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Washington, D.C. 20549
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B QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the quarterly period ended June 30, 2005

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

For the transition period from to

Commission file number 000-51222

DEXCOM, INC.
(Exact name of Registrant as specified in its @nart

Delaware 33-0857544
(State or Other Jurisdiction of (I.LR.S. Employer
Incorporation or Organizatiol Identification No.)

5555 Oberlin Drive
San Diego, California 92121
(Address of Principal Executive office (Zip Code)

Registrant’s Telephone Number, including area cq888) 200-0200

Indicate by check mark whether the Registrant éE)filed all reports required to be filed by Sectid or 15(d) of the Securities Exchange
Act of 1934 during the preceding 12 months (orsiech shorter period that the Registrant was reduadile such reports), and (2) has been
subject to such filing requirements for the pastags.

Yes No O
Indicate by check mark whether the Registrant ia@elerated filer (as defined in Rule 12b-2 ofExehange Act).
Yes O No [

As of July 15, 2005, 25,371,413 shares of the Regits common stock were outstanding.
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Assets
Current asset:

Cash and cash equivalel
Shor-term marketable securities, availe-for-sale
Prepaid and other current assets

Total current assets

Property and equipment, r

Restricted cas

Deferred offering costs and other assets

Total assets
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DexCom, Inc.

Filed 08/31/2005

(a development stage company)

BALANCE SHEETS

Liabilities, redeemable convertible preferred stockand stockholders equity (deficit)

Current liabilities:

Accounts payable and accrued liabilit
Accrued payroll and related expen:
Accrued clinical trials

Total current liabilities

Deferred ren

Commitments and contingenci

Redeemable convertible Series B preferred stock0®0par value, no shares and 11,304,114 shares
authorized, issued and outstanding at June 30, 20@®ecember 31, 2004, respectiv:

Redeemable convertible Series C preferred stock0¥Qoar value, no shares and 13,043,478 sha
authorized; no shares and 12,790,870 shares issukdutstanding at June 30, 2005 and

December 31, 2004, respective
Redeemable convertible Series D preferred stockOf#0par value, no shares and 8,700,000 shares

authorized; no shares and 8,355,886 shares issuleglusstanding at June 30, 2005 and

December 31, 2004, respective

Stockholder' equity (deficit):

Convertible Series A preferred stock, $0.001 p&we/ano shares and 3,000,000 shares authoriz
no shares and 3,000,000 issued and outstandinmat3D, 2005 and December 31, 2004,

respectively

Preferred stock, $0.001 par value, 5,000,000 aizitbr no shares issued and outstanding at Jui

2005.

Common stock, $0.001 par value, 100,000,000 an@DB0)00 authorized; 25,371,413 and
2,323,300 shares issued and outstanding at Jur938,and December 31, 2004, respectiv

Additional paic-in capital
Deferred stock-based compensation
Deficit accumulated during the development stage

Accumulated and other comprehensive income (loss)

Total stockholders’ equity (deficit)

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

3

See accompanying notes to financial statements
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June 30, December 31,
2005 2004
(unaudited)
$ 51,490,44 $ 27,229,20
15,094,01 —
760,04¢ 43,78
67,344,51 27,272,98
2,482,08! 1,851,89:
250,00( 200,00(
— 33,00(
$ 70,076,599 $ 29,357,88
$ 2,136,01: $ 1,018,87!
461,63¢ 328,47¢
270,91! 220,87"
2,868,56' 1,568,23!
146,86! 125,24:
— 20,878,08
— 34,740,36!
— 21,355,89
— 3,00(
25,37: 2,32:
134,191,15 6,218,01.
(1,756,55) (2,648,33)
(65,377,34) (52,884,92)
(21,456) —
67,061,16 (49,309,93)

$ 7007659 $ 29,357,88
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DexCom, Inc.
(a development stage company)
STATEMENTS OF OPERATIONS

(unaudited)
Period from
May 13, 1999
(inception)
Three Months Ended Six Months Ended through
June 30, June 30, June 30,
2005 2004 2005 2004 2005
Costs and expense
Research and developmt $ 497871 $ 2,802,890 $ 998299 $ 5636,99. $ 46,095,72
Selling, general and administrati 1,382,93. 353,211 1,914,60! 668,96 9,504,92
Stocl-based compensatio
Research and developmt 366,85( 18,84¢ 797,65( 37,53( 1,088,76.
Selling, general and administrative 113,72 24,36( 268,64« 52,33 426,21¢
Total costs and expenses 6,842,22 3,199,31. 12,963,89 6,395,81! 57,115,64
Interest and other income 457,97¢ 33,06¢ 593,71! 73,45 1,999,06!
Net loss (6,384,24) (3,166,241 (12,370,18) (6,322,36) (55,116,57)

Accretion to redemption value of Series B,

Series C, and Series D redeemable conve

preferred stocl (15,24 (808,629 (122,23) (1,617,25J) (10,260,76)
Net loss attributable to common stockholc $ (6,399,49) $ (3,974,87) $ (12,492,41) $ (7,939,62) $ (65,377,34)

Basic and diluted net loss per share attributa

to common stockholde $ (0.29) $ 1.75) $ (1.00) $ (3.5))
Shares used to compute basic and diluted net

loss per share attributable to common

stockholder: 22,140,14 2,265,98! 12,417,90 2,260,64!

See accompanying notes to financial statements
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DexCom, Inc.
(a development stage company)
STATEMENTS OF CASH FLOW
(unaudited)

Operating activities
Net loss
Adjustments to reconcile net loss to cash useg@rating activities
Depreciation and amortizatic
Amortization of stoc-based compensatic
Accretion and amortization related to investmenés,
Interest on converted not
Loss on disposal of equipme

Compensation expense associated with stock opsnsd to consultan

Changes in operating assets and liabilit
Prepaid and other assets
Restricted cash
Accounts payable and accrued liabilit
Accrued payroll and related expen:
Deferred rent
Net cash used in operating activit

Investing activities

Purchase of available-for-sale marketable secaritie

Proceeds from the maturity of availe-for-sale marketable securiti
Purchase of property and equipment

Proceeds on sale of equipment

Net cash used in investing activiti

Financing activities

Proceeds from convertible notes paye

Proceeds from issuance of common sl

Net proceeds from issuance of preferred s

Net cash provided by financing activiti

Increase (decrease) in cash and cash equivalents
Cash and cash equivalents, beginning of period
Cash and cash equivalents, ending of period

Non-cash investing and financing transactions
Purchase of technology in exchange for common stock
Conversion of notes payable into Series B prefestedk
Conversion of Series A, B, C, and D preferred stock

Accretion to redemption value of Series B, Serigar@@l Series D redeemable

convertible preferred stoc
Unrealized loss on marketable securities

Filed 08/31/2005
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Period from
May 13, 1999
(inception)
Six Months Ended through
June 30, June 30,
2005 2004 2005
$ (12,370,18) $ (6,322,36) $ (55,116,57)
340,30t¢ 177,27 1,802,45!
1,003,47! 89,86: 1,452,16
(4,467) — (4,467)
— — 70,48(
— — 65,761
62,81¢ — 101,86:
(601,530 22,63( (678,31)
(50,000 (200,000) (250,000
1,167,17! 593,67. 2,406,92!
133,16 257,171 461,63¢
21,62¢ 108,67 146,86!
(10,297,62) (5,273,08) (49,541,19)
(15,225,73) — (22,991,01)
— — 7,765,28I
(970,50)) (1,207,82) (4,332,03)
— — 1,017
(16,196,23) (1,207,82) (19,556,74)
— — 2,000,001
50,755,10 2,76t 50,888,72
— — 67,699,66
50,755,10 2,76¢ 120,588,38
24,261,224 (6,478,15)) 51,490,44
27,229,20 20,016,18 —
$ 51,490,44 $ 13,538,03 $ 51,490,44
$ — 3 — $ 19,00(
$ — 3 — $ 2,000,001
$ 77,09957 $ — $ 77,099,57
$ 122,23. $ 1,617,250 $ 10,260,76
$ 21,45¢ $ — $ 21,45¢

See accompanying notes to financial statements
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DexCom, Inc.
(a development stage company)
NOTES TO FINANCIAL STATEMENTS
( Unaudited)

1. Organization and Summary of Significant Accountig Policies
Organization and Basis of Presentation

DexCom, Inc. (the “Company’¥ a development stage medical device company éstas the design and development of continuousogk
monitoring systems for people with diabetes. Sinception the Company has devoted substantiallgfats resources to start-up activities,
raising capital and research and development, dimofuproduct design, testing, manufacturing andicdil trials. The Company has focused
its development activities on two continuous glecomnitoring systems: a short-term system withrsa@ethat can be inserted by a patient,
and a long-term system with a sensor that can ptaimted by a physician. The Company’s glucose rani systems are designed to
provide realtime continuous blood glucose values, trend datbaderts to assist patients in managing their bigladose levels. The Compa
has not generated any revenue from its developawivities and will not be able to generate revemunt# one of its products is approved, if
ever.

