overall expenses, the ADA estimétest approximately $23 billion were
associated with diabetes care. A portion of thab@amhis attributable to the costs associated withitoring blood glucose levels. According
to industry sources, the worldwide market for paes@lucose monitoring systems and related disgesatwhich includes test strips and
lancets, was approximately $5.1 billion in 2003] @expected to grow at an annual compound rasg@pifoximately 11.6% to $8.9 billion in
2008. While we believe our systems will be adogitezhdly in this market as a way to manage glucegel$ more effectively, we do not
expect that our systems will appeal to all typediabetes patients, or that the worldwide markep&rsonal glucose monitoring systems and
related disposables is a direct indication of oarkat opportunity. In a study of Type 2 diabetesgmas, fewer than 15% of all study patients
and 39% of all insulin dependent study patients wkee insulin dependent tested their glucose lemeésor more times per day. If patients
not perceive our systems to be more convenientéfedtive for managing their blood glucose levéisrt other devices on the market, our
market may be limited.

I mportance of Glucose Monitoring

Blood glucose levels can be affected by the carbiatg and fat content of meals, exercise, striisess or impending illness, hormonal
releases, variability in insulin absorption andraes in the effects of insulin in the body. Givea many factors that affect blood glucose
levels, maintaining glucose within a normal rargdifficult, resulting in frequent excursions abareébelow normal blood glucose levels that
can be unpredictable. Patients manage their blagmbge levels by administering insulin or ingestiagbohydrates throughout the day in
order to maintain blood glucose within normal ramdeatients frequently overcorrect and fluctuatevben hyperglycemic and hypoglycemic
states, often multiple times during the same dayaAesult, many patients with diabetes are rolytimetside the normal blood glucose range.
Patients are often unaware that their glucose $eae either too high or too low, and their inapito completely control glucose levels and
the associated serious complications can be ftiugjrand, at times, overwhelming.

In an attempt to maintain blood glucose levels inithe normal range, patients with diabetes must fneasure their glucose levels. Often
after measuring their blood glucose levels, pasiemhke therapeutic adjustments. As adjustmentsade, additional blood glucose
measurements may be necessary to gauge the inalfgidesponse to the adjustments. More frequetihgesf blood glucose levels provides
patients with information that can be used to bettelerstand and manage their diabetes. The ADdmatends that patients test their blood
glucose levels at least three or four times per day

According to the ADA, an important component ofeetfve diabetes management is frequent monitoriromd glucose levels. The
landmark 1993 Diabetes Control and Complicational;Tor DCCT, consisting of patients with Type Aloetes, and the 1998 UK Prospective
Diabetes Study, consisting of patients with Typlidbetes, demonstrated that patients who intemsatyaged blood glucose levels
significantly reduced the incidence and severitgiabetes-related complications. In the DCCT, aomepmponent of intensive management
was monitoring blood glucose levels at least faues per day. The DCCT demonstrated that intermsizeagement reduced the risk of
complications by 76% for eye disease, 60% for neisease and 50% for kidney disease. However, @€ Dalso
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found that intensive management led to a threeifatbase in the frequency of hypoglycemic evebespite evidence that intensive glucose
management reduces the lotlegm complications associated with diabetes, inglssiurces estimate that people with diabetesdesayerage
less than twice per day.

Limitations of Existing Glucose Monitoring Products

Single-point finger stick devices are the most pltent devices for glucose monitoring. These deviegsire taking a blood sample with a
finger stick, placing a drop of blood on a tesipsénd inserting the strip into a glucose metet yields a single-point in time blood glucose
measurement. We believe that these devices sudfier $everal limitations, including:

. Inconvenience.The process of measuring blood glucose levels siithle-point finger stick devices can cause sigaiii
disruption in the daily activities of people witlatetes and their families. Patients using singlieddinger stick devices must
stop whatever they are doing several times a adfyirdlict a painful prick and draw blood to measiblood glucose levels. To
do so, patients must always carry a fully-suppkigdhat includes a spring-loaded needle, or lantisposable test strips,
cleansing wipes and the meter, and then safelyséspf the used supplies. This process is incoeméaind may cause
embarrassment in social situations.

. Limited Information. Even if patients test several times each day, sedsurement represents a single blood glucose atlue
a single point in time. Given the many factors tteat affect blood glucose levels, excursions atameebelow the normal ran
often occur between these discrete measuremertspoitime. Because patients only have single-paaté, they do not gain
sufficient information to indicate the direction dfange in their blood glucose levels. Withoutdbdity to determine whether
their blood glucose level is rising, falling or bolg constant, the patient's ability to effectivetgnage and maintain blood
glucose levels within normal ranges is severelytéch In addition, patients cannot test themsetiiging sleep, when the risk
of hypoglycemia is significantly increased.
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GRS IsAPEYANEIRWSMS imilPOGHNRRIfodded hylesQ8t/g0REneaRa8ehd @fidsdAgle day using a
traditional single-point finger stick device, comga to the data provided by our continuous seridwe.data presented in the
graph is from a clinical trial we completed in 2008h our long-term continuous glucose monitoriggtem, where the patient
was blinded to the continuous glucose data. Théraoous data indicates that, even with four fingizks in one day, the
patient's blood glucose levels were above the taegege of 80-140 mg/dl, or milligrams per deciljtor a period of
13.5 hours.
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Difficulty of Use. To obtain a sample with single-point finger stigdvites, patients generally prick one of their firigs or,
occasionally, a forearm with a lancet. Patients thgueeze the area to produce the blood samplarartider prick may be
required if a sufficient volume of blood is not alsted the first time. The blood sample is then gadlagn a disposable test strip
that is inserted into a blood glucose meter. Tés& tan be difficult for patients with decreasadilfasensation and visual
acuity, which are common complications of diabetes.

Pain. Although the fingertips are rich in blood flow aprbvide a good site to obtain a blood sample, Hreyalso densely
populated with highly sensitive nerve endings. Thiakes the lancing and subsequent manipulationeofinger to draw blood
painful. The pain and discomfort are compoundethieyfact that fingers offer limited surface areatests are often performed
on areas that are sore from prior tests. Patidsdssaffer pain when the finger prick site is dibed during regular activities.

Several companies have attempted to address thatlons of single-point finger stick devices bywd®ping continuous glucose monitoring
systems. To date, three continuous glucose mortitors received FDA approval. We believe that onleforoducts is no longer actively
marketed. Another continuous glucose monitor is@pgd for physician interpretation only, not allogipatients to see their blood glucose
trends real-time. Finally, a third continuous moriitg device is only approved to alert the pategrinappropriately high or low glucose
levels. We believe that none of the products
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that have received FDA approval are approved farentiwan three days of use or for use as a replatdmesingle-point finger stick devices.

We believe a significant market opportunity existsa glucose monitoring system that provides cwdus blood glucose information and
that is convenient and easy-to-use.

The DexCom Solution

We are developing blood glucose monitoring systdrascontinuously measure a patient's blood glutessd and transmit that information
a small cell phone-sized receiver. Relying on aoal-based technology platform, we are develoging,testing in clinical trials, short-term
and long-term continuous blood glucose monitoriygfesms that are designed to offer the followingaadages to diabetes patients:

. Convenience We believe that convenience is the paramount factachieving widespread adoption of a continudosd
glucose monitoring system. Our sensors continuougigsure and record the patient's blood glucos é&ad wirelessly
transmit a blood glucose value at various intert@is small cell phone-sized receiver throughoeatday and night. The patient
can check his or her blood glucose level and tiefadmation at any time with the touch of a butt@ur short-term sensor is
designed to measure patients' blood glucose leeetsnuously for three days, and when fully develbpur long-term sensor
is expected to be used continuously for up to .y

. Access to Real-Time Values and Trend InformationBy pushing a button, patients can view their curgducose value,
along with a graphical display of one-, three- imerhour trend information. Without continuous monitay; the patient is ofte
unaware if his or her blood glucose is rising, théef) or remaining constant. Access to continu@ad-time glucose
measurements provides patients with informatioh gy be used to attain better glucose control.itdatdhlly, our continuous
glucose monitoring systems are designed to aléerga when their blood glucose approaches inapjatey high or low
levels so that they may intervene.

. Intuitive Patient Interface. We have extensive experience in the clinical s8&iting with real-time usage of our continuous
glucose monitoring technology. With knowledge gdifrom more than 1,500 patient days of rix@le usage in clinical studie
we have developed a patient interface that we \rigintuitive and easy-to-use. Our receiver'®eognic design includes
user-friendly buttons, an easy-to-read display p&nmavigation tools, audible alerts and graphilishlay of trend information.

. Comfort. Our sensors are designed to provide patients Witbénefits of continuous monitoring, without hayto perform
finger stick tests for each measurement. Additign#he shortterm sensor electrode that is inserted under timeisla very thir
wire, minimizing potential discomfort associatedhinserting or wearing the sensor. The externdiqro of the short-term
sensor, including the transmitter, is small anddbmsv profile designed to be easily worn undethilw. Finally, the receiver
for both systems is the size of a small cell phame can be carried discreetly in a pocket or purse.

In a clinical trial using our first generation lotgrm sensor, patients reduced the amount of tirag $pent in a hyperglycemic state by 25%
and the time they spent in a hypoglycemic statd 1. Correspondingly, these patients increasetlrititeethey spent at target blood glucose
levels by 88%. These results were published inea-peviewed article in the March 2004 issudddbetes Care Although the article
indicates that the results of the trial could, ptily, have been attributable to the high frequyeof visits required for the trial compared to
routine patient care, the article indicates
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that the results &@88nbi0akeN-0QSBQ5aMBI-tinfe QUG Bt dodtinuobrdl 9@ Q8L ds. Bagehpsgink3Rd the trial that is

the subject of this article. Two of the authorghaf article receive consulting fees from DexComsfenving on its clinical advisory board and
all three authors received grant research funde b@xCom for conducting the trial. None of the aughreceived consulting or other fees
from DexCom in exchange for conducting the triaf@rauthoring the article.

While we believe our glucose monitoring systemegioffiese advantages, patients may not perceivgetiefits of continuous glucose
monitoring and may be unwilling to change theirreat treatment regimens. Our products, and in@adi our long-term continuous glucose
monitoring system, can be more invasive than ctiself-monitored glucose testing systems, includiimgle-point finger stick devices. Our
short-term continuous glucose monitoring systenuireg a patient to insert a sensor electrode utheérskin at least every three days.
Patients could find this process to be uncomfoetablinconvenient. Patients may be unwilling temsr implant a sensor in their body,
especially if their current diabetes managementliras no more than two finger sticks per day. Aiddilly, our systems may not be
approved as replacement devices for single-paigeii stick devices and may be more costly to use.

Our Strategy

Our objective is to become the leading providecariitinuous glucose monitoring systems and relatedyzts to enable people with diabetes
to more conveniently and effectively manage th&edse. To achieve this objective, we are pursthiedollowing business strategies:

. Establish our technology platform as the leading ggroach to continuous glucose monitoring We have developed
proprietary core technology and expertise thatiplea broad platform for the development of innaxeaproducts for
continuous glucose monitoring. We plan to contitmigvest in the development of our technologyfplah and to obtain FDA
approval for our short-term and long-term contirsiglucose monitoring systems.

. Leverage our product development expertise to rapig bring products to market . Using our technology platform and
technical expertise, we have rapidly developedetiyenerations of our long-term sensor and a skaori-sensor. In two years,
we have reduced the size of our long-term sensaippyoximately 80% in volume, and, in less thamidhths, we have
brought our short-term sensor from concept to a Riyplication filed in March 2005. We plan to cominto provide
performance improvements and introduce new prodoatstablish and maintain a leading position @nrtiarket. In the future,
we may develop our technology to support applicetioeyond glucose sensing.

. Pursue the highest safety and quality levels for ayproducts . We have established a culture that is highly $eclion
product quality and patient safety. We have dewsddp-house engineering, quality assurance, clinicalragdlatory expertis
and data analysis capabilities. Additionally, wedastablished credible and open relationships reiglalatory bodies,
physician opinion leaders and scientific experteede capabilities and relationships will assishugesigning products that we
believe will meet or exceed expectations for rééiabafe performance.

. Commercialize our products through a direct salesad marketing effort . We plan to build a direct sales force to call
directly on endocrinologists, patients, physiciand diabetes educators who can educate and indysatient adoption of
continuous glucose monitoring. To complement olessafforts, we intend to employ clinical manager® will educate and
provide clinical support to patients. We plan torleh our products
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. Provide a high level of customer support, serviceral education. We plan to support our sales and marketing effeith a
customer service program that includes customearitigiand support. We intend to provide direct técal support by
telephone and internet access 24 hours a dayienfsatphysicians and diabetes educators to prosadéeand successful use
our products. We also plan to have in-house reisdiaent specialists to assist physicians and patiembtaining proper
reimbursement from third-party healthcare payors.

Our Technology Platform

The development of a continuous glucose monitanireg successful coordination and execution ofdewiariety of technology disciplines,
including biomaterials, membrane systems, electogstry, low power microelectronics, telemetry taafre, algorithms, implant tools and
sealed protective housings. We have developed uséexpertise in these disciplines. We believe awe la broad technology platform that
will support the development of multiple produats §lucose monitoring.

Sensor Technology

The key enabling technologies for our sensors mm@dierials, membrane systems, electrochemistryiamgower microelectronics. We he
applied our biomaterials expertise by developimpplgmeric biointerface membrane system that maslifiee human body's foreign body
response, which is inherently hostile to implartegects. When an implant is placed into the bodlyjggers the body to respond by
encapsulating and isolating the implanted objeth wtar tissue, known as the foreign body respongacally, this complete response takes
between three and four weeks, although sensoritumotay be severely hampered much sooner. Histlyrithe challenge with implantable
sensors has been their inability to operate dulkeadoreign body response because glucose is lddecém reaching the sensor. Our
proprietary polymer membrane technology is designedodify the human body's response, providingtiercontinual transport of glucose
and oxygen to the sensor. This technology is ctigr@ised in our long-term sensor. While our membrgethnology has significantly
improved functionality in our implanted lortgrm sensors, the technology is still under develat and we have encountered some prem
sensor failures in our clinical trials due to tlbegign body response.

Complementing the biointerface membrane, our sgnsi@mbrane technology consists of multiple polytagers configured to selectively
allow the appropriate mix of glucose and oxygetraoel through the membrane. Within the sensing brame, the glucose and oxygen react
with a specific enzyme to create an extremely level electrical signal, measured in p@ayperes. This electrical signal is then translatex
glucose measurements. We believe that the capatoilineasure very low levels of current and to a&igly translate those measurements
glucose values is also a unique and distinguisf@ature of our technology. These technologies aeel in both our long-term and short-term
sensors. We have also developed technology to alémasitive electronics to be packaged in a fullgtamed, sealed unit that can be quickly
and safely implanted by a physician with our loag# sensor, or inserted by a patient with our stesrh sensor. Our sensors are designed to
function without damage from fluids or other substs in the body and to be quickly and safely resdov

Receiver Technology

Both our short-term and longrm glucose monitoring systems use radiofrequésieynetry to wirelessly transmit information frohretsensc
to our platform receiver. We have developed tharietogy for reliable transmission and reception hade consistently demonstrated a high
degree of
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capture of transmissions from sensor to receiveuirclinical trials. Our receiver then processad displays real-time and trended glucose
values, and provides alerts. We have used our sixtedatabase of continuous glucose data fromlmical trials to create software and
algorithms for the display of data to patients.

Other Technology Applications

We have gained our technology expertise by leartardpsign implants that can withstand the rigdifsinctioning within the human body fi
extended periods of time. In addition to the foneigpdy response, we have overcome other probldatedeo operating within the human
body, such as device sealing, miniaturization, biilitg, sensor geometry and surgical techniques.b&leeve the expertise gained in
overcoming these problems will support the develephof additional products beyond glucose sensing.

Our Products Under Development

We are developing short-term and long-term contisudood glucose monitoring systems. These sysiechgle either a small insertable
sensor or an implantable sensor that continuousiysures glucose levels in subcutaneous tissue, haddheld receiver to which the sensor
wirelessly transmits glucose levels at specifigdrivals. Our short-term and long-term systems aseth on many of the same underlying core
technologies and are being designed to offer seperformance and ease-of-use advantages to prowittinuous blood glucose monitoring
to patients. Our research and development expeveses$6.3 million in 2002, $8.9 million in 2003 a#i#i2.2 million in 2004, excluding
stock-based compensation expenses.

Short-Term Continuous Glucose Monitoring Sensor

Our short-term insertable sensor includes a timgWike electrode coated with our sensing membsyséem. This sensor comes packaged
with an integrated insertion device and is contdiimea small plastic housing platform, or pod. Dase of the pod has adhesive that attacl
to the skin. The electrode is intended to be easily reliably inserted by the patient by exposheadhesive, placing the pod against the
surface of the skin of the abdomen and pushing dmwihe insertion device. The insertion device eat$ea narrow gauge needle containing
the electrode into the subcutaneous tissue arattstthe needle, leaving behind the electrodedrisisue and the pod adhered to the skin.
patient then disposes of the insertion device.rAdtstabilization period of a few hours, the patismequired to calibrate the receiver with ¢
from a single-point finger stick device and thessmrbegins wirelessly transmitting the continuolusgse data to the handheld receiver. We
anticipate that patients will be required to calilerthe short-term sensor with finger sticks thimug the three-day usage period to ensure
reliable operation. At this time, we do not beliexe first generation shoterm sensor will eliminate the need for finger lsticalthough in th
future we intend to seek a claim from the FDA #hlédws our short-term system to replace the udengér stick devices.

Our short-term sensor is expected to functiontioee days before being replaced. After three dhgspatient simply removes the pod and
attached electrode from the skin and discards tienew sensor and pod can then be inserted andwitiethe same receiver. We filed a
PMA application with the FDA for our short-term ¢omous glucose monitoring system in March 2005.

Long-Term Continuous Glucose Monitoring Sensor

Our long-term implantable sensor consists of airtayer membrane system, circuit board, micropreogesradio transmitter and a battery
sealed in a self-contained unit. Our long-term eeisscurrently implanted under the skin in the ésvabdomen by a surgeon using local
anesthesia. In the future we expect that the imiplélhbe performed by trained endocrinologists.d®@rthe sensor is implanted, it requires a
stabilization period of a few weeks before beconupgrational. After the
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stabilization period, the patient is required tbhrate the receiver with data from a single-pdinger stick device. We anticipate that patients
will be required to calibrate the long-term sensth finger sticks throughout the usage periodthis time, we do not believe our long-term
sensor will eliminate the need for finger stickthaugh in the future we intend to seek a claimmfrine FDA that allows our longerm systen

to replace the use of finger stick devices.

We are designing our longrm sensor to function for up to one year. We tdamonstrated nearly seven months of functionalitifa clinica
trial with our first generation long-term sensodaix months of functional life in a clinical trialith our second generation long-term sensor.
At the end of its life, the sensor can be remowed physician in a short procedure, and anothes@anserted. We expect to file a PMA
application for our long-term system in 2006.

Handheld Receiver

We have designed our receiver to be used with datishort-term and long-term sensors. Our smdllptelne-sized receiver is carried by the
patient and wirelessly receives continuous glucadees data from either sensor. Proprietary algost and software, developed from our
extensive database of continuous glucose datadtimioal trials, are programmed into the receiv@ptocess the glucose data from the sensol
and display it on a user-friendly graphical useeiiface. With a push of a button, the patient caress their current glucose value and one-,
three- and nine-hour trended data. Additionallyewlglucose values are inappropriately high or kin,receiver provides an audible alert or
vibrates. The receiver is a self-contained, durabiewith a rechargeable battery.

Clinical Development Program
Evaluating Continuous Glucose Monitoring Systems

Continuous glucose monitoring is an emerging tetdgyo There are no clearly established guidelirrasniversally accepted measures for
evaluating the performance of continuous glucosgitanng products, especially with respect to aacyr As a result, analyses of continuous
glucose monitoring products have generally utiliz@dlitional single-point accuracy measures thatvaerived from the field of analytical
chemistry to evaluate conventional single-poingénstick devices. However, we do not know whether=DA, other regulatory bodies or
physicians will consider these single-point meastoebe the appropriate means to demonstrate tbey send efficacy of continuous glucose
monitoring systems for real-time monitoring of ghge values and trends by patients or as a replatdareconventional blood glucose
meters, nor do we know what threshold levels of¢hmeasures the FDA or others will determine tatitute acceptable performance. The
FDA or others analyzing our clinical results mayedmine that different measures from those we hepeel are better indicators of accuracy,
clinical utility and safety. In reporting data fromar clinical trials, we report those measuremémas we believe most appropriately
characterize the performance of our continuousdfiiocose systems in three primary areas: accucéinical utility and safety.

Accuracy Measures.  Typically, to measure accuracy in our clinicéls, we compare the output from our continuolug@se monitoring
systems at a specific point in time to a referaneasurement at the same point in time. These tvasunements are called paired points. The
reference value is usually measured by a laborastyument, such as a Yellow Springs Instrumeng conventional blood glucose meter
using samples from finger sticks. These pairedtpane then compared to each other using statisiiedyses intended to measure accuracy.

The primary statistical analyses we use includddahewing:

. Bias. Bias is the result of a mathematical calculatiomgist modified linear regression analysis thatesighed to evaluate
whether a device's measurement is systematicalligh or too low, when compared to a referencesmesnent, usually
determined by a
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. Clarke Error Grid. A Clarke Error Grid is a plot of all paired poirdategorized into five areas denoted A, B, C, D Bndith
A and B being the most clinically desirable andrid & being the least clinically desirable. Deviagth higher combined A
and B percentages—closer to 100%—and lower comtinadd E percentages—closer to 0%—are considerbavie better
performance.

. Mean Absolute Relative Difference, or MARD MARD is the result of a mathematical calculatioattmeasures the average
disparity between the sensor and the referenceurerasnt. The lower the MARD, the more accuratedthdce is considered.

. R-Value. An R-value is the result of a mathematical cal¢atatising linear regression techniques to measiwredationship
between the paired points. The maximum R-valuedsA higher R-value means a more linear relatignalith the reference
measurement and is assumed to be more accurate.

Clinical Utility Measures.  We have designed some of our clinical trialsmtasure whether the use of real-time continuousogke data
reduces the time a patient spends in abnormally &gl low glucose ranges, and increases the tiemd gpthe target range. In our studies,
measure a patient's blood glucose level continydosla defined period of time, using our contine@lucose monitoring systems, but do not
permit the patient to view the data. These measemésrare used to establish a baseline. Subsequertiyeasure the same patient's blood
glucose level continuously for a similar or longeriod of time, but the patient is allowed to viand utilize the data. These unblinded
glucose levels are then compared to the baselireogé levels to determine whether the use of ttefdam our continuous glucose
monitoring system affected the amount of time thgegmt's blood glucose level was high, low and imithe target range.

Safety Measures.  The safety profile of any new product must lsaudy established before it can be approved fonroercial use. Data mu

be collected to demonstrate that patients canhgsddvice safely, the device operates safely anghetedure associated with the device is
also safe. We typically record adverse eventse@élad the implant or insertion and removal of cemsors, related to the operation of the
systems or related to the patient's use of thefdatathe systems. Of most concern is the occug@ficerious or unexpected adverse events.
The desired result is that adverse events are ap# serious and do not occur more frequently tivaia products currently commercially
available and utilized by patients for the samepse.
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We began our first human clinical trial in 2001 daodlate have completed numerous pre-clinical egidnd clinical trials related to our long-
term and short-term continuous glucose monitorysjesns. Throughout these studies and trials we baperienced successes and failures,
which we have relied upon in the continual desigd development of our products. As a result, weshgeveloped a first, second and third
generation of our long-term sensor, referred t64sG2 and G3, respectively, and a short-term $ens&TS, all of which have been or are
currently being evaluated in human clinical tridleroughout these trials, there have been no sedounexpected adverse events reported
related to the implant or explant of the devicetheruse of our systems. Given the ongoing proakdssign and development, we believe
that our more recent clinical trials are most ral@vo an understanding of our current clinicafg®nance. The table below and the following
discussion summarize our clinical trials that wewenpleted in 2003 or later, and our ongoing clihidals:

Type of Year
Product Clinical Trial Trial Completed Clinical Trial Sites Patients
Gl Feasibility IDE Trial Unblinded 2003 3 Sites; United State i3
G2 First Human Use # Unblinded 2003 1 Site; New Zealan 10
G2 First Human Use # Unblinded 2004 1 Site; Australic 5
G2 First Human Use # Blinded 2004 3 Sites; New Zealan 11
G2 IDE Study Unblinded Ongoing 8 Sites; United State 80
G3 First Human Ust Blinded 2004 1 Site; Australic 5
STS First Human Use Trial Blinded 2004 3 Sites; United State 45
STS Feasibility Trials Unblinded 2004-05 4 Sites; United State 40
STS Approval Support Tria Unblinded 2005 4 Sites; United State 91

Long-Term Implantable Sensor Trials

Gl Feasibility IDE Trial. In 2003, we completed an IDE trial designedgsess whether our G1 sensor could achieve theti®int of a
continuous glucose monitor that had already bepnoapd by the FDA. No portion of the clinical trimhs designed to directly compare our
long-term system to any other continuous glucoseiton The trial was also designed to measure tteryial clinical benefit to patients of
real-time blood glucose data. Fifteen patienthiae sites in the United States were enrolled mnpdeinted in the IDE trial. To determine
whether our G1 sensor met the endpoint measurerotite previously approved device, we calculategdtias of our G1 sensor compared to
reference points from a single-point finger stiglvide. In order to pass this bias endpoint, ouseehad to demonstrate a bias of less than
15 mg/dl, or milligrams per deciliter, when comphte reference finger stick values at 50 mg/din&fdl and 100 mg/dl, and a bias of less
than 15% when compared to finger stick referendeegat 150 mg/dl and 200 mg/dl. The graph beloswstthe bias of the sensor at each of
the measurement values compared to the upperdirttie
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To measure the potential clinical benefit to patenf access to real-time blood glucose informatiea divided the trial into two primary
phases. In the blinded phase of the trial, datacsiscted by our G1 sensor, but patients weredblinto the continuous data from the G1
sensor, to establish a baseline control periothérunblinded phase of the trial, the patients wefdinded to the continuous data from the
sensor and allowed to use this information in mamgatheir glucose levels. The glucose values frbeunblinded phase were then compared
with the blinded phase to analyze whether glucosél@es were affected by access to continuous tiesd-data. The sensors in three patients
did not function adequately in both blinded andlunded phases of the trial to report
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meaningful comparison data and were excluded ff@mrahalysis. The results of this comparison aresarmzed in the figure below.

