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Iable of Coptents
FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K, or Form 10K, 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 from those expressed or implied by such forward—looking
statements. The forward—looking statements are contained principally in Item 1— “Business,” tem 1. A—"Risk Factors” and Item 7-~"'Management's
Discussion and Analysis of Financial Condirion and Resulis of Operations.” Such forward—looking statements include any expectation of earnings,
revenues or other financial items; any statements of the plans, strategies and objectives of management for future operations; factors that may affect our
operating resulis; statemenis concerning new products or services; slatements related to future capital expenditures; statements related 1o future economic
conditions or performance; statements as to industry trends and other matters that do not relate strictly i 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,” “contimee,” “could,”
“estimate,” “expect,” "intend,” “may,” or “will,” and similar expressions or variations. These statemenis are based on the beliefs and assumptions of our
management based on information currently available to management. Such forward—looking statements are subject to risks, umcertainties and other
Jfactors that could cause actual results and the timing of certain events to differ materially 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 1.A. “Risk Factors” in this Form 10—K. Furthermore, suck forward—looking statements speak only as of the date of this report. We undertake no
obligation to update any forward—-looking statements to reflect events or circumstances after the date of such statements.

PARTI

ITEM 1. BUSINESS
Overview

We are a global medical technology company that develops, manufactures and markets non—invasive patient monitoring products that improve patient care.
We were Incorporated in California in May 1989 and reincorporated in Delaware in May 1996. We invented Masimo Signal Extraction Technelogy, or
Masimo SET, which provides the capabilities of measure—through motion and low perfusion pulse oximetry to address the primary limitations of
conventional pulse oximetry. Pulse oximetry is the non—invasive measurement of the oxygen saturation level of arterial blood, or the blood that delivers
oxygen to the body's tissues, and pulse rate. Our Masimo SET platform has addressed many of the previous technology limitations and has been referred to
by several industry sources as the gold standard in pulse oximetry. The benefits of Masimo SET have been validated in over 100 independent clinical and
laboratory studies. During fiscal 2007, we generated product revenue of $199.7 million and we increased our revenue at a compound annual growth rate, or
CAGR, of approximately 42.5% for the three years ended December 29, 2007.

We develop, manufacture and market a family of non—invasive blood constituent patient monitoring solutions that consists of a monitor or circuit board and
our proprietary single—patient use and reusable sensors and cables. In addition, we offer remote alarm/monitoring solutions, such as the Masimo Patient
SafetyNet. Our solutions and related products are based upon our proprietary Masimo SET algorithms. This seftware—based technology is incorporated into
a variety of product platforms depending on our customers' specifications. We sell our products to end—users through our dircct sales force and certain
distributors, and some of cur products to our original equipment manufacturer, or OEM, partners, for incorporation into their products. We estimate that our
worldwide installed base of our pulse oximeters and OEM moaitors that incorporate Masimo SET was approximately 470,000 units as of December 29,
2007. Our installed base is the primary driver for the recurring sales of our sensors, most notably, single—patient adhesive sensors. Based on industry
reports, we estimate that the worldwide pulse oximetry market is approximately $1.0 billion, the largest component of which is the sale of sensors.

