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PART I. FINANCIAL INFORMATION
Item 1. Financial Statements.

ILLUMINA, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS
(In millions)

March 31, December 30,

2019 2018

(Unaudited)
ASSETS
Current assets:
Cash and cash equivalents $ 2,270 $ 1,144
Short-term investments 1,345 2,368
Accounts receivable, net 457 514
Inventory 412 386
Prepaid expenses and other current assets 61 78
Total current assets 4,545 4,490
Property and equipment, net 852 1,075
Operating lease right-of-use assets 574 —
Goodwill 831 831
Intangible assets, net 175 185
Deferred tax assets, net 87 70
Other assets 326 308
Total assets $ 7,390 $ 6,959

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:

Accounts payable
Accrued liabilities

Long-term debt, current portion
Total current liabilities
Operating lease liabilities

Long-term debt

Other long-term liabilities
Redeemable noncontrolling interests
Stockholders’ equity:

Common stock

Additional paid-in capital
Accumulated other comprehensive income (loss)

Retained earnings

Treasury stock, at cost

Total [llumina stockholders’ equity
Noncontrolling interests

Total stockholders’ equity

Total liabilities and stockholders’ equity

$ 137
473
631
1,241
718
1,112
212
37

2

3,385

2

3,298
(2,702
3,985
85
4,070

$ 7,390

$ 184
513

1,107
1,804

890
359
61

2

3,290

a )
3,083

(2,616 )
3,758

87

3,845

$ 6,959

See accompanying notes to condensed consolidated financial statements.
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ILLUMINA, INC.

CONDENSED CONSOLIDATED STATEMENTS OF INCOME

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

Revenue:

Product revenue

Service and other revenue

Total revenue

Cost of revenue:

Cost of product revenue

Cost of service and other revenue
Amortization of acquired intangible assets
Total cost of revenue

Gross profit

Operating expense:

Research and development
Selling, general and administrative
Total operating expense

Income from operations

Other income (expense):

Interest income

Interest expense

Other income, net

Total other income, net

Income before income taxes
Provision for income taxes
Consolidated net income

Add: Net loss attributable to noncontrolling interests
Net income attributable to Illumina stockholders
Earnings per share attributable to Illumina stockholders:

Basic
Diluted

Shares used in computing earnings per share:

Basic
Diluted

Three Months
Ended

March 3April 1,
2019 2018
$667 $628
179 154
846 782
182 174
71 62

9 8

262 244
584 538
169 137
211 183
380 320
204 218
23 5

(5 ) ar )
21 9

29 3

233 221

9 24
224 197

9 11
$233  $208
$1.58 $1.42
$1.57 $1.41
147 147
149 148

See accompanying notes to condensed consolidated financial statements.
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ILLUMINA, INC.

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(Unaudited)

(In millions)

Three Months
Ended
MarchMzil 1,
2019 2018
Consolidated net income $224 § 197
Unrealized gain on available-for-sale debt securities, net of deferred tax 3 —
Total consolidated comprehensive income 227 197
Add: Comprehensive loss attributable to noncontrolling interests 9 11
Comprehensive income attributable to Illumina stockholders $236 $ 208

See accompanying notes to condensed consolidated financial statements.
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ILLUMINA, INC.
CONDENSED CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY
(Unaudited)
(In millions)
Illumina Stockholders