The information contained herein has been preparadcordance with instructions for Form 10-Q andeRL0-01 of Regulation S-X. The
information as of June 30, 2005, for the three sirdnonths ended June 30, 2004 and 2005, andéquetiod from May 13, 1999 (inception)
through June 30, 2005 is unaudited. In the opiofomanagement, the accompanying unaudited finhsEigiements contain all adjustments
(consisting only of normal and recurring accrualsgessary to present fairly the financial positibéthe Company as of June 30, 2005, ani
results of its operations and cash flows for tlkesdnths ended June 30, 2004 and 2005, and feehed from May 13, 1999 (inception)
through June 30, 2005. These results have beemuatd on the basis of accounting principles gaheaccepted in the United States of
America and applied consistently with those usetthénpreparation of the audited financial statemémtthe year ended December 31, 2004
included in the Prospectus filed by the Compangpant to Rule 424(b) under the Securities Act &31%s amended (the “Securities Act”),
with the Securities and Exchange Commission onlAgi 2005.

Certain information and footnote disclosures nolyniakluded in financial statements presented icoagance with accounting principles
generally accepted in the United States of Amenaae been omitted in accordance with the applicaldés to Form 10-Q. The
accompanying financial statements should be readnjunction with our audited financial statemeantsl notes thereto for the year ended
December 31, 2004 included in the Prospectus filethe Company with the Securities and Exchange@ission on April 13, 2005.

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 accompgnyartes. Actual results could differ fre
these estimates. Significant estimates includenattd clinical study expenses that are compri$gayments for work performed by contr
research organizations, physicians and particigatospitals. Expenses are accrued for clinicalistuperformed by contract research
organizations based on estimates of work perforamelr contracts. Expenses for setting up clinigall sites are accrued immediately.
Clinical expenses related to patient enrollmentmoditoring are accrued as patients are enrollédaonitored in a trial.

Stock-Based Compensation

The Company accounts for employee stock optiongyusie intrinsic-value method in accordance witltdunting Principles Board, or APB,
Opinion No. 25Accounting for Sock Issued to Employees, Financial Accounting Standards Board, or FASBeirpretation, or FIN No. 44,
Accounting for Certain Transactions Involving Stock Compensation, an Interpretation of APB No. 25, 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-employeescagded at their fair value as determined in etamoce with SFAS No. 123 and
Emerging Issues Task Force No. 96-A&ounting for Equity Instruments that are Issued to Other than Employees for Acquiring, or in
Conjunction with Selling Goods and Services and recognized over the related service period.

The information regarding net loss as required BAS No. 123, as amended, has been determinedres @ompany had accounted for its
employee stock options under the feddlue method. The resulting effect on net lossymmsto SFAS No. 123 is not likely to be represtve
of the effects on net loss pursuant to SFAS No.itiZ8ture periods, since future periods are likelynclude additional grants and the
irregular impact of future years’ vesting.
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The table below illustrates the effect on net kmsd net loss per share attributable to common ktdkrs had the Company applied the fair
value provisions of SFAS No. 123 to employee stumkpensation.

Period from
May 13, 1999
(inception)
Three Months Ended Six Months Ended through
June 30, June 30, June 30,
2005 2004 2005 2004 2005
Net loss attributable to common stockhold
as reportel $ (6,399,49) $ (3,974,87) $ (12,492,41) $ (7,939,62) $ (65,377,34)
Add: Stock-based compensation expense
included in net los 480,57- 43,20¢ 1,066,29. 89,86! 1,514,98.
Deduct: Stock-based compensation expens
determined under fe-value methoc (1,177,14.) (71,12¢) (1,987,74) (132,61) (2,689,82)
Pro forma net loss attributable to common
stockholder $ (7,096,06) $ (4,002,79) $ (13,413,86) $ (7,982,37) $ (66,552,18)
Basic and diluted net loss per share attribui
to common Stockholders, as repor $ (0.29 $ (1.7 $ (1.00) $ (3.5])
Pro forma basic and diluted net loss per share
attributable to common stockholde $ (039 $ 1.7n $ (1.0 $ (3.5%)

2. Comprehensive Loss

SFAS No. 130Reporting Comprehensive Income, requires that all components of comprehensivenre; including net income, be reported
in the financial statements in the period in whichy are recognized. Comprehensive income is difisethe change in equity during a pe
from transactions and other events and circumssainom nonewner sources. Net income and other comprehensogerie, including foreig
currency translation adjustments, and unrealizéusgand losses on investments, shall be repor&tdyfrtheir related tax effect, to arrive at
comprehensive income. The Company’s comprehengszis as follows:

Period from
May 13, 1999
(inception)
Three Months Ended Six Months Ended through
June 30, June 30, June 30,
2005 2004 2005 2004 2005
Net loss attributable to common
stockholders $ (6,399,49) $ (3,974,87) $ (12,492,41) $ (7,939,62) $ (65,377,34)
Unrealized loss on available-for-sale
marketable securitie (12,827 — (21,45¢) — (21,45¢)
Comprehensive loss $ (641231) $ (3,974,87) $ (12,513,87) $ (7,939,62) $ (65,398,80)

3. Net Loss Per Common Share

Basic net loss per share attributable to commarkbtuders is calculated by dividing the net logstaitable to common stockholders by the
weighted-average number of common shares outstguficlirthe period, without consideration for comnstack equivalents. Diluted net loss
per share attributable to common stockholdersnspedged by dividing the net loss attributable to comm 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 areldtitstanding warrant are considered to be
common stock equivalents and are only includetiéncalculation of diluted net loss per share wineir teffect is dilutive.

Historical outstanding anti-dilutive securities matluded in diluted net loss per share attribigablcommon stockholders calculation:

7
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For the Three Months Ended For the Six Months Ended
June 30, June 30,

2005 2004 2005 2004
Redeemable convertible preferred stock — 24,094,98. — 24,094,98
Convertible preferred stoc — 3,000,001 — 3,000,001
Warrant 43,72¢ — 43,72¢ —
Options to purchase common st¢ 3,114,07! 2,509,05! 3,114,07! 2,509,05I
Restricted stock 19,75( — 19,75( —
3,177,655 29,604,03 3,177,55. 29,604,03

Pro Forma Net Loss per Share

Management believes that the additional disclobetew is useful to investors because it shows whaic loss per share would have been if
the conversions of the company’s preferred stockdezurred at the beginning of the respective pierteing reported rather than during the
periods. The calculation of unaudited pro formsiband diluted net loss per share attributabtomon stockholders assumes the
conversion of all shares of Series A convertiblefemred stock, Series B, Series C and Series Cemedile convertible preferred stock into
shares of common stock using the as-if-convertetthode as if such conversion had occurred as ofalgrl 2004, or the original issuance
date, if later. The actual conversion date wasdlA@; 2005. The Company’s pro forma net lossgbere is as follows:

For the Three Months Ended For the Six Months Ended
June 30, June 30,
2005 2004 2005 2004

Pro forma
Numerator:
Net loss attributable to common stockholders, psted  $  (6,399,49) $ (3,974,87) $ (12,492,41) $ (7,939,62)
Reversal of accretion to redemption value of SeBies

Series C and Series D redeemable convertible peefer

stock 15,24 808,62¢ 122,23. 1,617,25i
Pro forma net loss attributable to common stockésid $ (6,384,24) $ (3,166,24) $ (12,370,18) $ (6,322,36))
Denominator
Shares used to compute basic and diluted net &rsshare

attributable to common stockholde¢ 22,140,14 2,265,98! 12,417,90 2,260,64!
Pro forma adjustments to reflect assumed weightetage

effect of conversion of preferred stock on Jandary

2005 and 200 2,532,201 13,547,49 10,086,84 13,547,49
Pro forma shares used in basic and diluted prodarat

loss per shar 24,672,34 15,813,47 22,504,75 15,808,13
Pro forma basic and diluted net loss per shariatable tc

common stockholdel $ (0.26) $ 0.20 $ (055 $ (0.40

4. Stockholders’ Equity (Deficit)
Sock Split

On March 23, 2005, the Company effected a 1-faev2rse stock split of the outstanding common stdbk. accompanying financial
statements and these notes give retroactive défebe reverse stock split for all periods presgnte

Initial Public Offering

On April 19, 2005, the Company closed the initiablic offering of its common stock in which it sodd700,000 shares of common stock for
gross proceeds of $56.4 million. After deductiémmderwriting discounts and commissions, the Camgpaceived proceeds of $52.5 milli
that excluded $2.0 million in offering expensesatalg by the Company.

Changesin Capitalization

Effective April 13, 2005, the Amended and Rest&edtificate of Incorporation authorizes “blank cképreferred stock, which enables the
Board of Directors to designate and issue, witlstitkholder approval, preferred stock with righesier to those of common stock.

8
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Convertible Preferred Sock

Effective April 13, 2005 and in conjunction withetlCompany’s initial public offering, all 35,450,8%Bares of preferred stock converted to
17,725,401 shares of common stock.

5. Recent Accounting Pronouncements

In December 2004 and as amended in April 2005F&@B issued SFAS No. 123 (revised 20®hgre-Based Payment, or SFAS No. 123R,
which replaces SFAS No. 123, and supercedes APBi@pNo. 25. SFAS No. 123R requires all share-bassthents to employees,
including grants of employee stock options, tod@ognized in the financial statements based on filieivalues at the fiscal year beginning
January 1, 2006, with early adoption encouraged.rb forma disclosures previously permitted urgleAS No. 123 no longer will be an
alternative to financial statement recognition. BN8FAS No. 123R, the Company must determine tpeogpiate fair value model to be used
for valuing share-based payments, the amortizatiethod for compensation cost and the transitiorhoteto be used at date of adoption. The
transition methods include prospective and retieaadoption options. Under the retroactive optjamor periods may be restated either as of
the beginning of the year of adoption or for altipds presented. The prospective method requisgscttimpensation expense be recorded for
all unvested stock options and restricted stodkebeginning of the first quarter of adoption &% No. 123R, while the retroactive
methods would record compensation expense fonattsted stock options and restricted stock beggnimirthe first period restated. The
Company is evaluating the requirements of SFASI28R and expects that the adoption of SFAS No. Mlfhave a material impact on

the Company’s results of operations and earningshmre. The Company has not yet determined thbadetf adoption or the effect of
adopting SFAS No. 123R, and it has not determinkeeltier the adoption will result in amounts thatsineilar to the current pro forma
disclosures under SFAS No. 123.