Our strategy is to utilize the reliability and accuracy of our Masimo SET platform, along with our Patient SafetyNet solutions, to facilitate the ¢xpansion of
our pulse oximetry products into areas beyond critical care settings, including the geaeral cate areas of the hospital. Additionalty, we have developed
products that non—invasively monitor parameters beyond arterial blood oxygen saturation level and pulse rate. In 2003, we launched our Masimo Rainbow
SET platform utilizing licensed Rainbow technology, which we believe inctudes the first devices cleared by the U.S. Food and Drug Administration to
non—invasively measure carboxyhemoglobin, or carbon monoxide levels in the blood, and methemoglobin saturation levels in the blood. We believe that the
use of products incorporating Rainbow technology will become widely adopted for the non—invasive monitoring of these parameters. In addition, we have
developed a new measuiement called Plethysmograph Variability Index, ot PVI. Independent clinicat studies are reporting that PV1 may allow clinicians 1o
test fluid responsiveness of mechanically ventilated patients. We believe that we will develop and introduce additional parameters in the future based on our
proprietary technology platforms.
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Our technology is supported by a substantial intellectual property portfolio that we have built through intemal development and, to a lesser extent,
acquisitions and license agreements. As of December 29, 2007, we had 444 issued and pending patents worldwide. We have exclusively licensed from our
development partner, Masimo Laboratories, Inc., or Masimo Labs, 1he right to incorporate Rainbow technology into our products intended to be wsed by
professional caregivers, including but not limited to hospital caregivers and EMS facility caregivers. On January 17, 2006, we settled a patent litigation
dispute with Nellcor, a division of Tyco Healthcare, Under the terms of the settlement, Nelleor has agreed to discontinue the sale of its products found to
infringe our patents and will pay us royalties at least through March 14, 2011 on the U.S. sales of its pulse oximetry products.

On August 13, 2007, we completed our initial public offering, or [PQ, of common stock in which a total of 13,704,120 shares were sold, comprised of
10,416,626 shares sold by selling stockholders, 1,500,000 shares sold by us at the initial closing and 1,787,454 shares sold by us pursuant to the
underwriters' full exercise of their over—allotment option, at an issue price of $17.00 per share. We raised a total of $55.9 million in gross proceeds from the
[PQ, or approximately $47.8 million in net proceeds after deducting underwriting discounts and commissions of $3. million and estimated other offering
costs of approximately $4.2 miliion. Upon the closing of the [PO, all shares of convertible preferred stock outstanding automatically converted into an
aggregate of 34,612,503 shares of common stock. The condensed consolidated financial statements as of and for the period ended December 29, 2007
including shave and per share amounts, include the effects of the offering since it was completed prior to December 29, 2007,

Industry Background

Pulsc oximetry has gaincd widespread clinical acceptance as a standard patient vital sign measurement because it can give clinicians an early waming of
low arterial blood oxygen saturation levels, known as hypoxemia. Early detection is critical because bypoxemia can lead to a lack of oxygen in the body’s
tissues, which can result in brain damage or death in a matter of minutes. Pulse oximeters are currently used primarily in critical care settings, including
emergency rooms, operating rooms, recovery rooms, intensive care uaits, or iICUs, and the EMS market.

In addition, clinicians use pulse oximeters to estimate whether there is too much oxygen in the blood, a condition called hyperoxemia. In premature babies,
hyperoxemia can lead to permanent eye damage or blindness. By ensuring that oxygen saturation levels in babies remains under 96%, clinicians believe
they can lower the incidence of hyperoxemia. Hyperoxemia can also cause problems for adults, such as increased risk of postoperative infection and tissoc
damage, In adults, to prevent hyperoxemia, clinicians use pulse oximeters to administer the minimum level of oxygen necessary to maintain normal
saturation levels.

Pulse oximeters use sensors attached to an extremity, typically the fingertip. These sensors contain two light emitting diodes, or LEDs, that in a
trapsmittance sensor ransmit red and infrarcd light from one side of the extremity through the tissu¢ 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 mxcmproccssor then analyzes the changes in
light—absorption to provide & 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 designated range. As a result,
clinicians are able to immediately initiate treatment to prevent the serious clinical consequences of hypoxemia and hyperoxemia.

