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FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K contains “forward-looking statements” that involve risks and uncertainties, as well as
assumptions that, if they never materialize or prove incorrect, could cause our results to differ materially and

adversely from those expressed or implied by such forward-looking statements. The forward-looking statements are
contained principally in Item 1—*“Business,” Item 1A—"Risk Factors” and Item 7—"“Management’s Discussion and Analysis
Financial Condition and Results of Operations” but appear throughout this Annual Report on Form 10-K. Examples of
forward-looking statements include, but are not limited to, any projection or expectation of earnings, revenue or other
financial items; the plans, strategies and objectives of management for future operations; factors that may affect our
operating results, including accounting and tax estimates; our success in pending litigation; new products or services;
the demand for our products; our ability to consummate acquisitions and successfully integrate them into our

operations; future capital expenditures; effects of current or future economic conditions or performance; industry

trends and other matters that do not relate strictly to historical facts or statements of assumptions underlying any of the
foregoing. These statements are often identified by the use of words such as “anticipate,” “believe,” “continue,” “could,”
“estimate,” “expect,” “intend,” “may,” “ongoing,” “opportunity,” “plan,” “potential,” “predicts,” “seek,” “should,” “will,” or
expressions and variations or negatives of these words. These forward-looking statements are based on the

expectations, estimates, projections, beliefs and assumptions of our management based on information currently
available to management, all of which is subject to change. Such forward-looking statements are subject to risks,
uncertainties and other factors that are difficult to predict and could cause our actual results and the timing of certain
events to differ materially and adversely from future results expressed or implied by such forward-looking statements.
Factors that could cause or contribute to such differences include, but are not limited to, those identified below, and
those discussed under Item 1A—*“Risk Factors” in this Annual Report on Form 10-K. Furthermore, such forward-looking
statements speak only as of the date of this Annual Report on Form 10-K. We undertake no obligation to update or
revise publicly any forward-looking statements to reflect events or circumstances after the date of such statements for
any reason, except as otherwise required by law.

A non-GAAP financial measure for “Adjusted Product Gross Profit” is contained herein as a supplement to product
gross profit, the corresponding financial measure prepared in accordance with U.S. generally accepted accounting
principles (GAAP). Management has provided this information to assist investors in gaining a better understanding of
the effects of the deconsolidation of Masimo’s variable interest entity, Cercacor, effective as of January 3, 2016, and

the impact on period-to-period operating results. Investors should consider this non-GAAP financial measure in

addition to, and not as a substitute for, or as superior to, product gross profit prepared in accordance with GAAP. A
reconciliation of GAAP product gross profit to adjusted product gross profit is also contained herein.

PART

99 ¢
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ITEM 1.BUSINESS

Overview

We are a global medical technology company that develops, manufactures and markets a variety of noninvasive
monitoring technologies. We provide our products directly and through distributors and original equipment
manufacturers (OEM) partners to hospitals, emergency medical service (EMS) providers, long-term care facilities,
physician offices, veterinarians and consumers. Our mission is to improve patient outcomes and reduce the cost of
care by taking noninvasive monitoring to new sites and applications."We were incorporated in California in May 1989
and reincorporated in Delaware in May 1996.

Our core business is Measure-through Motion and Low Perfusion'Pulse oximetry monitoring, known as Masimo
Signal Extraction Technology® (SET®) pulse oximetry. Our product offerings have expanded significantly over the
years to also include noninvasive monitoring of blood constituents with an optical signature, optical organ oximetry
monitoring, electrical, brain function monitoring, acoustic respiration monitoring and exhaled gas monitoring. In
addition, we have developed the Root® patient monitoring and connectivity platform, the Radical-7® bedside and
portable patient monitor and the Radius-7® wearable wireless patient monitor. We have also developed the Patient
SafetyNet! remote patient surveillance monitoring system, which currently allows up to 200 patients to be monitored
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and viewed simultaneously and remotely through a PC-based monitor or by care providers through their pagers,
voice-over-IP phones or smartphones.

Our solutions and related products are based upon our proprietary Masimo SET® and rainbow® algorithms. These
technologies are incorporated into a variety of product platforms depending on our customers’ specifications. In
addition, we provide our technologies to OEMs in a form factor that is easy to integrate into their patient monitors,
defibrillators, infant incubators and other devices.

I The use of the trademark Patient SafetyNet is under license from the University HealthSystem Consortium.