Improvement in Glucose Profiles (in 12 of 15 patieis)

I
10
v

9 S Ty e o B

Time Spent (hours/day)

40-55 80-140 240-400
(Low) {Target) {High)

Glucose Range (mgddl)

M Blinded Perind Unblinded Period

* po< 00,05, indicating statistical significance

These data were presented at the 2003 Annual Meetithe American Diabetes Association and subsafupublished in a peer-reviewed
article inDiabetes Carén March 2004. DexCom sponsored the trial thahésgubject of this article. Two of the authorsha article receive

consulting fees from DexCom for serving on its iclah advisory board and all three authors receyreaht research funds from DexCom for
conducting the trial. None of the authors receigedsulting or other fees from DexCom in exchangecfmducting the trial or for authoring
the article.

G2First Human Use#1. The primary goal for the first human use staditour G2 sensor, which is 60% smaller in voluhan the G1
sensor, was to characterize the G2 sensor's peafmen In the first G2 sensor trial, we implantechbafients in New Zealand for an extended
period of time. Accuracy of the G2 sensor was eataldi by comparing data points from the G2 senspoitats measured using single-point
finger stick devices over the entire trial periaing Clarke Error Grid and MARD analyses. The sensothree patients did not function
adequately over the trial period to report datafzene been excluded from the analysis. The restitisir accuracy analyses are summarized
below.

Accuracy Measures: G2 Sensor versus Single-Pointrigier Stick Device
(approximately 130 days in 7 of 10 patients)

Clarke Error Grid Clarke Error Grid
A&B% D&E% MARD%
G2 Sensor versus Sin-Point Finger Stick Devic 95.3 3.1 24.7

To measure the potential clinical benefit to patenf access to real-time blood glucose informatiea divided the trial into two primary
phases. After an initial evaluation period durinigieth the G2 sensor data was blinded to the paterdgphysicians, continuous glucose data
from the sensor was
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displayed to the patients and they were allowagstothat data to manage their glucose levels. Gauegrcursion profiles were compared
between the blinded and unblinded phases of thettrianalyze whether glucose excursions were t&ffielsy access to continuous real-time
data. The sensors in three patients did not fun@tequately over the trial period to report da@ lsave been excluded from the analysis.
results are summarized below.

Improvement in Glucose Profiles (approximately 13@ays in 7 of 10 patients)
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40-80 240-400
(Low) {High}
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B Blinded Period B Unblinded Perind

= p < 0.05, indicating statistical significance

Hyperglycemic exposure is a calculation that seekgiantify patients' exposure to sustained lewEls/perglycemia. The measure is an
integration of how high a patients' blood glucosaches combined with the time it stays high. Theutation takes the average value of each
hyperglycemic excursion above 200 mg/dl, subtrad®mg/dl from it, and then multiplies that difface by the hours spent above 200 m¢
We believe that a reduction in hyperglycemic expesuould be beneficial to patients with diabetes.
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Hyperglycemic Exposure (approximately 130 days in @f 10 patients)
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* p< 0.05, indicating statistical significance
Results from this trial were presented at the 20@4ting of the European Association for the Studyiabetes.

G2 First Human Use#2. We implanted five patients in Australia with &@nsors to investigate potential performance ingr®nts by
implanting in a location other than the lower ab@oimas in our previous G2 implants. We worked djoséth a group of physicians,
including surgeons experienced in subcutaneousaimpland an exercise physiologist, to identifyrtbe location and implant technique.

While the new location and implant techniques sektaesimplify the implant procedure, patients ex@aeced more discomfort in the first fe
days immediately after surgery than we had obsemittdprevious G1 and G2 implants in the lower abda. There were no serious or
unanticipated adverse events related to these imgptdher than the higher degree of initial discannfioted by patients. We evaluated the
sensors for accuracy by comparing data points ff@G2 sensor to data points from a single-pongédf stick device.

The following table summarizes the data obtainatghdtithe trial.

Accuracy Measures: G2 Sensor versus Single-Pointrigier Stick Device
(approximately 112 days in 5 of 5 patients)

Clarke Error Grid Clarke Error Grid
A&B% D&E% MARD%

G2 Sensor versus Sin-Point Finger Stick Devic 87.1 7.7 34.2

We have abandoned this alternate location for intplg sensors given the higher discomfort in the @lays post-implant with no
corresponding performance improvement. We continwmnsider other implant site and technique otit continue to concentrate on
implants in the subcutaneous tissue of the lowdpaten.

G2 First Human Use#3. In a third G2 sensor clinical trial, we implaedteleven patients at three sites in New Zealatid ais2 sensor that
was further reduced in volume by 33% from the @& sensors implanted. The sensors were evaluatetéuracy by comparing data points
from the G2
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sensor to data points from a single-point fingekstievice collected throughout the trial and deon a laboratory device collected during a
12 hour in-clinic trial. Patients remained blindedhe data throughout the study. All devices weraoved at approximately three months,
prior to planned trial completion, to investigatelenge in performance.

The following table summarizes the data obtainatghdtithe trial.

Accuracy Measures: G2 Sensor versus Single-Pointrigier Stick Device
(approximately 112 days in 11 of 11 patients)

Clarke Error Grid Clarke Error Grid
A&B% D&E% MARD%
G2 Sensor versus Sin-Point Finger Stick Devic 90.0 5.2 30.0

The following table summarizes the data obtainathduthe 12 hour in-clinic study. The sensors iarfpatients were not functioning at the
time of the in-clinic trial and are not includedthre analysis from that trial.

Accuracy Measures: 12 Hour In-Clinic Study (in 7 of11 patients)

Clarke Error Grid Clarke Error Grid
A&B% D&E% MARD%
G2 Sensor versus-Clinic Single-Point Finger Stick Devic 97.3 0.9 24.7
G2 Sensor versus Lab Referel 94.6 2.7 28.5

G3First Human Use.  The goal of our first human use trial of the &Bisor, which is approximately 50% smaller in waduthan the G2
sensor, was to evaluate the impact of the G3 ssnaaluced size on overall device performance. Mf@anted five patients with G3 sensors
at one site in Australia by an endocrinologist vifaal no formal surgical training or experience. Véédve our G3 sensor implantations were
the first ever implants performed by an endocrigab

The glucose monitoring performance of the G3 sensarlower than expected. The devices were explaarid analyzed. Improvements to
the G3 sensor are being verified in animal studied, our next human feasibility trial implants taggeted for the first half of 2005.

Short-Term I nsertable Sensor Feasibility Studies

We have conducted 15 clinical feasibility trialsafr short-term sensor. The objective of theséstrias to assess the performance of the
sensor in patients, especially the ability of thesor to accurately measure blood glucose levalsh Eeasibility trial consisted of between
four and 12 patients. In most cases, two sensams iwserted in each patient. The initial studiesengerformed over a period of 12 hours,
which we subsequently increased to 24 hours andtth&2 hours. Collectively, we have inserted dM&0 sensors in over 70 patients in our
feasibility studies. Over 35 of these patientshia latest studies were unblinded to the data fle@rshort-term sensor and allowed to use that
data to manage their glucose levels. In the unbtirstudies, patients inserted the sensors by thesssend wore the sensors at home and at
work in their daily routines.

Alpha Prototype Feasibility Trials.  The first seven trials in this study involvegratotype or alpha version of the sensor pod. ¥=eeted,
we experienced some deployment and connectivilyrés in these early trials, which we substantiatiyrected in the beta version of the pod.
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To evaluate the accuracy of the short-term sepsiared values from our short-term sensor and thgesipoint finger stick device were
compared. For each feasibility trial, the tableoleprovides the results of the R-value, MARD amdthie early trials, Clarke Error Grid
A&B% and Clarke Error Grid D&E% analyses of thengdipoints. The table also summarizes, for eactifdigy trial, the duration of the
trial, the number of patients enrolled, the numdfeshort-term sensors inserted, or deployed, aachtimber of short-term sensors analyzed,
which includes those sensors that we determined auecessfully deployed and reliably generating.dat

Alpha Prototype Studies—Patients Blinded to Continous Sensor Data
(Median Values Reported)

Clarke Error Grid

Sensors Sensors

Trial Duration Patients Deployed Analyzed R-Value MARD% A&B% D&E%
Alpha 1 12 hours 5 8 6 0.94 12.7 100.0 0.0
Alpha 2 12 hours 5 9 5 0.93 14.1 100.0 0.0
Alpha 3 24 hours 5 11 5 0.95 14.4 97.4 0.0
Alpha 4 24 hours 5 10 9 0.96 13.6 97.1 2.9
Alpha 5 12 hours 6 5 3 0.95 17.4 95.7 4.4
Alpha 6 24 hours 5 8 6 0.97 10.9 100.0 0.0
Alpha 7 72 hours 4 9 8 0.95 12.5 98.6 1.0

Beta Product Version Feasibility Studies.  After the initial seven trials using the algivatotype pod, we completed a second or beta versio
of the pod and conducted further feasibility stgdiEhe objective of these feasibility studies watest the improved version of the pod and
continue to assess the performance and accurahg sfystem.

For each trial in our beta version feasibility stuthe table below provides the results of the Riew@and MARD analyses of the paired points.
The table also summarizes, for each trial, thetthraf the trial, the number of patients enroll#te number of short-term sensors deployed
and the number of short-term sensors includederattalysis.

Beta Product Version Studies—Patients Blinded to Quinuous Sensor Data
(Median Values Reported)

R-Value MARD%
Sensors Sensors
Trial Duration Patients Deployed Analyzed Day 1 Day 2 Day 3 Day 1 Day 2 Day 3
Beta ] 72 hours 4 8 8 0.93 0.94 0.97 19.2 10.0 10.1
Beta ¢ 72 hours 6 12 12 0.92 0.88 0.94 15.0 17.1 10.3

Beta Product Version Studies—Patients Unblinded t€ontinuous Sensor Data
(Median Values Reported)

R-Value MARD%
Sensors Sensors
Trial Duration Patients Deployed Analyzed Day 1 Day 2 Day 3 Day 1 Day 2 Day 3
Beta & 72 hours 5 10 8 0.97 0.96 0.97 12.3 10.3 10.0
Beta ¢ 72 hours 5 12 8 0.93 0.97 0.94 14.9 7.6 13.2
Beta £ 72 hours 5 10 10 0.95 0.97 0.97 15.3 10.3 7.5
Beta ¢ 72 hours 5 12 9 0.94 0.97 0.96 9.9 7.4 8.3
Beta i 72 hours 8 17 16 0.96 0.98 0.98 8.4 7.4 6.0
Beta ¢ 72 hours 12 24 22 0.91 0.98 0.98 12.1 6.3 8.3
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Ninety-one patients at four sites in the United Stateewearolled in a two-arm randomized trial intentiedupport the filing of a PMA
application. A PMA has been submitted and the ttata the trial, as reported in the PMA submissisrsummarized below. The trial was
designed to measure the accuracy, safety and poséitical benefit of the short-term sensor. Ragevere randomized to either a blinded
group, or control, which wore three successivetstesm sensors for 72 hours each, for a total némays, but was blinded to the data, or an
unblinded group, which wore three successive steont-sensors for 72 hours each, also for a totalre days, but was allowed to view and

utilize the real-time continuous data for the & periods, or six days. Patients in both gromgeiited the short-term sensors themselves ant
wore them at home and at work in their daily atiggi.

The primary efficacy endpoint for the trial wassién order to pass the primary efficacy endpant, short-term sensor had to demonstrate a
bias of less than 15 mg/dl when compared to firsgiek values at 50 mg/dl and 80 mg/dl and less &# when compared to finger-stick

values at 100 mg/dl, 150 mg/dl and 200 mg/dl. Bses measure of accuracy used to help determiheiié is systematic error in the device
being evaluated.

The graph below shows the bias of the sensor &t @&he measurement values compared to the ujppier Our sensor met the primary
endpoint of bias. The results are shown in the lykzgdow.
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The trial's primary safety endpoint was the incitkenf adverse events. There were no serious ottioipated adverse events related to the
insertion, wearing or removal of, or use of datarfr our short-term sensor.

In addition to the primary efficacy endpoint of iave also measured the accuracy of our short4emsor using the traditional single-point
measures of R-value, MARD and Clarke Error Gride Tata as reported in our PMA application is showthe table below.

Clarke Error Grid
Sensors Sensors
Trial Duration Patients Deployed Analyzed R-Value MARD% A&B% D&E%

Approval 9 Days 91 287 273 0.88 21.2 95.4 2.1
Support (216 Hours'
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from patients in the blinded group to blood glucda& obtained from patients in the unblinded grdine results of the comparison are
summarized in the figure below.

Differences in Glucose Profiles—Unblinded Group Comared to Blinded Group

Time Spent (hours/day)

40-55 81-1410) 240-400
(Low) (Targer) {High)

Glucose Range (mg/dl)

B Blinded Group B Unblinded Group

* p < 0.035, indicating statistical significance

As an additional measure of the potential clintoahefit to patients of access to real-time contirsuglucose data, we also analyzed blood
glucose data obtained only from the unblinded grdine unblinded group had both a blinded and udklihperiod. We compared blood
glucose data for the first three-day period, durifdgch patients were blinded to the continuous ghecdata, and the last three-day period,
during which patients were unblinded to the cortiiiuglucose data. The results of the comparisoswamenarized in the figure below.

61




Case 1:05-cv-00590-GMS  Document 7-3  Filed 08/31/2005 Page 69 of 139

Improvement in Glucose Profiles—Unblinded Period Cmpared to Blinded Period

o

L

Time Spent (hours/day)

40-55 51-140 240-400
(Low) (Targer) (High)
Glucose Range (mg/ddl)

B Blinded Penod @ Unblinded Period

* p < (0L05, indicating statistical significance

We have submitted a PMA application for our shert¥t sensor. We do not expect that this PMA, if aped, will completely eliminate the
need for finger-sticks. However, in the future, wend to develop products, conduct clinical triatel submit for regulatory approvals which
move progressively toward eliminating the needeguirement for finger sticks.

On-Going Trials

Long-Term Sensor Trials.  We received approval from the FDA to conducB@rpatient trial in the United States with our §&hsor.

Twenty patients were enrolled in the first phaséheftrial, and 25 more were implanted in the sdqamase during the first quarter of 2005.
Patients are viewing and utilizing the continuoliegse data from the sensors during the trial. Yéeuging bias as a primary endpoint to
measure efficacy and adverse events as a priméaty gadpoint. The G2 sensors are being evaluateddcuracy by comparing data points
from the G2 sensor to reference points from a shpglint finger stick device collected throughouw thal. This trial is intended to generate
data that we believe will support a PMA applicatwith the FDA. Initially, we expect to request apypal for continuous use of our long-term
system for a period of less than one year anddriuture we intend to seek an indication for usamfo one year. We do not expect to report
data from this trial until after the entire trisd$ireached its completion. Our lotggm system may not be approved as a replacemeiceder
single-point finger stick devices.
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We enter into contracts with clinical investigat@argeons and clinical trial sites to conductdunical trials. These contracts include terms
requiring the parties to comply with regulationsl @uidelines issued for the type of study beindqvered. Generally, we contract with
clinical trial sites to screen and enroll patiesthedule visits for implants or insertions, cortdneclinic studies, prepare patient report forms
and collect and aggregate trial data. Clinical sige fees generally include a set-up fee, a pdiept trial management fee and an overhead
charge. We contract with surgeons for the implaoaand explantation of our long-term implantatdesor, and we pay a set fee for these
services. We contract with clinical investigatarsrhplement our trial protocol, acquire institutgdmeview board approval, and generally
ensure that the study is conducted in a safe dmnicaémanner while complying with all regulationsdaguidelines related to the clinical trial.

Sales and Marketing

We do not have a sales and marketing organizatidrhave no experience as a company in the sal&etiveg and distribution of glucose
monitoring products. To achieve commercial sucéasany approved product we must either develoglessand marketing organization or
enter into arrangements with others to market aficdbar products. We believe that referrals by jitiges and diabetes educators, together
with self-referrals by patients, will drive initialdoption of our continuous glucose monitoring eys. Following product approval, we
currently plan to establish a small, specializddsséorce to directly market our products in thetekh States primarily to endocrinologists,
diabetes care educators and patients. Althoughuheer of diabetes patients is significant, the beinmof physicians and educators
influencing these patients is relatively small. fehare an estimated 3,700 endocrinologists in thieed States. As a result, we believe a
direct, highly-specialized and focused sales fovitiebe effective for us to reach our target market

We intend to use a variety of marketing tools toelitial adoption, ensure continued usage anabdish brand loyalty for our continuous
glucose monitoring systems by:

. creating awareness of the benefits of continuousitmang and the advantages of our technology witdocrinologists,
diabetes educators and patients;

. providing strong educational and training programkealthcare providers and patients to ensure sagy and effective use of
our systems; and

. establishing a readily-accessible telephone andhesled technical and customer support infrastractunich we expect to
include clinicians, diabetes educators and reinghuent specialists, to help referring physicianabetes educators and patit
as necessary.

Our sales force will be competing with the expecethand well-funded marketing and sales operatbosir competitors. Developing a sales
force is expensive and time consuming and couldydet limit the success of any product launch.

Competition

The market for blood glucose monitoring deviceisisnsely competitive, subject to rapid change sigdificantly affected by new product
introductions. Four companies, Roche Disetronitivasion of Roche Diagnostics; LifeScan, Inc., sision of Johnson & Johnson; the
MediSense and TheraSense divisions of Abbott Laboes; and Bayer Corporation, currently accountsidostantially all of the worldwide
sales of self-monitored glucose testing systemeas@&ltompetitors' products use a meter and disposadilstrips to test blood obtained by
pricking the finger or, in some cases, the foredmm.
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addition, other companies are developing or mangatiinimally invasive or noninvasive glucose tegtitevices and technologies that could
compete with our devices. There are also a numiecamemic and other institutions involved in vasghases of our industry's technology
development.

To date, the FDA has approved, for limited applara, three continuous monitors or sensors—two legltkbnic, the CGMS System Gold
and Guardian System, and one by Cygnus, the GlutagiVAll of these products have been approvedifoitéd indications.

Only the Medtronic CGMS System Gold and the CygBligoWatch are currently in commercial use. Howe@signus recently ceased
operations and sold its remaining assets to Anildasitronic's CGMS system does not provide patisgatime blood glucose
measurements, but rather stores these valuegdorédrieval by a healthcare professional to abtastorical trending information.
Medtronic's Guardian System, which received FDArapal in February 2004, does not show real-timegée measurements but rather has
the capability to notify the patient when it detedaingerously high or low levels of blood glucdeeAugust 2004, Medtronic announced that
it had filed a PMA supplement for a Guardian deviea, if approved, will allow it to show real-tingducose measurements to patients.

A number of companies are developing next-genaragal-time continuous glucose monitoring or segsiavices and technologies,
including several companies that are developingineasive continuous glucose monitoring productmasure the patient's blood glucose
level. The majority of these non-invasive techn@sglo not pierce the skin, but instead typicafiglgze signatures reflected back from
energy that has been directed into the patientss 8&sue or bodily fluids. Progress of otherseleping continuous glucose monitors is
difficult to assess, but we know that TheraSenseNedtronic have submitted applications for realeicontinuous monitors or sensors to the
FDA. There can be no assurance when, if ever, angirmious monitor or sensor will be approved aspdacement for singlpeint finger sticl
devices.

Many of our competitors are either publicly tradedare divisions of publicly-traded companies, #mely enjoy several competitive
advantages, including:

. significantly greater name recognition;

. established relations with healthcare professiorailstomers and third-party payors;

. established distribution networks;

. additional lines of products, and the ability téenfrebates or bundle products to offer higheralists or incentives to gain a

competitive advantage;

. greater experience in conducting research and adewednt, manufacturing, clinical trials, obtainiregulatory approval for
products and marketing approved products; and

. greater financial and human resources for prodeetidpment, sales and marketing, and patent lidigat
As a result, we cannot assure you that we willlide 8 compete effectively against these compamiéiseir products.
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We believe that the principal competitive factorour market include:

. comfort and ease of use;

. safe, reliable and high quality performance of piaid;

. cost of products and eligibility for reimbursement;

. customer service and support and comprehensiveagdudor patients and diabetes care providers;
. speed of product innovation and time to market;

. effective sales, marketing and distribution;

. regulatory expertise;

. technological leadership and superiority; and

. brand awareness and strong acceptance by healffrcdessionals and patients.

Manufacturing

We manufacture our continuous glucose monitorirggesyis with components supplied by outside vendwaisaath parts manufactured by us
internally. Key components that we manufacturerira#ly include the electrodes and membranes foisbort-term sensors, and our
proprietary biointerface and sensing membranesidofong-term sensors. The remaining componentsaaseémblies are purchased from
outside vendors. We then assemble, test, packabshamthe finished clinical trial sensors and reess, which consist of a sensor, a radio-
frequency transmitter and a receiver and, in tlse ©d our short-term sensor, an insertion device.

We purchase certain components and materials fioglessources due to quality considerations, costonstraints resulting from regulatory
requirements. Currently, those single sources &éZemiconductor, Inc., which produces the appiaraspecific integrated circuits used in
our sensors and transmitters; Flextronics InteonatiLtd., which assembles the printed circuit dsdpr our sensors and receivers; Quallion
LLC, which produces the batteries for our third @etion implantable long-term sensor and our stewrtx sensor; and Vita Needle, which
manufactures the insertion needle for our short+teontinuous glucose monitoring system. Generallyeements with these and our other
suppliers can be terminated by either party upamtsiotice. We may not be able to quickly estabdidditional or replacement suppliers for
our single-source components, especially aftelpooducts are commercialized, in part because ofF v approval process and because of
the custom nature of the parts we designed. Anplgupterruption from our vendors or failure to alst alternate vendors for any of the
components would limit our ability to manufactuner systems, and could have a material adverseteffiecur business.

Our manufacturing facility is located in our headdars in San Diego, California, where we have ntloa@ 3,500 square feet of laboratory
space and approximately 3,000 square feet of &@BK clean rooms. This facility was approved fordical device manufacturing in

July 2004 by the Food and Drug Branch of the Siatealifornia Department of Health Services. Wedawot been inspected by the FDA and
will have to successfully complete an FDA inspetti@fore we can ship any commercial products.
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We believe that our current facility will be adetpigo manufacture our products at least througHitsieyear of commercial production. We
currently have limited resources, facilities angenence to commercially manufacture our proddaotsrder to produce our continuous
glucose monitoring systems in the quantities wecgrdte to meet market demand, we will need toaase our manufacturing capacity by a
significant factor over the current level. There technical challenges to increasing manufactwagacity, including equipment design and
automation, material procurement, problems wittdpotion yields, and quality control and assuraiaklitionally, the production of our
continuous glucose monitoring systems must occartiighly controlled and clean environment to mizirparticles and other yield- and
quality-limiting contaminants. Developing commetesgale manufacturing facilities will require the @siment of substantial additional fur
and the hiring and retaining of additional managetna&d technical personnel who have the necessanyfacturing experience. We plan to
use approximately $10.0 million in proceeds frois tffering to fund expansion of the facilitiesuggment and personnel we may require to
scale our manufacturing capacity. Even if our patslueceive regulatory approval, if we are unablmanufacture a sufficient supply of
product, maintain control over expenses or othenaidapt to anticipated growth, or if we underestngaowth, we may not have the
capability to satisfy market demand and our busing8 suffer.

In order to develop facilities adequate to sustaamufacturing beyond the first year of commercraldpiction, we plan to lease additional
facilities in the future. Our existing facility Isa includes a right of first offer with respectio adjacent facility that would become availab
the current tenant exits the facility at the endtofease in 2007 or earlier. In addition, ourilfgcis located in a large industrial district, én
we believe there are several other existing sitasdould be leased for expansion.

Intellectual Property

Protection of our intellectual property is a stegatepriority for our business. We rely on a comlbioa of patent, copyright and other
intellectual property laws, trade secrets, nond®ale agreements and other measures to proteptauietary rights. As of March 18, 2005,
we had obtained seven issued U.S. patents, anBizhadditional U.S. patent applications pending.b#&keve it will take up to five years, and
possibly longer, for these pending U.S. patentiagpbns to result in issued patents. Our issudens expire between 2006 and 2021. We
have filed 21 foreign patent applications seekigbts corresponding to aspects of our issued Lafents and pending U.S. patent
applications.