Additiona2ccumulated Total
Other
gt(:?l?l " Paid-In Comprehenﬁminedgfoegliury Noncontrd$togkholders’
. (Loss) . .
Sharésmourtapital Earnings ShareAmount Interests Equity
Income
Balance as of December 31, 2017 191 $ 2 $2833 $ (1 ) $2256 (44) $(2341)$ — $2,749
Net income (loss) —_ — - — 208 — — (1r ) 207
Issuance of common stock, net of o 71 o o T ) — 2
repurchases
Share-based compensation — — 48 — — — — — 48
Adjustment to the carrying value of % ) — o o o s )
redeemable noncontrolling interests
Contributions from noncontrolling o L o o 61 61
interest owners
Issuance of subsidiary shares in
. . _ - — — — —_ — 5 5
business combination
Balance as of April 1, 2018 191 2 2,897 (1 ) 2,464  (44) (2,354 ) 65 3,073
Net income (loss) —_ — - — 209 — — 2 ) 207
Esuanlcle of common stock, net of o 1 o . _ ) — a )
purchases
Share-based compensation — — 50 — — — — — 50
Vesting of redeemable equity awards — — (1 ) — — — — — (1 )
Adjustment to the carrying value of @3 ) — o o . @3 )
redeemable noncontrolling interests
Contributions from noncontrolling L . o o 31 31
interest owners
Balance as of July 1, 2018 191 2 2,939 (1 ) 2,673 (44) (2,356 ) 94 3,351
Net income (loss) —_ — - — 199 —_ — 3 ) 196
Unrealized loss on available-for-sale a ) — o . a )
debt securities, net of deferred tax
Issuance of common stock, net of o 73 o o 106 ) — 83 )
repurchases
Share-based compensation — — 47 — — — — — 47
Vesting of redeemable equity awards — — (1 ) — — — — — (1 )
Adjustment to the carrying valueof @3 ) — o o o @3 )
redeemable noncontrolling interests
Issuance of convertible senior notes,
. — — 93 — — —_ — — 93
net of tax impact
Balance as of September 30, 2018 191 2 3,093 (2 ) 2,872  (44) (2,462 ) 91 3,594
Net income (loss) —_ = — — 210 — — @4 ) 206
Unrealized gain on available-for-sale L | o o o |
debt securities, net of deferred tax
1 — 1 — — a1)as4 ) — (153 )
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Issuance of common stock, net

repurchases

Share-based compensation — — 48 —
Adjustment to the carrying value of
redeemable noncontrolling interests

6

48
148
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Cumulative-effect adjustment from adoption of ASU
2016-01

Balance as of December 30, 2018 192 2

Net income (loss) —
Unrealized gain on available-for-sale debt securities, net
of deferred tax o
Issuance of common stock, net of repurchases —
Share-based compensation —
Vesting of redeemable equity awards —
Adjustment to the carrying value of redeemable
noncontrolling interests

Cumulative-effect adjustment from adoption of ASU
2016-02, net of deferred tax

Balance as of March 31, 2019

See accompanying notes to condensed consolidated financial statements.

3,290

27
51

(1
18

192 $2 $3,385

— 1
(1) 3,083
— 233

3 —

— (18 )
$2

$3,298 (45) $(2,702) $85 $4,070

45) (2,616 ) 87
- Q

— (86 ) —

1

3,845
) 231

(59
51
(1

18

(18

)

)
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ILLUMINA, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)
(In millions)

Cash flows from operating activities:
Consolidated net income

Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation expense

Amortization of intangible assets

Share-based compensation expense

Accretion of debt discount

Deferred income taxes

Gain on deconsolidation of GRAIL

Other

Changes in operating assets and liabilities:
Accounts receivable

Inventory

Prepaid expenses and other current assets
Operating lease right-of-use assets and liabilities, net
Other assets

Accounts payable

Accrued liabilities

Other long-term liabilities

Net cash provided by operating activities

Cash flows from investing activities:

Purchases of available-for-sale securities

Sales of available-for-sale securities

Maturities of available-for-sale securities
Proceeds from deconsolidation of GRAIL

Net purchases of strategic investments

Purchases of property and equipment

Net cash provided by investing activities

Cash flows from financing activities:

Payments on financing obligations

Common stock repurchases

Taxes paid related to net share settlement of equity awards
Proceeds from issuance of common stock
Contributions from noncontrolling interest owners
Net cash (used in) provided by financing activities
Effect of exchange rate changes on cash and cash equivalents
Net increase in cash and cash equivalents

Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period
Supplemental cash flow information:

Cash paid for operating lease liabilities

Three Months
Ended

March 31April 1,
2019 2018
$224  $197

37 30

10 9

51 48

14 8

(rr— ) ar )
aas ) —

(5 ) (6 )
56 11

26 ) A7 )
6 2 )
(1 ) —

¢t ) (1 )
a7 H2

(70 ) (18 )
17 )5

198 255

(117 ) (598 )

118 288
1,031 415

15 —

G HB )
(56 ) (0 )
988 12

a He )
63 ) —

23 Hds )
27 21

— 61

60 ) 67

— 1

1,126 335
1,144 1,225

$2,270 $1,560
$21 $—

10
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I1lumina, Inc.

Notes to Condensed Consolidated Financial Statements

(Unaudited)

Unless the context requires otherwise, references in this report to “Illumina,” “we,
Illumina, Inc. and its consolidated subsidiaries.

¢

us,” the “Company,” and “our” refer to

1. Basis of Presentation and Summary of Significant Accounting Policies
Basis of Presentation

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with
U.S. generally accepted accounting principles (GAAP) for interim financial information and the instructions to Form
10-Q and Article 10 of Regulation S-X. Accordingly, they do not include all of the information and footnotes required
by GAAP for complete financial statements. Interim financial results are not necessarily indicative of results
anticipated for the full year. These unaudited condensed consolidated financial statements should be read in
conjunction with the audited consolidated financial statements and footnotes included in the Annual Report on Form
10-K for the fiscal year ended December 30, 2018, from which the prior year balance sheet information herein was
derived. The preparation of financial statements requires management to make estimates and assumptions that affect
the reported amounts of assets, liabilities, revenue, and expense, and related disclosure of contingent assets and
liabilities. Actual results could differ from those estimates.

The unaudited condensed consolidated financial statements include our accounts, our wholly-owned subsidiaries,
majority-owned or controlled companies, and variable interest entities (VIEs) for which we are the primary
beneficiary. All intercompany transactions and balances have been eliminated in consolidation. In management’s
opinion, the accompanying unaudited condensed consolidated financial statements reflect all adjustments, consisting
of normal recurring adjustments, considered necessary for a fair presentation of the results for the interim periods
presented.

We evaluate our ownership, contractual and other interests in entities that are not wholly-owned to determine if these
entities are VIEs, and, if so, whether we are the primary beneficiary of the VIE. In determining whether we are the
primary beneficiary of a VIE and therefore required to consolidate the VIE, we apply a qualitative approach that
determines whether we have both (1) the power to direct the activities of the VIE that most significantly impact the
VIE’s economic performance and (2) the obligation to absorb losses of, or the rights to receive benefits from, the VIE
that could potentially be significant to that VIE. We continuously perform this assessment, as changes to existing
relationships or future transactions may result in the consolidation or deconsolidation of a VIE. See note “10.
Subsequent Event.”

We use the equity method to account for investments through which we have the ability to exercise significant
influence, but not control, over the investee. Such investments are recorded in other assets, and our share of net
income or loss is recognized on a one quarter lag in other income, net.

Redeemable Noncontrolling Interests

Noncontrolling interests represent the portion of equity (net assets) in Helix, our consolidated but not wholly-owned
entity, that is neither directly nor indirectly attributable to us. Noncontrolling interests with embedded contingent
redemption features, such as put rights, that are not solely within our control are considered redeemable
noncontrolling interests, and are presented outside of stockholders’ equity on the condensed consolidated balance
sheets.

12



Edgar Filing: ILLUMINA INC - Form 10-Q

Fiscal Year

Our fiscal year is the 52 or 53 weeks ending the Sunday closest to December 31, with quarters of 13 or 14 weeks
ending the Sunday closest to March 31, June 30, September 30, and December 31. The three months ended March 31,
2019 and April 1, 2018 were both 13 weeks.