Edgar Filing: MASIMO CORP - Form 10-K

Table of Contents

Our technology is supported by a substantial intellectual property portfolio that we have built through internal
development and, to a lesser extent, acquisitions and license agreements. We have also exclusively licensed from
Cercacor Laboratories, Inc. (Cercacor) the right to certain OEM rainbow® technologies and to incorporate certain
rainbow® technology into our products intended to be used by professional caregivers, including, but not limited to,
hospital caregivers and alternate care facility caregivers.

Conventional Pulse Oximetry

Pulse oximetry enables the noninvasive measurement of the oxygen saturation level of arterial blood, which delivers
oxygen to the body’s tissues. Pulse oximetry also measures pulse rate, which, when measured by electrocardiogram
(ECG), is called heart rate. Pulse oximeters use sensors attached to an extremity, typically the fingertip or certain core
body sites. These sensors contain two light emitting diodes that transmit red and infrared light from one side of the
extremity through the tissue to a photodetector on the other side of the extremity. The photodetector in the sensor
measures the amount of red and infrared light absorbed by the tissue. A microprocessor then analyzes the changes in
light absorption to provide a continuous, real-time measurement of the amount of oxygen in the patient’s arterial blood.
Pulse oximeters typically give audio and visual alerts, or alarms, when the patient’s arterial blood oxygen saturation
level or pulse rate falls outside of a user-designated range. As a result, clinicians have the opportunity to assess
patients who may need immediate treatment to prevent the serious clinical consequences of hypoxemia, or low oxygen
saturation levels, and hyperoxemia, or high oxygen levels.

As one of the most common measurements taken in and out of hospitals around the world, pulse oximetry has gained
widespread clinical acceptance as a standard patient vital sign measurement because it can give clinicians a warning of
low arterial blood oxygen saturation levels, known as hypoxemia. Monitoring of oxygen saturation is critical because
hypoxemia can lead to a lack of oxygen in the body’s tissues, which can result in organ damage or death. Pulse
oximeters are used primarily in critical care settings, including surgery, recovery rooms, intensive care units (ICUs),
emergency departments, general care floors and alternative care settings, such as long-term care facilities, and for
home monitoring of patients with chronic conditions.

Clinicians also use pulse oximeters to monitor oxygen saturation in premature babies to ensure that the saturation
levels are targeted appropriately. In premature babies, oxygen saturation levels above clinically accepted limits may
lead to a condition known as Retinopathy of Prematurity (ROP), which could lead to permanent eye damage or
blindness if left untreated. By ensuring that oxygen saturation levels in babies remain within clinically accepted limits,
clinicians believe they can lower the incidence of ROP.

Conventional pulse oximetry has limitations that can reduce its effectiveness and the quality of patient care. In
particular, when using conventional pulse oximetry, oxygen saturation measurements can be distorted by motion
artifact, or patient movement, and low perfusion, or low arterial blood flow at the measurement site. Motion artifact
can cause conventional pulse oximeters to inaccurately measure the arterial blood oxygen saturation level, due mainly
to the effect of movement induced pulsations of venous blood, which is at a lower oxygen saturation. Low perfusion
can also cause conventional pulse oximeters to report inaccurate measurements or, in some cases, no measurement at
all. Additionally, conventional pulse oximeters cannot distinguish oxygenated hemoglobin, or the component of red
blood cells carrying oxygen, from dysfunctional hemoglobins, which are hemoglobins bound to with carbon
monoxide (carboxyhemoglobin) or to nitric oxide (methemoglobin) in the blood, thereby reducing the oxygen
carrying capacity of the blood. Furthermore, conventional pulse oximetry readings can also be impacted by bright
light and electrical interference from the presence of electrical surgical equipment.

Independent research has shown that over 70% of the alarms outside the operating room are false when using
conventional pulse oximetry. In addition, conventional pulse oximeters can fail to give accurate measurements in the
operating room due to weak physiological signals or low perfusion. Manufacturers of conventional pulse oximeters
have attempted to address some of these limitations with varying degrees of success. Some competing devices have
attempted to minimize the observed effects of motion artifact by repeating the last measurement before motion artifact
is detected, until a new, clean signal is detected and a new measurement can be displayed, known as freezing values.
Other competing devices increase the averaging time during motion, known as long averaging, in an attempt to reduce
the observed effect of motion on their measurements. Still other competing devices extend the audible alarm
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notification delay, which reduces the awareness of inaccurate measurements. These competing solutions, commonly
referred to as “motion tolerant” or “alarm management” techniques, mask the limitations of conventional pulse oximetry.
Several published studies have demonstrated that these also contribute to increased occurrences of undetected true
alarms, or events where hypoxemia occurs, but is not detected by the pulse oximeter.