We also rely on licenses to use various patentdtht#ogies that are material to our business. titiath to our own patents, we have entered
into an exclusive license agreement in the fieldhgdlantable devices for diabetes for nine U.Sept that cover portions of the biointerface
technologies used in our sensors. We do not owpadkents that underlie these licenses. Our rightsé these technologies and employ the
inventions claimed in the licensed patents areesuitdp our abiding by the terms of those licenBeaddition, we do not control the
prosecution of the patents subject to this licearse strategy for determining when such patemésilsl be enforced. As a result, we are
largely dependent upon our licensor to determireaibpropriate strategy for prosecuting and enfgrttiose patents.

Together, our patents, patent applications andusik@ licenses of patents protect aspects of a@r membrane and sensor technologies, and
our patent applications cover product conceptedntinuous glucose monitoring. We believe thatpatent and license position will provide
us with sufficient rights to develop, sell and gaitour proposed commercial products. However patgnt applications may not result in
issued patents, and we cannot assure you thatedegtp that have issued or might issue will prabectintellectual property rights.
Furthermore, we cannot assure you
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that all of our patents will be upheld. Any pateistsied to us may be challenged by third partidseasy invalid or unenforceable, or third
parties may independently develop similar or commgetechnology that avoids our patents. We caneatdstain that the steps we have taken
will prevent the misappropriation of our intelleatyroperty, particularly in foreign countries whdhe laws may not protect our proprietary
rights as fully as in the United States.

The medical device industry in general, and theage testing sector of this industry in particuéae characterized by the existence of a large
number of patents and frequent litigation basedssertions of patent infringement. We are awaraugferous patents issued to third parties
that relate to aspects of our business, includiegdiesign and manufacture of continuous glucosetorory sensors and membranes, as well
as methods for continuous glucose monitoring. Thieass of each of these patents could assert thah#nufacture, use or sale of our
continuous glucose monitoring systems infringes @nmore claims of their patents. Each of thesergatcontains multiple claims, any ont
which may be independently asserted against usmmercialization of our product. There may be pistefiwhich we are presently unaw
that relate to aspects of our technology that condderially and adversely affect our business.diiteon, because patent applications can
many years to issue, there may be currently perafipdications, unknown to us, which may later resuissued patents that materially and
adversely affect our business.

Any adverse determination in litigation or integface proceedings to which we may become a padtinglto patents could subject us to
significant liabilities to third parties or requius to seek licenses from other third parties.Haurrhore, if we are found to willfully infringe
third-party patents, we could, in addition to othenalties, be required to pay treble damagesoAth patent and intellectual property
disputes in the medical device area have often bettied through licensing or similar arrangemetasts associated with such arrangements
may be substantial and could include ongoing r@&lWWe may be unable to obtain necessary licemsesatisfactory terms, if at all. If we do
not obtain necessary licenses, we may not be alvkdesign our products to avoid infringement. Adeedeterminations in a judicial or
administrative proceeding or failure to obtain rsszey licenses could prevent us from manufactuaimdyselling our products, which would
have a significant adverse impact on our business.

We also rely on trade secrets, technical know-ho#v@ntinuing innovation to develop and maintain campetitive position. We seek to
protect our proprietary information and other ilgefual property by generally requiring our emplegeconsultants, contractors, outside
scientific collaborators and other advisors to exemon-disclosure and assignment of inventionexgemts on commencement of their
employment or engagement. Agreements with our eyep®also forbid them from bringing the proprietagits of third parties to us. We
also generally require confidentiality or matetrainsfer agreements from third parties that receiweconfidential data or materials. We
cannot provide any assurance that employees amtphities will abide by the confidentiality or mgsnent terms of these agreements.
Despite measures taken to protect our intellegit@derty, unauthorized parties might copy aspefctaipproducts or obtain and use
information that we regard as proprietary.

We do not currently have any registered trademakiesrecently filed for the registration of a tradsifor the name "DexCom" but our
application was rejected. If we cannot obtain deraark registration for DexCom, we may have to geasur company name or market our
products under a different name, which could rasuignificant expense.
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Government Regulation

Our products are medical devices subject to exteresid ongoing regulation by the Food and Drug Ausiriation, or FDA, and regulatory
bodies in other countries. The Federal Food, Dndy@osmetic Act, or FDCA, and the FDA's implemegtiagulations govern product
design and development, pre-clinical and clinieating, premarket clearance or approval, produciuf@eturing, product labeling, product
storage, advertising and promotion, product satelsdistribution, and post-market clinical survaite. We do not have the necessary
regulatory approval to market our continuous gleco®nitoring systems or any other products in thédd States or in any foreign market.

FDA Regulation

Unless an exemption applies, each medical deviceigle to commercially distribute in the United ®wtwill require either prior 510(k)
clearance or prior premarket approval, or PMA, fithie FDA. The FDA classifies medical devices inte @f three classes. Devices requil
fewer controls because they are deemed to pose liskeare placed in Class | or II. Class | deviaes subject to general controls such as
labeling, premarket notification, and adherencéhéoFDA's Quality System Regulation, or QSR. Clasievices are subject to special
controls such as performance standards, postmsuketillance, FDA guidelines, as well as generatimis. Some Class | and Class |l
devices are exempted by regulation from the preetarétification, or 510(k) clearance requirementha& requirement of compliance with 1
QSR. Devices are placed in Class Ill, which requapproval of a PMA application, if they are deerhgdhe FDA to pose the greatest risk,
such as life-sustaining, life-supporting or impkvie devices, or to be "not substantially equivéleither to a previously 510(k) cleared
device or to a "preamendment"” Class Ill deviceammercial distribution before May 28, 1976 for whieMA applications have not been
required. We believe our long and short-term carttirs glucose monitoring systems will require pré@meapproval, which requires a
demonstration of the safety and efficacy of theicksvand is a more time-consuming and expensivegsothan a 510(k) clearance.

A PMA application must be supported by valid safemevidence, which typically requires extensiwegtal including technical, pre-clinical,
clinical, manufacturing and labeling data, to destmate to the FDA's satisfaction the safety anidadf of the device. A PMA application
also must include a complete description of théadeand its components, a detailed descriptiom®fmethods, facilities and controls used to
manufacture the device, and proposed labelingr&ffeMA application is submitted and found to bHisiently complete, the FDA begins i
in-depth review of the submitted information. Duyithis review period, the FDA may request additionformation or clarification of
information already provided. Also during the raviperiod, an advisory panel of experts from outsigeFDA may be convened to review
and evaluate the application and provide recommendato the FDA as to the approvability of the idevIn addition, the FDA generally w
conduct a pre-approval inspection of the manufaaguiacility to ensure compliance with QSR, whigyuires manufacturers to follow
design, testing, control, documentation and othlity assurance procedures.

FDA review of a PMA application generally takesveeén one and three years, but may take significéomiger. The FDA can delay, limit or
deny approval of a PMA application for many reasamguding:

. our systems may not be safe or effective to the BBAtisfaction;

. the data from our pre-clinical studies and clinicills may be insufficient to support approval;
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. changes in FDA approval policies or adoption of megulations may require additional data.

If the FDA evaluations of both the PMA applicatiand the manufacturing facilities are favorable, FB&A will either issue an approval lett
or approvable letter, which usually contains a nendf conditions which must be met in order to sedinal approval of the PMA. When a
if those conditions have been fulfilled to the stittion of the FDA, the agency will issue a PMAgval letter authorizing commercial
marketing of the device for certain indicationsthié FDA's evaluation of the PMA or manufacturiagilities is not favorable, the FDA will
deny approval of the PMA or issue a not approvéditer. The FDA may also determine that additiariical trials are necessary, in which
case the PMA approval may be delayed for severakinscor years while the trials are conducted ard the data submitted in an amendn
to the PMA. The PMA process can be expensive, taiceand lengthy and a number of devices for witibi®\ approval has been sought by
other companies have never been approved for niagket

New PMA applications or PMA supplements may be irsgufor modifications to the manufacturing progéabeling and devic
specifications, materials or design of a devicée ithapproved through the PMA process. PMA apprsugiplements often require submission
of the same type of information as an initial PMgphcation, except that the supplement is limitednformation needed to support any
changes from the device covered by the original Pagplication and may not require as extensiveaindata or the convening of an
advisory panel.

Clinical trials are almost always required to suppoPMA application and are sometimes requirecaf6a0(k) clearance. These trials
generally require submission of an applicationdorinvestigational device exemption, or IDE, to Bi®A. The IDE application must be
supported by appropriate data, such as animalabatdtory testing results, showing that it is $afeest the device in humans and that the
testing protocol is scientifically sound. The IDgpéication must be approved in advance by the F@#afspecified number of patients, unl
the product is deemed a non-significant risk dewice eligible for more abbreviated IDE requireme@snerally, clinical trials for a
significant risk device may begin once the IDE &milon is approved by the FDA and the study protand informed consent are approved
by appropriate institutional review boards at theical trial sites. The FDA's approval of an IDBoss clinical testing to go forward, but dc
not bind the FDA to accept the results of the @mbufficient to prove the product's safety aridaty, even if the trial meets its intended
success criteria. All clinical trials must be conthd in accordance with the FDA's IDE regulatiorsolr govern investigational device
labeling, prohibit promotion, and specify an arcdyecordkeeping, reporting and monitoring resphifises of study sponsors and study
investigators. Clinical trials must further compWth the FDA's regulations for institutional revidward approval and for informed consent.
Required records and reports are subject to ingpelby the FDA. The results of clinical testing niag unfavorable or, even if the intended
safety and efficacy success criteria are achieveg, not be considered sufficient for the FDA torgrapproval or clearance of a product. The
commencement or completion of any of our clinicil$ may be delayed or halted, or be inadequasapport approval of a PMA
application, for numerous reasons, including, kaitlimited to, the following:

. the FDA or other regulatory authorities do not amera clinical trial protocol or a clinical triady place a clinical trial on hold;

. patients do not enroll in clinical trials at theéeave expect;
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patient follow-up is not at the rate we expect;

patients experience adverse side effects;

patients die during a clinical trial, even thougkit death may not be related to our products;
institutional review boards and third-party clidigasestigators may delay or reject our trial picab

third-party clinical investigators decline to participatea trial or do not perform a trial on our anpiated schedule or consist
with the clinical trial protocol, good clinical prices or other FDA requirements;

third-party organizations do not perform data azilten and analysis in a timely or accurate manner;

regulatory inspections of our clinical trials or mdiacturing facilities, which may, among other tfsnrequire us to undertake
corrective action or suspend or terminate our cdihirials;

changes in governmental regulations or adminisgadctions;
the interim or final results of the clinical triate inconclusive or unfavorable as to safety acaffy; and

the FDA concludes that our trial design is inadégtia demonstrate safety and efficacy.

We filed a PMA application for our short-term cantous glucose monitoring system in March 2005,\aaexpect to file a PMA application
for our second generation long-term continuous@geanonitoring system in 2006. We do not expecishortierm system to be approved
sale before 2006 at the earliest, and do not expedbng-term system to be approved for sale lee2®07. Our clinical trials may not
generate favorable data to support any further Rig@lications, and we may not be able to obtain sygtovals on a timely basis, or at all.
Delays in receipt of or failure to receive suchrappls, the loss of previously received approvaidailure to comply with existing or future
regulatory requirements would have a material amveffect on our business, financial condition wesilts of operations. Even if granted,
approvals may include significant limitations o ihtended use and indications for use for whichpsaducts may be marketed.

After a device is approved and placed in commeurigtibution, numerous regulatory requirementshapphese include:

establishment registration and device listing;
QSR, which requires manufacturers to follow destgsting, control, documentation and other quaggurance procedures;

labeling regulations, which prohibit the promoti@inproducts for unapproved or "off-label" uses angose other restrictions
on labeling;
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contributed to a death or serious injury or malfioreed in a way that would likely cause or conttéto a death or serious
injury if it were to recur; and

. corrections and removal reporting regulations, Whiequire that manufacturers report to the FDAdfigbrrections and product
recalls or removals if undertaken to reduce atodkealth posed by the device or to remedy a v@iadf the FDCA that may
present a risk to health.

Also, the FDA may require us to conduct postmasketeillance studies or order us to establish aamhtain a system for tracking our
products through the chain of distribution to tlaignt level. The FDA and the Food and Drug Brawicthe California Department of Health
Services enforce regulatory requirements by comagigteriodic, unannounced inspections and mark®&edlance. Inspections may include
the manufacturing facilities of our subcontractors.

Failure to comply with applicable regulatory re@uirents, including those applicable to the condtiouoclinical trials, can result in
enforcement action by the FDA, which may lead tp aithe following sanctions:

. warning letters;

. fines and civil penalties;

. unanticipated expenditures;

. delays in approving or refusal to approve our stemrh continuous glucose monitoring system or ofiteducts;
. withdrawal of FDA approval;

. product recall or seizure;

. interruption of production;

. operating restrictions;

. injunctions; and

. criminal prosecution.

We and our contract manufacturers, specificatiorelibgpers, and some suppliers of components or dedcessories, are also required to
manufacture our products in compliance with cur@abd Manufacturing Practice, or GMP, requiremeaetsforth in the QSR. The QSR
requires a quality system for the design, manufacfuackaging, labeling, storage, installation s@icing of marketed devices, and includes
extensive requirements with respect to quality ganzent and organization, device design, buildiegsjpment, purchase and handling of
components, production and process controls, pawfand labeling controls, device evaluation, disttion, installation, complaint handlin
servicing, and record keeping. The FDA enforceQB& through periodic unannounced inspectionsriagtinclude the manufacturing
facilities of our subcontractors. If the FDA beléswe or any of our contract manufacturers or agdlsuppliers is not in compliance with
these
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requirements, it can shut down our manufacturingrafions, require recall of our products, refusagprove new marketing applications,
institute legal proceedings to detain or seize pet&l enjoin future violations, or assess civil arichinal penalties against us or our officer
other employees. Any such action by the FDA wowddeha material adverse effect on our business.allieat assure you that we will be able
to comply with all applicable FDA regulations.

I nternational Regulation

International sales of medical devices are sultfeftireign government regulations, which may vargstantially from country to country.

The time required to obtain approval in a foreignrmry may be longer or shorter than that requioed=DA approval, and the requirements
may differ. There is a trend towards harmonizatibguality system standards among the Europeanriloited States, Canada and various
other industrialized countries.

The primary regulatory environment in Europe ig thfahe European Union, which includes most ofrregor countries in Europe. Other
countries, such as Switzerland, have voluntarilypdeld laws and regulations that mirror those offbhepean Union with respect to medical
devices. The European Union has adopted numereertigies and standards regulating the design, raahwk, clinical trials, labeling and
adverse event reporting for medical devices. Devibhat comply with the requirements of a relevargadive will be entitled to bear the CE
conformity marking, indicating that the device comhs to the essential requirements of the applkcdivectives and, accordingly, can be
commercially distributed throughout Europe. Thehodtof assessing conformity varies depending ortldees of the product, but normally
involves a combination of self-assessment by theufaaturer and a third party assessment by a "ldtBody." This third party assessment
may consist of an audit of the manufacturer's tpalistem and specific testing of the manufactsigmdoduct. An assessment by a Notified
Body of one country within the European Union iguieed in order for a manufacturer to commercidiltribute the product throughout the
European Union. Outside of the European Union, leggry approval needs to be sought on a countrgduyntry basis in order for us to
market our products.

Third-Party Reimbursement

The availability of insurance coverage and reimbomsnt for newly approved medical devices is ungerta the United States, patients using
existing single-point finger stick devices are gailg reimbursed all or part of the product cost\dgdicare or other third-party payors. The
commercial success of our products in both domesticinternational markets will be substantiallpeledent on whether thingarty coverag
and reimbursement is available for patients thatais products. Thirgharty coverage may be particularly difficult to aiot if our systems ai
not approved by the FDA as replacements for exystingle-point finger stick devices. Medicare, Mzdd, health maintenance organizations
and other thirdparty payors are increasingly attempting to conltealthcare costs by limiting both coverage andetiel of reimbursement
new medical devices, and, as a result, they magaoar or provide adequate payment for our produicterder to obtain reimbursement
arrangements, we may have to agree to a net saded@wer than the net sales price we might charg#her sales channels. The continuing
efforts of government and third-party payors totagmor reduce the costs of healthcare may limitreuenue. Our initial dependence on the
commercial success of our short-term continuousage monitoring system makes us particularly sugderdo any cost containment or
reduction efforts. Accordingly, even if our shoetsh continuous glucose monitoring system or fupraslucts are approved for commercial
sale, unless government and other third-party maymvide adequate coverage and reimbursementifgroducts, patients may not use
them.

In some foreign markets, pricing and profitabilifymedical devices are subject to government cbritrahe United States, we expect that
there will continue to be federal and state profsofa similar
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controls. Also, the trends toward managed healéhitathe United States and proposed legislaticenihéd to reduce the cost of government
insurance programs could significantly influence plurchase of healthcare services and productsagdesult in lower prices for our
products or the exclusion of our products from lmimsement programs.

Environmental Regulation

Our research and development and clinical processek/e the handling of potentially harmful biologl materials as well as hazardous
materials. We are subject to federal, state aral laes and regulations governing the use, handéitigage and disposal of hazardous and
biological materials and we incur expenses relaingompliance with these laws and regulationsidfations of environmental, health and
safety laws occur, we could be held liable for dgesa penalties and costs of remedial actions. Tégsenses or this liability could have a
significant negative impact on our financial coratit We may violate environmental, health and safews in the future as a result of human
error, equipment failure or other causes. Enviramialdaws could become more stringent over timgyasing greater compliance costs and
increasing risks and penalties associated withatimis. We are subject to potentially conflictimglahanging regulatory agendas of political,
business and environmental groups. Changes tawicteons on permitting requirements or proceskagardous or biological material
storage or handling might require an unplannedtabipivestment or relocation. Failure to complyhwitew or existing laws or regulations
could harm our business, financial condition arslilts of operations.

Advisory Boards
Clinical Advisory Board

We have established a clinical advisory board, isting of individuals with recognized expertiseratated fields. Our members advise us
concerning product development and clinical trieéign. Members of our clinical advisory board nfeanally and informally with us.
Several members of our clinical advisory boardeanployed by academic institutions and may have ciomemts to, or agreements with,
other entities that may limit their availability ts. Members of our clinical advisory board mayalsrve as consultants to other medical
product companies, including those that may be atitiyve with ours. The following persons are mensbefrour clinical advisory board:

Name Affiliation

Richard Bergenstal, M.L International Diabetes Cent
Bruce Bode, M.D Atlanta Diabetes Associat
Patrick Boyle, M.D. University of New Mexicc

John Buse, M.D University of North Carolini
Steven Edelman, M.C University of California, San Dieg
Satish Garg, M.D Barbara Davis Cent¢

Lois Jovanovic, M.D Sansum Research Foundat
Christopher Saudek, M.I Johns Hopkins Universit

William Tamborlane, M.D Yale University

Scientific Advisory Board

We have established a scientific advisory boardsisting of individuals with recognized expertiseélated fields. Our members advise us
concerning technical approaches to product desigrdavelopment. Members of our scientific advidoogrd meet formally and informally
with us. Several members of our scientific advidoogrd are employed by academic institutions angl Im&e commitments to, or agreeme
with, other entities that may limit their availahjlto us. Members of our scientific advisory boandy also serve as consultants to other
medical product companies,
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including those that may be competitive with odise following persons are members of our scientitleisory board:

Name Affiliation

James M. Anderson, M.D., Ph. Case Western Universi

Clark Colton, Ph.D Massachusetts Institute of Technolc

Polly Matzinger, Ph.D National Institute of Health, Department of Immuwgy
Buddy D. Ratner, Ph.L University of Washington, Department of Bioengineg!

Members of these boards are paid a stipend fandittg meetings. In 2004, we paid an aggregate 6f08® in stipends for attending meeti
and consulting fees for specific projects we hagiested, and reimbursed an aggregate of $7,08penses, for all of the members of the
clinical advisory board, and we paid an aggreg&f#l6,000 in stipends for attending meetings anmsatiing fees for specific projects we
have requested, and reimbursed an aggregate @fGbB@xpenses, for all of the members of the s$ifiemdvisory board. None of the
members of these boards owns any of our capitekgiohas any options or warrants to purchase &oyrmocapital stock.

Employees

As of February 28, 2005, we had 63 employees. Apprately 32 employees are engaged in research @rglapment, 12 in manufacturing,
13 in clinical, regulatory and quality assurancw] & in general and administrative functions. Noheur employees is represented by a labor
union or is covered by a collective bargaining agrent. We have never experienced any employmeatereivork stoppages and consider
our employee relations to be good.

Facilities

We maintain our headquarters in San Diego, Caliéoimone leased facility of approximately 23,00@are feet, which includes our
laboratory, research and development, manufactamaggeneral administration functions. The leaséhiis facility expires in 2010. We have
the right to extend the term of this lease for pagod of five years, and a right of first offer fan adjacent facility as space becomes avai
in that facility. We believe that our existing fhtyi is adequate to meet our needs through at 238, and that suitable additional space will
be available in the future on commercially reasbnsdrms as needed.

Legal Proceedings
We are not party to any material pending or threadditigation.
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MANAGEMENT

Directors and Executive Officers

The following table presents information regardiuy directors and executive officers as of Febr2&y2005.

Name Age Position

Andrew P. Rasde 46  President, Chief Executive Officer and Direc
Steven J. Kempe 50 Chief Financial Officel

James H. Brauker, Ph.| 54  Vice President of Research and Developn
Andrew K. Balo 57  Vice President of Clinical and Regulatory AffairsdaQuality System
Mark Brister 43  Vice President, Advanced Development Tei
Donald L. Lucas$b®) 74  Chairman of the board of directors

Brent Ahreng?®) 41  Director

Kim D. Blickenstaff() 52  Director

Sean Carne{P® 35  Director

Donald A. Lucagb®) 42  Director

Glen D. Nelson, M.D®) 67 Director

Jay S. Skyler, M.D®) 58  Director

(1) Member of the Audit Committee.
@) Member of the Compensation Committee.
() Member of the Nominating and Governance Committee.

Andrew P. Rasdal has served as our President and Chief Executiviegdfind on our board of directors since Janua@22Brom April 2000
to December 2001, Mr. Rasdal served as Senior Riiesident of Medtronic, Inc., a medical technologypany, and as President of
Medtronic, Inc., Vascular Division. From Februa8o® to April 2000, Mr. Rasdal served as General &d@n of Medtronic, Inc., Vascular
Division. Mr. Rasdal received a B.S. from San J8ge University and an M.B.A. from the Kellogg Guate School of Management,
Northwestern University

Steven J. Kemper has served as our Chief Financial Officer sincedd&003. From November 2001 to March 2003, Mr. Kengerved as
Chief Financial Officer and Treasurer of CryoGenrt.) a medical technology company. From Novemb®016 August 2001, Mr. Kemper
served as Chief Financial Officer of Proflowers;.Jran online flower company. From 1996 to preskint,Kemper has also served as
President of Pacific Financial Consulting. Mr. Kesnpeceived a B.A. from the University of CalifoanSan Diego, an M.B.A. from Loyola
Marymount University and an M.S. from San Diegat&taniversity. Mr. Kemper is a licensed C.P.A.

James H. Brauker, Ph.D. has served as our Vice President of Research anel@mnent since April 2000. From October 1999 to
March 2000, Dr. Brauker served as a consultanst®u Brauker received a B.S. and an M.S. fromt@eMichigan University and a Ph.D.
from Michigan State University.

Andrew K. Balo has served as our Vice President of Clinical angulReory Affairs and Quality Systems since Februz092. From
June 1999 to February 2002, Mr. Balo served as Niesident, Regulatory and Clinical Affairs of Inc@ol Therapies, Inc., a medical
technology company. Mr. Balo received a B.S. frouim University of Maryland.
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Mark Brister has served as our Vice President, Advanced Devealnpfreams since May 2003. From February 1999 to R0&3, Mr. Briste
served in various capacities, including Vice PrestdResearch and Development, Vice President, AabDevelopment Teams and Vice
President, Peripheral Products of Medtronic, laenedical technology company.

Donald L. Lucas has served as Chairman of our board of directoceseptember 2002 and as a director since May. 200860, Mr. Luca
began a seven-year participation, including actisdpoth a general partner and a limited partneh, Biaper, Gaither & Anderson, the first
venture capital firm organized on the West Coash@United States. Since 1967, Mr. Lucas has betively engaged in venture capital
activities as a private individual. Mr. Lucas cunttg serves as a director of Cadence Design Systeims Macromedia, Inc., Oracle
Corporation, PDF Solutions, Inc. and 51job, Inc. Micas also serves as a director for several fglivdeld companies. Mr. Lucas received a
B.A. from Stanford University and an M.B.A. frometiStanford Graduate School of Business. Mr. Lusadsio trustee of Santa Clara
University and Chairman Emeritus of the Stanforstitnte for Economic Policy Research.

Brent Ahrens has served on our board of directors since Dece2®®&D. Mr. Ahrens is currently a General PartneCafaan Partners, a
venture capital firm, and has served in variousacéjes at Canaan Partners since July 1999. Mrergreceived a B.S. and an M.S. from the
University of Dayton and an M.B.A. from the AmosckuSchool of Business at Dartmouth College.