9
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Reclassifications
Certain prior period amounts have been reclassified to conform to the current period presentation.
Significant Accounting Policies

During the three months ended March 31, 2019, there have been no changes to our significant accounting policies as
described in our Annual Report on Form 10-K for the fiscal year ended December 30, 2018, except as described
below.

Recently Adopted Accounting Pronouncements

In February 2016, the FASB issued ASU 2016-02, Leases (Topic 842), which requires lessees to recognize most
leases on the balance sheet as lease liabilities with corresponding right-of-use assets and to disclose key information
about leasing arrangements. We adopted Topic 842 on its effective date in the first quarter of 2019 using a modified
retrospective approach by recognizing a cumulative-effect adjustment to retained earnings as of December 31, 2018.
We elected the available package of practical expedients upon adoption, which allowed us to carry forward our
historical assessment of whether existing agreements contained a lease and the classification of our existing operating
leases. We continue to report our financial position as of December 30, 2018 under the former lease accounting
standard (Topic 840) in our condensed consolidated balance sheet.
The following table summarizes the impact of Topic 842 on our condensed consolidated balance sheet upon adoption
on December 31, 2018 (in millions):

December 31, 2018

(unaudited)

Pre—adolﬁl?f())lfgion Post-adoption

ASSETS

Prepaid expenses and other current assets $78 $@8 ) $ 70
Property and equipment, net 1,075 (241 ) 834
Operating lease right-of-use assets — 579 579
Deferred tax assets, net 70 6 76
Total assets $1,223 $336 $ 1,559
LIABILITIES AND STOCKHOLDERS’ EQUITY

Accrued liabilities $513  $ 36 $ 549
Operating lease liabilities — 722 722
Long-term debt 1,107 (269 ) 838
Other long-term liabilities 359 (135 ) 224
Retained earnings 3,083 (18 ) 3,065
Total liabilities and stockholders’ equity $5,062 $336 $ 5,398

The adoption impact summarized above was primarily due to the recognition of operating lease liabilities with
corresponding right-of-use assets based on the present value of our remaining minimum lease payments, and the
derecognition of existing fixed assets and financing obligations related to build-to-suit leasing arrangements that,
under Topic 840, did not qualify for sale-leaseback accounting. The difference between these amounts, net of deferred
tax, was recorded as a cumulative-effective adjustment to retained earnings.

Recently Issued Accounting Pronouncements

14
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In June 2016, the FASB issued ASU 2016-13, Financial Instruments - Credit Losses: Measurement of Credit Losses
on Financial Instruments, which amends the impairment model by requiring entities to use a forward-looking
approach based on expected losses to estimate credit losses on certain types of financial instruments, including trade
receivables and available-for-sale debt securities. The standard is effective for us beginning in the first quarter of
2020, with early adoption permitted. We are currently evaluating the expected impact of ASU 2016-13 on our
consolidated financial statements.

10
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Revenue Recognition

Our revenue is generated primarily from the sale of products and services. Product revenue primarily consists of sales
of instruments and consumables used in genetic analysis. Service and other revenue primarily consists of revenue
generated from genotyping and sequencing services and instrument service contracts.

We recognize revenue when control of our products and services is transferred to our customers in an amount that
reflects the consideration we expect to receive from our customers in exchange for those products and services. This
process involves identifying the contract with a customer, determining the performance obligations in the contract,
determining the contract price, allocating the contract price to the distinct performance obligations in the contract, and
recognizing revenue when the performance obligations have been satisfied. A performance obligation is considered
distinct from other obligations in a contract when it provides a benefit to the customer either on its own or together
with other resources that are readily available to the customer and is separately identified in the contract. We consider
a performance obligation satisfied once we have transferred control of a good or service to the customer, meaning the
customer has the ability to use and obtain the benefit of the good or service.