6. Benefit Plans

The following plans became effective April 13, 20€te effective date of the Company’s registrastatement on Form S-1 for its initial
public offering:

¢  The 2005 Equity Incentive Plan - the 2005 Equitseimtive Plan replaces the 1999 equity incentiva plad includes a reserve of
3,000,000 shares of common stock. The shares sbarelude all shares that are available undel @89 plan on the day it is
terminated.

*  The 2005 Employee Stock Purchase Plan - the 20Q8dyee Stock Purchase has a reserve of resen&ddd0 shares of common
stock.

7. Related Party Transactions

The Company’s Chairman retains one-half ownerghifgrchipelago Aviation and is also a director ob€@e Corporation. During the six
months ended June 30, 2005, the Company incurstd wath Archipelago Aviation totaling $191,288 fairline transportation related to
travel activities during the Company’s initial pigobffering and subsequent clinical site visitsxpEnses incurred relating to an Oracle ERP
system for the six months ended June 30, 2005 @04 Dtaled $22,174 and $27,470, respectively. Jtmpany believes that the
aforementioned arrangements were at no less faleorates to the Company than those that could haga obtained from unrelated third
parties.

8. Commitments and Contingencies

Lease

In May 2005, the Company entered into a lease aggaefor approximately 7,000 square feet in addéldacilities space located adjacent to
the Company’s existing corporate office. Rentdigattions under the lease agreement are as follows:

Fiscal Year Ending

2005 (¥) $ 41,54¢
2006 101,40!
2007 104,36:
2008 107,32(
2009 110,70(
2010 114,08(
2011 (*) 48,23

Total $ 627,65:

(*) Excludes a $50,000 security deposit payabléheyCompany in 2005 and refundable to the Compa2@11.
9
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ITEM 2. MANAGEMENT’'S DISCUSSION AND ANALYSIS OF FINANCIAL C ONDITION AND RESULTS OF OPERATIONS

CAUTIONARY NOTE REGARDING FORWARD -LOOKING STATEMENTS

This document, including the following Management'Discussion and Analysis of Financial Condition andResults of Operations,
contains forward-looking statements that are basedpon current expectations. These forward-lookingtatements fall within the
meaning of the federal securities laws that relat® future events or our future financial performance. In some cases, you can identify
forward-looking statements by terminology such asrhay,” “will,” “expect,” “plan,” “anticipate,” “beli eve,” “estimate,” “intend,”
“potential” or “continue” or the negative of these terms or other comparable terminology. Forward-lodking statements involve risks
and uncertainties. Our actual results and the timig of events could differ materially from those arnitipated in our forward-looking
statements as a result of many factors, including kether we are able introduce any products to the nrlet or generate revenue,
whether we receive FDA approval for our technologige competition in our marketplace and the other riks those set forth below unde
“ Factors That May Affect Our Financial Condition A nd Results Of Operations “ and elsewhere in this gort. We assume no
obligation to update any of the forward-looking stdaements after the date of this report or to confornthese forwarddooking statement:
to actual results.

Overview

We are a development stage medical device commanagéd on the design and development of continglie®se monitoring systems for
people with diabetes. Since inception we have deletubstantially all of our resources to start-ctpvaies, 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-s®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 paegated any revenue from our
development activities and will not be able to gateerevenue until one of our products is approifezljer.

In March 2005, we filed an application for premdr&pproval, or PMA, for our short-term continuolsogse monitoring system, or STS,
with the Food and Drug Administration, or FDA. Piaket approval is the FDA process of scientific asgllatory review to evaluate the
safety and efficacy of medical devices like thosease developing. In May 2005 we received notifgatrom the FDA that our PMA was
accepted as filed and granted expedited reviewsstdh July 2005, we completed our 100-day meetiitly the FDA and expect to receive
additional written requests for information to sapgpghe PMA filing of our short-term system. Additially, we are conducting an 80-patient
clinical trial for our second generation long-tesgstem and intend to submit a PMA application aftampletion of the trial, if the data
warrants submittal. Our clinical trials may beajedd due to scheduling issues with patients anesiiyators, institutional review boards,
sensor performance and manufacturing supply canttramong other factors. Support of these clirtitals requires significant resources in
research and development, manufacturing, qualgyrasce, and clinical and regulatory personnel.

We are currently increasing our manufacturing capand personnel to enable us to produce comnieyaantities of our devices. Due to 1
lead-time associated with increases in capacity,ekpansion will be initiated prior to the apprivareceived by the FDA, of our products.
Our capacity expansion could be constrained byattie of readily available laboratory and manufaictyispace, material availability,
equipment design, production and validation, reigujeapproval of our factory personnel staffing arier factors. Prior to obtaining
regulatory approval, we will also begin to hireesaind marketing personnel. If we obtain the nacgsegulatory approvals, we plan to
launch our products in the United States with oumn direct sales force.

To date, we have not generated any revenue, afdiweincurred net losses in each year since oaptitn in May 1999. Through June 30,
2005, we had a deficit accumulated during the dprakbnt stage of $65.4 million. We expect our logeeontinue and increase as we exf
our clinical trial activities and initiate commeaization activities. We have financed our operagiprimarily through private placements and
an initial public offering (IPO) of equity secugs. In April 2005, we completed our IPO in which 8old 4,700,000 shares of common stock
for gross proceeds of $56.4 million. After dedantdf underwriting discounts and commissions, veeired proceeds of $52.5 million that
excluded $2.0 million in offering expenses paydhjais.
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Financial Operations

Revenue

To date, we have not generated any revenue fromatlleeof 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 primarilsistoof engineering and research expenses relatartcontinuous glucose monitoring
technology, clinical trials, regulatory expensed aranufacturing expenses incurred to build ourddintrial glucose monitoring systems.
These expenses are primarily related to employageasation, including salary, fringe benefits, nitanent, relocation and temporary
employee expenses. We also incur significant exggettsoperate our clinical trials including tri&sign, clinical site reimbursement, data
management and associated travel expenses. Oarakesnd development expenses also include feeaifside design services, contractors
and materials, and assembly expenses for our gunasitoring systems. From our inception througheJs0, 2005, we have incurred

$46.1 million in research and development expenses.

Selling, General and Administrative

Our selling, general and administrative expensesaily consist of compensation for our executifileancial, marketing and administrative
functions. Other significant expenses include trstti@wv expenses, insurance, professional fees fasuiside legal counsel and our
independent auditors and expenses for board meefingm our inception through June 30, 2005, westiaeurred $9.5 million for selling,
general and administrative expenses.

Stock-Based Compensation

Stock-based compensation consists of compensatjmnse related to stock option programs. This cosgon expense is reflected
separately in our financial statements and is atlet among our research and development expendaelling, general and administrative
expenses. Stock-based employee compensation expéhisk is a non-cash charge, results from emplsyeek option grants at exercise
prices that, for financial reporting purposes, @gemed to be below the estimated fair value otittaerlying common stock on the date of
grant. Prior to our IPO in April 2005, our boarddirectors determined the estimated fair valuewfcommon stock on the date of grant.
Stock-based employee compensation equals theetifferbetween the reassessed estimated fair valsbge of our common stock on the
date of grant and the exercise price per sharesamuiortized on an accelerated basis over thengeptiriod of the stock option. Additionally,
stock-based compensation consists of options issuedn-employees that are recorded at their fivar From inception through June 30,
2005, we have incurred $1.5 million in stock-basedhpensation expense.

Results of Operations
Comparison of the Three Months Ended June 30, 2005 and 2004

Research and Development. Research and development expense, excluding based compensation, increased $2.2 million to S8lbn
for the three months ended June 30, 2005, compeu®2l8 million for the three months ended June2B04. The increase was primarily
related to $0.6 million for additional clinical ats of our glucose monitoring systems, $0.6 milliocompensation for additional employees,
$0.4 million in sensor design costs and $0.3 mmillio materials to produce glucose monitoring systéosn our clinical trials.

Selling, General and Administrative.  Selling, general and administrative expense asmd $1.0 million to $1.4 million for the three rtiwn
ended June 30, 2005, compared to $0.4 millionHerthree months ended June 30, 2004. The incress@nmarily due to $0.5 million for
initial marketing expense and $0.4 million relatec@xpenses associated with operating as a pulniipany including independent auditor
compliance expenses, insurance, legal fees antiaddiaccounting personnel.

Stock-Based Compensation. In connection with the grant of stock option®toployees, consultants and directors, amortizecpeosation
expense increased $438,000 to $481,000 for the thomths ended June 30, 2005 compared to $43,000efthree months ended June 30,
2004. The increase in amortized compensation esqgavhich is allocated between research and dewelopand selling, general, and
administrative, was due to the combination of addél option grants and higher estimated fair valper option grant for options granted
subsequent to February 2004.