Kim D. Blickenstaff has served on our board of directors since Jun&.200 Blickenstaff is the céeunder of Biosite Incorporated, a medi
technology company, and since April 1988 has seageits President, Chief Executive Officer andatwe Mr. Blickenstaff received a B.A.
and an M.B.A. from Loyola University.

Sean Carney has served on our board of directors since Dece2@t. Since 1996, Mr. Carney has been employatdpurg Pincus LLC,
a private equity firm, and has served as a ManaBingctor of Warburg Pincus LLC and General ParoféVarburg Pincus & Co. since
January 2001. Mr. Carney also serves as a direttrch Capital Group Ltd. Mr. Carney received aiBAfrom Harvard College and an
M.B.A. from Harvard Business School.

Donald A. Lucas has served on our board of directors since May 200B2Lucas is the Founding Managing Director of R@foup, a ventur
capital firm founded in 1995. Mr. Lucas also serass Director of KhiMetrics, Inc., Chakshu Reskahac. and the Silicon Valley Chapter
the Juvenile Diabetes Research Foundation. Mr. 4 teeeived a B.A. from Santa Clara University. Mrcas is also a member of the
University of California, San Francisco, Diabetenér Leadership Council.

Glen D. Nelson, M.D. has served on our board of directors since Octd®@2. Since 2002, Dr. Nelson has served as Chaioh@bDN
Holdings, LLC, an aviation, health services and ic&ddevice company. From 1988 to 2002, Dr. Nelserved as Vice Chairman of
Medtronic, Inc., a medical device company. Dr. Melalso serves as a director of The St. Paul Teaw€ompanies, Inc. and Angiotech
Pharmaceuticals, Inc. Dr. Nelson received a B.@mfiHarvard University and an M.D. from the Univegrsf Minnesota.

Jay S. Skyler, M.D. has served on our board of directors since Septeg@f¥?. Dr. Skyler is a Professor of Medicine, Ré&tls and
Psychology and the Director of the General ClinRakearch Center at the University of Miami in Flar where he has been employed since
1976. Dr. Skyler also serves as the Chairman oPtaening Committee of the Clinical Research Ingit University of Miami Miller School

of Medicine and as Study Chairman for the Natidnsiitute of Diabetes & Digestive & Kidney Diseas#she Type 1 Diabetes TrialNet
clinical trial network. Dr. Skyler also
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serves as a director of Amylin Pharmaceuticals, amcl Precision Medical Devices, Inc. Dr. Skylareiged a B.S. from Pennsylvania State
University and an M.D. from Jefferson Medical Cgke

Each of our executive officers will serve in higiod until he resigns or is removed from office.radd A. Lucas is the son of Donald L.
Lucas. With the exception of such relationshiprérere no family relationships among any of ouectiors and executive officers.

Board of Directors Composition

Our charter documents authorize up to nine directfe currently have eight directors. Our curreérgaiors were elected pursuant to voting
provisions contained in a voting agreement thaemtered into with certain holders of our commortktand preferred stock. Upon the
closing of this offering, the voting agreement vl terminated and none of our stockholders wilehany special rights regarding board
representation.

Upon the consummation of this offering, we wilkfibur restated certificate of incorporation. Thetated certificate of incorporation will
divide our board of directors into three classeshewith staggered three-year terms:

. Class | directors, whose initial term will expirethe annual meeting of stockholders expected todhe in 2006;
. Class Il directors, whose initial term will expiaethe annual meeting of stockholders expectea: toetd in 2007; and
. Class IlI directors, whose initial term will expia¢ the annual meeting of stockholders expectdet toeld in 2008.

At each annual meeting of stockholders after titalrclassification, the successors to director®se terms have expired will be elected to
serve from the time of election and qualificationtilthe third annual meeting following electionpth the consummation of this offering, the
Class | directors will consist of Brent Ahrens dfich Blickenstaff; the Class Il directors will cossiof Donald L. Lucas, Donald A. Lucas i
Jay Skyler; and the Class Il directors will congiEGlen Nelson, Sean Carney and Andrew Rasda& Aesult, only one class of directors
be elected at each annual meeting of our stocktgldéth the other classes continuing for the remer of their respective three-year terms.

In addition, we intend to amend our bylaws upondtiesummation of this offering to provide that othg board of directors may fill
vacancies on the board of directors until the aextual meeting of stockholders. Any additional civeships resulting from an increase in the
number of directors will be distributed among theee classes so that, as nearly as possible, Eashvall consist of one-third of the total
number of directors.

This classification of the board of directors ahe provisions described above may have the effettlaying or preventing changes in our
control or management. See "Description of Cajsitatk—Anti-Takeover Provisions—Restated Certificafténcorporation and Restated
Bylaw Provisions."

Committee Composition

Our board of directors has established three stgnobmmittees: the audit committee, the compensatonmittee and the nominating and
governance committee.

77




Case 1:05-cv-00590-GMS  Document 7-3  Filed 08/31/2005 Page 85 of 139

Audit Committee.  The audit committee reviews and evaluates inantial statements, accounting practices andrdarrial accounting
procedures, selects and engages the appointmeut afdependent auditors and reviews the resuttssaape of the audit and other services
provided by our independent auditors. The membkeosioaudit committee are Kim Blickenstaff, Seanitey, Donald A. Lucas and

Donald L. Lucas, each of whom we believe will dgtibe independence requirements of the NASDAQ dveti Market and the SEC.

Compensation Committee.  The compensation committee reviews and malesmmendations to our board of directors regardieg t
compensation and benefits of our officers and thirs¢ administers our equity compensation and eyegldenefits plans and reviews our
general policies relating to compensation and bendthe members of our compensation committedBegat Ahrens, Sean Carney and
Donald A. Lucas, each of whom we believe will gtihe independence requirements of the NASDAQ dveti Market. Each member of tl
committee is a non-employee director, as define®ute 16b-3 promulgated under the Exchange Acteamdutside director, as defined
pursuant to Section 162(m) of the Internal ReveDaode of 1986.

Nominating and Governance Committee.  The nominating and governance committee mag@smmendations to our board of directors
concerning candidates for election to our boardictors and other corporate governance mattées nfembers of our nominating and
governance committee are Brent Ahrens, Donald lcasuGlen Nelson and Jay Skyler, each of whom weveewill satisfy the
independence requirements of the NASDAQ Nationalkiéia

Compensation Committee Interlocks and Insider Parttipation

None of the members of our compensation commitésealh any time been one of our officers or emplsylene of our executive office
serves or in the past has served as a member bbd#rd of directors or compensation committee gfetity that has one or more of its
executive officers serving on our board of direstor our compensation committee.

Mr. Ahrens, one of our directors, is a Generalirarbf Canaan Partners. Entities associated wittag@aPartners purchased 2,158,152 share:
of our Series C preferred stock in May 2002 and 581 shares of our Series D preferred stock in Bées 2004. Entities associated with
Canaan Partners collectively represent approximdtel1% of our outstanding capital stock as of Eaby 28, 2005. Mr. Ahrens disclaims
beneficial ownership of all shares held by entiissociated with Canaan Partners.

Mr. Carney, one of our directors, is a Managingebior of Warburg Pincus LLC and General PartnéVafburg Pincus & Co. Entities
associated with Warburg Pincus Private Equity MLIR. purchased 5,384,928 shares of our Serieefenped stock in December 2004.
Entities associated with Warburg Pincus Privateiydtill, L.P. collectively represent 13.1% of oautstanding capital stock as of
February 28, 2005. Mr. Carney disclaims benefioiahership of all shares owned by the Warburg Pircigies.

Director Compensation

In March 2004, each of Kim Blickenstaff, Donaldllucas, Glen Nelson and Jay Skyler received an optigourchase 12,500 shares of our
common stock at an exercise price of $0.50 perrsiizach option vests ratably over a 48-month paiatihas a 10-year term.

Upon the consummation of this offering, each of mam-employee directors will receive an option tmghase 25,000 shares of our common
stock at the initial public offering price, and Cadd L. Lucas will receive an option to purchases0R, additional shares of our common stock
as Chairman of the
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Board of Directors. None of our employee directuase received cash compensation for their senasasrectors. Following this offering,
each non-employee director will receive an annetainer of $20,000. In addition, each remployee director will receive $1,500 per mee
and $1,000 per telephone meeting of the Board andrittees on which they serve and each committa efill receive an additional
$1,500 per meeting and $1,000 per telephone meetitigeir respective committees. The Chairman efBbard and the Chairman of the
Audit Committee will also receive additional annuetainers of $10,000 and $5,000, respectivelyoAbur directors, including our non-
employee directors, are reimbursed for their realslenexpenses in attending board of directors aaddof directors committee meetings.

Each eligible non-employee director who first beesra member of our board of directors after theptetion of this offering will be granted
an option to purchase 25,000 shares of our comtio@i.s~ollowing each annual meeting of our stockead, each noemployee director th
continues as a non-employee director will autonadlfide granted an additional option to purchas@® shares of our common stock and
the Chairman of the Board will be granted an addil option to purchase 5,000 shares of our constmok. Each option has or will have an
exercise price equal to the fair market value afaammon stock on the date of grant, will have ay&8@r term and will terminate six months
following the date the director ceases to be onauofdirectors for any reason other than death,J2whonths following that date if the
termination is due to death. We expect that allahoptions granted under the plan will vest asre-third of the shares on the first
anniversary of the date of grant and the balan¢beohares will vest ratably over the next 24 msmind that all additional options granted
will vest ratably over a 36-month period.

Executive Compensation

The following table presents compensation infororafor the year ended December 31, 2004 for owef@xecutive officer and each of our
four other most highly compensated executive offi®ghose salary and bonus for 2004 was more th@@,820. We refer to these five
executive officers as our named executive offiedsswhere in this prospectus.

Summary Compensation Table

Long-term
2004 Compensation
Annual Compensation Awards

Securities All Other

Underlying
Name and Principal Position Salary Options Compensation(l)
Andrew P. Rasdal
President and Chief Executive Offic $ 323,40( 411,00( $ 9,81¢
Steven J. Kemper
Chief Financial Officel 212,63! 69,81¢ 9,682
Andrew K. Balo
Vice President of Clinical and Regulatory AffairsdaQuality
Systems 202,25( 112,63¢ 9,644
James H. Brauker
Vice President of Research and Developn 202,25( 69,81¢ 6,76(
Mark Brister
Vice President, Advanced Development Tei 195,32! 116,10: 9,641

(1) Represents life insurance and health insurancefibene
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The following table presents information regardgugnts of stock options during the year ended Déegr81, 2004 to the named executive
officers. We granted these options to the namedwixe officers under our 1999 stock option plahe3e options either vest as to 25% of the
shares on the first anniversary of the date oftgnatin the remainder vesting ratably over a 36-rhquetriod thereafter or vest ratably over a
48-month period. Some of these options become exéieiss they vest, and others are exercisable iaredvof vesting, with unvested sh
subject to a right of repurchase by us at the éserice. All of the options listed on the followj table expire ten years after the date of ¢
and were granted at an exercise price equal ttathmarket value of our common stock as determimgdur board of directors on the date of
grant. The percentage of total options grantedripleyees in 2004 is based on options to purchastbof 1,449,252 shares of our common
stock granted in 2004.

The potential realizable values identified below ealculated based on the initial public offerimg@ of $12.00 per share, compounded at the
annual 5% or 10% rate shown in the table untilekgiration of the option, less the per share egerprice, multiplied by the number of sh:
issuable upon exercise of the option. The 5% afd d8sumed annual rates of stock price appreciat®mnequired by the rules of the
Securities and Exchange Commission and do notsept@ur estimate or projection of future commamlsiprices. Actual gains, if any, on
stock option exercises will depend on the futundgsemance of our common stock.

2004 Option Grants

Individual Grants

Potential Realizable Value at Assumed
Annual Rates of Stock Price Appreciation

Number of Percent of for Option Term
Securities Total Options
Underlying Granted to Exercise
Options Employees Price Expiration
Name Granted in 2004 Per Share Date 5% 10%
Andrew P. Rasdal 78,00( 54% $ 0.5C 02/09/1+ $ 1,485,64! $ 2,388,74.
150,00 10.4 0.5C 03/10/1¢ 2,857,01! 4,593,73
183,00( 12.¢ 2.4C 12/23/1¢ 3,137,85: 5,256,65!
Steven J. Kemper 20,55¢ 14 0.5C 02/09/1« 391,50¢ 629,49!
49,26! 34 2.4C 12/23/1« 844,66 1,415,01
Andrew K. Balo 15,41¢ 1.1 0.5C 02/09/1¢ 293,62 472,11
97,22 6.7 2.4C 12/23/1¢ 1,667,041 2,792,69
James H. Brauker 20,55¢ 14 0.5C 02/09/1« 391,50¢ 629,49!
49,26! 34 2.4C 12/23/1« 844,66 1,415,01
Mark Brister 15,00¢( 1.0 0.5C 02/09/1: 285,70: 459,37:
101,108 7.0 2.4C 12/23/1¢ 1,733,58! 2,904,17!

Aggregate Option Exercises in 2004 and Year-End Ojn Values

The following table sets forth certain informatimgarding unexercised options held as of Decembe?2@®4, by each of the named exect
officers. These values have been calculated baséueanitial public offering price of $12.00 pérese, less the applicable exercise price per
share, multiplied by the number of shares issuadsoiable, as the case may be, on the exercide afption. All options were granted under
our 1999 stock option plan. None of the named etkezofficers exercised any stock options during year ended December 31, 2004.
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2004 Year-End Option Values

Number of Securities Value of Unexercised
Underlying Unexercised In-the-Money Options at
Options at December 31, 2004 December 31, 2004
Name Exercisable(®) Unexercisable Exercisable Unexercisable
Andrew P. Rasd: 800,00( 261,00 $ 9,330,000 $ 2,653,801
Steven J. Kempe 171,28t 69,81¢ 1,969,81. 709,28t
Andrew K. Balo 93,08 148,01° 1,080,50: 1,517,47.
James H. Brauke 107,07¢ 106,94! 1,248,224 1,136,27.
Mark Brister 50,10¢ 190,99¢ 576,20¢ 2,004,38

(@ Includes options for an aggregrate of 800,000 shdrgl,288 shares, 50,000 shares and 50,000 shatds Rasdal, Mr. Kemper,
Mr. Balo and Dr. Brauker, respectively, that arenetliately exercisable, and, when and if exercia@tibe subject to a repurchase right held
by us, which right lapses in accordance with ttepeetive vesting schedules for such options.

Employment, Severance and Change of Control Arrangaents

In January 2005, we entered into a restated latferement with Mr. Rasdal. Under the letter agregnie the event we terminate
Mr. Rasdal's employment without cause or he isttoasvely terminated, he will receive 12 month&asgas severance.

In January 2005, we entered into a restated execatiange of control agreement with Mr. Rasdal.&dridis agreement, if a change of
control occurs and either (1) Mr. Rasdal is sendagn employee, director or consultant of oursedfiately prior to the effective date of the
change of control or (2) Mr. Rasdal's service asraployee, director or consultant has been termihaithout cause in the period of time
beginning 90 days prior to the earlier of (a) tkeaution of a letter of intent relating to the cparof control or (b) the execution of a defini
agreement with respect to the change of controlesudiing upon the effective date of the change ofrog in either case, provided that the
change of control with the party to the letterrdent or definitive agreement is consummated withio years following such execution, then
the vesting and exercisability of the shares ofammmon stock subject to each option granted toRdsdal shall be accelerated in full and
any reacquisition or repurchase rights held by itis respect to such shares shall lapse in full.
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The following options to purchase our common staksubject to the provisions of the executive ghasf control agreement:

Shares of Common Stock
Grant Date Subject to Option Vesting Schedule

December 12, 2001 500,000 Vests as to 25% of the shares on the first anraversf the
date of grant with the remainder vesting ratablgra 36-
month period thereafte

December 12, 2001 150,00( Vests as to 25% of the shares on the first anraversf the
date of grant with the remainder vesting ratablgra 36-
month period thereafte

February 10, 2004 78,00( Vests as to 25% of the shares on the first anraversf the
vesting commencement date with the remainder \@stin
ratably over a 3-month period thereafte

March 11, 200 150,00( Vests ratably over a -month period

December 24, 2004 183,00( Vests as to 25% of the shares on the first anraversf the
date of grant with the remainder vesting ratablgra 36-
month period thereafte

We have also entered into change of control arnraegés with Mr. Balo, Dr. Brauker, Mr. Brister and .NKemper that provide that in the
event of a change of control and in connection withl2 months following, the change of control, t@eminate their employment without
cause or constructively terminate Mr. Balo, Dr. lear, Mr. Brister or Mr. Kemper, all unvested stsaoé our common stock subject to all
options granted to such terminated individual willy vest. We have also agreed that in the evemtevminate Mr. Balo, Dr. Brauker,

Mr. Brister or Mr. Kemper's employment without capsuch terminated individual will receive six musmsalary as severance. In each case,
our obligation to make any severance paymentspsessly conditioned upon such terminated individuakecution and delivery of a general
release and waiver of all claims.

Employee Benefit Plans and Option Grants
1999 Stock Option Plan

Our board of directors adopted, and our stockhsldeproved, our 1999 stock option plan in AuguSi91As of February 28, 2005, option:
purchase 2,970,359 shares of our common stock evgsganding under our 1999 stock option plan. Tt@as outstanding under the plan
had a weighted average exercise price of $1.23hme. Our employees, consultants and directors gligible to receive awards under the
1999 stock option plan. Our 1999 stock option plélhterminate upon the effective date of our 2@@fuity incentive plan. However, any
outstanding options granted under our 1999 stotkmplan will remain outstanding and subject to ®899 stock option plan and related
stock option agreements until they are exercisathtlthey terminate or expire by their terms.
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director as defined under applicable federal tasslaOur compensation committee has the authoritytéwpret this plan and any agreement
entered into under the plan, grant awards and ratikeher determinations for the administratiortred plan.

With respect to stock options, our 1999 stock appitan provides for the grant of both incentivecktoptions that qualify for favorable tax
treatment under Section 422 of the Internal Reveuge for their recipients and nonqualified stopkians. Incentive stock options may be
granted only to our employees or employees of dmppsubsidiaries. Nonqualified stock options nbaygranted to our employees, officers,
directors, consultants, independent contractorsaangors and those of any of our subsidiaries. &xXezcise price of incentive stock options
must be at least equal to the fair market valugunfcommon stock on the date of grant. The exemise of incentive stock options granted
to 10% stockholders must be at least equal to 1a0%te fair market value of our common stock ondaée of grant. Nonqualified stock
options are granted with an exercise price at leqsal to the fair market value of our common stockhe date of grant. The maximum
permitted term of options granted under our 1988ksbption plan is ten years.

In the event of a change in control, this plan es that options held by current employees, dirscind consultants that are not assumed or
substituted, will immediately vest in full and beoe exercisable prior to such change in controlahdptions shall expire on the
consummation of the change in control.

2005 Equity I ncentive Plan

Our board of directors adopted in January 2005camdtockholders approved in March 2005, our 2Gf)6tg incentive plan. The 2005 equ
incentive plan will serve as the successor to @®91stock option plan. The 2005 equity incentivenplvill become effective on the date of
initial public offering and will terminate on therith anniversary of our initial public offering,lass terminated earlier by our board. The plan
will authorize the award of options, restrictedcgtawards, stock appreciation rights, restrictedlsunits and stock bonuses. No awards have
been granted under this plan.

Our 2005 equity incentive plan will be administebgdthe compensation committee of our board ofafiines, each member of which is an
outside director as defined under applicable fddarxalaws. Our compensation committee has theaaityhto interpret this plan and any
agreement entered into under the plan, grant aveardsnake all other determinations for the admiatgtn of the plan.

With respect to stock options, our 2005 equity imise@ plan provides for the grant of both incentsteck options that qualify for favorable
tax treatment under Section 422 of the InternaleRee Code for their recipients and nonqualifie@lstaptions. Incentive stock options may
be granted only to our employees or employees ywbéwour subsidiaries. No more than 3,000,000 sharay be issued pursuant to the
exercise of incentive stock options under the 284ty incentive plan. Nonqualified stock optioasd all awards other than incentive stock
options, may be granted to our employees, offiairectors, consultants, independent contractodsaaivisors and those of any of our
subsidiaries. The exercise price of incentive stoukons must be at least equal to the fair markte of our common stock on the date of
grant. The exercise price of incentive stock opgtigranted to 10% stockholders must be at least émdd0% of the fair market value of our
common stock on the date of grant. Nonqualifiedlstmptions and restricted stock generally will, haed not, be granted with an exercise
price at least equal to the fair market value afemmmon stock on the date of grant. The maximurmfiged term of options granted under
our 2005 equity incentive plan is ten
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years. Automatic grants of stock options to our-employee directors are provided for under this @a described above under "Director
Compensation.”

A restricted stock award is an offer by us to sk#res of our common stock subject to restrictidhs. price of a restricted stock award will
determined by the compensation committee. Unldssraise determined by the compensation committéeeatime of award, vesting ceases
on the date the participant no longer providesisesvto us and unvested shares are forfeited to us.

Stock bonuses are granted as additional compendatiperformance, and therefore, are not issuekamange for cash.

Stock appreciation rights provide for a paymenfpayments, in cash or shares of common stock gtbidfder based upon the difference
between the fair market value of our common statkhe date of exercise over the stated exercise pp to a maximum amount of cash or
number of shares. Stock appreciation rights mayha&sed on time or achievement of performance tiondi

Restricted stock units represent the right to rexehares of our common stock at a specified datteei future, subject to forfeiture of such
right due to termination of employment or failuceatchieve certain performance conditions. If therieted stock unit has not been forfeited,
then on the date specified in the restricted stotkagreement, we will deliver to the holder of tlestricted stock unit whole shares of our
common stock, cash or a combination of our comntocksand cash.

Awards granted under this plan generally may ndtéesferred in any manner other than by will oithey laws of descent and distribution.
Our compensation committee, however, may permitjnalified stock options to be transferred by doiasiations order or, in limited
circumstances, by gift. In the event of a liquidatidissolution or change in control transactiowept for options granted to non-employee
directors, awards may be assumed or substituteldebyuccessor company. Awards that are not assansubstituted will immediately vest
as to 100% of the common stock shares subjecttthexesuch time and on such conditions as ourdoofdirectors shall determine, and the
awards will expire at the time of liquidation, didgtion or closing of the change in control trangat

There will be 3,000,000 shares of our common steskrved for issuance under our 2005 equity ineemtian, which will include the shares
of our common stock reserved under our 1999 stptiko plan that were not already issued, or sulieoutstanding grants, on the date of
our initial public offering. The number of shareserved for issuance under this plan will autoradljide increased by any shares issued
under our 1999 stock option plan and outstandinthereffective date of this registration statentbat are forfeited or that are issuable upon
exercise of options granted pursuant to our 198€ksnption plan that expire without having beenreised in full.

In addition, under the terms of our 2005 equityeinttve plan, the number of shares of our commocksteserved for grant and issuance u
the plan will increase automatically on January &axh of the years starting from 2006 through 20y &n amount equal to the lesser of 3%
of our total issued and outstanding shares aseofitimediately preceding December 31st or the nurobghares determined by our board of
directors. Our board of directors or compensatiommittee may reduce the amount of any increasayrparticular year.
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Shares available for grant and issuance under@B 2quity incentive plan include:

. shares of our common stock issuable upon exertiar option or stock appreciation right grantedemthis plan that is
terminated or cancelled before the option or seqmireciation right is exercised;

. shares of our common stock subject to awards gidnieforfeited or repurchased by us at the origssue price; and

. shares of our common stock subject to awards gtamider this plan that otherwise terminate withghéres being issued.

During any calendar year, no person will be eligitd receive more than 500,000 shares, or, inake of new employees during their first
fiscal year of employment, 1,000,000 shares unde20605 equity incentive plan.

2005 Employee Stock Purchase Plan

Our board of directors adopted in February 2005a@ndstockholders approved in March 2005, our 28®ployee stock purchase plan. The
2005 employee stock purchase plan will become &ffeon the date of our initial public offering arsddesigned to enable eligible employ
to purchase shares of our common stock at a discoua periodic basis following the date of thiegpectus. Our compensation committee
administers the 2005 employee stock purchase @lanemployees generally are eligible to participatis plan if they are employed by us,
or a subsidiary of ours that we designate, for ntlea@ 20 hours per week, more than five monthsdalendar year and for at least three
months prior to the first day of an offering peri@ur employees are not eligible to participateun 2005 employee stock purchase plan if
they are 5% stockholders or would become 5% stddkih® as a result of their participation in thenplender the 2005 employee stock
purchase plan, eligible employees acquire sharesroéommon stock through payroll deductions, mthe case of the first offering period,
through cash payments on each purchase date witbhmperiod. Our eligible employees may selectaaghpayroll deduction between 1%
and 10% of their cash compensation. For the fiifstiog period, employees will be automatically gted an option based on 10% of their
cash compensation during the first offering peritad.employee's participation in this plan will eadtomatically upon termination of
employment for any reason. In the event of a chafigentrol transaction, this plan will terminatean the effective date of such transaction
and any funds in a participant's account as of siaté will be used to purchase shares of our conmstamk on such date, unless otherwise
provided by our compensation committee.