Conventional pulse oximetry technology also has several practical limitations. Because the technology cannot
consistently measure oxygen saturation levels of arterial blood in the presence of motion artifact or low perfusion,
conventional pulse oximetry is limited in non-critical care settings of the hospital, such as general care areas, where

the hospital staff-to-patient ratio is significantly lower and the staff has lower tolerance for false alarms. In addition,
two-wavelength pulse oximeters
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cannot distinguish oxygenated hemoglobin from dyshemoglobin, including the most prevalent forms of
carboxyhemoglobin and methemoglobin. As a result of these dyshemoglobins, pulse oximeters will report falsely high
oxygen levels when they are present in the blood.

Masimo SET® Pulse Oximetry

Masimo SET® was designed to overcome the primary limitations of conventional pulse oximetry by maintaining
accuracy in the presence of motion artifact, low perfusion and weak signal-to-noise situations. Our Masimo SET®
platform, which became available to hospitals in the U.S. in 1998, is the basis of our pulse oximetry products and we
believe represented the first significant technological advancement in pulse oximetry since its introduction in the early
1980s. Masimo SET® utilizes five signal processing algorithms, four of which are proprietary, in parallel to deliver
high sensitivity and specificity in the measurement of arterial blood oxygen saturation levels. Sensitivity is the ability
to detect true events and specificity is the ability to reject false alarms. One of our proprietary processing algorithms,
Discrete Saturation Transform®, separates the signal from noise in real time through the use of adaptive filtering and
an iterative sampling technique that tests each possible saturation value for validity. Masimo SET® signal processing
can therefore identify the venous blood and other noise, isolate them, and extract the arterial signal.

The performance of Masimo SET® pulse oximetry has been evaluated in more than 100 independent studies and
thousands of clinical evaluations. We believe that Masimo SET® is trusted by clinicians to safely monitor in excess of
approximately 100 million patients each year and has been chosen as the primary, if not the only, pulse oximeter
technology used by seventeen of the twenty hospitals on the U.S. News & World Report Best Hospitals Honor Roll
for the 2016-2017 year. Compared to conventional pulse oximeters, during patient motion and low perfusion, Masimo
SET® provides measurements when other pulse oximeters cannot, dramatically reduces false alarms (improved
specificity), and accurately detects true alarms (improved sensitivity) that can indicate a hypoxic event in a patient.
Clinical studies have shown that the use of Masimo SET® pulse oximetry in conjunction with modified clinical
protocols has helped clinicians reduce retinopathy of prematurity in neonates and improve screening for newborns
with critical congenital heart disease (CCHD). Clinical studies have also shown a reduction in rapid response
activations and ICU transfers when Masimo SET® is used to monitor patients continuously in medical-surgical units.
Additionally, researchers have studied and found reduced ventilator weaning time and arterial blood gas
measurements in the ICU.

Our pulse oximetry technology is contained on a circuit board which is placed inside a standalone pulse oximetry
monitor, placed inside OEM multiparameter monitors, or included as part of an external “Board-in-Cable” solution that
is plugged into a port on an OEM or other device. All of these solutions use our proprietary single-patient-use or
reusable sensors and cables. We sell our products to end users through our direct sales force and certain distributors,
as well as to our OEM partners, for incorporation into their products. In 2013, we also began selling our pulse
oximetry products in the consumer market. As of December 31, 2016, we estimate that the worldwide installed base of
our pulse oximeters and OEM monitors that incorporate Masimo SET® and rainbow SET"Was more than 1,504,000
units, excluding handheld devices. Our installed base is the primary driver for the recurring sales of our pulse
oximeter and Pulse CO-Oximeter® sensors, most notably, single-patient adhesive sensors.

To complement our Masimo SET® platform, we have developed a wide range of proprietary single-patient
(disposable) and multi-patient (reusable) sensors, cables and other accessories designed specifically to work with
Masimo SET® software and hardware. Our single-patient use sensors offer several advantages over reusable sensors,
including improved performance, cleanliness, increased comfort and greater reliability. In addition, our neonatal
adhesive sensors have been designed to exhibit greater durability compared to competitive sensors. Although our
technology platforms operate solely with our proprietary sensor lines, our sensors have the capability to work with
certain competitive pulse oximetry monitors through the use of adapter cables.

Adhesive sensors are single-patient use items, but the U.S. Food and Drug Administration (FDA) allows third parties
to reprocess pulse oximetry sensors. In response to some hospitals’ requests to implement environmentally friendly or
“green” products, we offer sensor reprocessing as well as sensor recycling programs.