Limitations of Conventional Pulse Oximetry

Conventional pulse oximetry is subject to technological limitations that reduce its effectivencss and the quality of patient care, In particular, when using
conventional pulse oximetry, arterial blood signal recognition can be distorted by motion artifact, or patient movement, and low perfusion, or low arterial
blood flow. Motion artifact can cause conventional pulse oximeters to inaccurately measure the arterial blood oxygen saturation level due mainly to the
movement and recognition of venous blood. Venous blood, which is partially depleted of oxygen, may cause falsely low oxygen saturation readings. Low
perfusion can also cause the failure of the conventional pulsc aximeter to obtain an accurate measurement. Conventional pulse oximeters cannot distinguish
oxygenated hemoglobin, or the component of red blood cells that carries oxygen, from dyshemoglobin, which is hemoglobin that is incapable of carrying
oxygen. In addition, conventionat pulse oximetry readings can also be impacted by bright light and electrical interference from the presence of clectrical
surgical equipment. Independent, published research shows that conventional pulse oximeters are subject to operating limitations, including:

»  inaccurate measurements, which can lead to the non—detection of a hypoxemic event or improper and unnecessary treatment;

+  false alarms, which occur when the pulse oximeter falsely indicates a drop in the arterial blocd oxygen saturation level which can icad to
improper therapy, the inefficient use of clinical resources as clinicians respond to false alarms, or the non—detection of a true alarm if ¢linicians
become desensitized to frequently occurring false alarms; and

»  signal drop—outs, which is the loss of a real-time signal as the monitor attempts to find or distinguish the pulse, which can lead to the
pon—detection of hypoxemic events.
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Published independent research shows that over 70% of the alarms were false outside the operating room using conventional pulse oximetry. In addition, in
the operating room, conventional pulse oximeters failed to give measurements at all due to weak physiological signals, or low perfusion, in approximately
9% of all cases siudied. Manufacturers of conventional pulse oximeters have attempted 1o address some of these Limitations, with varying degrees of
success. Some devices have attempted to minimize the effects of motion artifact by repeating the last measurement before motion artifact is detected, until a
new, clean signal is detected and 2 new measurement can be displayed, known as freezing values. Other devices have averaged the signal over a longer
pertod of time, known as long—averaging, in an attempt to reduce the effect of brief periods of motion, These solutions, commonly referred to as alarm
management techniques, mask the limitations of conventional pulse oximetry. Several published studies have demonstrated that some of these alarm
management techniques have actually contributed 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, the technology is not robust enough to aliow for its use in non—critical care settings of
the hospital, such as general care areas, where the hospital staff—to—patient ratio is significantly lower. In order for pulse oximetry to become a standard
patient monitor in these settings, these limitations must be overcome.

In addition, conventional pulse oximeters cannot distingnish oxygenated hemoglobin, or the component of red blood cells that carries oxygen, from
dyshemoglobin, which is hernoglobin that is incapable of camrying oxygen. The most prevalent forms of dyshemoglobins are carboxyhemoglobin and
methemoglobin. As a result of these dyshemoglobins, pulse oximeters will report falsely high oxypen levels when they are present in the blood. Although
currently there are lab—based tests that detect dyshemoglobins, they are invasive and do not provide immediate or continuous results.

Pulse Oximetry Market Opportunity

The pulse oximetry market consists of pulsc oximeters and consumables, including single—patient use and reusable sensors, cables and other pulse oximetry
accessories that are primarily sold to the hospital and EMS markets. According to a Frost & Sullivan report dated June 2007, U.S. pulse oximetry equipment
market revenue, which includes pulse oximetry stand—alone devices and multi-parameter patient monitering modules, was $201 million i 2006 and is
expected to increase to $248 million by 2009, representing a CAGR of 7.3%. Additionally, a Frost & Sullivan report dated March 2004 estimated that U.S.
pulse oximetry sensor market revenue would be $461 rmillion in 2006 and would increase to $622 million by 2010, representing a CAGR of 7.8%. Based on
these estimates, Frost & Sullivan estimated that the total U.S. pulse oximetry market would be $662 million in 2006. Frost & Sullivan expects the growth in
the U.S. pulse oximetry sensor market to be driven by:

= ongoing adoption of low parfusion, motion—tolerant technology;

+  pEgressive awareness campaigns;

*  rising patient acuity, or severity of illnesses, which increases the need for monitdring in the intermediatc and sub~acute seftings;
*  expansicn of the market for pulse oximetry monitoring to the general surgical floor;

+  greater cfficiencies for the health care worker through increased reliability, improved detection algerithms and the ability to reject false alarms;
and

+  adoption of pulse oximetry outside the hospital and in the faster growing alternate care market.