No participant will be able to accrue the righptorchase shares having a fair market value of @@ $25,000, determined as of the first
of the applicable offering period, for each calengzar covered by the applicable offering perioxicépt for the first offering period, each
offering period will be for one year and will cossof two six-month purchase periods. The firsedffg period will begin on the date this
registration statement is declared effective byS&€ and shall end on July 31, 2006, and may doofSig to three purchase periods. The
purchase periods in the first offering period mayelach more or less than six months long. Subs#guefiering periods will begin on each
February 1 and August 1 commencing with AugustOD52 The purchase price for shares of our comnmmkgiurchased under the 2005
employee stock purchase plan will be 85% of thedesf the fair market value of our common stocktanfirst day of the applicable offering
period or the fair market value of our common stonkhe last day of the applicable purchase pefag.compensation committee has the
power to change the starting date of any laterioifeperiod, the purchase date of a purchase parddhe duration of any offering period or
purchase period without
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stockholder approval if this change is announcddrbehe relevant offering period or other timeipdr Our 2005 employee stock purchase
plan is intended to qualify as an employee stoaklpase plan under Section 423 of the Internal Re¥&ode.

We have reserved 150,000 shares of our common &iogdsuance under the 2005 employee stock puecplas. The number of shares
reserved for issuance under the plan will increagematically on January 1 of each year, startin2006, by an amount equal to 1% of our
total outstanding shares as of the immediatelyqatig December 31. Our board of directors or corsgéon committee may reduce the
amount of the increase in any particular year. ddpgregate number of shares issued over the tethe gflan may not exceed 3,000,000
shares. The 2005 employee stock purchase platenitinate on the tenth anniversary of our initiablic offering, unless it is terminated
earlier by our board of directors or when all o #hares reserved for issuance under this planbeareissued.

401(K) Plan

We sponsor a retirement plan intended to qualifitiie favorable tax treatment afforded under Sast#01(a) and 401(k) of the Internal
Revenue Code of 1986, as amended, or the Code oegd who have attained at least 18 years of @ygeaerally eligible to become
participants in the plan on the first day of théendar month coinciding with or next following tdate they become employed by us.
Participants may make pre-tax contributions topta@ from their eligible earnings up to the statilygrescribed annual limit on pre-tax
contributions under the Code. Participants may alake after-tax contributions subject to the stagutimit on annual additions to defined
contribution plans and applicable nondiscriminatiests under the Code. We currently make no companiributions on behalf of
participants to the plan, but can do so in ourréisan. Pre-tax contributions by participants te filan and the income earned on such
contributions are generally not taxable to partiais until withdrawn. The income earned on afiésreontributions made by participants to
plan is generally not taxable to participants untthdrawn. Participant contributions are heldrimst as required by law. Each participant's
retirement benefit under the plan is determinedlgain the basis of contributions made on suchigipaint's behalf and earnings thereon. No
minimum benefit is provided under the plan.

Indemnification of Directors and Officers and Limitation of Liability

Our restated certificate of incorporation includgsrovision that eliminates the personal liabitfyour directors for monetary damages
resulting from breach of fiduciary duty as direstagxcept for liability:

. for any breach of the director's duty of loyaltyu®or our stockholders;

. for acts or omissions not in good faith or thatilve intentional misconduct or a knowing violatiohlaw;

. under section 174 of the Delaware General Corpmrdtaw regarding unlawful dividends and stock pasds; or
. for any transaction from which the director deriadimproper personal benefit.

These provisions are permitted under Delaware law.
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Our restated bylaws provide that:

. we must indemnify our directors and executive efficto the fullest extent permitted by Delaware, lsmbject to very limited
exceptions;

. we may indemnify our other employees and agengeasitted by Delaware law;

. we must advance expenses, as incurred, to outtaliseegnd executive officers in connection with galeproceeding to the

fullest extent permitted by Delaware law, subjectéry limited exceptions; and

. the rights conferred in the bylaws are not exclesiv
These provisions are permitted under Delaware law.

Prior to the completion of this offering, we intetwdenter into indemnity agreements with each afaarent directors and executive officers
to provide additional contractual assurances reggrthe scope of the indemnification provided foour restated certificate of incorporation
and restated bylaws and to provide additional ptoca protections. We believe that these provisemmd agreements are necessary to attract
and retain qualified directors and executive officé@resently, there is no pending litigation aygeeding involving any of our directors,
executive officers or employees for which indenwafion is sought.

We have liability insurance for our directors arfficers, including coverage for public securitieatters.
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RELATED PARTY TRANSACTIONS

Preferred Stock Financings

In July 1999, we sold an aggregate of 3,000,00€eshaf our Series A preferred stock at $1.00 paresfor an aggregate purchase price of
$3.0 million. In December 2000 and March 2001, wlel &in aggregate of 11,304,114 shares of our SBreferred stock at $1.44 per share
for an aggregate purchase price of $Ififion. In May and June of 2002, we sold an aggte®f 12,790,870 shares of our Series C pref
stock at $2.30 per share for an aggregate purgiraseof $29.4 million. In December 2004, we saidaggregate of 8,355,886 shares of our
Series D preferred stock at $2.69 per share fagamegate purchase price of $22.5 million. Eachesbfpreferred stock will convert
automatically into one-half of a share of our comnstock upon the closing of this offering. The fasers of these shares of preferred stock
are entitled to certain registration rights. Sees@iption of Capital Stock—Registration RightstieTinvestors in these financings included
the directors and holders of more than 5% of otstanding stock identified in the table below. Téens of these purchases were the san
those made available to unaffiliated purchasers.

Series A Series B Series C Series D
Investor Preferred Stock Preferred Stock Preferred Stock Preferred Stock
Directors
Kim Blickenstaff — — 108,69¢ —
Donald A. Lucas — — 130,43 22,36¢
Donald L. Lucas — — 652,17 65,29¢
Glen Nelsor — — — 37,137
Jay Skylet — — — 37,137
5% Stockholders
Entities affiliated with The St. Paul Travelers
Companies, Inc 3,000,001 3,752,02! 1,726,08 892,48’
Entities affiliated with Canaan Partnéks — 3,467,88: 2,158,15; 561,24(
Entities affiliated with Warburg Pincus Private
Equity VIII, L.P @) — — — 5,384,92
Entities affiliated with The Kaufmann Fui — 2,083,33: 434,78 252,13(
Entities affiliated with RWI Grou® — — 2,086,95! 255,50!

@) Brent Ahrens, one of our directors, is a Generalirfea of Canaan Partners.
(2 sean Carney, one of our directors, is a Partnearburg Pincus & Co., the sole general partner affirg Pincus Private Equity VIII, L.P.

() Donald A. Lucas, one of our directors, is a Fougdifenaging Director of RWI Group.
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The following table sets forth information regagliour issuances of common stock to our early imresind founders. None of the
individuals listed below are currently our employee

Number of
Shares of Price Per
Date Name Common Stock Share Type of Consideration
5/13/199¢ John F. Burc 370,000 $ 0.00z Cash
5/13/199¢ Scott L. Glenr 200,00( 0.00z Cash
5/13/199¢ Bret Megarge 20,00(¢ 0.00z Cash
5/13/199¢ Lauren Otsuk 10,00( 0.00z Cash
5/13/199¢ Windamere Venture Partners Ll 150,00( 0.002z Cash
6/30/199¢ Markwell Medical Institute, Inc. 950,00t 0.0z Patents, patent applications,

copyrights, copyright
applications and other
technology

Other Arrangements
In the year ended December 31, 2002, we paid Wiedavienture Partners $285,563 to perform manageseevices.
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PRINCIPAL STOCKHOLDERS

The following table presents information as tolteaeficial ownership of our common stock as of Baby 28, 2005 and as adjusted to reflect
the sale of the common stock in this offering by:

. each stockholder known by us to be the benefisiades of more than 5% of our common stock;
. each of our directors;

. each named executive officer; and

. all executive officers and directors as a group.

The percentage of shares beneficially owned ischare20,486,761 shares of common stock outstaratirgf February 28, 2005, assuming
that all outstanding preferred stock has been atedénto common stock. The percentage of shanesfioéally owned after this offering
includes shares of common stock being offered basahot include the shares that are subject tariberwriters' over-allotment option.
Percentage ownership figures after the offeringatiinclude shares that may be purchased by eashrp@ this offering.

Beneficial ownership is determined under the rolethe Securities and Exchange Commission and géyéncludes any shares over whic
person exercises sole or shared voting or invedtpwmer. Unless indicated above, the persons atitiesmamed below have sole voting
sole investment power with respect to all shareefieally owned, subject to community property awhere applicable. Shares of common
stock subject to options that are currently exafuis or exercisable within 60 days of February2Z®5 are deemed to be outstanding and to
be beneficially owned by the person holding theamst for the purpose of computing the percentageenship of that person but are not
treated as outstanding for the purpose of computiagpercentage ownership of any other person.ddrdtherwise indicated, the address for
each listed stockholder is c/o DexCom, Inc., 55%810n Drive, San Diego, California, 92121.

Percentage of Shares Outstandir

Number of Shares
Name and Address of Beneficial Owner Beneficially Owned Before Offering  After Offering

Directors and Named Executive Officers

Brent Ahreng?) 3,093,63! 15.1% 12.7%
Andrew Balo® 100,90¢ * *
Kim Blickenstaff(® 116,84¢ * *
James H. Braukéf) 148,43 * *
Mark Brister®) 61,77: * *
Sean Carneff) 2,692,46: 13.1 10.7
Steven J. Kempéf) 178,13¢ * *
Donald A. Lucas® 1,171,22! 5.7 4.7
Donald L. Lucas® 1,097,31. 5.4 4.4
Glen D. Nelsoril® 81,06¢ * *
Andrew P. RasddtV 824,37! 4.C 3.2
Jay S. Skyle 81,06¢ * *
All 12 directors and executive officers as a gré#p 9,647,25: 47.1 38.¢
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All 5% Stockholders
Entities affiliated with The St. Paul Travelers

Companies, Ind!3 4,685,29 22.¢ 18.€
Entities affiliated with Canaan Partnéts 3,093,63! 15.1 12.2
Entities affiliated with Warburg Pincus Private

Equity VI, L.P.®) 2,692,46. 13.1 10.7
Entities affiliated with The Kaufmann Futtf) 1,385,12; 6.8 5.5
Entities affiliated with RWI Grouf#) 1,171,22 5.7 4.7

*Represents less than 1% of the outstanding sludir@sr common stock.

() Represents 2,026,331 shares held by Canaan E4Lif§.| 906,435 shares held by Canaan Equity Il (FP) and 160,869 shares held by Canaan Equiiptiepreneurs LLC.

Mr. Ahrens is a General Partner of Canaan Partmérigh is the General Partner of Canaan Equity.P.L.Canaan Equity Il L.P. (QP) and Canaan EquiBntrepreneurs LLC. As a
General Partner, Mr. Ahrens shares voting and tnvesst power of the shares held by the entitiediatiid with Canaan Partners. Mr. Ahrens, Eric Youdgepak Kamra, John Balen, Guy
Russo, Gregory Kopchinsky, and Stephen Green studireg and investment power over shares owned ma@a Equity II, L.P., Canaan Equity I, L.P. (Q&)d Canaan Equity Il
Entrepreneurs LLC. Mr. Ahrens disclaims beneficiahership of these shares, except to the extelmsgiecuniary interest in the named funds. Mr. Akt@ddress is c/o Canaan Partners,
2765 Sand Hill Road, Menlo Park, CA 94025.

@ Represents options to purchase 100,909 shares cbowmon stock that are exercisable within 60 d#ySebruary 28, 2005, 9,376 of which would, if tHead been exercised, be sub
to our right of repurchase within 60 days of Febyuz8, 2005.

®) Includes options to purchase 62,500 shares of @unwn stock that are exercisable within 60 dayBetfruary 28, 2005, 19,897 of which would, if thedtbeen exercised, be subjec
our right of repurchase within 60 days of Febru28y 2005.

@ Includes options to purchase 65,935 shares of @unwn stock that are exercisable within 60 dayBetfruary 28, 2005, 11,457 of which would, if thedtbeen exercised, be subjec
our right of repurchase within 60 days of Febru2dy 2005.

®) Includes options to purchase 61,773 shares of aunwn stock that are exercisable within 60 dayBetfruary 28, 2005, none of which would, if they haen exercised, be subject to
our right of repurchase within 60 days of Febru28y 2005.

®) Represents 2,692,462 shares held by Warburg PRrévate Equity VIII, L.P., including two affiliatetimited partnerships. Warburg Pincus & Co. is $iée general partner of Warburg
Pincus Private Equity VIII, L.P. Warburg PincusvRtie Equity VIII, L.P. is managed by Warburg Pintws<. Mr. Carney is a partner of Warburg Pincus & @nd a managing director
and member of Warburg Pincus LLC. All shares inttideas owned by Mr. Carney are included becaubésdiffiliation with the Warburg Pincus entitiesr MCarney disclaims beneficial
ownership of all shares owned by the Warburg Pircugies. Mr. Carney's address is 466 Lexingtoeriue, New York, NY 10017.

™ Includes options to purchase 103,138 shares of@umon stock that are exercisable within 60 daySefifruary 28, 2005, 78,507 of which would, if thed been exercised, be subject
to our right of repurchase within 60 days of Febyu28, 2005.

® Represents 121,646 shares held by RWI Group IR,,1973,182 shares held by RWI Group 1V, L.P. a8d@1 shares held by Pronghorn Ventures IV, LLC. Mrcas is the founding
managing director of the RWI Group. As a Foundingnelging Director of RWI Group, Mr. Lucas sharesng@nd investment power of the shares held byriW& Group affiliates.
Donald A. Lucas and William Baumel share voting andestment power over RWI Group llI, L.P. DonaldlAicas, William Baumel and Mark Foley share votargl investment power
over RWI Group 1V, L.P. Donald A. Lucas retainsesabting and investment power over Pronghorn Vestly, LLC. Mr. Lucas disclaims beneficial ownersloif the shares held by RWI
Group Ill, L.P., RWI Group IV, L.P. and Pronghoreistures IV, LLC, except to the extent of his peamyinterest in the named funds. Mr. Lucas' addiesf% RWI Group, 835 Page M
Road, Palo Alto, CA 94304-1011.

© Represents 116,144 shares held by Sand Hill Finh@dmpany, 119,578 shares held by The Richardidak Foundation, 459,933 shares held by Teton &apimpany, 326,656
shares held by various trusts in which Mr. Lucaa isustee and options to purchase 75,000 sham@ms @ommon stock that are exercisable within 6@sdd February 28, 2005, 61,459 of
which would, if they were exercised, be subjeabdtio right of repurchase within 60 days of Februz8y2005. Mr. Lucas disclaims beneficial ownersffiphe shares held in the various
trusts in which he is a trustee, except to therstteat he is the beneficiary of any of such trusts Lucas disclaims beneficial ownership of theu®s held by Sand Hill Financial
Company, Teton Capital Company and The Richard itals Foundation, except to the extent of his pecynnterest in the named funds. Mr. Lucas' addiest Sand Hill Financial
Company, 3000 Sand Hill Road, Building 3-210, MeRkrk, CA 94025.

(10 |ncludes options to purchase 62,500 shares of @unwon stock that are exercisable within 60 dayBedfruary 28, 2005, 26,561 of which would, if theydtbeen exercised, be subject
to our right of repurchase within 60 days of Febyu28, 2005. Mr. Nelson's address is c/o GDN HadirLLC, 301 Carlson Parkway, #315, Minnetonka, 5B805.
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subject to our right of repurchase within 60 daf/Eebruary 28, 2005.

(12) Shares beneficially owned by all executive officansl directors as a group includes options to mgel, 356,130 shares of our common stock thatxareisable within 60 days of
February 28, 2005, 421,839 of which would, if theyg been exercised, be subject to our right ofr@mse within 60 days of February 28, 2005.

13) Represents 1,633,017 shares held by St. Paul \ee@apital V, LLC, 819,749 shares held by St. Paertdre Capital VI, LLC, 30,937 shares held by SulR/enture Capital Affiliate
Fund I, LLC, 375,000 shares held by Windamere, L&69,003 shares held by Windamere I, LLC and 297 ghares held by Windamere Ill, LLC and 1,140,268res held by Fog City
Fund, LLC. The St. Paul Travelers Companies, a@ublicly-traded company, owns 100% of St. Paré¢ Bhd Marine Insurance Company. St. Paul FireMadne Insurance Company
owns a controlling interest and has appointed aritgjof the members of the board of directors ate of St. Paul Venture Capital V, LLC and St. Péaihture Capital VI, LLC. St. Paul
Fire and Marine Insurance Company also owns a allinty interest of Windamere, LLC, Windamere I, CLWindamere Ill, LLC and Fog City Fund, LLC. SaW® Venture Capital V,
LLC, St. Paul Venture Capital VI, LLC and St. Pa@nture Capital Affiliates Fund I, LLC are jointmanaged by Split Rock Partners, LLC and Vesbridagners, LLC, however, voting
and investment power with respect to our shares baen delegated solely to Split Rock Partners,.L3lit Rock Partners, LLC has appointed a majasftthe members of the board of
directors of each of Windamere, LLC, Windamerd.UC, Windamere Ill, LLC and Fog City Fund, LLC. $ipRock Partners, LLC has delegated voting andstiment decisions to four
individuals who require a two-thirds vote to actickbel Gorman, James Simons, David Stassen and Xlid. Windamere, LLC, Windamere I, LLC, and Wiachere Ill, LLC have
delegated voting and investment decisions to S&lemn; however, investments or dispositions in ega# certain amounts must be approved by the hafaditectors of each entity. Fog
City Fund, LLC has delegated voting and investnumaisions to Nancy Olson; however, investmentsgpasitions in excess of certain amounts must Ipecajed by its board of director
Voting and investment power over the shares heldanh named fund is shared with each of the abameed individuals and The St. Paul Travelers Comgsaitinc., St. Paul Fire and
Marine Insurance Company and Split Rock Partner§ tue to the affiliate relationships describedabdEach of these individuals and entities disclaeneficial ownership of the shares
except to the extent of any pecuniary interesichenamed fund. The address for The St. Paul Teev€ompanies, Inc. and St. Paul Fire and Marieerance Company is 385
Washington Street. The address for Split Rock RastrLLC is 10400 Viking Drive, Suite 550, EdeniRea MN 55344.

(14) Represents 217,391 shares held by the FederatdchEan Fund, 126,065 shares held by Federated KaurfriRand, portfolio of Federated Equity Funds, aji1,666 shares held by
the Kaufmann Fund. The address of the Kaufmann Fuhd0 East 45th Street, 43rd Floor, New York, N0O17.
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DESCRIPTION OF CAPITAL STOCK

Upon the closing of this offering, our authorizexpital stock, after giving effect to the conversadrall outstanding preferred stock into
common stock and the filing of our restated cexdifé of incorporation, will consist of 100,000,Jtares of common stock, $0.001 par value
per share, and 5,000,000 shares of undesignatéinestock, $0.001 par value per share. Theviatlg description summarizes the most
important terms of our capital stock. Because drily a summary, it does not contain all the infation that may be important to you. For a
complete description you should refer to our restatertificate of incorporation and restated bylamisich are included as exhibits to the
registration statement of which this prospectusfoa part, and to the provisions of applicable ate law.

Common Stock

As of February 28, 2005, there were 20,486,761eshair common stock outstanding held by 138 shadehslof record. This amount assur
the conversion of all outstanding shares of oufepred stock, which will occur immediately upon tlesing of this offering. After this
offering, there will be 25,186,761 shares of ounowon stock outstanding, or 25,891,761 shares ifititeerwriters exercise their
overallotment option.

Dividend Rights.  Subject to preferences that may apply to shafrpseferred stock outstanding at the time, thieldrs of outstanding shar
of common stock are entitled to receive dividendisad assets legally available at the times anthénamounts as our board of directors may
from time to time determine.

Voting Rights.  Each holder of common stock is entitled to voe for each share of common stock held on altemasubmitted to a vote
of stockholders. Cumulative voting for the electardirectors is not provided for in our restateditificate of incorporation, which means that
the holders of a majority of the shares voted dactall of the directors then standing for elegtio

No preemptive or similar rights.  The common stock is not entitled to preemptighkts and is not subject to conversion or redeompti

Right to receive liquidation distributions.  Upon a liquidation, dissolution or winding-up@exCom, the assets legally available for
distribution to stockholders will be distributalskgably among the holders of our common stock arydparticipating preferred stock
outstanding at that time after payment of liquidatpreferences, if any, on any outstanding prefesteck and payment of other claims of
creditors. Each outstanding share of common s®cknid all shares of common stock to be outstangiog completion of this offering will
be, fully paid and nonassessable.

Preferred Stock

As of February 28, 2005, there were 35,450,870eshaf preferred stock outstanding. Upon the closirthis offering, each outstanding sh
of preferred stock will be converted into one-talbne share of common stock. Immediately followihg closing of this offering, we will

file our restated certificate of incorporation, wiiwill delete all references to the prior seriépreferred stock, and will authorize 5,000,000
shares of undesignated preferred stock.

Following this offering, our board of directors Iile authorized, subject to the limits imposed ldware law, to issue up to 5,000,000
shares of preferred stock in one or more seriesstablish from time to time the number of shaodset included in each series and to fix the
rights, preferences and privileges of the sharesaoh wholly unissued series and any of its qaalifons, limitations or restrictions. Our bo
of directors can also increase or decrease the ewuailshares of any series,

93




Case 1:05-cv-00590-GMS  Document 7-3  Filed 08/31/2005 Page 101 of 139
but not below the number of shares of a given sehien outstanding, without any further vote orcacby the stockholders.

The board of directors may authorize the issuangeaferred stock with voting or conversion righitgat could adversely affect the voting
power or other rights of the holders of the commtmtk. The issuance of preferred stock, while mhoyg flexibility in connection with
possible acquisitions and other corporate purpasesd, among other things, have the effect ofydety deferring or preventing a change in
control of DexCom and may adversely affect the regpkice of our common stock and the voting anéwotlghts of the holders of common
stock. We have no current plan to issue any stadrpeeferred stock.

Our certificate of incorporation in effect upon ttiesing of this offering will authorize 500,000ssks of Series A junior participating
preferred stock that are purchasable upon exeotigee rights under our rights agreement. See "b@#an of Capital Stock—Anti-Takeover
Provisions—Rights Agreement." These shares are:

. not redeemable;

. entitled, when, as and if declared, to a minimuefgnential quarterly dividend payment of an amaaial to 100 times the
dividend declared per share of our common stock;

. in the event of a liquidation, dissolution or windiup, a minimum preferential payment of $1.00, tredeafter the holders of
the preferred shares will be entitled to an aggeegayment of 100 times the aggregate payment ipadeommon share;

. entitled to 100 votes, voting together with our coom stock;

. in the event of a merger, consolidation or othansgaction in which outstanding shares of our comstock are converted or
exchanged, entitled to receive 1,000 times the am@eeived per share of our common stock; and

. entitled to anti-dilution protections.
Warrants

As of February 28, 2005, we had outstanding oneaméexercisable for 43,729 shares of our commacksit an exercise price of $5.38 per
share. This warrant is exercisable until two yesdisr the date of this offering. The warrant hasgexercise provision under which its holder
may, in lieu of payment of the exercise price islgasurrender the warrant and receive a net anuduitares based on the fair market valu
our common stock at the time of exercise of therararafter deduction of the aggregate exercisepfibe warrant also contains provisions
for the adjustment of the exercise price and tlygregate number of shares issuable upon the exafcibe warrant in the event of stock
dividends, stock splits, reorganizations and reifi@ations and consolidations.

Registration Rights

Pursuant to the terms of our second amended atadegsnvestors' rights agreement, after this ofégrholders of approximately 19,618,721
shares of common stock and one warrantholder hplaiwarrant to purchase 43,729 shares of our constoak or their respective
transferees have the right to require us to regssteh shares with the Securities and Exchange Gssion so that those shares may be
publicly resold, subject to certain limitationssach agreement.
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Right to demand registration.  Holders of 17,725,401 shares of common stoek ltemand registration rights. At any time six nherafter
the closing of this offering, these stockholdens ceguest that we file a registration statemertheg can publicly sell their shares. The
underwriters of any underwritten offering will hathe right to limit the number of shares to beuded in a registration statement.

Who may make a demand. At any time six months after the closing oithifering, the holders of at least 40% of the shavith the
registration rights described above have the tigltemand that we file a registration statemerd form other than Form S-3, so long as the
amount of securities to be sold in that registratidll result in aggregate proceeds of at leass@®7,000, net of any underwriters' fees,
discounts or commissions. If we are eligible te fil registration statement on Form S-3, the holofet9% of the shares with the registration
rights described above will have the right to dedhtdrat we file a registration statement on Form Se3ong as the amount of securities to be
sold in that registration will result in an aggregprice to the public of not less than $1,000,0@0,0f any underwriters' fees, discounts or
commissions.

Number of times holders can make demands.  We will only be required to file an aggregatéweo registration statements on demand,
provided such registration statements have bedareéelcor ordered effective, on a form other tham#8-3. If we are eligible to file a
registration statement on Form S-3, we are notireduo file more than two such registration sta¢ats during any 12-month period.

Postponement.  We may postpone the filing of a registraticetesment on a form other than Form S-3 for up tod&@s once in a 12-month
period if we determine that the filing would beisasly detrimental to us and our stockholdershin ¢ase of a registration statement on
Form S-3, our postponement period is limited tonare than 120 days once in a 12-month period.