Revenue from product sales is recognized generally upon delivery to the end customer, which is when control of the
product is deemed to be transferred. Invoicing typically occurs upon shipment; and payment is typically due within 60
days from invoice. In instances where right of payment or transfer of title is contingent upon the customer’s acceptance
of the product, revenue is deferred until all acceptance criteria have been met. Revenue from instrument service
contracts is recognized as the services are rendered, typically evenly over the contract term. Revenue from genotyping
and sequencing services is recognized when earned, which is generally at the time the genotyping or sequencing
analysis data is made available to the customer.

Revenue is recorded net of discounts, distributor commissions, and sales taxes collected on behalf of governmental
authorities. Employee sales commissions are recorded as selling, general and administrative expenses when incurred
as the amortization period for such costs, if capitalized, would have been one year or less.

We regularly enter into contracts with multiple performance obligations. Revenue recognition for contracts with
multiple deliverables is based on the separate satisfaction of each distinct performance obligation within the contract.
Most performance obligations are generally satisfied within a short time frame, approximately three to six months
after the contract execution date. As of March 31, 2019, the aggregate amount of the transaction price allocated to
remaining performance obligations was $1,083 million, of which approximately 85% is expected to be converted to
revenue in the next twelve months, with the remainder thereafter.

The contract price is allocated to each performance obligation in proportion to its standalone selling price. We
determine our best estimate of standalone selling price using average selling prices over a rolling 12-month period
coupled with an assessment of current market conditions. If the product or service has no history of sales or if the
sales volume is not sufficient, we rely upon prices set by management, adjusted for applicable discounts.

Contract liabilities, which consist of deferred revenue and customer deposits, as of March 31, 2019 and December 30,
2018 were $201 million and $206 million, respectively, of which the short-term portions of $169 million and $175
million, respectively, were recorded in accrued liabilities and the remaining long-term portions were recorded in other
long-term liabilities. Revenue recorded during the three months ended March 31, 2019 included $64 million of
previously deferred revenue that was included in contract liabilities as of December 30, 2018. Contract assets as of
March 31, 2019 and December 30, 2018 were not material.

In certain markets, products and services are sold to customers through distributors. In most sales through distributors,
the product is delivered directly to customers by us. The terms of sales transactions through distributors are consistent

16
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with the terms of direct sales to customers.
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The following table represents revenue by source (in millions):

Three Months Ended

March 31, April 1,

2019 2018

SequeMinmarray Total SequeMinmarray Total
Consumables $481 $ 75 $556 $422 $ 88 $510
Instruments 105 6 111 112 6 118
Total product revenue 586 81 667 534 94 628
Service and other revenue 113 66 179 96 58 154
Total revenue $699 $§ 147 $846 $630 $ 152 $782

Revenue related to our consolidated VIE, Helix, is included in sequencing service and other revenue.

The following table represents revenue by geographic area, based on region of destination (in millions):

Three Months
Ended
MarchMzil 1,
2019 2018
Americas $473 $ 440
Europe, Middle East, and Africa 210 194
Greater China (1) 88 78
Asia-Pacific 75 70
Total revenue $846 $ 782

(1) Region includes revenue from China, Taiwan, and Hong Kong.
Earnings per Share

Basic earnings per share attributable to Illumina stockholders is computed based on the weighted average number of
common shares outstanding during the period. Diluted earnings per share attributable to Illumina stockholders is
computed based on the sum of the weighted average number of common shares and potentially dilutive common
shares outstanding during the period. Per-share earnings of our consolidated VIE, Helix, are included in the
consolidated basic and diluted earnings per share computations based on our share of Helix’s securities.

Potentially dilutive common shares consist of shares issuable under convertible senior notes and equity awards.
Convertible senior notes have a dilutive impact when the average market price of our common stock exceeds the
applicable conversion price of the respective notes. Potentially dilutive common shares from equity awards are
determined using the average share price for each period under the treasury stock method. In addition, proceeds from
exercise of equity awards and the average amount of unrecognized compensation expense for equity awards are
assumed to be used to repurchase shares.