Based on this estimate for the U.S. market, we estimate that the worldwide pulse oximetry market was approximately $1.0 billion in 2007. According to the
June 2007 Frost & Sullivan report, Masimo and Nellcor each comprised 38% of the total U.S. pulse oximetry monitoring equipment market in 2006,
totaling 76% of the market.

Additional Market Opportunities
Expansion to Non—Critical Care Settings

We believe there are opportunitics to expand the market for pulse oximetry by applying Masimo SET’s proven benefits from critical care settings to
non—critical care settings, as well as settings outside of the hospital. [t is currently estimated that over 86% of all U.S. hospital beds are located in
non-—critical care areas, where continuous monitoring is not widely used. A published study showed that approximately 264,000 hospital deaths over a
three—year period were attributable to patient safety incidents, or generally preventable patient events in non—critical care areas, The study concluded that
the failure to timely diagnose and treat patients accounted for over 70% of those deaths, sugpesting that improved patient monitoring in non—critical care
scttings can alert clinicians of patient distress and help to improve patient care, We believe that Masimo SET's ability to dramatically minimize false alarms
due to patient motion while maximizing the sensitivity of pulse oximeters to report truc alarms will allow hospitals to reliably and continuously monitor
their patients in the gencral floors.
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Carboxyhemoglobin Detection

We belicve two of the dyshemoglobins discussed above are important to measure. There are opportunities to expand the market for patient monitoring by
enabling the measurement of additional blood constituents beyond arterial blood oxygen saturation level and pulse rate by measuring carboxyhemoglobin
and methemoglobin. For example, carbon monoxide is the leading canse of accidental poisoning death in the United States, responsible for an estimated
3,800 fatalitics and 40,000 emergency room visits annually, according to a report in Journal of Emergency Medicine. Carbon monoxide poisening, which
involves carbon monexide binding with hemoglobin celis, thereby preventing them from carrying oxygen, can cause severe neurological damage,
permanent heart damage or death in a matter of minutes. Quick diagnosis and trcatment of carbon monoxide poisoning is critical in saving lives and
preventing long—term damage. Several leading emergency first responder associations including the including the National Association of Emergency
Medical Technicians, the National Association of EMS Educators and the Internationat Association of Fire Fighters have recently issued recommendations
to non—invasively screen for carbon monoxide poisoning when exposure is suspected or when an individual presents with symptoms of such poisoning. In
addition the National Fire Protection Association, or NFPA, recently included carbon monoxide sereening by Pulse CO--Oximetry as part of a new national
healtheare standard for firefighters potentially exposed to carbon monoxide poisoning. NFPA's consensus codes and standards serve as the worldwide
authoritative source on fire prevention and public safety.

We believe that the primary opportunity for nor—invasive blood carbon monoxide monitoring is in the EMS and emergency department settings, but may
extend into other critical care settings as well, such as the operating room, or OR. Carbon monoxide can in some cases be produced by the anesthesta
machine, which can, in some circumstances, create dangerous levels of carbon monoxide. This occurrence is known as Monday Morning Phenomenon,
which may be dizgnosed with non—invasive monitoring of carbon monoxide in the OR. In addition, patients who have moderate levels of carbon monoxide
in their biood upon hospital admission, either from smoking or exposure to carbon monoxide, often have complications during anesthesia administration. If
carbon monoxide is detected in their blood, surgeries can be postponed uatil the patient’s carbon monoxide leve] has returned to a safe level for surgery.