Piggyback registration rights.  If we register any securities for public sdlelders of approximately 19,618,721 shares of comstock anc
one warrantholder holding a warrant to purchasé2Bshares of our common stock will have the righihclude their shares in the
registration statement. The underwriters of anyeuwdtten offering will have the right to limit @xclude the number of shares to be included
in a registration statement, provided that no dinshiation shall reduce the amount of securitiekli®y the holders of shares with registration
rights below 30% of the total amount of securitreguded in such registration.

Expenses of registration.  We will pay all of the expenses relating to aeynand, piggyback or Form S-3 registration. Howewe will not
pay for any expenses of any demand or Form S-3tragjon if the request is subsequently withdrawithe holders requesting that we file
such registration statement, subject to limitedegkions. We are not obligated to pay any undemgitiscounts or selling commission
applicable to any such registration.

Expiration of registration rights.  The registration rights described above wipiex seven years after this offering is complefdte
registration rights will terminate earlier with pest to a particular stockholder to the extentsthares held by and issuable to such holder may
be sold under Rule 144 of the Securities Act in @bylay period.

Anti-Takeover Provisions

Provisions of Delaware law and our restated cedié of incorporation and restated bylaws coulderthk acquisition of DexCom and the
removal of incumbent directors more difficult. Tegwovisions are expected to discourage certaiestyb coercive takeover practices and
inadequate
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takeover bids and to encourage persons seekinggtora control of DexCom to negotiate with us first

Delaware Law

Following the closing of this offering, we will lsibject to the provisions of Section 203 of theaelre General Corporation Law regulating
corporate takeovers. In general, the statute pitshalpublicly-held Delaware corporation from enigggn a "business combination" with an
"interested stockholder" for a period of three gedter the date that the person became an ingersickholder, subject to exceptions, unless
the business combination or the transaction in wthe person became an interested stockholdepr®egd by our board of directors in a
prescribed manner. Generally, a "business combimaincludes a merger, asset or stock sale, or dthresaction resulting in a financial
benefit to the stockholder. Generally, an "intexdsttockholder” is a person who, together witHiaféis and associates, owns, or within three
years prior, did own, 15% or more of the corporatosoting stock. These provisions may have thecetf delaying, deferring or preventin
change in control of us without further action hg stockholders.

Restated Certificate of I ncorporation and Restated Bylaw Provisions

Our restated certificate of incorporation and astated bylaws include a number of provisions ity have the effect of deterring hostile
takeovers or delaying or preventing changes inrobof our management team, including the following

. Board of Directors VacanciesOur restated certificate of incorporation and restdylaws authorize only our board of
directors to fill vacant directorships. In additjashe number of directors constituting our boardioéctors may be set only by
resolution adopted by a majority vote of our entioard of directors. These provisions prevent aks$tolder from increasing
the size of our board of directors and gaining mdrdf our board of directors by filling the rednlj vacancies with its own
nominees.

. Classified Board.Our restated certificate of incorporation and restdoylaws provide that our board is classified itiree
classes of directors. The existence of a classifadd could delay a successful tender offeror fointaining majority control
of our board, and the prospect of such delay mésr @depotential offeror.

. Stockholder Action; Special Meeting of StockholdersOur restated certificate of incorporation provitlest our stockholders
may not take action by written consent, but may ¢ake action at annual or special meetings ofstackholders. Stockholde
will not be permitted to cumulate their votes foe telection of directors. Our restated bylaws firiirovide that special
meetings of our stockholders may be called onlg lyajority of our board of directors, the chairnodour board of directors,
our chief executive officer or our president.

. Advance Notice Requirements for Stockholder Propods.and Director Nominations.Our restated bylaws provide advance
notice procedures for stockholders seeking to binginess before our annual meeting of stockhaldet® nominate
candidates for election as directors at our anmgting of stockholders. Our bylaws also specifyate requirements as to t
form and content of a stockholder's notice. Thesgigions may preclude our stockholders from briggnatters before our
annual meeting of stockholders or from making natians for directors at our annual meeting of shodéters.

. Issuance of Undesignated Preferred Stoclfter the filing of our restated certificate of mporation, our board of directors
will have the authority, without further action the
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rights, designated from time to time by the bodrdirectors. The existence of authorized but urégsshares of preferred stc
enables our board of directors to render moredatiffior to discourage an attempt to obtain cordfals by means of a merger,
tender offer, proxy contest or otherwise.

Rights Agreement

Under our rights agreement, each share of our canstozk has associated with it one preferred spock&hase right. Each of these rights
entitles its holder to purchase, at a price of $fls@ach one one-hundredth of a share of Serig®iar participating preferred stock (subject
to adjustment) under circumstances provided fehérights agreement. The purpose of our rightseagent is to:

. give our board of directors the opportunity to nége with any persons seeking to obtain contralgf
. deter acquisitions of voting control of us with@sssurance of fair and equal treatment of all ofsbockholders; and
. prevent a person from acquiring in the market icdaht amount of voting power over us to be inasifion to block an action

sought to be taken by our stockholders.

The exercise of the rights under our rights agregmeuld cause substantial dilution to a persoanaptting to acquire us on terms not
approved by our board of directors, and therefavald significantly increase the price that suctsparwould have to pay to complete the
acquisition. Our rights agreement may deter a piatiescquisition or tender offer. Until a distrilimrh date occurs, the rights will:

. not be exercisable;
. be represented by the same certificate that repietiee shares with which the rights are associated
. trade together with those shares.

The rights will expire at the close of businesdimnclosing of the ten-year anniversary of thigoffg, which we expect to be in or around
April 2015, unless earlier redeemed or exchangedsbyollowing a distribution date, the rights wbblecome exercisable and we would
issue separate certificates representing the riglitich would trade separately from the sharesuofcommon stock. A distribution date wo
occur upon the earlier of:

. ten days after a public announcement that the pdras become an acquiring person; or

. ten business days after a person announces itgiorido commence a tender or exchange offer ihsiiccessful, would result
in the person becoming an acquiring person.

A holder of rights will not, as such, have any tghs a stockholder, including the right to voteemeive dividends.

Under our rights agreement, a person becomes aiiriacgperson if the person, alone or together witjroup, acquires beneficial ownership
of 15% or more of the outstanding shares of ourrmomstock. St. Paul Venture Capital is not an aawgiperson because we have exempted
St. Paul Venture Capital from the application of oghts agreement until its beneficial ownerstepnesents 25% or
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more of the outstanding shares of our common st©akaan Partners is not an acquiring person begaubave exempted Canaan Partners
from the application of our rights agreement uitgilbeneficial ownership represents 17% or morhefoutstanding shares of our common
stock. In addition, an acquiring person shall metude us, any of our subsidiaries, or any of eopleyee benefit plans or any person or el
holding shares of our common stock pursuant to sngployee benefit plans. Our rights agreement@istains provisions designed to
prevent the inadvertent triggering of the rightsirstitutional or certain other stockholders.

If any person becomes an acquiring person, eaatehof a right, other than the acquiring persofil, lvé entitled to purchase, at the purchase
price, a number of our shares of common stock lggaimarket value of two times the purchase price. person becomes an acquiring
person and either:

. we merge or enter into any similar business contlondransaction with the acquiring person and veeret the surviving
corporation; or

. 50% or more of our assets or earning power is @otcansferred to an acquiring person,

each holder of a right, other than the acquiring@e, will be entitled to purchase a number of shaf common stock of the acquiring entity
having a market value of two times the purchaseepri

After a person becomes an acquiring person, bat wisuch person acquiring more than 50% of otstanding common stock, our board of
directors may exchange each right, other thansighined by the acquiring person, for

. one share of common stock;
. one one-hundredth of a share of our Series A jymieferred stock; or
. other equivalent securities.

At any time before a person becomes an acquiringppe our board of directors may redeem all ofrifjlets at a redemption price of $0.0001
per right. On the redemption date, the rights @slpire and the only entitlement of the holdersiglits will be to receive the redemption pri

At any time before a person becomes an acquiringppeour board of directors may amend any pronigicthe rights agreement without
stockholder consent. After the rights are no longeleemable, our board of directors may only anteadights agreement without
stockholder consent if such amendment would notesshly affect the interests of the holders of 8gbt cause the rights to again become
redeemable.

The adoption of the rights agreement and the Higion of the rights should not be taxable to dackholders or us. Our stockholders may
recognize taxable income when the rights becomecisable in accordance with the rights agreement.

NASDAQ National Market Listing

Our common stock has been approved for quotatiah@NASDAQ National Market under the trading syiitimxXCM."
Transfer Agent

The Transfer Agent and Registrar for our commonkste American Stock Transfer & Trust Company.
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SHARES ELIGIBLE FOR FUTURE SALE

Prior to this offering, there has been no publickatfor our common stock. We cannot predict tHeaf if any, that market sales of shares of
our common stock or the availability of shares @f common stock for sale will have on the markétepof our common stock prevailing

from time to time. Sales of substantial amountewfcommon stock in the public market could advgra#fect the market price of our
common stock and could impair our future abilityaise capital through the sale of our equity s&esr

Upon the completion of this offering, we will ha26,186,761 shares of our common stock outstandsgyming no exercise of the
underwriters' oveallotment option and no exercise of outstandingooistor warrants after February 28, 2005. Of tlregstanding shares, 1
4,700,000 shares sold in this offering will be fyeteadable, except that any shares held by odili&aés" as that term is defined in Rule 144
promulgated under the Securities Act may only bé socompliance with the limitations describeddwe! The remaining 20,486,761 shares
of our common stock will continue to be deemedytiieted securities” as defined under Rule 144. fRestl shares may be sold in the public
market only if registered or if they qualify for amemption from registration under Rules 144 or fdimulgated under the Securities Act,
both of which are summarized below. In additiohpébur stockholders have entered into marketdsiaiifi agreements with us or lock-up
agreements with the underwriters under which trexyetagreed, subject to specified exceptions, ne¢liany of their stock for at least

180 days following the date of this prospectus.j&etlio the provisions of Rules 144 and 701, shaikt$e available for sale in the public
market as follows:

. Beginning on the effective date of the registraitatement, the 4,700,000 shares sold in thisioffevill be immediately
available for sale in the public market.

. After 180 days following the effective date of tlegistration statement, 16,308,832 additional shesitt become eligible for
sale in the public market, of which 6,986,222 skavél be freely tradeable under Rule 144(k) arzR2,610 shares will be he
by affiliates and subject to the volume and otlestrictions of Rule 144, as described below.

. The remaining 4,177,929 shares will be eligibledale on December 30, 2005, of which 524,122 shitebe freely tradeabl
under Rule 144(k) and 3,653,807 shares will be hgldffiliates and subject to the volume and otlestrictions of Rule 144.

Lock-Up Agreements

All of our directors and officers and all of ourcs@tyholders are subject to lock-up agreementaarket standoff provisions that prohibit
them from offering for sale, selling, contractimgsell, granting any option for the sale of, tra&nshg or otherwise disposing of any shares of
our common stock, options or warrants to acquiegeshof our common stock or any security or insemimelated to such common stock,
option or warrant for a period of at least 180 d@ylewing the date of this prospectus without greor written consent of Piper Jaffray & Co.
or, in limited circumstances, us.

Rule 144

In general, under Rule 144 as currently in effeeginning 90 days after the effective date of tfiisring, a person, or group of persons wr
shares are required to be aggregated, includirgffdiate of DexCom, who has beneficially owned idsafor at least one year, is entitled to
sell within any three-month period, a number ofrekdhat does not exceed the greater of one pestém then outstanding shares of our
common stock, or the average weekly trading volim@ur common
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stock during the four calendar weeks precedingltiie on which notice of the sale is filed. In aiddif a person who is not deemed to have
been an affiliate at any time during the three memireceding a sale and who has beneficially owinedhares proposed to be sold for at

two years would be entitled to sell those shareeuRule 144(k) without regard to the requiremelgscribed above. When a person acquires
shares from one of our affiliates, that personlding period for the purpose of effecting a saldemRule 144 would commence on the da
transfer from the affiliate. However, any such gisahat are eligible for sale under Rule 144 abgestito the lock-up agreements described
above and will only become eligible for sale upba éxpiration or waiver of those agreements.

Rule 701

In general, under Rule 701 of the Securities Actemployee, officer, director, consultant or adwisbo purchased shares from us in
connection with a compensatory stock or option laather written agreement in compliance with Ri04 is eligible, 90 days after the
issuer becomes subject to the reporting requiresrathe Exchange Act, to resell those shareslianee on Rule 144, but without
compliance with certain restrictions, including ti@ding period contained in Rule 144. However,ghares issued pursuant to Rule 701 are
subject to the lock-up agreements described abodevdl only become eligible for sale upon the eation or waiver of those agreements.

Registration of Shares Issued Pursuant to Benefilans

We intend to file registration statements underSkeurities Act as promptly as possible after ffecéve date of this offering to register
shares to be issued pursuant to our employee bereaiis. As a result, any options or rights exextisnder our 1999 stock option plan, our
2005 equity incentive plan, our 2005 employee sfmaichase plan or any other benefit plan afteeffectiveness of the registration
statements will also be freely tradable in the puilarket, subject to the market stand-off and lopkagreements discussed above. However,
such shares held by affiliates will still be subjecthe volume limitation, manner of sale, notie®l public information requirements of

Rule 144. As of February 28, 2005, there were antihg options under our benefit plans for the pase of 2,970,359 shares of common
stock, with an average exercise price of $1.23.

Registration Rights

Pursuant to the terms of our second amended atadegsnvestors' rights agreement, which is attd@sean exhibit to this registration
statement, holders of approximately 19,618,721eshaf common stock and one warrantholder holdingaant to purchase 43,729 shares of
our common stock or their transferees, have registr rights with respect to those shares of comatook. For a discussion of these rights
please see "Description of Capital Stock—RegigiraRights." After such shares are registered, thi#hpe freely tradable without restriction
under the Securities Act.
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UNDERWRITING

The underwriters named below have agreed to bipjestto the terms of the purchase agreement,uhear of shares listed opposite their
names below. Piper Jaffray & Co. is acting as baoizing manager for this offering and, togethehv8G Cowen & Co., LLC, William
Blair & Company, L.L.C. and First Albany Capitalclpnis acting as representative of the underwrifEing underwriters are committed to
purchase and pay for all of the shares if any arelased, other than those shares covered by #reaiotment option described below.

Number of
Underwriters Shares
Piper Jaffray & Co 2,115,001
SG Cowen & Co., LLC 1,410,00!
William Blair & Company, L.L.C. 705,00(
First Albany Capital Inc 470,00(
Total 4,700,001

The underwriters have advised us that they profmeéfer the shares to the public at $12.00 pereshEhe underwriters propose to offer the
shares to certain dealers at the same price lezscession of not more than $0.50 per share. THerumiters may allow and the dealers may
reallow a concession of not more than $0.10 pereshia sales to certain other brokers and dealdtst the offering, these figures may be
changed by the underwriters.

At our request, the underwriters have reservednabeu of shares that will not exceed 5% of the shafeommon stock to be sold in this
offering for sale at the initial public offeringipe to directors, employees and persons havingbssirelationships with or otherwise related
to DexCom. The number of shares of common stocKadta for sale to the general public will be redddo the extent that such individuals
purchase all or a portion of these reserved shAmgsreserved shares which are not purchased witiffered by the underwriters to the
general public on the same basis as the sharesmhon stock offered hereby.

We have granted to the underwriters an option tahmse up to an additional 705,000 shares of constomk from us at the same price to
public, and with the same underwriting discountsetsforth above. The underwriters may exercisedption any time during the 30-day
period after the date of this prospectus, but émlgover over-allotments, if any. To the extentuhelerwriters exercise the option, each
underwriter will become obligated, subject to ciertzonditions, to purchase approximately the sasregntage of the additional shares as it
was obligated to purchase under the purchase agrégem

We estimate that the total fees and expenses papghls, excluding underwriting discounts and cossions, will be approximately
$1.9 million. The following table shows the undeitimg fees to be paid to the underwriters by usannection with this offering. These
amounts are shown assuming both no exercise anekiicise of the over-allotment option.

No Exercise Full Exercise
Per Shart $ 0.8 $ 0.84
Total $ 3,948,000 $ 4,540,201
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payments that the underwriters may be requiredakenin respect of those liabilities.

The underwriters have informed us that neither they any other underwriter participating in thetdbution of the offering, will make sales
of the common stock offered by this prospectusctmants over which they exercise discretionary @uitthwithout the prior specific written
approval of the customer.

All of our directors and officers and substantiallyof our securityholders are subject to lagkagreements or market standoff provisions
prohibit them from offering for sale, selling, coadting to sell, granting any option for the sdleti@nsferring or otherwise disposing of any
shares of our common stock, options or warranéetuire shares of our common stock or any secaritystrument related to such common
stock, option or warrant for a period of at lea®d tlays following the date of this prospectus withthe prior written consent of Piper Jaffray
& Co. or, in limited circumstances, us.

In addition, we are subject to a lock-up agreentigait prohibits us from offering for sale, sellimgntracting to sell, granting any option for
the sale of, pledging, transferring, establishingppen put equivalent position or otherwise dispgsif any shares of our common stock,
options or warrants to acquire shares of our comstock or any security or instrument related tchstmmmon stock, option or warrant for a
period of at least 180 days following the datehis prospectus without the prior written consenPigfer Jaffray & Co.

Prior to the offering, there has been no estaldistaing market for our common stock. The inigiablic offering price for the shares of
common stock offered by this prospectus was netgotiay us and the underwriters. The factors cons@lim determining the initial public
offering price included:

. the history of and the prospects for the industrwhich we compete;

. our past and present operations;

. our historical results of operations;

. our prospects for future earnings;

. the recent market prices of securities of gene@iyparable companies; and

. the general condition of the securities marketh@time of the offering and other relevant factors

The initial public offering price of our common sktomay not correspond to the price at which thermom stock will trade in the public
market subsequent to this offering, and an actitdip market for the common stock may never develgjif it does develop, may not
continue after this offering.

To facilitate the offering, the underwriters mayage in transactions that stabilize, maintain beatise affect the price of the common st
during and after the offering. Specifically, thedenwriters may over-allot or otherwise create atsposition in the common stock for their
own account by selling more shares of common steak we have sold to them. Short sales involveséthe by the underwriters of a greater
number of shares than they are required to purdhabe offering. "Covered" short sales are salagienn an amount not greater than the
underwriters' option
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to purchase additional shares in the offering. Tingerwriters may close out any covered short pwsliy either exercising their option to
purchase additional shares or purchasing shatég iopen market. In determining the source of sharelose out the covered short position,
the underwriters will consider, among other thirths, price of shares available for purchase irofien market as compared to the price at
which they may purchase shares through the ovetradint option. "Naked" short sales are sales ieexof this option. The underwriters
must close out any naked short position by purcigashares in the open market. A naked short pasgionore likely to be created if the
underwriters are concerned that there may be dowhprassure on the price of the common stock irofien market after pricing that could
adversely affect investors who purchase in therioife

In addition, the underwriters may stabilize or ntaiim the price of the common stock by bidding foparchasing shares of common stock in
the open market and may impose penalty bids. l&jeibids are imposed, selling concessions alloteesyndicate members or other broker-
dealers participating in the offering are reclainfeshares of common stock previously distributedhe offering are repurchased, whether in
connection with stabilization transactions or otfise. The effect of these transactions may bealoilste or maintain the market price of the
common stock at a level above that which might mtise prevail in the open market. The impositioragfenalty bid may also affect the pr
of the common stock to the extent that it discoasagsales of the common stock. The magnitude€fectedf any stabilization or other
transactions is uncertain. These transactions raaffbcted on the NASDAQ National Market or othessvand, if commenced, may be
discontinued at any time.

Some underwriters and selling group members mayealgage in passive market making transactionaric@mmon stock. Passive market
making consists of displaying bids on the NASDAQibizal Market limited by the prices of independerarket makers and effecting
purchases limited by those prices in responsederdtow. Rule 103 of Regulation M promulgated hg SEC limits the amount of net
purchases that each passive market maker may mdkibe displayed size of each bid. Passive mark&ing may stabilize the market price
of the common stock at a level above that whichhinigherwise prevail in the open market and, if otenced, may be discontinued at any
time.

A prospectus in electronic format may be made aligl on the web sites maintained by one or motbeotinderwriters or selling group
members, if any, participating in this offering amte or more of the underwriters participatinghis offering may distribute prospectuses
electronically.

From time to time in the ordinary course of theispective businesses, certain of the underwritadgteeir affiliates have engaged in and may
in the future engage in commercial banking or itwest banking transactions with us and our aféatThey receive customary fees and
commissions for these services. Piper Jaffray & Guoe of the underwriters, served as the placemgart in our December 2004 Series D
preferred stock offering and received a warramiuchase 87,458 shares of our Series D preferoe#t st an exercise price of $2.69 per
share, as partial consideration for its servicggrthe consummation of this offering, this warnaiit be exercisable for 43,729 shares of
common stock at an exercise price of $5.38 peresfidre warrant and the shares of common stockbtsug@on exercise of the warrant may
not be sold during this offering, or sold, transéel; assigned, pledged, or hypothecated, or bsulbiect of any hedging, short sale, derivai
put, or call transaction for a period of 180 daysnediately following the effective date of the gation statement containing this
prospectus, except in accordance with NASD rules.
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MATERIAL UNITED STATES FEDERAL TAX CONSIDERATIONS
FOR NON-U.S. HOLDERS OF COMMON STOCK

This section summarizes certain material U.S. fddacome and estate tax considerations relatirige@wnership and disposition of our
common stock. This summary does not provide a cetag@lnalysis of all potential tax consideratiortse ihformation provided below is
based on existing authorities. These authoritieg change, or the Internal Revenue Service, or iRi§ht interpret the existing authorities
differently. In either case, the tax consideratiohewning or disposing of our common stock couffied from those described below. For
purposes of this summary, a "non-U.S. holder" isfamider (other than a partnership) that is notfds. federal income tax purposes any of
the following:

. an individual citizen or resident of the United t8&
. a corporation organized under the laws of the Wdn8tates or any state;
. a trust that is (i) subject to the primary supeorisof a U.S. court and the control of one or midr8. persons or (ii) has a valid

election in effect under applicable U.S. Treas@gutations to be treated as a U.S. person; or

. an estate the income of which is subject to U.@eifal income taxation regardless of source.

This summary is based upon provisions of the lateRevenue Code of 1986, as amended (the "Cod®);eggulations, rulings and judicial
decisions as of the date of this prospectus. That®rities may be changed, perhaps retroactigelys to result in U.S. federal income and
estate tax consequences different from those suizeddoelow. In addition, the summary does not regméa detailed description of the U.S.
federal income and estate tax consequences appliapou if you are subject to special treatmerdar the U.S. federal income tax laws
(including if you are a U.S. expatriate, "contrdlf@reign corporation,” "passive foreign investmeotnpany,” or a corporation that
accumulates earnings to avoid U.S. federal incaxe We cannot assure you that a change in lawnwtlalter significantly the tax
considerations that we describe in this summarg.gértnership or other flow-through entity is adfécial owner of our common stock, the
tax treatment of a partner in the partnership ocowner of the entity will depend upon the statuthefpartner or other owner and the activi
of the partnership or other entity. If you are aper in a partnership holding our common stockj ghould consult your tax advisors. Fina
the summary does not describe the effects of aplicaible foreign, state, or local laws.

INVESTORS CONSIDERING THE PURCHASE OF OUR COMMON ST OCK SHOULD CONSULT THEIR OWN TAX
ADVISORS REGARDING THE APPLICATION OF THE U.S. FEDE RAL INCOME AND ESTATE TAX LAWS TO THEIR
PARTICULAR SITUATIONS AND THE CONSEQUENCES OF FOREI GN, STATE OR LOCAL LAWS, AND TAX TREATIES.

Dividends

Any dividend paid to a non-U.S. holder in respdair common stock will generally be subject to Uahholding tax at a 30 percent rate.
The withholding tax might not apply, however, omgimi apply at a reduced rate, under the terms afpaticable income tax treaty between
United States and the non-U.S. holder's countrgsifience. A non-U.S. holder must demonstratentiiement to treaty benefits by
certifying its nonresident status. A non-U.S. holden meet this certification requirement by pravida Form W-8BEN or appropriate
substitute form to us or our paying agent. If tba4U.S. holder holds the stock through a finanicisiitution or other agent acting on the
holder's
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behalf, the holder will be required to provide aypiate documentation to the agent. The holdegsiagill then be required to provide
certification to us or our paying agent, eitheedtty or through other intermediaries. For paymemasle to a foreign partnership or other
flow-through entity, the certification requiremeiggsnerally apply to the partners or other ownettsarathan to the partnership or other entity,
and the partnership or other entity must provigegartners' or other owners' documentation to wsiopaying agent. Special rules, described
below, apply if a dividend is effectively connecteith a U.S. trade or business conducted by theth@ holder. A non-U.S. holder eligible
for a reduced rate of U.S. withholding tax pursuardn income tax treaty may obtain a refund of exgess amounts withheld by filing an
appropriate claim for refund with the Internal Rewe Service.