Masimo rainbow SET Platform
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Since introducing Masimo SET®, we have continued to innovate by introducing noninvasive measurements that go
beyond arterial blood oxygen saturation and pulse rate. In 2005, we introduced the Masimo rainbow SET Platform,
leveraging our Masimo SET® technology and incorporating licensed rainbow® technology to enable real-time
monitoring of additional noninvasive measurements. Our rainbow SET Platform includes our rainbow SET Pulse
CO-Oximetry products, which we believe are the first devices cleared by the FDA to noninvasively and continuously
monitor additional hemoglobin species using multiple wavelengths of light, which was previously possible only
through intermittent invasive procedures. In addition to monitoring oxygen saturation (SpO,), pulse rate (PR),
perfusion index (Pi), Pleth Variability Index (PVi®) and Respiration Rate

3
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from the Pleth (RRp); rainbow® Pulse CO-Oximetry has the unique ability to measure and distinguish oxygenated
hemoglobins from the dysfunctional hemoglobins that are incapable of transporting oxygen, carboxyhemoglobin
saturation (SpCO®) and methemoglobin saturation (SpMet®), which allows for the noninvasive and continuous
monitoring of total hemoglobin concentration (SpHb®). The Masimo rainbow SET Platform also allows for
monitoring of arterial oxygen saturation, even under the presence of carboxyhemoglobin and methemoglobin, known
as fractional arterial oxygen saturation (SpfO,)"on certain sensors. Additionally, the rainbow SET 'Platform also allows
for the calculation of Oxygen Content (SpOC)“and Oxygen Reserve Index {ORi).' Although RRp,"SpfO, "¥ind ORi'Have
received CE Mark, they are not currently available for sale in the U.S.

We have also developed multi-wavelength sensors that have the ability to monitor multiple measurements with a
single sensor. We believe that the use of Masimo rainbow® Pulse CO-Oximetry products will become widely adopted
for the noninvasive monitoring of these measurements. We also believe that the addition of Acoustic Respiration Rate
(RRa®) with our rainbow Acoustic Monitoring® technology for noninvasive and continuous monitoring will
strengthen the clinical demand for the rainbow® platform, especially in the growing general floor market.

Products with our MX circuit board contain our Masimo SET® pulse oximetry technology as well as circuitry to
support rainbow® measurements. At the time of purchase, or at any time in the future, our customers and our OEMs’
customers have the option of purchasing additional rainbow® software measurements, which will allow the customer
to expand their patient monitoring systems to monitor incremental measurements with a cost-effective solution. To
date, over thirty-four companies have released rainbow SET"€quipped products or announced rainbow® integration
plans.

SpHbL®

Hemoglobin is the oxygen-carrying component of red blood cells (RBCs). Hemoglobin measurement is one of the
most frequent invasive laboratory measurements in the world, and is often measured as part of a complete blood count
(CBC), which measures multiple other blood components. A low hemoglobin status is a condition called anemia. As a
chronic disorder, anemia can be treated by iron supplements, diet changes or drugs that increase the production of
RBCs. As an acute disorder, anemia due to bleeding requires either stoppage of the bleeding or a blood transfusion in
order to sustain organ function and life.

SpHb® is available as a continuous monitor or a spot-check measurement. Continuous SpHb® monitoring provides
real-time visibility into hemoglobin levels and the changes, or lack of changes, in hemoglobin levels, which can
otherwise only be measured through intermittent, invasive blood testing. SpHb® monitoring is not intended to be used
as the sole basis for making diagnosis or treatment decisions, but continuous SpHb® monitoring, may help clinicians
trend hemoglobin in real time between invasive blood samples.

SpoC™

SpOC'Provides a more complete picture of a patient’s oxygenation status by combining noninvasive measurements of
both hemoglobin and oxygen saturation levels into a single calculation.

SpCO®

Carbon monoxide (CO) is a colorless, odorless and tasteless gas that is undetectable by humans and is often
unknowingly inhaled from combustion fumes, or during fires by victims and first responders. CO poisoning is the
leading cause of accidental poisoning death in the U.S., responsible for up to 50,000 emergency department visits and
500 unintentional deaths annually. CO, when bound to hemoglobin cells, prevents the hemoglobin cells from carrying
oxygen, and elevated levels may cause severe neurological damage, permanent heart damage or death. Screening for
elevated CO levels in the emergency department is critical as symptoms of CO poisoning in patients may be
misdiagnosed because such symptoms are similar to the flu.