Methemaglobin Detection

Another opportunity to expand the market for patient monitoring is to enable the non—invasive measurement of methemoglobin, another form of
hemoglobin that is unable to carry oxygen to tssues throughout the body. Since hemoglobin is the key carrier of oxygen in the blood, its replacement by
methemoglobin can cause cyanosis, or bluish discoloration of the skin caused by lack of oxygen in the blood. According to a research report published by
Johns Hopkins University in Sepiember 2004, approximately 30 different drugs routinely administered in hospitals can cause methemoglobinemia, or the
presence of an abnormal amount of methemoglobin in the blood. This study found 414 cases, or 19% of all paticnts reviewed, of acquired
methemoglobinemnia, which were detected in many areas of the hospital and various patient populations over a 28-month period. The methemogiobinemia
resulted in one fatality and three near—fatalities. In addition, pesticides, herbicides and other industrial chemicals can cause methemoglobinemia, Some of
the 30 drugs that the Johns Hopkins University report found to cause methemoglobinermia arc 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 ireat cardiac
patients and dapsonc, used to treat infections. The NACB recommends that clinicians routinely utilize point of care tests to measure the level of
methemoglobin in patients receiving benzocaine, a local anesthetic. In addition, two clinical studies indicated that patients with sepsis showed increased
blood methemoglobin levels. As a result, we intend to investigate whether monitoring this blood constituent may help with the diagnosis and early treatment
of sepsis.

Plethysmograph Variability Index (PVD)

In June 2007, we introduced Plethysmograph Variability Index, or PVI, a non—irivasive measurement that quantifies changes in the plethysmographic
waveform, a graphical display of the changes in blood volume caused by arterial pulsation, over at least one respiration cycle, derived from the Masimo
Rainbow SET pulse oximetry technology. A recent published clinical study suggests that PVI may provide clinicians with a non-invasive way to see if the
patient is responsive to fluids. This may prove to be very useful on mechanically ventilated patients in the operating room and other critical care areas. In
addition, PVI may allow clinicians to detect dehydration in patients. PV1 may alse monitor functional hemodynamics, or forces involved in the circulation
of blood, in their patients. This technology may prove to be a valuable clinical tool with significant advantages over currently available indicators of
changes in functional hemodynamics that are invasive, operator dependent, often inaccurate and expensive. PV displays a numeric representation of the
changes to the pleth waveform on the pulse oximeter and allows clinicians to track and trend these changes over time, PVI can be purchased and installed on
Radical 7 and any other monitors equipped with 2 Masimo MX board.

Total Hemoglobin (SpHb)

In late February 2008, we introduced non—invasive, continuous measurement of Total Hemoglobin, subject to clearance from applicable regulatory
agencies. Hemoglobin is the part of a red blood cell that carries oxygen to the body, therefore a measurement of total hemoglobin is an indicator of the
oxygen carrying capacity of the blood. Because of its clinical importance, hemoglobin is one of the most commonly—ordered lab diagnostic tests in the
hospital and physician office. Each year in the United States, over 350 million invasive hemoglobin tests are performed, which requires multiple steps
including collecting the patient's blood sample, transferring
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the samplc to the lab, analyzing the sample and documenting the results, and reporting the results to the ordering clinician, Now, just seconds afier placing
our Rainbow sensor on 8 patient’s finger, non—invasive and continuous hemoglobin measurements will be available to the clinician.

While we believe that avoiding invasive blood measurements is of great clinical value, the ability to measure total hemoglobin on a continuous basis will,
we believe, enable clinicians to evaluate change in measurements and thereby improve the ability to make earlier and better treatment decisions, thus
potentially decreasing costs. We expect that many invasive bemoglobin tests could eventually be replaced by non—invasive hemoglobin tests due to the
significant clinical advantages of measuring total hemoglobin on a continuous basis.

Future Applications

We believe that our core signal processing and sensor technologies are widely applicable and expect to develop and launch future applications utilizing our
proprietary technology platforms.