Interest and Other Income. Interest and other income increased $425,00@58,$00 for the three months ended June 30, 2@®8pared ti
$33,000 for the three months ended June 30, 208 inkcrease was due to higher combined average cash equivalents, and short-term
marketable securities balances due to our Aprib2@®, along with higher interest rates.
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Comparison of the Six Months Ended June 30, 2005 and 2004

Research and Development. Research and development expense, excluding basgd compensation, increased $4.4 million toG510.
million for the six months ended June 30, 2005, garad to $5.6 million for the six months ended J8@e2004. The increase was primarily
related to $1.5 million for clinical trials of ogfucose monitoring systems, $1.3 million in comgius for additional employees and
consultants, $0.8 million to produce glucose maimtpsystems for our clinical trials, and $0.5 ioifl in sensor design costs.

Selling, General and Administrative. Selling, general and administrative expense asad $1.2 million to $1.9 million for the six mosth
ended June 30, 2005, compared to $0.7 millionHersix months ended June 30, 2004. The increasduweatd $0.5 million in initial
marketing costs and $0.6 million related to experssociated with operating as a public companydimy independent auditor and
compliance expenses, insurance, legal fees ant@ddiaccounting personnel.

Stock-Based Compensation. In connection with the grant of stock option®toployees, consultants and directors, amortizecpeosation
expense increased $976,000 to $1,066,000 for xmanths ended June 30, 2005 compared to $90,0QBe@ix months ended June 30,
2004. The increase in amortized compensation esqyavhich is allocated between research and dewelopand selling, general, and
administrative, was due to the combination of addél option grants and higher estimated fair valper option grant for options granted
subsequent to February 2004.

Interest and Other Income. Interest and other income increased $521,006% $00 for the six months ended June 30, 2005peaczd to
$73,000 for the six months ended June 30, 2004 ifdrease was due to higher combined average cash,equivalents, and short-term
marketable securities balances due to our Aprib28® along with higher interest rates.

Liquidity and Capital Resources

We are in the development stage and have incuossgt$ since our inception in May 1999. As of Juhe2805 we had a deficit accumulated
during the development stage of $65.4 million. Vdeenfunded our operations solely from the saleqoftg securities, raising aggregate net
proceeds of $120.6 million through June 30, 2085.0f June 30, 2005, we had working capital of $64illion, including $66.6 million in
cash, cash equivalents, and short-term marketableifes. On April 19, 2005, we completed our liR@vhich we sold 4,700,000 shares of
common stock for gross proceeds of $56.4 milligdfiter deduction of underwriting discounts and corssions, we received proceeds of
$52.5 million that excluded $2.0 million in offegrexpenses payable by us. Concurrent with thergosi our IPO, all of our outstanding
preferred stock converted into common stock.

Net cash used in operating activities increased $#llion to $10.3 million for the six months end&ane 30, 2005, compared to $5.3 mill
for the six months ended June 30, 2004. The iseregacash used in operations was primarily duitmet loss as we continued efforts to
commercialize our products, partially offset byteg accounts payable and accrued liabilities, amdraézation of stock-based compensation.

Net cash used in investing activities increased(dllion to $16.2 million for the six months ertldune 30, 2005, compared to $1.2 mill
for the six months ended June 30, 2004. The iseraas primarily due to the purchases of short-tearketable securities.

Net cash provided by financing activities increa$td.8 million to $50.8 million for the six montkesded June 30, 2005, compared to $3
for the six months ended June 30, 2004. The iseress due to the net proceeds from our April 28@>and the exercise of stock options.

Operating Capital and Capital Expenditure Requirements

To date, we have not commercialized any producesaWicipate that we will continue to incur netdes for the next several years as we
develop our products, expand our clinical developimeam 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 our IPO, together with our cashh empiivalents, and short-term
marketable securities balances, and the interesianeon these balances, will be sufficient to neeetanticipated cash requirements with
respect to clinical trials, PMA applications ang a@mtial commercial launches of our long-term afrt-term continuous glucose monitoring
systems, and to meet our other anticipated casisrfeeat least the next twelve months. If our Eldé cash, cash equivalents and marke
securities are insufficient to satisfy our liquidiequirements, or if we develop additional produete may seek to sell additional equity or
debt securities or obtain a credit facility. Théesaf additional equity and debt securities mayiiteg additional dilution to our stockholders.
If we raise additional funds through the issuarfcgedt securities or preferred stock, these sdesritould have 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 additionaitalamay not be available on reasonable terme, dfll. If we are unable to obtain
additional financing, we may be
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required to reduce the scope of, delay or elimisatae or all of our planned research, developmmethicammercialization activities, which
could harm our business.

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 qedading expenditures associated with
our current and anticipated clinical trials. Outufie funding requirements will depend on many feg;tmcluding, but not limited to:

¢ the costs and timing of regulatory approval;

e our ability to scale our manufacturing operations;

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

¢ the success of our research and development efforts

* the expenses we incur in developing, selling antketang 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 andecihg any patent claims and other intellectuabpia rights;
¢ the terms and timing of any collaborative, licegsamd other arrangement that we may establish; and

* the acquisition of businesses, products and teolres, although we currently have no commitmentagoeements relating to any
these types of transactions.

Critical Accounting Policies and Estimates

The discussion and analysis of our financial caoditind results of operations are based on oundiahstatements, which we have prepared
in accordance with accounting principles generatlgepted in the United States. The preparatiohasfe financial statements requires us to
make estimates and assumptions that affect thetegpamounts of assets and liabilities and thdaBsce of contingent assets and liabilitie
the date of the financial statements as well asgherted revenue and expenses during the repgréirigds. On an ongoing basis, we eval
our estimates and judgments. We base our estiroatbistorical experience and on various other fadtoat we believe are reasonable under
the circumstances, the results of which form thasfor making judgments about the carrying valiassets and liabilities that are not rea
apparent from other sources. Actual results maerdifom these estimates under different assumsgtimrconditions.

While our significant accounting policies are mérlly described in Note 1 to our financial statenseincluded elsewhere in this report and
the prospectus from our initial public offering, Welieve that the following accounting policies astimates are most critical to a full
understanding and evaluation of our reported fir@mesults.

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 Employees, Financial Accounting Standards Board, or FASBerpretation No. 44Accounting for
Certain Transactions Involving Sock Compensation , an interpretation of APB No. 25, and relatedrptetations. We have adopted the
disclosure-only provisions of Statement of Finah&iecounting Standards, or SFAS, No. 128¢counting for Stock-Based Compensation , as
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 neslpursuant to SFAS No. 123 in future years, duitee years are likely to include additional
grants and the irregular impact of future yearstivey.

Stock-based compensation expense, which is a relneterge, results from employee stock option grahéxercise prices that, for financial
reporting purposes, are deemed to be below theatstil fair value of the underlying common stocktmndate 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 atestones achieved in our business, sales of
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convertible preferred stock and valuation of erigttomparable publicly-traded companies. Stock-dbasenpensation expense per share
equals the difference between the fair value pareshf our common stock on the date of grant aaceKercise price per share, and is
amortized on an accelerated basis over the vegtirigd of the option, which is generally four years

Clinical Trial Accounting

We record accruals for estimated clinical studyesges, 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 reseandmanizations based on estimates of work perforametér the contracts. Expenses for
setting up clinical trial sites are accrued imméalia Clinical expenses related to patient enrolite@e accrued as patients are enrolled in the
trial.

Off-Balance Sheet Arrangements
Since inception, we have not engaged in any offitzd sheet activities.
Recent Accounting Pronouncements

In December 2004 and as amended in April 2005F&@B issued SFAS No. 123 (revised in 20@hgre-Based Payment , or

SFAS No. 123R, which replaces SFAS No. 1&&;ounting for Stock-Based Compensation , and supercedes APB Opinion No. A6¢counting
for Stock Issued to Employees . SFAS No. 123R requires all share-based paymer@siployees, including grants of employee stocloopt

to be recognized in the financial statements baseitheir fair value at the beginning of the nestél year, with early adoption encouraged.
The pro forma disclosures previously permitted ur@€AS No. 123 no longer will be an alternativditancial statement recognition. Under
SFAS No. 123R, we must determine the appropriatesédue model to be used for valuing shhesed payments, the amortization metho
compensation cost and the transition method toskd at date of adoption. The transition methodsidecprospective and retroactive
adoption options. Under the retroactive optiongipperiods may be restated either as of the begjnoii the year of adoption or for all peric
presented. The prospective method requires thapeosation expense be recorded for all unveste#t sfiions and restricted stock at the
beginning of the first quarter of adoption of SFNS. 123R, while the retroactive methods would rdamympensation expense for all
unvested stock options and restricted stock beggnim the first period restated. We are evaluatigrequirements of SFAS No. 123R and
expect that the adoption of SFAS No. 123R will haveaterial impact on our results of operationsearthings per share. We have not yet
determined the method of adoption or the effectdufpting SFAS No. 123R, and we have not determivieether the adoption will result in
amounts that are similar to the current pro foriisaldsures under SFAS No. 123.

Factors that May Affect our Financial Condition and Results of Operations
We are a development stage company and we do notiea and may never have, any products.
We are a development stage medical device compihyavimited operating history, and we currentty bt have any commercialized
products or any source of revenue. We have invested our time and resources in developing outticmous glucose monitoring systems,
which we initially intend to commercialize in therfn of a short-term continuous glucose monitoripgtem, and subsequently, in the form of
a long-term continuous glucose monitoring systenr. €isting products under development will reqaidglitional clinical evaluation,

regulatory approval, significant marketing effoatsd substantial additional investment before theyprovide 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 approva®tir continuous glucose monitoring systems, eragpproved indication for 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 reimbursememnfthird-party payors to promote widespread useuofcontinuous glucose
monitoring systems;

e any products that are approved may not be accaptbe marketplace by physicians and patients;

¢ we may not have adequate financial or other ressuie complete the development and commercializati@ur continuous gluco:
monitoring systems or other products;
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* we may not be able to manufacture our productsinnaercial quantities or at an acceptable cost; and

* rapid technological change may make our technoéogl/products obsolete.