Sale of Common Stock

Non-U.S. holders will generally not be subject to Ugkleral income tax on any gains realized on the sachange, or other disposition of
our common stock. This general rule, however, §est to several exceptions. For example, the gaild be subject to U.S. federal income
tax if:

. the gain is effectively connected with the condmcthe non-U.S. holder of a U.S. trade or businiesshich case the special
rules described below apply;

. the non-U.S. holder is an individual who is presarthe United States for 183 days or more in &xable year of the sale,
exchange, or other disposition, and certain othguirements are met;

. the non-U.S. holder was a citizen or resident eflimited States and thus is subject to specias thigt apply to expatriates; or

. the rules of the Foreign Investment in Real Prgp€atx Act, or FIRPTA (described below), treat ttaéngas effectively
connected with a U.S. trade or business.

The FIRPTA rules may apply to a sale, exchangelmraisposition of our common stock if we areware within five years before the
transaction, a "U.S. real property holding corporat or USRPHC. In general, we would be a USRPHi@téerests in U.S. real estate
comprised most of our assets. We do not believienthare a USRPHC or that we will become one infaihere.

Dividends or Gain Effectively Connected With a U.STrade or Business

If any dividend on our common stock, or gain frdre sale, exchange or other disposition of our comstock, is effectively connected with
a U.S. trade or business conducted by the nonfidl8er, then the dividend or gain will be subjectkS. federal income tax at the regular
graduated rates. If the n@hS. holder is eligible for the benefits of a teeaty between the United States and the holdewistogoof residence
any "effectively connected" dividend or gain wogleherally be subject to U.S. federal income tay dfrit is also attributable to a permanent
establishment or fixed base maintained by the maidthe United States. Payments of dividends éinateffectively connected with a U.S.
trade or business will not be subject to the 3@g@erwithholding tax. To claim exemption from withtiing, the holder must certify its
qualification, which can be done by filing a Form8&CI. If the nont.S. holder is a corporation, that portion of igsréengs and profits that
effectively connected with its U.S. trade or busm&ould generally be subject to a "branch predixs' The branch profits tax rate is
generally 30 percent, although an applicable inctardéreaty might provide for a lower rate.
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U.S. Federal Estate Tax

The estates of nonresident alien individuals areegly subject to U.S. federal estate tax on pitypeith a U.S. situs. Because we are a U.S.
corporation, our common stock will be U.S. situsparty and therefore will be included in the taxabtate of a nonresident alien decedent.
The U.S. federal estate tax liability of the estafta nonresident alien may be affected by a teatyrbetween the United States and the
decedent's country of residence.

Backup Withholding and Information Reporting

The Code and the Treasury regulations require ttwbgemake specified payments to report the paynterttse IRS. Among the specified
payments are dividends and proceeds paid by brod&énir customers. The required information nesugnable the IRS to determine whether
the recipient properly included the payments irome. This reporting regime is reinforced by "backughholding” rules. These rules require
the payors to withhold tax from payments subjedhtormation reporting if the recipient fails to@uerate with the reporting regime by fail

to provide his taxpayer identification number te frayor, furnishing an incorrect identification ruen, or repeatedly failing to report interest
or dividends on his returns. The withholding tateria currently 28 percent. The backup withholdinlgs do not apply to payments to
corporations, whether domestic or foreign.

Payments to non-U.S. holders of dividends on outroon stock will generally not be subject to backuifnholding, and payments of
proceeds made to non-U.S. holders by a broker amaie of our common stock will not be subjechforimation reporting or backup
withholding, in each case so long as the non-Uo&ldr certifies its nonresident status and the pdges not have actual knowledge or reason
to know that such holder is a U.S. person as defimeler the Code or such holder otherwise estasliah exemption. Some of the common
means of certifying nonresident status are desgniimeler "Material United States Federal Tax Consittens for Non-U.S. Holders of
Common Stock—Dividends." We must report annuallth® IRS any dividends paid to each rd:s. holder and the tax withheld, if any, v
respect to such dividends. Copies of these repuoatsbe made available to tax authorities in thentguvhere the non-U.S. holder resides.

Any amounts withheld from a payment to a holdeowf common stock under the backup withholding rabes be credited against any U.S.
federal income tax liability of the holder.

THE PRECEDING DISCUSSION OF U.S. FEDERAL INCOME TAX CONSIDERATIONS IS FOR GENERAL INFORMATION
ONLY. IT IS NOT TAX ADVICE. EACH PROSPECTIVE INVEST OR SHOULD CONSULT ITS OWN TAX ADVISOR
REGARDING THE PARTICULAR U.S. FEDERAL, STATE, LOCAL , AND FOREIGN TAX CONSEQUENCES OF
PURCHASING, HOLDING, AND DISPOSING OF OUR COMMON ST OCK, INCLUDING THE CONSEQUENCES OF ANY
PROPOSED CHANGE IN APPLICABLE LAWS.

106




Case 1:05-cv-00590-GMS  Document 7-3  Filed 08/31/2005 Page 114 of 139
LEGAL MATTERS

Fenwick & West LLP, Mountain View, California, witlass upon the validity of the issuance of theeshaf common stock offered by this
prospectus. The underwriters have been represbytedtham & Watkins LLP, Costa Mesa, California.

EXPERTS

Ernst & Young LLP, independent registered publicamting firm, have audited our financial staterseaitDecember 31, 2003 and 2004 and
for each of the three years in the period endeceDber 31, 2004 and for the period from May 13, 1@8€eption) through December 31,
2004, as set forth in their report. We have inctuder financial statements in the prospectus aseldiere in the registration statement in
reliance on Ernst & Young LLP's report, given oaittauthority as experts in accounting and auditing

WHERE YOU CAN FIND MORE INFORMATION

We have filed with the SEC a registration statenoenForm St, of which this prospectus is a part, under theu8ges Act with respect to t
common stock offered in this offering. This progpsewhich is part of the registration statemengsnot contain all of the information
included in the registration statement or the agzamying exhibits. For additional information abastand our common stock, you should
refer to the registration statement and the accoxipg exhibits. Statements contained in this progperegarding the contents of any
contract, agreement or other document to which &wkemeference are not necessarily complete. Inieatdnce, we make reference to the
copy of the contract, agreement or other documiket &s an exhibit to the registration statemehtyluch this prospectus is a part.

You may also read and copy the registration statentige related exhibits and the other materialdil@avith the SEC at its public reference
facilities at Room 1024, Judiciary Plaza, 450 F8theet, N.W., Washington, D.C. 20549. You may alstin copies of those documents at
prescribed rates by writing to the Public RefereBeetion of the SEC at Room 1024, Judiciary Pl438,Fifth Street, N.W., Washington,
D.C. 20549. Please call the SEC at 1-800-SEC-083fufther information on the operation of the paléference facilities. The SEC also
maintains a website that contains reports, proxyiaformation statements and other information reia issuers that file with the SEC. The
site's address is www.sec.gov.

Upon completion of this offering, we will becomebgect to the information and periodic reportinguiggments of the Securities Exchange
Act of 1934 and, accordingly, will file periodicperts, proxy statements and other information WignSEC. Our periodic reports, proxy
statements and other information will be availdbleinspection and copying at the SEC's publicneriee rooms and on the SEC's website.
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DEXCOM, INC.
(a development stage company)
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders
DexCom, Inc.

We have audited the accompanying balance she&sex@om, Inc. (a development stage company) as oédéer 31, 2003 and 2004, and
the related statements of operations, redeemahleediible preferred stock and stockholders' egidgficit), and cash flows for each of the
three years in the period ended December 31, 2004h& period from May 13, 1999 (inception) thro@grember 31, 2004. These financial
statements are the responsibility of the Compangisagement. Our responsibility is to express aniopion these financial statements based
on our audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighamioUnited States). Those
standards require that we plan and perform thet &amdbtain reasonable assurance about whethdindmgcial statements are free of material
misstatement. We were not engaged to perform ait @fuitie Company's internal control over finangigborting. Our audit included
consideration of internal control over financigboeting as a basis for designing audit procedurasdre appropriate in the circumstances, but
not for the purpose of expressing an opinion oreffectiveness of the Company's internal contr@rdinancial reporting. Accordingly we
express no such opinion. An audit also includesrémiag, on a test basis, evidence supporting theusts and disclosures in the financial
statements, assessing the accounting principlesarsg significant estimates made by managementeaadating the overall financial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, the financial statements referredlbove present fairly, in all material respedts, financial position of DexCom, Inc. at
December 31, 2003 and 2004, and the results op#sations and its cash flows for each of the tlgesers in the period ended December 31,
2004 and the period from May 13, 1999 (inceptitmptigh December 31, 2004, in conformity with U.8nerally accepted accounting
principles.

/sl Ernst & Young LLP

San Diego, California

January 22, 2005

except for Note 10, as to which the date is
March 23, 2005
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DEXCOM, INC.
(a development stage company)

BALANCE SHEETS

Assets

Current assets:
Cash and cash equivalel
Prepaid and other current assets

Total current assets

Property and equipment, net
Restricted cash
Other asset

Total assets

Liabilities, redeemable convertible preferred stockand stockholders' equity (deficit)
Current liabilities:

Accounts payable and accrued liabilities

Accrued payroll and related expen:

Accrued clinical trials

Total current liabilities
Deferred rent
Commitments and contingencies

Redeemable convertible Series B preferred stofi1$par value, 12,000,000 and 11,304,
shares authorized at December 31, 2003 and 206dectvely; 11,304,114 shares issued ¢
outstanding at December 31, 2003 and 2004; ligiodgireference and redemption value ¢
$19,775,269 and $20,914,724 at December 31, 2002@d4, respectively; no shares
authorized, issued or outstanding pro forma

Redeemable convertible Series C preferred stofR1%par value, 13,043,478 shares
authorized, 12,790,870 shares issued and outstatliDecember 31, 2003 and 2004;
liguidation preference and redemption value of $38,598 and $34,807,928 at December
2003 and 2004, respectively; no shares authorigsded or outstanding pro forr
Redeemable convertible Series D preferred sto@1$par value, 8,700,000 shares
authorized, 8,355,886 shares issued and outstaad»@04; liquidation preference and
redemption value of $22,499,894 at December 314200 shares authorized, issued or
outstanding pro form

Stockholders' equity (deficit):
Convertible Series A preferred stock, $.001 paueaB,000,000 shares authorized;
3,000,000 shares issued and outstanding at Dece3th2003 and 2004; liquidation
preference of $3,000,000 at December 31, 2003 864 2
Common stock, $.001 par value, 50,000,000 shartb®azed, 2,244,088 and 2,323,30(
shares issued and outstanding at December 31,&@D3004, respectively; 20,048,701
shares issued and outstanding pro forma (unaudited)
Additional paic-in capital
Deferred stock-based compensation
Deficit accumulated during the development stage

Total stockholders' equity (deficit)

Total liabilities, redeemable convertible preferstdck and stockholders' equity (deficit)

December 31,
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Pro forma
Redeemable
Convertible

Preferred Stock
and Stockholders'

Equity at
December 31,
2003 2004 2004
(Unaudited)
$ 20,016,18 $ 27,229,20
119,65: 43,78!
20,135,83 27,272,98
611,07¢ 1,851,89:
— 200,00(
20,06 33,00(
$ 20,766,98 $ 29,357,88
]
$ 692,04 $ 1,018,87!
219,52! 328,47t
72,32¢ 220,87!
983,89¢ 1,568,23!
— 125,24
19,726,06 20,878,08 $ —
32,657,86 34,740,36 —
— 21,355,89. _
3,00( 3,00( —
2,24¢ 2% 20,04¢
3,097,85 6,218,01. 83,177,62
— (2,648,33)) (2,648,33))
(35,703,95) (52,884,92) (52,884,92)
(32,600,85) (49,309,93) $ 27,664,41
1
$ 20,766,98 $ 29,357,88
]

See accompanying notes.
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Costs and expense
Research and developmt
General and administratiy
Stocl-based compensatio
Research and developmt
General and administratiy

Total costs and expens

Interest and other income, r

Net loss

Accretion to redemption value of Series B ¢
Series C redeemable convertible preferred

stock

Net loss attributable to common stockholc

Basic and diluted net loss per share attribui
to common stockholdel

Shares used to compute basic and diluted |
loss per share attributable to common
stockholder

Pro forma basic and diluted net loss per sh.
(unaudited

Shares used to compute pro forma basic al
diluted net loss per share (unaudit

DEXCOM, INC.
(a development stage company)

STATEMENTS OF OPERATIONS

Filed 08/31/2005
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Period from
May 13, 1999
Years Ended December 31, (inception)
through
December 31,
2002 2003 2004 2004
$ 6,310,90° $ 8,934,63. $ 12,178,72 3 36,112,73
1,860,55. 1,249,96! 1,439,70! 7,590,31!
— — 291,11 291,11
— — 157,57! 157,57!
8,171,45! 10,184,59 14,067,11 44,151,74
463,43( 270,00( 120,65: 1,405,35!
(7,708,02) (9,914,59) (13,946,46) (42,746,39)
(2,451,06) (3,234,51) (3,234,51) (10,138,53)
$ (10,159,09) $ (13,149,10) $ (17,180,97) $ (52,884,92)
| | | |
$ (4.96) $ (6.06) $ (7.51)
;s s |
2,046,20:! 2,169,92: 2,286,32!
;s s |
$ (0.8¢)
|
15,845,23
I —

See accompanying notes.
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DEXCOM, INC.

Filed 08/31/2005

(a development stage company)
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STATEMENTS OF REDEEMABLE CONVERTIBLE PREFERRED STOC K AND STOCKHOLDERS' EQUITY (DEFICIT)

Balance at May 13, 1999
(inception)
Issuance of common stock to
founders at $.001 per share fi
cash in May 1999
Issuance of common stock at
$.01 per share for technology
June 1999
Issuance of Series A converti
preferred stock at $1.00 per
share for cash in July 1999, n
of financing costs of $65,656
Compensation expense
associated with stock options
issued to consultants
Net loss and comprehensi
loss

Balance at December 31, 1999
Issuance of Series B
redeemable convertible
preferred stock at $1.44 per
share for cash in
December 2000, net of
financing costs of $80,703
Issuance of Series B
redeemable convertible
preferred stock upon convers
of notes payable in
December 200!

Issuance of common stock fo
cash

Compensation expense
associated with stock options
issued to consultants
Imputed dividends on Series
redeemable convertible
preferred stock

Net loss and comprehensi
loss

Balance at December 31, 2000
Issuance of Series B
redeemable convertible
preferred stock at $1.44 per
share for cash in March 2001
net of financing costs of $6,9°
Exercise of stock options for
cash
Compensation expense
associated with stock options
issued to consultants
Imputed dividends on Series
redeemable convertible
preferred stock
Net loss and comprehensi
loss

Balance at December 31, 2001

Redeemable Convertibli

Convertible Deficit

Preferred Stock Preferred Stock Common Stock - Accumulated Total
Additional Deferred During the Stockholders'

Paid-In Stock-Based Development Equity

Shares Amount Shares Amount Shares Amount Capital Compensation Stage (Deficit)
— $ = =9 = =9 =9 =9 =9 — $ =
— — — — 750,00( 75C 75C — — 1,50(
— — — — 950,00( 95C 18,05( — — 19,00(
— — 3,000,00 3,00¢( — — 2,931,34. — — 2,934,34.
— — — — — — 79 — — 79
_ — — — — — — (938,81) (938,81)
— — 3,000,00! 3,00C 1,700,001 1,70C 2,950,93 — (938,81) 2,016,82!
9,689,12.  13,727,63 — — — — — — — —
1,437,21! 2,069,58! — — — — — — — —
— — — — 175,93¢ 17€ 27,01 — — 27,187
— — — — — — 14,77: — — 14,77:
— 92,62: — — — — — — (92,627) (92,627)
— — — — — — — — (3,965,12) (3,965,12)
11,026,33  15,889,84  3,000,00! 3,000 1,875,93 1,87¢ 2,992,71! — (4,996,55) (1,998,96)
277,77¢ 393,02¢ — — — — — — — —
— — — — 120,57 121 24,49: — — 24,61«
— — — — — — 23,48: — — 23,48:
— 1,125,82. — — — — — — (1,125,82) (1,125,82)
_ _ — — — — — — (6,273,371 (6,273,371
11,304,11 $17,408,69 3,000,000 $ 3,000 1,996,51: $ 1,997 $ 3,040,69 $ — $ (12,395,75) $ (9,350,06)

See accompanying notes.
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DEXCOM, INC.

Filed 08/31/2005
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(a development stage company)

STATEMENTS OF REDEEMABLE CONVERTIBLE PREFERRED STOC K AND STOCKHOLDERS' EQUITY (DEFICIT)

Redeemable Convertibli

Preferred Stock

(Continued)

Convertible

Preferred Stock

Common Stock

Shares

Amount

Shares

Amount Shares Amount

Deficit
Accumulated
During the
Development
Stage

Additional
Paid-In
Capital

Deferred
Stock-Based
Compensation

Total
Stockholders'
Equity
(Deficit)

Balance at December 31, 20
Issuance of Series C
redeemable convertible
preferred stock at $2.30 per
share for cash in May and
June 2002, net of financing
costs of $129,34
Imputed dividends on Series
redeemable convertible
preferred stock —
Imputed dividends on Series !
redeemable preferred stock —
Accretion of stock issuance
costs on redeemable converti
preferred stock —
Exercise of stock options for
cash —
Net loss and comprehensi
loss —

12,790,87

11,304,11 $17,408,69

29,289,66

1,139,44!

1,270,26'

41,35¢

3,000,000 $

3,000 1,996,51: $ 1,997

— 88,86( 89

$ 3,040,69' $ — $ (12,39575) $

(1,139,44)

(1,270,26)

(41,356)
23,88( — —

(7,708,02)

(9,350,06)

(1,139,44)

(1,270,26)

(41,356)
23,96¢

(7,708,02)

Balance at December 31, 20
Imputed dividends on Series
redeemable convertible
preferred stock —
Imputed dividends on Series !
redeemable convertible
preferred stock —
Accretion of stock issuance
costs on redeemable preferre
stock —
Exercise of stock options for
cash —
Net loss and comprehensi
loss —

24,094,98

49,149,42

1,139,45!

2,059,33!

35,727

3,000,00t

3,000 2,085,37: 2,08¢

— 158,71¢ 158

3,064,57! — (22,554,85)
(1,139,45)

(2,059,33))

(35,72)
33,28: — —

(9,914,59)

(19,485,18)

(1,139,45)

(2,059,33))

(35,72)
33,44(

(9,914,59)

Balance at December 31, 2003 24,094,98
Issuance of Series D
redeemable convertible
preferred stock at $2.69 per
share for cash in
December 2004, net of
financing costs of $1,144,0(
Imputed dividends on Series
redeemable convertible
preferred stocl —
Imputed dividends on Series !
redeemable preferred stock —
Accretion of stock issuance
costs on redeemable converti
preferred stock —
Exercise of stock option for
cash —
Deferred stock compensation
related to employee stock
option grants —
Amortization of deferred stocl
based compensation —
Net loss and comprehensi
loss —

8,355,88!

52,383,93

21,355,89

1,139,45!

2,059,33!

35,727

3,000,00t

3,000 2,244,08! 2,244

3,097,85 — (35,703,95)

(1,139,45)

(2,059,33)

(35,72)

23,13( — —

3,097,02 (3,097,02) —
— 448,68 —

(13,946,46)

(32,600,85)

(1,139,45)

(2,059,33)

(35,72)

23,20¢

448,68

(13,946,46)

Balance at December 31, 2004 32,450,87 $ 76,974,34

3,000,000 $
N BN NN ____§ ______§ ]

3,000 2,323,301 $ 2,32¢

See accompanying notes.
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DEXCOM, INC.
(a development stage company)
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STATEMENTS OF CASH FLOWS

Period from
May 13, 1999
Years Ended December 31, (inception)
through
December 31,
2002 2003 2004 2004
Operating activities
Net loss $ (7,708,02) $ (9,914,59) $ (13,946,46) $ (42,746,39)
Adjustments to reconcile net loss to cash used in
operating activities
Depreciation and amortizatic 388,68t 353,55( 486,80! 1,462,15;
Amortization of stoc-based compensatic — — 448,68 448,68
Interest on converted not — — — 70,48(
Loss on disposal of equipme 25,05:¢ — 29,90¢ 65,76
Compensation expense associated with stock of
issued to consultan — — — 39,04°
Changes in operating assets and liabilit
Prepaid and other ass: (98,527 62,25¢ 42,87: (76,782)
Restricted cas — (200,000 (200,000
Accounts payable and accrued liabilit 270,88¢ 58,06: 475,38 1,239,75
Accrued payroll and related expen: 94,77¢ (21,01) 108,95: 328,47¢
Deferred ren — — 125,24: 125,24:
Net cash used in operating activit (7,027,15) (9,461,73) (12,428,62) (39,243,56)
Investing activities
Purchase of shc-term marketable securitis (7,765,28) — — (7,765,28))
Proceeds from sale of sh-term marketable securitit — 7,765,28 — 7,765,28
Purchase of property and equipm (261,607 (408,609 (1,757,52) (3,361,52)
Proceeds on sale of equipm — — — 1,015
Other asset 41,70: 9,06t 20,06: —
Net cash provided by (used in) investing activi (7,985,179 7,365,73 (1,737,461 (3,360,51)
Financing activities
Proceeds from convertible notes paye — — — 2,000,001
Proceeds from issuance of common si 23,96¢ 33,44( 23,20¢ 133,61¢
Net proceeds from issuance of preferred s 29,289,66 — 21,355,89 67,699,66
Net cash provided by financing activiti 29,313,63 33,44( 21,379,10 69,833,28
Increase (decrease) in cash and cash equivz 14,301,30 (2,062,559 7,213,02. 27,229,20
Cash and cash equivalents, beginning of pe 7,777,44. 22,078,74 20,016,18 —
Cash and cash equivalents, ending of pe $ 22,078,74 $ 20,016,18 $ 27,229,20 $ 27,229,20

Non-cash investing and financing transactions
Purchase of technology in exchange for commor
stock

Conversion of notes payable into Series B prefer
stock

Accretion to redemption value of Series B and
Series C redeemable convertible preferred s

$

$

2,451,06! $

F-7
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DEXCOM, INC.
(a development stage company)

NOTES TO FINANCIAL STATEMENTS

December 31, 2004
1. Organization and Summary of Significant Accounting Policies
Organization and Business

DexCom, Inc., or the Company, is a developmentestagdical device company focused on the desigmawelopment of continuous glucc
monitoring systems for people with diabetes. Sinception the Company has devoted substantiallgfats resources to start-up activities,
raising capital and research and development, dimeduproduct design, testing, manufacturing andicdil trials. The Company has focusec
development activities on two continuous glucosaitooing systems: a shorerm system with a sensor that can be inserteddatient, and
long-term system with a sensor that can be impthbyea physician. The Company's glucose monitosirgjems are designed to provide real-
time continuous blood glucose values, trend datbaderts to assist patients in managing their bigladose levels. The Company has not
generated any revenue from its development a&svaind will not be able to generate revenue unélaf its products is approved, if ever.

Use of Estimates

The preparation of financial statements in confoymiith U.S. generally accepted accounting priresplequires management to make
estimates and assumptions that affect the amoeptsted in the financial statements and accompagnyartes. Actual results could differ fre
these estimates.

Significant estimates include estimated clinicabgtexpenses that are comprised of payments fdt performed by contract research
organizations, physicians and participating hospitaxpenses are accrued for clinical studies peréd by contract research organizations
based on estimates of work performed under costr&xpenses for setting up clinical trial sitesarerued immediately. Clinical expenses
related to patient enrollment are accrued as pateme enrolled in a trial.

Unaudited Pro Forma I nformation

The Company has filed a registration statement thighSecurities and Exchange Commission to seteshaf its common stock to the public.
If the initial public offering is completed unddret terms presently anticipated, each share ofénesSA convertible preferred stock and the
Series B, Series C and Series D redeemable copleeptieferred stock outstanding at December 314 200 automatically convert into one-
half of one share of common stock. Unaudited prm#oredeemable convertible preferred stock andbtidders' equity, as adjusted for the
assumed conversion of all Series A convertibleguretl stock and Series B, Series C and Seriesr@®letEmable convertible preferred stock,
is set forth in the accompanying balance sheets.

Cash and Cash Equivalents

The Company invests its excess cash in bank depsit money market accounts. The Company consadérigihly liquid investments with
an original maturity of 90 days or less at the twh@urchase to be cash equivalents.
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Letter of Credit

At December 31, 2004, the Company had an irrevedaltier of credit outstanding with a commerciatlo&r approximately $200,000,
securing its facility lease. The Company has depdsin aggregate of $200,000 of certificates obdiésecuring the letter of credit. An equal
amount of restricted cash has been separatelyditlin the accompanying balance sheets.

Concentration of Credit Risk

Financial instruments which potentially subject @@mpany to concentrations of credit risk consighprily of cash and cash equivalents.
The Company limits its exposure to credit loss lacimg its cash with high credit quality financiastitutions.

Property and Equipment

Property and equipment is stated at cost and diepedoover the estimated useful lives of the asgetserally three to five years, using the
straight-line method. Leasehold improvements atedtat cost and amortized over the shorter oéstienated useful lives of the assets or the
lease term.