CO levels in the blood can be measured using a laboratory CO-Oximeter, which requires a patient or a patient’s blood
sample to be transported to a hospital with laboratory CO-Oximetry capability. Additional delays occur if a patient
needs hyperbaric oxygen therapy, which often requires transfer to yet another medical center with hyperbaric
capability. Outside the hospital, laboratory measurements of carboxyhemoglobin are not considered feasible.
Historically, this meant that CO levels in the blood could not be assessed in environments in which it would be very
useful, such as in the home of a patient or in the medical evaluation of first responders exposed at the scene of a fire.

11
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We believe that the greatest opportunity for SpCO® monitoring is in the EMS, fire and hospital emergency department
settings, since elevated SpCO® levels may help indicate a need for invasive testing in patients with headaches. While
SpCO® is not intended to replace invasive carboxyhemoglobin tests, when used with other clinical variables, SpCO®
may help clinicians identify elevated CO levels and help determine additional test and treatment options. Over the past
few years, multiple leading

4
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emergency first responder associations, including the National Association of Emergency Medical Technicians, the
National Association of EMS Educators, the International Association of Fire Fighters and the International
Association of Fire Chiefs, have been educating their members on the benefits of noninvasive CO measurement when
exposure is suspected or when an individual presents symptoms that could indicate elevated CO levels. In 2015, the
National Fire Protection Association (NFPA), one of the world’s authoritative sources on fire prevention and public
safety, released updated Fire Rehabilitation Standard 1584, Standard on the Rehabilitation Process for Members
During Emergency Operations and Training Exercises, requiring firefighters exposed to smoke at incident scenes and
during training to be assessed for elevated CO levels.

SpMet®

Methemoglobin in the blood leads to a dangerous condition known as methemoglobinemia, which occurs as a reaction
to some common drugs used in hospitals and outpatient procedures. Methemoglobinemia reduces the amount of
oxygen bound to hemoglobin for delivery to tissues and forces normal hemoglobin to bind more tightly to oxygen,
releasing less oxygen to the tissues. Methemoglobinemia may go unrecognized or diagnosed late, increasing risk to
the patient. Commonly prescribed drugs can introduce methemoglobin into the blood and cause methemoglobinemia.
Some of the 30 drugs that are known to cause methemoglobinemia are benzocaine, a local anesthetic, which is
routinely used in procedures ranging from endoscopy to surgery; inhaled nitric oxide, routinely used in the Neonatal
Intensive Care Unit; nitroglycerin, used to treat cardiac patients, and dapsone, used to treat infections for
immune-deficient patients, such as HIV patients. Warnings, cautions and alerts regarding the clinical significance and
prevalence of methemoglobinemia have been generated by the FDA, the Veterans Administration, the Institute for
Safe Medication Practices and the National Academy of Clinical Biochemistry. The American Academy of Pediatrics
recommends monitoring methemoglobin levels in infants who receive nitric oxide therapy.

While SpMet® is not intended to replace invasive methemoglobin tests, when used with other clinical variables,
SpMet® may help clinicians identify elevated methemoglobin levels and help determine additional test and treatment
options.

PVi®

Pleth Variability Index (PVi®) is a measure of the dynamic changes in the Pi that occur during the respiratory cycle.
The calculation is accomplished by measuring changes in Pi over a time interval where one or more complete
respiratory cycles have occurred. PVi® is displayed as a percentage. The lower the number, the less variability there is
in the Pi over a respiratory cycle. PVi® may show changes that reflect physiologic factors such as vascular tone,
circulating blood volume and intrathoracic pressure excursions. When used with other clinical variables, PVi® may
help clinicians assess fluid responsiveness in surgical and intensive care patients who are mechanically ventilated, and
help determine other treatment options.

RRpTM

Respiration rate is defined as the number of breaths per minute. Changes in respiration rate provide an early warning
sign of deterioration in patient condition. A low respiration rate is indicative of respiratory depression and high
respiration rate is indicative of patient distress. Current methods to monitor respiration rate include end tidal CO,
monitoring, which requires a nasal cannula to be inserted in the patient’s nose and therefore has low patient
compliance, and impedance monitoring, which is considered unreliable. RRp'illows clinicians to noninvasively and
continuously measure and monitor respiration rate using a standard Masimo SET® pulse oximetry or rainbow® Pulse
CO-Oximeter® sensor. The RRp'theasurement is determined by the variations in the plethysmograph waveform due to
respiration, although the measurement is not possible in all patients or conditions and may not immediately indicate
changes in respiration rate. RRp'Has received CE Mark, but is not currently available for sale in the U.S. for medical
use. RRp'1§ available in the U.S. as part of our MightySat'fingertip pulse oximeter for use by consumers for general
health and wellness purposes.