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

We have incurred losses since inception and anti@ge 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 attrithieato common stockholders of

$12.5 million for the six months ended June 30,52@0 of June 30, 2005, we had a deficit accumdldtging the development stage of
$65.4 million. We have financed our operations jariiy through private placements of our equity sém@s and our IPO, and have devoted
substantially all of our resources to researchdmalopment relating to our continuous glucose hooinig systems. We expect our research
and development expenses to increase in connegtibrour clinical trials and other development eities related to our products. If we
receive approval for marketing of a product by Beed and Drug Administration, or FDA, we expecirtour significant sales and marketing
expenses, and manufacturing expenses. Additiona#lyexpect that our general and administrative es@® will increase due to the additio
operational and regulatory burdens applicable tdip@ompanies. As a result, we expect to contitmuacur significant and increasing
operating losses for the foreseeable future. Tlesses, among other things, have had and will ooatto have an adverse effect on our
stockholders’ equity.

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

We do not have the necessary regulatory approvafstket our continuous glucose monitoring systenany other product in the United
States or in any foreign market. We plan initiadylaunch our products, once approved, in the dri8tates. The regulatory approval process
for our continuous glucose monitoring systems imgs] among other things, successfully completiimgoell 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 FDAS satisfaction. This process can be expensive acgrain, requires detailed and comprehensive sfigeand human clinical dati
generally takes one to three years after a PMAiegon is filed and may never result in the FDAmfing a PMA. For example, there is no
guarantee that the PMA application we submittellamch 2005 for our short-term continuous glucoseaitooing system will result in any
approval of the system by the FDA. The FDA can yldlait or deny approval of a PMA application forany reasons, including:

*  our systems may not be safe or effective to the BRAtisfaction;
¢ the data from our pre-clinical studies and clinizills may be insufficient to support approval;
* the manufacturing process or facilities we use natymeet applicable requirements; and

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

In July of 2005, we met with the FDA to discuss pinegress of our PMA application. At this meeting received verbal requests for
additional information and were told that the FDAl ¥ollow up these verbal requests in writing. Wéhwe believe that we can respond
expeditiously to this FDA request, there can bassurance that we can successfully answer aledfFBA’s questions in a timely manner, if
at all. Any request for additional information the FDA can potentially extend the timeline to aywa.

Even if approved, our continuous glucose monitogpgtems may not be approved for the indicatioasdhe necessary or desirable for
successful commercialization of our systems. We n@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.

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 Diagnostig&Scan, Inc., a division of Johnson & Johnsom; MhediSense and TheraSense divisions
of Abbott Laboratories; and Bayer Corporation, eaftWwhich manufactures and markets products fossthgle-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
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monitoring products that will compete directly withir planned products. These devices include trerdian Continuous Glucose Monitoring
System and the CGMS System Gold, both of which hageived FDA approval for limited applications aaré currently marketed by
Medtronic, Inc., and the Freestyle Navigator Glec8ystem, which has not yet received FDA approndlia being developed by TheraSe!
In August 2004, Medtronic announced that it hagidfih PMA supplement for its Guardian device tHatpproved, will allow it to show real-
time glucose measurements to patients. Furtherraeveral other companies are developing non-ineasiwvtinuous glucose monitoring
products. One of these non-invasive devices, thgnGy GlucoWatch, now owned by Animas Corporati@s, freceived FDA approval. Most
of the companies developing or marketing compatienjces are publicly traded or divisions of pulglitiaded companies, and these
companies enjoy several competitive advantagelsdimg:

¢ significantly greater name recognition;
e established relations with healthcare professigraistomers and third-party payors;
¢  established distribution networks;

e additional lines of products, and the ability téeofrebates or bundle products to offer higheralisits or incentives to gain a
competitive advantage;

* greater experience in conducting research and aewent, manufacturing, clinical trials, obtainirgggulatory approval for products
and marketing approved products; and

e  greater financial and human resources for prodeeeldpment, sales and marketing, and patent litigat
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-ptifinger stick devices, and
our products may never be approved for that indicaibn.

We do not expect that our initial products willneinate the need for single-point finger stick degicWe believe that our initial products, if
approved, will be indicated for use by patientsitain real-time blood glucose levels, trend infation and alerts, but not as a substitute for
singlepoint finger stick devices. No precedent for FDAvegval of continuous glucose monitoring systema asbstitute for such devices |
been established. Accordingly, there is no estiadtisstudy design or agreement regarding performagérements 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 desiggth a continuous glucose monitoring system kaegenced substantial delays, and there
can be no guarantee that we will not also expe@euch delays.

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 sssfully complete pre-clinical studies and clinicéls that we believe will demonstrate
that the product is safe and effective. Produceltgment, 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 toxdact 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 clihidals may be delayed or halted, or be inademt@asupport approval of a PMA
application, for numerous reasons, including, kaitlimited to, the following:

* the FDA or other regulatory authorities do not awera clinical trial protocol or a clinical triady place a clinical trial on hold,;
e  patients do not enroll in clinical trials at theerave expect;
e  patients do not comply with trial protocols;

¢ patient follow-up is not at the rate we expect;
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*  patients experience adverse side effects;

e patients die during a clinical trial, even thoughkit death may not be related to our products;
* institutional review boards and third-party clirligavestigators may delay or reject our trial piib

¢ third-party clinical investigators decline to participate trial or do not perform a trial on our anpiaied schedule or consistent w
the clinical trial protocol, good clinical pract&er other FDA requirements;

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

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

¢ changes in governmental regulations or adminiseaitctions;
¢ the interim or final results of the clinical triate inconclusive or unfavorable as to safety dcadfy; and

* the FDA concludes that our trial design is inadégu@a demonstrate safety and efficacy.

The results of pretinical studies do not necessarily predict futclirical 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 triethet are designed to support a PMA application n@ybe 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 additionalghirécal 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 unsuccdsgsfeither filing a PMA application or
receiving FDA approval for a PMA application reldt® our long-term system, our business strategy maae 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 reimbomsnt for newly approved medical devices is ungerta the United States, patients using
existing single-point finger stick devices are gatlg reimbursed all or part of the product cost\dgdicare or other third-party payors. The
commercial success of our continuous glucose mangaeystems in both domestic and internationalkei@rwill be substantially dependent
on whether third-party coverage and reimbursengeavailable for patients that use our systems dijérrty 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 ngtroar provide adequate payment for
systems. In order to obtain reimbursement arrang&snee may have to agree to a net sales pricerlthae the net sales price we might
charge in other sales channels. The continuingtsftd government and third-party payors to containeduce the costs of healthcare may
limit our revenue. Our initial dependence on thepwercial success of our short-term continuous glegoonitoring system makes us
particularly susceptible to any cost containmenteduction efforts. Accordingly, even if our shtetm continuous glucose monitoring sys:
or future products we develop are approved for censial sale, unless government and other thirdygzayors provide adequate coverage
and reimbursement for our products, patients mayse them.

In some foreign markets, pricing and profitabilifymedical devices are subject to government cbritraghe 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 cogbaérnment insurance programs could significainfiyence the purchase of healthcare
services and products and may result in lower priceour products or the exclusion of our proddicisn reimbursement programs.
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Our continuous glucose monitoring systems may nevexchieve market acceptance even if we obtain regtitaty approvals.

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

* perceived effectiveness of the systems;

e convenience of use;

e cost of our continuous glucose monitoring systems;

¢ adequacy of third-party coverage or reimbursement;

e approved indications and product labeling;

*  publicity concerning our products or competitivegucts;

* prevalence and severity of any side effects;

* potential advantages over alternative glucose raong methods;

e introduction and acceptance of competing producteahnologies; 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 noentisan two finger sticks per day. Moreover, pasanay not perceive the benefits of
continuous glucose monitoring and may be unwiltmghange their current treatment regimens. Intamdiphysicians tend to be slow to
change their medical treatment practices becauperotived 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@rommendations from prominent physicians thapooducts 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 adelgwateof acceptance by patients, physicians amdthnegare 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 dher third parties to manage the trials
and to perform related data collection and analysisand, as a result, we may face costs and delaystkare outside of our control.

We rely on clinical investigators and clinical sit® enroll patients in our clinical trials and ethhird parties to manage the trial and to
perform related data collection and analysis. Hawewe may not be able to control the amount andhg of resources that clinical sites may
devote to our clinical trials. If these clinicavstigators 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 complete thesagriwhich could prevent us from obtaining
regulatory approvals for our products. Our agredmetith clinical investigators and clinical sitew tlinical testing place substantial
responsibilities on these parties and, if thes&gsafail to perform as expected, our trials cdudddelayed or terminated. If these clinical
investigators, clinical sites or other third pastao not carry out their contractual duties orgdtiions or fail to meet expected deadlines, or if
the quality or accuracy of the clinical data théyain is compromised due to their failure to adhereur clinical protocols or for other
reasons, our clinical trials may be extended, aalay terminated, and we may be unable to obtgulagory approval for, or successfully
commercialize, our products.