I mpairment of Long-Lived Assets

In accordance with Statement of Financial Accounftandards, or SFAS No. 14¥;counting for the Impairment of Disposable Longeld
Assets, the Company will record impairment losses on Kingd assets used in operations when events aodnestances indicate that assets
might be impaired and the undiscounted cash flastisnated to be generated by those assets arébsshe carrying amount of those assets.
To date, the Company has not experienced any impairlosses on its long-lived assets used in dpesat

Stock-Based Compensation

The Company accounts for employee stock optionggusie intrinsic-value method in accordance witltdunting Principles Board, or APB,
Opinion No. 25Accounting for Stock Issued to EmploygEmancial Accounting Standards Board, or FASBeipretation, or FIN No. 44,
Accounting for Certain Transactions Involving St@dmpensation, an Interpretation of APB No., and related interpretations and has
adopted the disclosure-only provisions of SFAS N28,Accounting for Stock-Based Compensation.

Options or stock awards issued to non-employeeseagded at their fair value as determined in etaoce with SFAS No. 123 and
Emerging Issues Task Force No. 96-A8¢counting for Equity Instruments that are Issug@®ther than Employees for Acquiring, or in
Conjunction with Selling Goods and Servieesl recognized over the related service period.

The information regarding net loss as required BAS No. 123, as amended, has been determinedrees @ompany had accounted for its
employee stock options under the feddue method. The resulting effect on net lossymmsto SFAS No. 123 is not likely to be represtve
of the effects on
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net loss pursuant to SFAS No. 123 in future yesinge future years are likely to include additiogeints and the irregular impact of future
years' vesting

The following table illustrates the weighted-averagsumptions for the Black-Scholes option pricimaylel used in determining the fair value
of options granted to employees:

Years Ended December 31,

2002 2003 2004

Dividend Yield 0% 0% 0%
Risk-free interest rat 4.5% 3.0% 3.7%
Volatility — — 60%
Expected life 4 year 4 year 5 year

The Company has used the minimum value methodtesrdae the fair value of options granted prioitsanitial filing in a registration
statement under the Securities Act of 1933 relatingn initial public offering of the Company's cmon stock. This method does not cons
the expected volatility of the underlying stockdas only available to non-public entities. Accargliy, the Company has used an estimated

volatility factor of 60% for option grants issuedrihg the year ended December 31, 2004 in anticipab the filing of its registration
statement.

In connection with the grant of certain stock optido employees during the year ended Decemb&0®4, the Company recorded deferred
stock-based compensation within stockholders' gqdéficit) of $3,097,025, which represents théadé#nce between the fair value of the
common stock and the option exercise price at #te df grant. Such amount will be amortized oventbsting period of the applicable
options on an accelerated basis. The Company red¢atdckbased compensation expense of $448,689 for theeyeld December 31, 20!

The expected future amortization expense for defestock-based compensation for stock options gdathirough December 31, 2004, is as
follows:

Years Ending December 31,

2005 $ 1,533,63!
2006 702,13t
2007 327,71
2008 84,85¢
$ 2,648,33
I
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The table beloBS&r&HVeA0R90-eMBs ndPReyMERhdeattribhited @83HRA00BudeRaga haepaS) applied the fair

value provisions of SFAS No. 123 to employee stumkpensation.

Net loss attributable to commu
stockholders, as report:

Add: Stock-based employee compensati
expense included in net lo

Deduct: Stock-based employee
compensation expense determined unde
fair-value methot

Pro forma net loss attributable to commc
stockholders

Basic and diluted net loss per share
attributable to common stockholde

Pro forma basic and diluted net loss per
share attributable to common stockholc

Fair Value of Financial Instruments

Period from
May 13, 1999
Years Ended December 31, (inception)
through
December 31,
2002 2003 2004 2004
$  (10,159,09) $  (13,149,10) $  (17,180,97) $ (52,884,92)
— — 448,68¢ 448,68¢
(28,33:) (43,419 (609,68 (702,082
$  (10,187,42) $  (13,19252) $  (17,341,97) $ (53,138,32)

»

(4.96)

&

(4.95)

$ (6.06) $ (7.5)

$ (6.08) $ (7.59)

Financial instruments, including cash and cashwedgits, accounts payable and accrued liabilities carried at cost, which management
believes approximates fair value given their shemn nature.

Comprehensive Loss

SFAS No. 130Reporting Comprehensive Incomequires that all components of comprehensiven; including net income, be reported
in the financial statements in the period in whicly are recognized. Comprehensive income is difisethe change in equity during a pe
from transactions and other events and circumssainoen nonewner sources. Net income and other comprehensogerie, including foreig
currency translation adjustments, and unrealizéusgand losses on investments, shall be reporttdyfrtheir related tax effect, to arrive at
comprehensive income. Comprehensive loss was fietatit than net loss for the period from May 1899 (inception) through

December 31, 2004.

F-11




Case 1:05-cv-00590-GMS  Document 7-3  Filed 08/31/2005 Page 127 of 139
Deferred Rent

Rent expense is recorded on a straight-line bagistbe term of the lease. The difference betweahexpense accrued and amounts paid
under the lease agreement is recorded as defemedhrthe accompanying balance sheets.

Income Taxes

In accordance with SFAS No. 108counting for Income Taxes deferred tax asset or liability is determineddd on the difference
between the financial statement and tax basissatasnd liabilities as measured by the enacterhtag, which will be in effect when these
differences reverse. The Company provides a valnailowance against net deferred tax assets ymlased upon the available evidence,
more likely than not that the deferred tax assélisbe realized.

Recent Accounting Pronouncements

In December 2004, the FASB issued SFAS No. 1239eeV2004) Share-Based Paymeiat; SFAS No. 123R, which replaces SFAS No. 123,
and supercedes APB Opinion No. 25. SFAS No. 128Rires all share-based payments to employees dimgjigrants of employee stock
options, to be recognized in the financial stateismieased on their fair values beginning with thst finterim or annual period after June 15,
2005, with early adoption encouraged. The pro fodisalosures previously permitted under SFAS N@& @ longer will be an alternative to
financial statement recognition. Under SFAS No.R2Be Company must determine the appropriatevédire model to be used for valuing
share-based payments, the amortization methodfopensation cost and the transition method to bd asdate of adoption. The transition
methods include prospective and retroactive adopifmions. Under the retroactive option, prior pds may be restated either as of the
beginning of the year of adoption or for all pesqutesented. The prospective method requires ¢imapensation expense be recorded for all
unvested stock options and restricted stock abéggnning of the first quarter of adoption of SFNBS. 123R, while the retroactive methods
would record compensation expense for all unvestieck options and restricted stock beginning infitts¢ period restated. The Company is
evaluating the requirements of SFAS No. 123R anxbets that the adoption of SFAS No. 123R will haveaterial impact on the Company's
results of operations and earnings per share. Dingp@ny has not yet determined the method of adoptidhe effect of adopting SFAS

No. 123R, and it has not determined whether th@taowill result in amounts that are similar t@tburrent pro forma disclosures un

SFAS No. 123.

2. Net Loss Per Common Share

Basic net loss per share attributable to commackblders is calculated by dividing the net logkautable to common stockholders by the
weighted-average number of common shares outstgufalirihe period, without consideration for comnstack equivalents. Diluted net loss
per share attributable to common stockholdersnspedged by dividing the net loss attributable to coom stockholders by the weighted-
average number of common share equivalents outstafat the period determined using the treasuogistmethod. For purposes of this
calculation, redeemable convertible preferred stookvertible preferred stock, stock options areddhtstanding warrant are considered
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to be common stock equivalents and are only includéhe calculation of diluted net loss per shahen their effect is dilutive.

The calculation of unaudited pro forma basic anateld net loss per share attributable to commocksimiders assumes the conversion of all
shares of Series A convertible preferred stockieSd, Series C and Series D redeemable conveptibferred stock into shares of common
stock using the as-if-converted method, as if starfversion had occurred as of January 1, 200heootiginal issuance date, if later. The
calculation of pro forma net loss per share attable to common stockholders excludes incremewtaincon stock issuable upon exercise of
options and the warrant, as their effect would ttéddutive.

Years Ended December 31,

2002 2003 2004
Historical
Numerator:
Net loss $ (7,708,02) $ (9,914,59) $ (13,946,46)
Accretion to redemption value of Series B and Se@e
redeemable convertible preferred st (2,451,06i) (3,234,51) (3,234,51)

Net loss attributable to common stockholc

$  (10,159,09)

$  (13,149,10)

$  (17,180,97)

I I I
Denominator
Denominator for basic and diluted net loss perehar
attributable to common stockholde 2,046,201 2,169,92. 2,286,32!
I I I
Basic and diluted net loss per share attributabtmmmon
stockholders $ (4.9¢) $ (6.0¢) $ (7.5))
I I I
Pro forma
Pro forma net loss (unaudite $ (13,946,46)
I
Pro forma basic and diluted net loss per shareu@ited) $ (0.8¢)
I
Shares used abo 2,286,32!
Pro forma adjustments to reflect assumed weightetage
effect of conversion of preferred stock (unaudit 13,558,91
Pro forma shares used to compute basic and dihgelbss
per share (unaudite: 15,845,23
I
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Historical outst&riy hitunR0S0rEM Rutlude@GUMNERE fAed loss hilpeh OB/ 3dBRABI conagtsbiRheliddQalculation:

Years Ended December 31,

2002 2003 2004
Redeemable convertible preferred st 24,094,98 24,094,98 32,450,87
Convertible preferred stoc 3,000,001 3,000,001 3,000,001
Series D redeemable convertible preferred stockamé — — 87,45¢
Options to purchase common st¢ 1,451,79 2,039,33 3,353,13.
28,546,78 29,134,32 38,891,46
I I L]
3. Property and Equipment
Property and equipment consist of the following:
December 31,
2003 2004
Furniture and fixture $ 121,22 $ 350,30(
Computer equipmet 433,35: 459,85:
Machinery and equipme 672,64! 1,233,07!
Leasehold improvemen 315,84. 652,45¢
1,543,06' 2,695,68!
Accumulated depreciation and amortizat (931,989 (843,79)
Property and equipment, r $ 611,07¢ $ 1,851,89:
I

Depreciation expense for the years ended Decenih@082, 2003 and 2004 and for the period from WM2y1999 (inception) through
December 31, 2004 was $388,686, $353,550, $48&80%1,462,152, respectively.
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4. Commitments and contingencies
Leases

The Company leases its primary facilities undeggen-year operating lease agreement that expirdarorary 13, 2011. Future minimum
lease payments related to the newly executed Eamenitment are as follows:

Year Ending December 31,

2005 $ 338,16¢
2006 345,48!
2007 357,57:
2008 368,66(
2009 379,74¢
Thereaftel 390,83!
Total $ 2,180,47!
|

Rent expense for the years ended December 31, 2003,and 2004 and for the period from May 13, 1@8&eption) through December 31,
2004 was $174,586, $165,451, $503,006 and $1,1@0rd8pectively.

5. License Agreement

In August 2001, the Company acquired the exclusghg to manufacture and sell products using thieT&chnologies, LLC intellectual
property in the field of diabetes. The Companyeguired to make minimum advanced royalty paymestsoéed in the table below. In
addition, the Company shall pay a royalty of $120@0 unit (subject to an annual 3% increase afiedyct commercialization), per licensed
product sold by the Company. The intellectual prgpes currently used in the Company's long-termsse. The license expires concurrent
with the last patent to expire.

Future minimum advanced royalties are as follows:

Year Ending December 31,

2005 $ 116,00(
2006 116,00(
2007 116,00(
2008 116,00(
2009 116,00(
Thereaftel 812,00(
Total $ 1,392,00!
|

6. Redeemable Convertible Preferred Stock and Stobklders' Equity (Deficit)

In December 2004, the Company issued 8,355,88@slad Series D redeemable convertible preferrecksit a price of $2.69 per share for
net cash proceeds of $21,355,894.
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In December 2004, in connection with the issuarick@Series D redeemable convertible preferreckstihe Company issued a warrant to
Piper Jaffray & Co. to purchase 87,458 shares n€S® redeemable convertible preferred stock abamcise price of $2.69 per share. The
warrant is exercisable for a period of 10 years.

The authorized, issued and outstanding sharesnwectible preferred stock and redeemable converpbéferred stock by series are as
follows:

December 31, 2003

Shares Aggregate
Shares Issued and Liquidation
Authorized Outstanding Carrying Amount Preference
Series A Convertible Preferred Stc 3,000,001 3,000,000 $ 3,000,000 $ 3,000,00!
Series B Redeemable Convertible Preferred
Stock 12,000,00 11,304,11. 19,726,06 19,775,26
Series C Redeemable Convertible Preferred
Stock 13,043,47 12,790,87 32,657,86 32,748,59
28,043,47 27,09498 $ 55,383,93 $ 55,523,86
| | | |
December 31, 2004
Shares Aggregate
Shares Issues and Liquidation
Authorized Outstanding Carrying Amount Preference
Series A Convertible Preferred Stc 3,000,00!I 3,000,000 $ 3,000,000 $ 3,000,00¢
Series B Redeemable Convertible Preferred
Stock 11,304,11 11,304,11 20,878,08 20,914,72.
Series C Redeemable Convertible Preferred
Stock 13,043,47 12,790,87 34,740,36 34,807,92
Series D Redeemable Convertible Preferred
Stock 8,700,001 8,355,88I 21,355,89 22,499,89.
36,047,59 35,450,87 $ 79,974,344 $ 81,222,54

The holders of Series B, Series C and Series 2pesf stock are entitled to receive non-cumuladivedends at a rate of 7% per annum
when, as and if declared by the Board of Direct8Stghject to the rights of the holders of SerieS&jes C and Series D preferred stock, the
holders of Series A preferred stock are entitlecbt®ive annual non-cumulative dividends of $0.p@bshare, when, as and if declared by the
Board of Directors. As of December 31, 2004, nad#inds had been declared. The holders of Seri€giBes C and Series D preferred stock
shall participate, pro rata, on an as-convertezbtomon stock basis, in any distribution made wéspect to any class or series of stock
having any preference or priority inferior to orripawith any preference or priority of the Ser@sSeries C and Series D preferred stock.
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The Series A, Series B, Series C and Series Dmpeeffstock is convertible, at the option of thedeo] at anytime after the date of issuance,
into shares of common stock at initial conversidags of $2.00, $2.88, $4.60 and $5.38 per shasperctively, subject to adjustment. The
Series A, Series B, Series C and Series D prefstoatk will automatically convert into shares ofrooon stock at the then effective
conversion price upon the closing of a firm comnaitthunderwritten public offering pursuant to areefive registration statement under the
Securities Act of 1933 with aggregate proceedd tdast $25,000,000 and a price to the public @st than $8.30 per share. The Series A anc
Series B preferred stock will automatically convatb shares of common stock at the then effectoreversion price upon the date specified
by written consent or agreement of the holderd tdast a majority of the voting power of the thwristanding shares of Series A and Seri
preferred stock, voting together as a single claks.Series C and Series D preferred stock wibhmatically convert into shares of common
stock at the then effective conversion price upandates specified by written consent or agreewiethie holders of at least a majority of the
voting power of the then outstanding shares ofeSeti and Series D preferred stock, voting as desoigss. The Series C preferred stock will
automatically convert into shares of common stddkathen effective conversion price upon the daeified by written consent or
agreement of the holders of at least a majorithefthen holders of Series C preferred stock, gadisia separate class. The Series D preferre
stock will automatically convert into shares of ecoon stock at the then effective conversion priceruine date specified by written consent
or agreement of the holders of at least a majofityre then holders of Series D preferred stockingoas a separate class.

At any time after December 1, 2007, the SeriesaBieS C and Series D stockholders may elect to trev€ompany redeem all outstanding
shares of Series B, Series C and Series D prefstoe#d. The corporation must effect the redemptlynpaying the holders of Series B,
Series C and Series D preferred stock, in castiraper share equal to the Series B liquidation arthderies C liquidation amount and
Series D liquidation amount.

In the event of any liquidation, dissolution or @ing up of the Company, the Series D preferredkssball be the first entitled to be paid out
of the assets of the Company in an amount equhkfoliquidation value of $2.69 per share plusaaltrued and unpaid dividends. Next in
preference, the holders of Series C preferred soelentitled to receive $2.30 per share plusQi3& per share and (ii) all accrued and unpaid
dividends. Next in preference, the holders of SeBepreferred stock are entitled to receive $1drshare plus (i) $0.41 per share and (ii) all
accrued and unpaid dividends. After payments tdtiders of Series D, Series C and Series B perdestock, the holders of Series A
preferred stock are entitled to receive $1.00 paresplus all accrued and unpaid dividends. If upp@noccurrence of such event, the assets
and funds distributed among the holders of prefesteck are insufficient to permit full paymente tbntire assets and funds of the Company
would be distributed among the preferred sharehsliabeproportion to the product of the liquidatipreference of each such share and the
number of such shares owned by each such holdesr thie full payment of the liquidation value ofrfés A, Series B, Series C and Series D
preferred stock, the remaining assets of the Cosnpélhbe available for distribution on a pro rdiasis among the holders of common stock
and preferred stock based on the number of shaEsanon stock such holders would be entitled teiee if they converted their preferred
stock into common at such time.
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In December 2004 the Company's Certificate of Ipodation was amended in connection with the issei@fithe Series D redeemable
convertible preferred stock. The amended Certéicdtincorporation modified the dividend provisiarfshe Series B and Series C
redeemable convertible preferred stock. Prior éoaimendment, the holders of the Series B and Seniedeemable convertible preferred
stock were entitled to receive cumulative divideatla rate of 7% per annum (i) when, as and ifated by the Board of Directors and

(i) upon a liquidation, redemption or otherwisegersion of the Series B redeemable convertibléemed stock. For the years ended
December 31, 2002, 2003 and 2004 and the period flay 13, 1999 (inception) through December 31 420@ Company accrued divider
of $2,409,712, $3,198,785, $3,198,785 and $10,@25n connection with the dividend provisions.

1999 Stock Plan

In 1999, the Company adopted the 1999 Incentivek3atan, or the Plan, as amended and reserved,BgIBghares of common stock for
grants under the Plan. The Plan provides for thatgsf incentive and nonstatutory stock optionsglstonuses and rights to purchase stor
employees, directors or consultants of the Compahg.Plan provides that incentive stock option$ gl granted at no less than fair value of
the Company's common stock and nonstatutory stptires will be granted at no less than 85% of #ierharket value of the common sto
as determined by the Board of Directors at the ditkee grant. Options generally vest 25% one yamn date of grant and ratably each
month thereafter for a combined total period oféhths and expire up to ten years from date oftgran
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A summary of the Company's stock option activityg aelated information for the period from May 1399 (inception) through
December 31, 2004 follows:

Options Outstanding
and Exercisable

Weighted-Average

Number of Shares Exercise Price

Outstanding at May 13, 1999 (inceptic — $ —
Granted 383,25( $ 0.2C
Cancellec (2,500 $ 0.2C

Outstanding at December 31, 1¢ 380,75( $ 0.2C
Granted 307,00 $ 0.24
Exercisec (35,93) $ 0.2C

Outstanding at December 31, 2( 651,817 $ 0.2z
Granted 246,50 $ 0.3C
Exercisec (220,579 $ 0.2C
Cancellec (65,83) % 0.2C

Outstanding at December 31, 2( 711,90¢ $ 0.24
Granted 853,75. $ 0.3C
Exercisec (88,86() $ 0.2€
Cancellec (25,000 $ 0.3C

Outstanding at December 31, 2( 1,451,79° $ 0.2¢
Granted 958,67( $ 0.5C
Exercisec (158,716 $ 0.2z
Cancellec (212,41 $ 0.2€

Outstanding at December 31, 2( 2,039,33 $ 0.2¢
Granted 1,504,25. $ 1.5¢€
Exercisec (79,219 $ 0.3C
Cancellec (111,246 $ 0.44

Outstanding at December 31, 2( 3,353,13. $ 0.92

I
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Options Outstanding Options Vested
Weighted
Average Weighted Weighted
Remaining Average Average
Number Contractual Exercise Number Exercise
Range of Exercise Price Outstanding Life Price Vested Price
$0.20 81,25( 48 $ 0.2C 81,25( $ 0.2C
$0.30 894,66° 6. % 0.3C 628,46( $ 0.3C
$0.50 1,533,53: 87 $ 0.5C 439,93( $ 0.5C
$2.40 843,68 10.C $ 2.4C — —
3,353,13: 1,149,641
—— ——

Deferred Stock-Based Compensation

No employee stock compensation expense was radlétthe Company's reported net loss in any pepitat to 2004, as all options grant
had an exercise price equal to the estimated &hirevof the underlying common stock on the datgrant. During 2004, stock options were
granted with exercise prices that were equal teetienated fair value of the common stock at the dagrant as determined by the Board of
Directors. Subsequent to the commencement of thalipublic offering process, the Company deteradirthat certain of the stock options
granted during 2004 were granted at exercise ptit@svere below the reassessed fair value ofdhevon stock on the date of grant. With
respect to these options granted, the Companyelcasded deferred stock-based compensation of $®329during the year ended
December 31, 2004. Deferred stock-based compensatiecognized and amortized on an acceleratad imaaccordance with FIN No. 28,
Accounting for Stock Appreciation Rights and Otfiariable Stock Option or Award Plai, over the vesting period of the related awards,
which is generally four years.

Reserved Shares

The Company has reserved shares of common sto¢ltéoe issuance as follows:

December 31,

2003 2004
Conversion of Series A convertible preferred st 1,499,99 1,499,99
Conversion of Series B redeemable convertible predestock 5,652,05! 5,652,05!
Conversion of Series C redeemable convertible predestock 6,395,42. 6,395,42:
Conversion of Series D redeemable convertible predlestock — 4,177,92!
Series D redeemable convertible preferred stockamé — 43,72¢
Stock options under the Company's pl¢
Granted and outstandi 2,039,33 3,353,13.
Reserved for future gra 119,33t 1,201,32!

15,706,14 22,323,59

F-20




7. Income Taxd&sase 1:05-cv-00590-GMS  Document 7-3  Filed 08/31/2005 Page 136 of 139

At December 31, 2004, the Company has federaktatd tax net operating loss carryforwards of axprately $41.4 million and

$40.0 million, respectively. The federal and stateloss carryforwards will expire in 2019 and 2p@&pectively, unless previously utilized.
The Company also has federal and state researathearetbpment tax credit carryforwards of approxieha$852,000 and $842,000,
respectively. The federal research and developtagntredit will begin to expire in 2019, unless\pozisly utilized.

Pursuant to Sections 382 and 383 of the InterneéRee Code, annual use of the Company's net opgiass and credit carryforwards may
be limited in the event that a cumulative changevimership of more than 50% has occurred withinreg-year period.

Significant components of the Company's deferrgditsets as of December 31, 2004 are shown belmaluation allowance of
approximately $18,453,000 has been establisheflBsaember 31, 2004 to offset the deferred taxtasas realization of such assets is
uncertain.

December 31,

2003 2004

Deferred tax asset
Net operating loss carryforwar $ 11,358,000 $ 16,801,00
Research and development credit carryforw. 1,121,001 1,399,00!
Other, ne 189,00( 253,00(
Total deferred tax asse 12,668,00 18,453,00
Valuation allowance for deferred tax ass (12,668,00) (18,453,00)
Net deferred taxe $ — 8 —

8. Related Party Transaction

The Company has paid fees for management sendtaig $285,563, $0, $0 and $1,743,604 for theryended December 31, 2002, 2003
and 2004, and for the period from May 13, 1999¢ptmn) through December 31, 2004 to a venturetaiiim, which owns an equity
interest in the Company.

9. Employee Benefit Plan

The Company has a defined contribution 401(kyeetent plan, or the 401(k) Plan, covering substintall employees that meet certain age
requirements. Employees may contribute up to 90%&f compensation per year (subject to a maxirtionin by federal tax law). Under the
401(k) Plan, the Company may elect to match a eliggrary percentage of contributions. No such nmiatchontributions have been made to
the 401(k) Plan since its inception.
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10. Recent Events
Changesin capitalization

On March 11, 2005, the Company's Board of Direcéni@pted a stockholder rights plan, which will ffe@ive upon the consummation of
the initial public offering contemplated by thisoppectus.

On March 21, 2005, the Company's Stockholders ajgirthe following:

. A 1-for-2 reverse stock split of the outstandingnoaon stock to be effective March 23, 2005. The agzanying financial
statements give retroactive effect to the reveisekssplit for all periods presented.

. Upon the effectiveness of the initial public offegicontemplated by this prospectus, the creatidghe2005 Equity Incentive
Plan. The 2005 Equity Incentive Plan will replalse 1999 equity incentive plan and upon effectiveritbsre will be 3,000,000
shares of common stock initially reserved. The eshaeserved includes all shares that are availataler the 1999 plan on the
day it is terminated.

. Upon the effectiveness of the initial public offegicontemplated by this prospectus, the creaticghe@2005 Employee Stock
Purchase Plan with a reserve of 150,000 sharesnofinon stock.

. Upon effectiveness of the initial public offering Amended and Restated Certificate of Incorporaibe "Certificate"). The

Certificate authorizes "blank check" preferred ktaghich enables the Board of Directors to desigratd issue, without
stockholder approval, preferred stock with righgnier to those of common stock.
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DEXCOM, INC.

Common Stock

DexCom

PROSPECTUS

Until May 8, 2005, all dealers that effect trangats in these securities, whether or not partigigain this offering, may be required to deli
a prospectus. This is in addition to the dealdsbyation to deliver a prospectus when acting ademwriters and with respect to their unsold
allotments or subscriptions.

Piper Jaffray
SG Cowen & Co.
William Blair & Company
First Albany Capital

April 13, 2005
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