RRa®

Our sound-based monitoring technology, rainbow Acoustic Monitoring® (RAM}, enables RRa® and provides
continuous and noninvasive monitoring of respiration rate. For patients requiring accurate and sensitive respiration
rate monitoring, we believe that RRa® better detects pauses in breathing than respiration rate measurements from

13
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other capnography technologies. The RRa® measurement also provides an important visual indication of breathing
through the displayed acoustic waveform. Multiple clinical studies have shown that the noninvasive measurement of
RRa® provides as good or better respiration rate monitoring accuracy as end tidal CO, monitoring, and can reliably
detect respiratory pause episodes, defined as a cessation of breathing for 30 seconds or more. When used with other
clinical variables, RRa® may help clinicians assess respiratory depression and respiratory distress earlier and more
often to help determine treatment options and potentially enable earlier interventions.

5

14



Edgar Filing: MASIMO CORP - Form 10-K

Table of Contents

Spfo,™

Prior to our debut of SpfO,'th October 2012, pulse oximeters could only measure and display functional oxygen
saturation (SpO,). Therefore, when patients had elevated carboxyhemoglobin and/or elevated methemoglobin
(negative reaction to more than 30 common drugs used in hospitals, like caines, nitrates and dapsone), the displayed
functional oxygen saturation overestimated the actual oxygen saturation value. SpfO,,"or fractional oxygen saturation,
allows more precise arterial oxygenation assessment in patients with elevated dyshemoglobins, common throughout
the hospital and pre-hospital setting, compared to functional oxygen saturation, and may also allow earlier
interventions and more timely therapeutic decisions. SpfO,'Has received CE Mark, but is not currently available for
sale in the U.S.

ORi™

Oxygen Reserve Index {ORi)provides real-time visibility to oxygenation status in moderate hyperoxic range, which
we define as a patient’s oxygen “reserve”. On be trended and has optional alarms to notify clinicians of changes in a
patient’s oxygen reserve. When this technology is used with oxygen saturation (SpQ) monitoring, ORi'thay extend the
continuous and noninvasive visibility of a patient’s oxygen status into ranges previously unmonitored in this fashion.
ORi'thay also be of value in patients receiving supplemental oxygen, such as those in surgery, under conscious
sedation, or in the ICU, as ORi'l§ represented as an “index” parameter with a unit-less scale between 0.00 and 1.00.
Furthermore, ORi'thay provide an advance warning of an impending hypoxic state, or an indication of an unintended
hyperoxic state, when evaluated in conjunction with the partial pressure of oxygen (Pa0,). In this way, ORi'thay
enable proactive interventions to avoid hypoxia and unintended hyperoxia. ORi'Has received CE Mark, but is not
currently available for sale in the U.S.

Noninvasive Measurements and Technologies

Following the introduction of our rainbow SET Platform, we have continued to expand our technology offerings by
introducing additional noninvasive measurements and technologies to create new market opportunities in both the
hospital and non-hospital care settings.

SedLine® Brain Function Monitoring

Brain function monitoring is most commonly used during surgery to help clinicians avoid over-titration and
under-titration of anesthesia and sedation. SedLine® brain function monitoring technology measures the brain’s
electrical activity by detecting EEG signals. In contrast to whole-scalp EEG monitoring, which is used for diagnostic
purposes, this form of EEG monitoring is often referred to as processed EEG monitoring, or brain function
monitoring. Brain function monitors display the patient’s EEG waveforms, but these may be difficult for clinicians to
interpret, so the EEG signals are processed and displayed as a single number called Patient State Index (PSi) that gives
a continuous, quantitative indication of the patient’s depth of anesthesia and sedation. Our SedLiné brain function
monitoring technology can now be delivered through the Masimo Open Connect {MOC-9) connectivity port within
our Root® patient monitoring and connectivity platform that integrates our rainbow® and SET® measurements with
multiple additional parameters, such as SedLine®. In addition, our SedLine® brain function monitoring technology
also displays raw EEG waveforms, the PSi trend and the Density Spectral Array view to allow clinicians to compare
EEG power in both sides of the brain over time to facilitate the detection of asymmetrical activity and agent-specific
effects on the EEG signal.