The following table presents the calculation of weighted average shares used to calculate basic and diluted earnings
per share (in millions):

Three

Months

Ended

MarclAptil 1,

2019 2018

18
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Weighted average shares outstanding

Effect of potentially dilutive common shares from:

Convertible senior notes

Equity awards

Weighted average shares used in calculating diluted earnings per share
Potentially dilutive shares excluded from calculation due to anti-dilutive effect

12

147

1
1
149
1

147

148
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2. Balance Sheet Account Details
Investments

Debt Securities

Available-for-sale debt securities, included in short-term investments, consisted of the following (in millions):

March 31, 2019 December 30, 2018
. Gross Gross Estimated . Gross Gross Estimated
Amorti ) ) . Amorti . . .
Cost nrealizedJnrealizedFair Cost nrealizedJnrealizedFair
Gains Losses  Value Gains Losses  Value

Del.at‘ securities in government sponsored $21 0§ — § — $21 $21 § — § — $21
entities
Corporate debt securities 716 2 (1 ) 717 1,060 — 2 ) 1,058
U.S. Treasury securities 566 — — 566 1,250 1 (1 ) 1,250
Total $1,303$ 2 $ 1 ) $1,304 $2331% 1 $ 3 ) $2,329

Realized gains and losses are determined based on the specific identification method and are reported in interest
income.

Contractual maturities of available-for-sale debt securities, as of March 31, 2019, were as follows (in millions):

Estimated
Fair
Value
Due within one year $ 711
After one but within five years 593
Total $ 1,304

We have the ability, if necessary, to liquidate any of our cash equivalents and short-term investments to meet our
liquidity needs in the next 12 months. Accordingly, those investments with contractual maturities greater than one
year from the date of purchase are classified as short-term on the accompanying condensed consolidated balance
sheets.

Equity Securities
Our equity securities are strategic investments primarily in privately held companies.

The carrying values of our non-marketable equity securities without readily determinable market values are initially
measured at cost and adjusted to fair value for observable transactions for identical or similar investments of the same
issuer or impairment. Unrealized gains and losses on non-marketable equity securities are recognized in other income,
net. As of March 31, 2019 and December 30, 2018, the aggregate carrying amounts of our non-marketable equity
investments without readily determinable fair values were $230 million and $231 million, respectively, included in
other assets.

One of our non-marketable equity investments is a VIE for which we have concluded that we are not the primary
beneficiary, and therefore, we do not consolidate this VIE in our consolidated financial statements. We have
determined our maximum exposure to loss, as a result of our involvement with the VIE, to be the carrying value of our
investment, which was $189 million as of March 31, 2019 and December 30, 2018.

20
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Our marketable equity security is measured at fair value. Unrealized gains and losses are recognized in other income,
net. As of March 31, 2019 and December 30, 2018, the fair value of our marketable equity investment was $41
million and $39 million, respectively, included in short-term investments.

Revenue recognized from transactions with our strategic equity investees was $15 million and $36 million for the
three months ended March 31, 2019 and April 1, 2018, respectively.

Venture Fund
We invest in a venture capital investment fund (the Fund) with a capital commitment of $100 million that is callable
through April 2026, of which $66 million remained callable as of March 31, 2019. Our investment in the Fund is

accounted for

13
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as an equity-method investment. The carrying amounts of the Fund, included in other assets, were $38 million and $29
million as of March 31, 2019 and December 30, 2018, respectively.

Inventory

Inventory consisted of the following (in millions):
March 31, December 30,

2019 2018
Raw materials $ 115 $ 117
Work in process 234 218
Finished goods 63 51

Total inventory $ 412 $ 386
Property and Equipment

Property and equipment, net consisted of the following (in millions):
March 31, December 30,

2019 2018
Leasehold improvements $ 622 $ 567
Machinery and equipment 390 382
Computer hardware and software 256 217
Furniture and fixtures 48 45
Buildings 44 285
Construction in progress 46 100
Total property and equipment, gross 1,406 1,596
Accumulated depreciation (554 ) (521 )

Total property and equipment, net ~ $ 852 $ 1,075

Property and equipment, net included non-cash expenditures of $17 million and $33 million for the three months
ended March 31, 2019 and April 1, 2018, respectively, which were excluded from the condensed consolidated
statements of cash flows. Such non-cash expenditures included $6 million recorded under build-to-suit lease
accounting for the three months ended April 1, 2018.