We may be unable to complete the development andromercialization of our continuous glucose monitorig 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 clinicallgitor 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. For the sixthe ended June 30, 2005, our net cash
used in operating activities was $10.3 million, gamed to $5.3 million for the same period in 2084 expect that our cash used by
operations will increase significantly in each lné hext several years, and
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we may need additional funds to complete the dgweént and commercialization of both our short-temd long-term continuous glucose
monitoring systems. Additional financing may notaa&ilable on a timely basis on terms acceptabiestor at all. Any additional financing
may be dilutive to stockholders or may requireaugrant a lender a security interest in our as3éts.amount of funding we will need will
depend on many factors, including:

* the rate of progress and cost of our clinical $rehd 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 antketiang our products;

* the revenue generated by sales of our future pteduc

¢ the emergence of competing or complementary teolgical developments;

* the costs of filing, prosecuting, defending andecihg any patent claims and other intellectuabpia rights;
¢ the terms and timing of any collaborative, licegsar other arrangements that we may establish; and

* the acquisition of businesses, products and teolres, although we currently have no commitmentagoeements relating to any
these types of transactions.

If adequate funds are not available, we may havekay development or commercialization of our icid or license to third parties the
rights to commercialize products or technologied the would otherwise seek to commercialize. We aiay have to reduce marketing,
customer support or other resources devoted tpraucts. Any of these factors could harm our foalncondition.

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 neriexige as a company in the sale, marketing atdbdison 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 owlymts. Following product approval, we currentlymta establish a small direct sales force
to market our products in the United States. Olassirce will be competing with the experienced arell-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 markeid 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 continsiglucose monitoring systems. Furthermore, to teng that we enter into geromotion o
other marketing and sales arrangements with othrapanies, any revenue received will depend onkitis and efforts of others, and we do
not know whether these efforts will be succesdfulie 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 capalilities are insufficient to
produce an adequate supply of products, our growticould 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 weaate to meet market demand, we will need todase our manufacturing capacity by a
significant factor over the current level. There tchnical challenges to increasing manufactuwapacity, including equipment design and
automation, material procurement, problems wittdpation yields, and quality control and assurambmveloping commercial-scale
manufacturing facilities will require the investnt@f substantial additional funds and the hiring agtaining of additional management and
technical personnel who have the necessary manuifagtexperience. Also, the scaling of manufactyidapacity is subject to numerous ri
and uncertainties, such as the availability anthbility of facility space, construction timelineggsign, installation and maintenance of
manufacturing equipment, among others, which cad te unexpected delays. Even if our products vecsigulatory approval, if we are
unable to manufacture a sufficient supply of pradomintain control over expenses or otherwise attapnticipated growth, or if we
underestimate growth, we may not have the capabilisatisfy market demand and our business wifesu
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Additionally, the production of our continuous ghse monitoring systems must occur in a highly cgled and clean environment to
minimize particles and other yield- and quality4limg contaminants. Weaknesses in process contnoiiioute impurities in materials may
cause a substantial percentage of defective prediuet lot. If we are not able to maintain stringgmality controls, or if contamination
problems arise, our clinical development and conemabzation efforts could be delayed, which woulttim 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€ouotinuous glucose monitoring
systems and the circuit boards for our short-temohlang-term sensors; we rely on AMI Semicondutbamanufacture and supply the
application specific integrated circuit, or ASI@at is incorporated into the transmitter for ountdauous glucose monitoring systems; we rely
on Quallion to manufacture and supply the battecjuided in our short-term sensor and the third geima of our long-term sensor; and we
rely on Vita Needle to manufacture and supply tieeition needle in our short-term continuous glaaosnitoring system. Each of these
suppliers is a sole-source supplier. Generally agmeements with these and our other supplierbedarminated by either party upon short
notice. Our contract manufacturers also rely or-solurce suppliers to manufacture some of the caemie used in our products. Our
manufacturers and suppliers may encounter probtkmsg manufacturing due to a variety of reasamsluiding failure to follow specific
protocols and procedures, failure to comply witplegable regulations, equipment malfunction andiemmental factors, any of which could
delay or impede their ability to meet our demandt 2liance on these outside manufacturers andisopplso subjects us to other risks that
could harm our business, including:

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

* we may not be able to obtain adequate supplyiimaly manner or on commercially reasonable terms;
* we may have difficulty locating and qualifying altative suppliers for our sole-source supplies;

¢  switching components may require product redesighsaibmission to the FDA of a PMA supplement orsjidg a separate PMA,
either of which could significantly delay productio

e our suppliers manufacture products for a rangaisfaners, and fluctuations in demand for the prtedihese suppliers manufacture
for others may affect their ability to deliver coam@nts to us in a timely manner; and

e our suppliers may encounter financial hardshipglated to our demand for components, which coltitbintheir ability to fulfill
our orders and meet our requirements.

We may not be able to quickly establish additimraleplacement suppliers, particularly for our $rgource components and especially
after our products are commercialized, in part beeaf the FDA approval process and because a@u$tem nature of various parts we
design. Any interruption or delay in the supplycomponents or materials, or our inability to obtedomponents or materials from
alternate sources at acceptable prices in a timalyner, could impair our ability to meet the demahdur customers and cause 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 rapthhological change and product innovation. Oudpcts are based on our proprietary
technology, but a number of companies and medéssarchers are pursuing new technologies for thetomimg of glucose levels. FDA
approval of a commercially viable continuous glueasonitor or sensor produced by one of our congastitould significantly reduce market
acceptance of our systems. Several of our competi® in various stages of developing continudusoge monitors or sensors, including
non-invasive and invasive devices, and the FDAamsoved three of these products. In additionNaonal 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.

Potential long-term complications from our continuaus glucose monitoring systems may not be revealeg bur clinical experience to
date.

If unanticipated long-term side-effects result frira use of either of our systems, we could beestih liability and our systems would not
be widely adopted. Our clinical trials have beenited to seven months of continuous use with ast §eneration long-term sensor, six
months of continuous use with our second generétiogrterm sensor and seven days of continuousvitkeour short-term sensor.
Additionally, we have not clinically tested repehtese of our long-term sensor in the
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same patient, and we have limited clinical expexenith repeated use of our short-term sensorers#ime patient. We cannot assure you tha
long-term use would not result in unanticipated pboations. Furthermore, the interim results froar ourrent preclinical studies and clinic
trials may not be indicative of the clinical resuttbtained when we examine the patients at latesdH is possible that repeated use of our
short-term or long-term systems, or implantatiomwf long-term sensor for more than seven monthktesgult in unanticipated adverse
effects, potentially even after the device is reethbv

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, productiomtil, quality assurance, labeling, packagingiegfe and shipping of our products. The
FDA enforces the QSR through unannounced inspextibie have not yet successfully completed suchgpection and will be required to
before we ship any commercial products. Failuredpr one of our suppliers to comply with statuted regulations administered by the
FDA and other regulatory bodies, or failure to taklequate response to any observations, could resamong other things, any of the
following actions:

e warning letters;

¢ fines and civil penalties;

*  unanticipated expenditures;

¢ delays in approving or refusal to approve our gardiis glucose monitoring systems;
e withdrawal of approval by the FDA or other regulgtbodies;

e  product recall or seizure;

* interruption of production;

e  operating restrictions;

* injunctions; and

e criminal prosecution.

If any of these actions were to occur, it wouldrhaur reputation and cause our product sales afdatility to suffer. Furthermore, our key
component suppliers may not currently be or maycoatinue to be in compliance with applicable regpiy requirements.

Even if regulatory approval of a product is grantheé approval may be subject to limitations onittticated uses for which the product may
be marketed or contain requirements for costly-puetketing testing and surveillance to monitorshéety or efficacy of the product. Later
discovery of previously unknown problems with owoghucts, including unanticipated adverse eventsdoerse 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, maactiuring 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 appeasmteeltaused, an injury. Claims may be made by gatibralthcare providers or others sel
our products. Although we have product liabilitydastinical 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 kexjadte to protect us against any future produlstiia claims. 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
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adequate coverage or otherwise protect againshipatproduct liability claims, we will be exposéal significant liabilities, which may harm
our business. A product liability claim, recallather claim with respect to uninsured liabilitiesfar amounts in excess of insured liabilities
could result in significant costs and significaatiin to our business.

We may be subject to claims against us even iafiparent injury is due to the actions of others.dxample, we rely on the expertise of
physicians, nurses and other associated medicsoipeel to perform the medical procedure and relptedesses to implant our long-term
sensor into patients. If these medical personrehat properly trained or are negligent, the cdjiigsi 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 af; inability to recruit, clinical trial volunteers 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 govémment 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;
e quality of medical equipment and services;
¢ confidentiality, maintenance and security issusseiated with medical records and individually itiéable health information;
*  medical device reporting;
e false claims;

e  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 operatamesfound to be in violation of any of the
federal, state or local laws and regulations wigighiern our activities, we may be subject to theliapble penalty associated with the
violation, including civil and criminal penaltiedamages, fines or curtailment of our operation® ii$k of being found in violation of these
laws and regulations is increased by the factrifaty of them have not been fully interpreted byréwulatory authorities or the courts, and
their provisions are open to a variety of intergtiens. Any action against us for violation of teéaws or regulations, even if we successfully
defend against it, could cause us to incur sigaifidegal expenses and divert our management’saideattention from the operation of our
business.