NomoLine'Capnography and Gas Monitoring

We offer a portfolio of capnography and gas monitoring products ranging from external “plug-in-and-measure”
capnography and gas analyzers, integrated modules, and handheld capnograph and capnometer devices. These
products have the ability to measure multiple expired gases, such as carbon dioxide (CO,), nitrous oxide (N,0O),
oxygen (O,) and other anesthetic agents. In the case of capnography, respiration rate is also calculated from the CO,
waveform. These measurements are possible through either mainstream monitoring, which samples gases from a
ventilated patient’s breathing circuit, or sidestream monitoring, which samples gases from a breathing circuit in
mechanically ventilated patients or through a cannula or mask in spontaneously breathing patients. These capnography
and gas measurements are standard-of-care in many hospital environments, such as operating rooms, procedural
sedation and ICUs.
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0,®

0,® regional oximetry, also known as tissue oximetry and cerebral oximetry, uses near-infrared spectroscopy

(NIRS) to provide continuous measurement of tissue oxygen saturation (rSO,) to help detect regional hypoxemia that
pulse oximetry alone can miss. In addition, our Root® monitor and O;® sensors can automate the differential analysis
of regional to central oxygen saturation. O;® monitoring is as simple as applying O,® regional oximetry sensors to the
forehead and connecting the O;® MOC-9'thodule to any Root® monitor through one of its three MOC-9"Borts. O;®
regional oximetry is currently intended for use with adults weighing 40 kg. (88 Ibs.) or greater and has received CE
Mark and FDA 510(k) clearance.

6
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Patient SafetyNet

Our patient surveillance, remote monitoring and clinician notification solution, Patient SafetyNet, allows for
monitoring of the oxygen saturation, pulse rate, perfusion index, hemoglobin, methemoglobin, and respiration rate of
up to 200 patients simultaneously from a single server. Patient SafetyNet offers a rich user interface with trending,
real-time waveform capability at the central station and remote notification via pager or smart phones. Patient
SafetyNet also features the Adaptive Connectivity Engine, Which enables two-way, HL7 based connectivity to
clinical/hospital information systems. The Adaptive Connectivity Engine'Significantly reduces the time and
complexity to integrate and validate custom HL7 implementations, and demonstrates our commitment to innovation
that automates patient care with open, scalable, and standards-based connectivity architecture.

The Patient SafetyNet Series 5000"long with Iris® Connectivity and MyView through the Root® patient monitoring
and connectivity platform offers a new level of interoperability designed to enhance clinician workflows, and reduce
the cost of care, from operating rooms to medical-surgical units. Patient SafetyNet Series 5000 With Iris® enables
Root® to intake data from all devices connected to the patient, thereby acting as an in-room patient monitor and
connectivity hub. Alarms and alerts for all devices are seamlessly forwarded to the patient’s clinician and all device
data are effortlessly documented in the patient’s electronic medical record (EMR). The patient-centric user interface of
the Patient SafetyNet Series 5000'displays near real-time data from all devices, providing a single unified dashboard
of patient information. To simplify documentation of patient data, Root® enables clinicians to easily verify and send
patient vitals, as well as all connected medical device information data, to the EMR directly from Root®. An interface
between the Patient SafetyNet Series 5000"8nd the hospital admission, discharge and transfer (ADT) system allows
clinicians to receive ADT information on Root® for positive patient identification at the bedside. Clinicians can also
manually enter additional data on the Root® device, including temperature, blood pressure, level of consciousness,
pain score and urine output.

In an article published in 2010 by Dartmouth-Hitchcock Medical Center, clinicians using Masimo SET® and Patient
SafetyNet identified patient distress earlier, which decreased rapid response team activations, ICU transfers and ICU
days. Hospitals and other care centers may determine that they can reduce their costs by moving less critically ill
patients from the ICU to the general care areas where these patients can be continuously and accurately monitored in a
more cost-effective manner. We believe that the advanced performance of the Masimo SET® platform coupled with
reliable, cost-effective and easy-to-use wireless remote monitoring will allow hospitals to create continuous
surveillance solutions on general care floors where patients are at risk of avoidable adverse events and where direct
patient observation by skilled clinicians is cost prohibitive.

MyView™

MyView'i$ a wireless, presence-detection system that enables clinicians to automatically display customized clinical
profiles on Masimo devices, such as Root®, Radical-7® and the Patient SafetyNet View Station. When a clinician
approaches the device, a clinician-worn MyView 'Badge signals the device to display a preselected set of parameters
and waveforms tailored to the individual clinician’s preferences.