As of December 30, 2018, property and equipment, net included $241 million of project construction costs paid or
reimbursed by our landlord related to our build-to-suit leases that did not qualify for sale-leaseback accounting under
Topic 840. Upon adoption of Topic 842 on December 31, 2018, we derecognized the Buildings related to our
build-to-suit leasing arrangements and began to account for these leases as operating leases. See note “1. Basis of
Presentation and Summary of Significant Accounting Policies” for further details on the adoption impact of Topic 842.

Leases

We lease approximately 2.7 million square feet of office, lab, and manufacturing facilities under various
non-cancellable operating lease agreements (real estate leases). Our real estate leases have remaining lease terms of 1
to 20 years, which represent the non-cancellable periods of the leases and include extension options that we
determined are reasonably certain to be exercised. We exclude extension options that are not reasonably certain to be
exercised from our lease terms, ranging from 6 months to 20 years. Our lease payments consist primarily of fixed
rental payments for the right to use the underlying leased assets over the lease terms as well as payments for
common-area-maintenance and administrative services. We often receive customary incentives from our landlords,
such as reimbursements for tenant improvements and rent abatement periods, which effectively reduce the total lease
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payments owed for these leases.

Operating lease right-of-use assets and liabilities on our condensed consolidated balance sheets represent the present
value of our remaining lease payments over the remaining lease terms. We do not allocate lease payments to non-lease
components; therefore, fixed payments for common-area-maintenance and administrative services are included in our
operating lease right-of-use assets and liabilities. We use our incremental borrowing rate to calculate the present value
of our lease payments, as the implicit rates in our leases are not readily determinable.

14
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As of March 31, 2019, the maturities of our operating lease liabilities were as follows (in millions):

Remaining
Lease
Payments
2019 $ 64
2020 85
2021 82
2022 85
2023 86
Thereafter 621
Total remaining lease payments 1,023
Less: imputed interest 253 )
Total operating lease liabilities 770
Less: current portion (52 )

Long-term operating lease liabilities $ 718
Weighted-average remaining lease term

years
Weighted-average discount rate 4.6 %

The components of our lease costs included in our condensed consolidated statements of income were as follows (in
millions):
Three
months
ended
March
31,
2019
Operating lease costs $ 22
Sublease income 3 )
Total lease costs $ 19

Operating lease costs consist of the fixed lease payments included in our operating lease liabilities and are recorded on
a straight-line basis over the lease terms. We sublease certain real estate to third parties and this sublease income is
also recorded on a straight-line basis.

Derivatives

We are exposed to foreign exchange rate risks in the normal course of business. We enter into foreign exchange
contracts to manage foreign currency risks related to monetary assets and liabilities that are denominated in currencies
other than the U.S. dollar. These foreign exchange contracts are carried at fair value in other current assets or accrued
liabilities and are not designated as hedging instruments. Changes in the value of the derivatives are recognized in
other income, net, along with the remeasurement gain or loss on the foreign currency denominated assets or liabilities.

As of March 31, 2019, we had foreign exchange forward contracts in place to hedge exposures in the euro, Japanese
yen, Australian dollar, Canadian dollar, Singapore dollar, and British pound. As of March 31, 2019 and December 30,
2018, the total notional amounts of outstanding forward contracts in place for foreign currency purchases were $272
million and $122 million, respectively.
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Accrued Liabilities

Accrued liabilities consisted of the following (in millions):
March 31, December 30,

2019 2018
Contract liabilities, current portion $ 169 $ 175
Accrued compensation expenses 105 193
Accrued taxes payable 83 82
Operating lease liabilities, current portion 52 —
Other, including warranties 64 63
Total accrued liabilities $ 473 $ 513

Warranties

We generally provide a one-year warranty on instruments. Additionally, we provide a warranty on consumables
through the expiration date, which generally ranges from six to twelve months after the manufacture date. At the time
revenue is recognized, an accrual is established for estimated warranty expenses based on historical experience as well
as anticipated product performance. We periodically review the warranty reserve for adequacy and adjust the warranty
accrual, if necessary, based on actual experience and estimated costs to be incurred. Warranty expense is recorded as a
component of cost of product revenue.