In addition, healthcare laws and regulations mange significantly in the future. Any new healtretaws or regulations may adversely
affect our business. A review of our business hyrtsoor regulatory authorities may result in a dateation 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 résgiignificant liabilities or penalties to us, aslivas 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 dependepiiity upon our ability to maintain the proprietagture of our technologies. We rely on a
combination of patent, copyright and trademark lamd trade secrets and nondisclosure agreemepitstext 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 beaatageous to us, or at all. Our issued patentsthanrse that may issue in the future, may be
challenged, invalidated or circumvented, which ddirit our ability to stop competitors from markej related products.
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To protect our proprietary rights, we may in thufe 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 matadetrse effect on our financial condition
and results of operations regardless of the fintdame 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 doalvard attorney fees.

Despite our efforts to safeguard our unpatentedusnegistered intellectual property rights, we maybe successful in doing so or the steps
taken by us in this regard may not be adequatetector 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 rrotgct 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 tradematiesrecently filed for the registration of a tradminfor the name “DexCom” but our
application has been rejected. We have appeatedejection. The examining attorney has withdralenrefusal and has approved the mark
for publication for opposition. If we cannot obita trademark registration for DexCom, we may havehange our company name or market
our products under a different name, which cousdilten 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 infringgnt or misappropriation claims against us witlpees to our current or future products.
Whether a product infringes a patent involves cexptgal and factual issues, the determinationta€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 coveydd. 8. or foreign patents held by
them. This risk is exacerbated by the fact thatetla@e numerous issued patents and pending paielitedions 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 unavizaéemay later result in issued patents that oodycts infringe. There could also be
existing patents of which we are unaware that amaae components of our system may inadvertenflynige. As the number of competiti

in the market for selfronitored glucose testing systems grows, the pidigsitif inadvertent patent infringement by us opaent infringemel
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 businesshamth our reputation. If the relevant patents wagaieeld as valid and enforceable and we
were found to infringe, we could be prohibited fregiling our product that is found to infringe wdeve could obtain licenses to use the
technology covered by the patent or are able tmgdesound the patent. We may be unable to obthgease 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 coudyddition, treble the compensatory damages arachattorney fees. These damages ¢

be substantial and could harm our reputation, lessinfinancial 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.

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 businessuld be harmed.

We rely on a license from SM Technologies, LLC $e warious technologies that are material to oginass. 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 ornheifield 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 patemtsilsl be enforced. As a result, we are
largely dependent upon our licensor to determireaibpropriate strategy for prosecuting and enfgrttimse patents.
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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 frequencieseanuse, or obtain exemptions for our systems, befovee can commercialize our
products.

Our continuous glucose monitoring systems relyaatia transmissions from the sensor to a handhekdver. Our continuous glucose
monitoring systems operate in the band of frequemnailocated to the Medical Implant CommunicatiSasvice, or MICS, which is an ultra-
low power, unlicensed, mobile radio service fongmitting data in support of diagnostic or therajefunctions associated with implanted
medical devices. However, our continuous glucosaitoong system does not fully comply with the regments imposed by the FCC on
MICS devices. We applied for permanent exemptiomfcertain MICS requirements in May of 2005. liy&af 2005 during a public
comment period, Medtronic filed a comment in opposito our waiver request. Biotronic, the Juveriliabetes Research Foundation, or
JDRF, and others have written the FCC in suppoouofwaiver. We may not obtain such an exemptiotinie for our potential product
release, if at all. If we cannot obtain an exemptise may be required to re-engineer our sensdramemit over a different frequency that is
not restricted. Any change to our transmissiondesgy may require changes to our regulatory appsoViée have not tested, in a clinical
setting, any of our current generation systems fsacuency other than that allocated to the MICSilg/other frequencies are available,
traffic on those frequencies may be significanegithe lack of restrictions, and we cannot pretlieteffect such traffic would have on the
operation of our sensors.

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

All of our operations are conducted at a singlatimn in San Diego, California. We take precautitmsafeguard our facility, including
insurance, health and safety protocols, and offstibrage of computer data. However, a naturasttisasuch 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 fioesls, 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 satws in the future as a result of human
error, equipment failure or other causes. Envirental laws could become more stringent over timgasing greater compliance costs and
increasing risks and penalties associated withatimts. We are subject to potentially conflictimglachanging regulatory agendas of political,
business and environmental groups. Changes teswict®ons 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.

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 intepnatly. 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 autlesrin other countries, and approval by one foreggulatory authority does not ensure
approval by regulatory authorities in other fore@puntries or by the FDA. We have not taken anipastto obtain foreign regulatory
approvals. We may not be able to file for regukaimpprovals 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 managemsmécally Andrew P. Rasdal, our President and (Eefcutive Officer, and each of
Andrew K. Balo, our Vice President of Clinical aRdgulatory Affairs and Quality Systems, Mark Bristaur Vice President, Advanced
Development Teams, James H. Brauker, our Vice ¢Rasbf Research and Development, and Steven Jp&gmour Chief Financial Officer.
Our success will depend on our ability to retain @urrent management and to attract and retairfegpdapersonnel 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 maypeatble to retain our
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personnel. The loss of the services of membersio§enior management, scientists, clinicians oireegs could prevent the implementation
and completion of our objectives, including the @epment and introduction of our products. The lafss member of our senior managernr
or our professional staff would require the remagnexecutive officers to divert immediate and sabsal attention to seeking a replacement.
Each of our officers may terminate their employmarainy time without notice and without cause ardyceason.

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 sigaift 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 institutioregutified personnel in the areas of our actisiti we fail to identify, attract, retain and
motivate these highly skilled personnel, we maybable to continue our development and commerai@dia activities.

We will incur increased costs as a result of recelytenacted and proposed changes in laws and reguilans 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 tlaitees and Exchange Commission, or SEC, will iteésuncreased costs to us as we
evaluate the implications of any new rules and lagnns and respond to new requirements under suek and regulations. We will be
required to comply with these rules and regulatiaibtsr the completion of this offering. For example are evaluating our internal controls
systems in order to allow us to report on, andindependent registered public accounting firm tesdtto, our internal controls, as requirec
Section 404 of the Sarbanes-Oxley Act. While wécgrdte being able to fully implement the requirenserelating to internal controls and all
other aspects of Section 404 in a timely fashiomcannot be certain as to the timing of completibaur evaluation, testing and remediation
actions or the impact of the same on our operasorce there is no precedent available by whialéasure compliance adequacy. As a
development stage company with limited capital achan resources, we will need to divert managersdinte and attention away from our
business in order to ensure compliance with thegelatory requirements. This diversion of managedtad¢ime and attention may have a
material adverse effect on our business, finargabition and results of operations.

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

Accounting methods and policies for business andketaractices, including policies regarding expegstock options, are subject to further
review, interpretation and guidance from relevamoainting authorities, including the SEC. For exlanwe currently are not required to
record stock-based compensation charges if theagmels stock option exercise price equals or excéweelfair value of our common stock at
the date of grant. In December 2004 and as ameandpril 2005, the Financial Accounting StandardsaBd, or FASB, issued SFAS No. 1
(revised 2004)share-Based Payment which will require all share-based payments to eygés, including grants of employee stock options,
to be recognized in the financial statements baseitheir fair values at the beginning of the néstdl year, with early adoption encouraged.
The transition methods include retroactive and peotive adoption options. Under the retroactiveasptprior periods may be restated either
as of the beginning of the year of adoption ordibperiods presented. The prospective method regjtinat compensation expense be
recorded for all unvested stock options and resttistock at the beginning of the first quarteadéption of SFAS No. 123R, while the
retroactive methods would record compensation esgér all unvested stock options and restrictedksbeginning in the first period

restated. If we elect to adopt the retroactive j@ions and to restate all prior periods presentedperating expenses and reported losses will
increase. We rely heavily on stock options to conspée existing employees and attract new employfem the adoption, we may choost
reduce our reliance on stock options as a compendabl. If we reduce our use of stock optionsnéy be more difficult for us to attract and
retain qualified employees. Although we believe thar accounting practices are consistent withentraccounting pronouncements, changes
to or interpretations of accounting methods orgiet in the future may require us to reclassifgtate or otherwise change or revise our
financial statements.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK

The primary objective of our investment activitisgo 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 shoterm investments in a variety of securities, inahgdnoney market func
and corporate debt securities. Due to the sham-teture of our investments, we believe that weehavmaterial exposure to interest rate
risk.

To date we have recorded no product sales andriwentered into any agreements denominated i ttha U.S. dollars. Accordingly we
believe we have no material exposure to risk fréwanges in foreign currency exchange rates.
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ITEM 4. CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures

Regulations under the Securities Exchange Act 8#l@quire public companies to maintain “disclostoatrols and procedures,” which are
defined to mean a company’s controls and otherguhoes that are designed to ensure that informegigumired to be disclosed in the reports
that it files or submits under the Securities Exg®Act of 1934 is recorded, processed, summasrddeported, within the time periods
specified in the Securities and Exchange Commissiohes and forms. DexCom’s management, includingChief Executive Officer and
our Chief Financial Officer, conducted an evalua@s of the end of the period covered by this repiothe effectiveness of our disclosure
controls and procedures. Based on their evaluabimnChief Executive officer and our Chief Final@fficer concluded that our disclosure
controls and procedures were effective for thippee.

Changes in Internal Control Over Financial Reporting

There were no changes in our internal control ¢verfinancial reporting during our last fiscal giegarthat have materially affected, or are
reasonably likely to materially affect our intermaintrol over financial reporting.