Third-Party Device Connectivity

Despite medical technology advances, the lack of device communication and integration creates risks to patient safety
in hospitals around the world. Without device interoperability, critical patient information can go unnoticed, leaving
clinicians unaware and patients at risk. Existing approaches for device interoperability require separate hardware,
software and/or network infrastructure, which can clutter the patient room, increase complexity, burden IT
management and increase costs. To address these challenges, we introduced Iris® connectivity in our Root® patient
monitoring and connectivity platform. Iris® connectivity enables multiple standalone third-party devices such as
intravenous pumps, ventilators, hospital beds and other patient monitors to connect through Root®, enabling display,
notification and documentation to the EMR through Masimo Patient SafetyNet.

Masimo’s addition of Iri€ connectivity in Root® and Patient SafetyNet provides multiple advantages to hospitals,
including the following:

Allows standalone device information to be remotely viewed with Patient SafetyNet, transmitted through notification
systems or sent to electronic health record systems to facilitate better patient care and meaningful use.
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Designed to leverage existing network infrastructures and reduce costs while enhancing clinical workflows and
decision support to improve patient safety, wherever the clinician is located.

Flexible and cost-effective platform, avoiding installation of costly, separate systems.

Brings all the data together to facilitate assessment and decision support.

7
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Our Strategy
Since inception, our mission has been to develop noninvasive monitoring solutions that improve patient outcomes and
reduce the cost of patient care. We intend to continue to grow our business and improve our market position by
pursuing the following strategies:
Continue to Expand our Market Share in Pulse Oximetry. We grew our product revenue to $663.8 million in
2016 from $517.4 million in 2013, representing a three-year compound annual growth rate of 8.7%. This
growth can be attributed to continued expansion of our core SET® Pulse Oximeter customer base, higher
revenues from rainbow® Pulse CO-Oximetry, NomoLine'¥apnography and other new technologies, and our
expanding list of OEM partners. We supplement our direct sales to hospitals and other low acuity healthcare
. facilities through various U.S. and international distributors. Combined sales through our direct and distributor
sales channels increased to $574.8 million, or 86.2% of product revenue in 2016, from $438.8 million, or
84.8% of product revenue, in 2013. As hospitals, physicians and providers are rewarded by payers based on
the quality and value of the services (as opposed to the volume of fee-for-service transactions), we expect to
see hospitals gravitate towards technologies like Masimo SET® that have a proven track record of improving
patient care.
Expand the Pulse Oximetry Market to Other Patient Care Settings. Many patients die due to opioid overdose in
post-surgical wards. We believe the ability to continuously and accurately monitor patients outside of critical care
settings, including the general, medical and surgical floors of the hospital, are currently unmet medical needs and have
the potential to significantly improve patient care and increase the size of the pulse oximetry market. In addition, we
believe the ability of Masimo SET® to accurately monitor and address the limitations of conventional pulse oximetry
has enabled, and will continue to enable, us to expand into non-critical care settings, and therefore, significantly
expand the market for our products. To further support our expansion into the general care areas, we market Patient
SafetyNet, which enables continuous monitoring of up to 200 patients’ oxygen saturation, pulse rate and with rainbow
SET; honinvasive hemoglobin and respiration rate. We believe that Patient SafetyNet, when combined with Masimo
SET® pulse oximetry and RAM'Sr capnography, offers a clinically proven cost-effective approach to continuous
post-operative monitoring.
Expand the Use of rainbow® Technology in Hospital Settings. We believe the noninvasive measurement of rainbow®
Pulse CO-Oximetry (SpHb®, SpCO®, SpMet®, PVi®, SpfO,,'SPOC"ind ORi); rainbow Acoustic Monitoring®
(RRa®) and the Halo Index;as well as future measurements, will provide an excellent opportunity to help our
customers improve patient care while reducing their overall cost of care.
Expand the Use of rainbow® Technology in Non-Hospital Settings. We believe the noninvasive measurement of
hemoglobin creates a significant opportunity in markets such as the physician office, emergency departments and
blood donation centers and the noninvasive measurement of carboxyhemoglobin creates a significant opportunity in
the fire/alternate care market.
Expand the Use of Root® in Hospital Settings. We believe Root® represents a powerful new paradigm in patient
monitoring because it enhances our rainbow® and SET® measurements with multiple specialty parameters (SedLine®
brain function monitoring, O;® regional oximetry, capnography and gas monitoring) and open-architecture Iris®
connectivity in an integrated, clinician-centric hub. Our Iris® integration platform for Root® provides a conduit to the
patient’s EMR for a range of clinical devices that may otherwise be unable to communicate their information. Iri®
offers clinical utility and flexibility by collecting device information from all sources and making it available to
clinicians in one networked place