Changes in the reserve for product warranties during the three months ended March 31, 2019 and April 1, 2018 were
as follows (in millions):

Three Months
Ended
MarchAys;l 1,
2019 2018
Balance at beginning of period $19 $ 17
Additions charged to cost of product revenue 3 6
Repairs and replacements o6 ) @ )
Balance at end of period $16 $ 16

Investment in Helix

In July 2015, we obtained a 50% voting equity ownership interest in Helix Holdings I, LLC (Helix), a limited liability
company formed with unrelated third-party investors to pursue the development and commercialization of a
marketplace for consumer genomics. We determined that Helix is a VIE as the holders of the at-risk equity
investments as a group lack the power to direct the activities of Helix that most significantly impact Helix’s economic
performance. Additionally, we determined that we have (a) unilateral power over one of the activities that most
significantly impacts the economic performance of Helix through its contractual arrangements and no one individual
party has unilateral power over the remaining significant activities of Helix and (b) the obligation to absorb losses of
and the right to receive benefits from Helix that are potentially significant to Helix. As a result, we are deemed to be
the primary beneficiary of Helix and are required to consolidate Helix.

As contractually committed, in July 2015, we contributed certain perpetual licenses, instruments, intangibles, initial
laboratory setup, and discounted supply terms in exchange for voting equity interests in Helix. Such contributions
were recorded at their historical basis as they remained within our control. Helix is financed through cash
contributions made by us and third-party investors in exchange for voting equity interests in Helix. During the year
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ended December 30, 2018, we made additional investments of $100 million in exchange for voting equity interests in
Helix. During the three months ended March 31, 2019, we did not provide any other financial or other support to
Helix that we were not previously contractually required to provide. As of March 31, 2019, the noncontrolling
shareholders and Illumina each held 50% of Helix’s outstanding voting equity interests.
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Certain noncontrolling Helix investors may require us to redeem certain noncontrolling interests in cash at the then
approximate redemption fair market value. Such redemption right is exercisable at the option of certain noncontrolling
interest holders after January 1, 2021, provided that a bona fide pursuit of the sale of Helix has occurred and an initial
public offering of Helix has not been completed. As the contingent redemption is outside of our control, the
redeemable noncontrolling interests in Helix are classified outside of stockholders’ equity on the accompanying
condensed consolidated balance sheets. The balance of the redeemable noncontrolling interests is reported at the
greater of its carrying value after receiving its allocation of Helix’s profits and losses or its estimated redemption fair
value at each reporting date. The fair value of the redeemable noncontrolling interests is considered a Level 3
instrument.

As of March 31, 2019, the accompanying condensed consolidated balance sheet included $106 million of cash, cash
equivalents, and short-term investments attributable to Helix that will be used to settle its respective obligations and
will not be available to settle obligations of Illumina. The remaining assets and liabilities of Helix were not significant
to our financial position as of March 31, 2019. Helix had an immaterial impact on our condensed consolidated
statements of income and cash flows for the three months ended March 31, 2019. Refer to note “10. Subsequent Event.”

Redeemable Noncontrolling Interests

The activity of the redeemable noncontrolling interests during the three months ended March 31, 2019 was as follows
(in millions):

Redeemable
Noncontrolling
Interests
Balance as of December 30, 2018 $ 61
Vesting of redeemable equity awards 1
Net loss attributable to noncontrolling interests (7 )
Adju