Limitation on Effectiveness of Controls

It should be noted that any system of controls,énew well designed and operated, can provide @dganable, and not absolute, assurance
that the objectives of the system are met. Thagdex any control system is based, in part, upentienefits of the control system relative to
its costs. Control systems can be circumventetthéyndividual acts of some persons, by collusibtwe or more people, or by management
override of the control. In addition, over timentrols may become inadequate because of changesiditions, or the degree of compliance
with the policies or procedures may deterioratecdise of these and other inherent limitation®ofrol systems, there can be no assurance
that any design will succeed in achieving its stageals under all potential future conditions, reiggss of how remote.
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PART Il OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

Not applicable

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS
Unregistered Sales of Equity Securities

Not applicable

Use of Proceeds

Our first Registration Statement on Form S-1 (Rém. 333-122454), as amended, became effective ABriR005, and the offering
commenced the same day. The offering terminatbgesjuent to the sale of 4,700,000 shares of constock and the underwriters’
overallotment option was not exercisedPiper Jaffray & Co. acted as book-running manégethe offering and, together with SG Cowen &
Co., LLC, William Blair & Company, L.L.C. and Firgtlbany Capital Inc., acted as representative efuthderwriters.

We registered 4,700,000 shares of common stoc.80% par value per share, plus 705,000 additisimales to cover the underwriters’
overallotment option. All shares were registeraddur account. The aggregate public offeringgo€the 4,700,000 shares sold was
$56,400,000.

Expenses incurred in connection with the issuandedéstribution of the securities registered wesdadiows:

*  Underwriting discounts and commissions - $3,948,000
e  Other expenses - $1,973,000
e  Total expenses - $5,921,000

None of such payments were direct or indirect paym® directors or officers of the issuer or ttessociates or to persons owning 10 pet
or more of any class of equity securities of ttsiés or any of its affiliates or direct or indirgietyments to others. The net offering proceeds
to us after deducting underwriters’ discounts draltbtal expenses described above totals approefyr®0.5 million.

Of the net proceeds from the 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 infrastiure, including sales and marketing and manufauwapacity expansion; and
* the remainder for working capital and general coapopurposes.

The amounts actually spent for these purposes mgysignificantly and will depend on a number daftéas, including our operating costs,
capital expenditures and other factors describel@utRisk Factors” above. While we have no presgrierstandings, commitments or
agreements to enter into any potential acquisitisesmay also use a portion of the net proceedhoacquisition of, or investment in,
technologies or products that complement our bssinéccordingly, management will retain broad dition as to the allocation of the net
proceeds of this offering. As required by SEC tations, we will provide further detail on our useproceeds from the offering in future
periodic reports.

Pending the uses described above, we have invéistetet proceeds of the offering in short-termeliest-bearing, investment-grade
securities. We cannot predict whether the procedigield a favorable return.

ITEM 3. DEFAULTS UPON SENIOR SECURITIES
Not applicable
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ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

Not applicable

ITEM 5. OTHER INFORMATION
Not applicable

ITEM 6. EXHIBITS

The following exhibits are filed as a part of théport:

Incorporated by Reference

Date of
Exhibit File First Exhibit Provided
Number Exhibit Description Form No. Filing Number Herewith
10.12 Lease from Hub Properties Trust, to DexCom, Inc. 8-K N/A May 18, 10.12 .
dated May 13, 200! 2005
31.01 Certification of Chief Executive Officer Pursuantt — — — — X
Securities Exchange Act Rule -14(a).
31.02 Certification of Chief Financial Officer Pursuaott — — — — X
Securities Exchange Act Rule -14(a).
32.01 Certification of Chief Executive Officer Pursuantt — — — — X

18 U.S.C. Section 1350 and Securities Exchange
Rule 13i-14(b).*
32.02 Certification of Chief Financial Officer Pursuantt — — — — X
18 U.S.C. Section 1350 and Securities Exchange
Rule 13i-14(b).*

* This certification is not deemed “filed” for puvpes of Section 18 of the Securities Exchange ékattherwise subject to the liability of that
section. Such certification will not be deemed ¢diticorporated by reference into any filing under $ecurities Act of 1933 or the Securities
Exchange Act of 1934, except to the extent that@ew specifically incorporates it by reference.
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SIGNATURES

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

DEXCOM, INC.
(Registrant’

Dated: August 2, 2005 By: /s/Andrew P. Rasd:
Andrew P. Rasdal,
President and Chief Executive Officer

Dated: August 2, 2005 By: /s/Steven J. Kempe
Steven J. Kemper,
Chief Financial Officer
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Exhibit 31.01

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Andrew P. Rasdal, certify that:
1. | have reviewed this quarterly report on FormQ0f DexCom, Inc.;

2. Based on my knowledge, this report does notadoriny untrue statement of a material fact or dmnéttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nistatdisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgtfe@ periods presented in this report;

4. The registrant’s other certifying officer andrk responsible for establishing and maintainiisgldsure controls and procedures (as defined
in Exchange Act Rules 13a-15(e) and 15d-15(e)}Heregistrant and have:

a) designed such disclosure controls and procedoresiused such disclosure controls and procedaotes designed under our
supervision, to ensure that material informatidatieg to the registrant, including any consolidaseibsidiaries, is made known to
by others within those entities, particularly dgrite period in which this report is being prepared

b) evaluated the effectiveness of the registratisslosure controls and procedures and presentiisineport our conclusions about
the effectiveness of the disclosure controls andguatures, as of the end of the period coveredibydport based on such evaluati
and

c) disclosed in this report any change in the tegi$'s internal control over financial reportirftat occurred during the registrant’s
most recent fiscal quarter that has materiallycée, or is reasonably likely to materially affetie registrant’s internal control over
financial reporting; and

5. The registrang other certifying officer and | have disclosedsdrhon our most recent evaluation of internal @bmtver financial reporting
to the registrant’s auditors and the audit commititthe registrant’s board of directors (or pessperforming the equivalent functions):

a) all significant deficiencies and material weadses in the design or operation of internal cortvelr financial reporting which are
reasonably likely to adversely affect the regigfeaability to record, process, summarize and refioancial information; and

b) any fraud, whether or not material, that invelweanagement or other employees who have a signifiole in the registrant’s
internal control over financial reporting.

Date: August 2 , 2005 By:/s/ Andrew P. Rasdi
Andrew P. Rasde
President and Chief Executive Officer
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CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Steven J. Kemper, certify that:
1. | have reviewed this quarterly report on FormQ0f DexCom, Inc.;

2. Based on my knowledge, this report does notaioriny untrue statement of a material fact or dnéttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nistatisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgtfe@ periods presented in this report;

4. The registrant’s other certifying officer andrk responsible for establishing and maintainiisgldsure controls and procedures (as defined
in Exchange Act Rules 13a-15(e) and 15d-15(e)}Heregistrant and have:

a) designed such disclosure controls and procedoresiused such disclosure controls and procedotes designed under our
supervision, to ensure that material informatidatieg to the registrant, including any consoligaseibsidiaries, is made known to
by others within those entities, particularly dgrite period in which this report is being prepared

b) evaluated the effectiveness of the registratisslosure controls and procedures and presentisisineport our conclusions about
the effectiveness of the disclosure controls adgatures, as of the end of the period coveredibydport based on such evaluati
and

c) disclosed in this report any change in the tegi$'s internal control over financial reportirftat occurred during the registrant’s
most recent fiscal quarter that has materiallycée, or is reasonably likely to materially affetie registrant’s internal control over
financial reporting; and

5. The registrang other certifying officer and | have disclosedsdrhon our most recent evaluation of internal @bmtver financial reporting
to the registrant’s auditors and the audit commititthe registrant’s board of directors (or pessperforming the equivalent functions):

a) all significant deficiencies and material weadses in the design or operation of internal cortvelr financial reporting which are
reasonably likely to adversely affect the regigfeaability to record, process, summarize and refioancial information; and

b) any fraud, whether or not material, that invelweanagement or other employees who have a signifiole in the registrant’s
internal control over financial reporting.

Date: August 2 , 2005 By: /s/ Steven J. Kemp
Steven J. Kempe
Chief Financial Officer

Exhibit 32.01

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO
18 U.S.C SECTION 1350

The undersigned, Andrew P. Rasdal, the PresidehChief Executive Officer of DexCom, Inc. (the “Cpamy”), pursuant to 18 U.S.C.
81350, hereby certifies that:

(i) the Quarterly Report on Form 10-Q for the pdramded June 30, 2005 of the Company (the “Repfuit}) complies witt
the requirements of Section 13(a) or 15(d) of theusities Exchange Act of 1934.

(i) the information contained in the Report faigyesents, in all material respects, the finarmaldition and results of
operations of the Company.

Dated: August 2, 2005
/s/ Andrew P. Rasde

Andrew P. Rasd:
President and Chief Executive Offic
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CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO
18 U.S.C. SECTION 1350

The undersigned, Steven J. Kemper, Chief Fina@ffiter, of DexCom, Inc. (the “Company”), pursuaot18 U.S.C. 8350, hereby certifie:

(i) the Quarterly Report on Form 10-Q for the pdramded June 30, 2005 of the Company (the “Repiuit) complies witt
the requirements of Section 13(a) and 15(d) obeurities Exchange Act of 1934; and

(i) the information contained in the Report faigyesents, in all material respects, the finarmaldition and results of
operations of the Company.

Dated: August 2, 2005
/sl Steven J. Kemp

Steven J. Kempe
Chief Financial Officel

End of Filing
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