The Masimo Solution

Our innovative and proprictary technologics and products are designed to overcome the primary limitations of pulse oximetry, which involve maintaining
accuracy in the presence of motion artifact and weak signal to noise situations. Our Masimo SET platform, which became available to hospitals in the
United States in 1998, is the basis of our pulse oximetry products and we belicve represented the first significant technological advancement in pulse
oximetry since its introduction in the early 1980s. In addition, our products’ benefits have been validated in over 100 independent clinicat and laboratory
studies.

Masimo SET utilizes five signal processing algorithms, four of which are proprietary, in parallel, to deliver high precision, sensitivity and specificity in the
measurement of arterial blood oxygen saturation levels. Scnsitivity is the ability to detect true cvents and specificity is the ability to reject false alarms. One
of our proprietary processing algorithms, Discrete Saturation Transform, separates signal from noise in real—time through the use of adaptive filtering, and

an iterative sampling technique thet 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,

To complement our Masimo SET platform, we have developed a wide range of proprietary single--patient use and reusable sensors, cables and other
accessorics designed specifically to work with Masimo SET software and hardware. 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. Gur LNOP
neonatal adhesive sensors have been clinically proven to exhibit greater durability compared to competitive sensors.

In 2005, we introduced our Masimo Rainbow SET platform, leveraging our Masimo SET technology and incorporating licensed Rainbow technology to
enable reliable, real—time monitoring of additional parameters beyond arterial blood oxygen saturation and pulse rate. The Masimo Rainbow SET platform
has the unique ablity to distinguish oxygenated hemoglobins from certain dyshemoglobins, hemoglobin incapable of transporting oxygen, and allows for
the rapid, non—invasive monitoring of carboxybemoglobin and methemogiobin, which we refer to as Pulse CO—Oximetry. Along with the relsase of our
Rainbow SET Pulse CO—Oximetry products, we have developed multi-wavelength sensors that have the ability to monitor multipie parameters with 2
single sensor. We believe that the use of Masimo Rainbow SET Pulse CO—Oximetry products will become widely adopted for the non—invasive monitoring
of these parameters.

Additionally, we market our Patient SafetyNet and RadNet remote—alarm and monitoring systems for use with our Masimo SET pulse aximeters and
Rainbow SET Pulse CO-Oximeters. These systems currently ellow wircless and remote monitoring of the oxygen saturation and pulse rate of up to 40
patients simultaneously, and may facilitate the expansion of our products into areas beyond the critical care settings, such as the gencral care areas, We
believe that the superior performance of the Masimo SET platform coupled with reliable, cost effective, and easy to usc wireless remote monitoring will
allow hospitals to create continwous 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.

Benefits of Our Products and Technology
We believe that our technology and products offer several key benefits, including:

*  Accurate, Real~Time Measurement. We believe that the Masimo SET platform has the ability to provide more accurate measurements with
fewer missed events and false alarms than other pulse oximeter in the market place, Many of the top hospitals in the United States, including
four of the top five, according to “U.S. News and World Reports Honor Roll™ for 2007, made Masimo SET their primary pulse oximetry
platform.




Iable of Contents

»  Increased Quality of Patient Care. We believe that the proven accuracy and reliability of Masimo SET pulse oxirmetry allows for better clinical
decistons, leading to fewer medical errors and better patient care. We believe that the non—invasive monitoring of carboxyhemoglobin will
improve the quality of care based on the number of emergency room visits reported for carbon monoxide poisoning. We believe the
non—invasive monitoring of methemoglobin will aiso improve patient care based on reported drug interactions that increase methemoglobin
levels in the blood. We believe wireless remote—alarm and monitoring on the general care flocr will reduce avoidable adverse events throegh
carlier detection and intervention.

*  Reduced Cost of Care. Several independent studies have shown that hospitals can reduce their costs as a result of using Masimo SET products.
We believe that factors contributing to lower costs include a reduction in sensor usage as a result of more durable sensors, fewer invasive
arterial blood gas procedures needed, less oxygen administration and a reduction in length of stay as the result of weaning patients off of
ventilators more quickly. In addition, we expect that the non—invasive monitoring of carboxyhemoglobin and methemoglobin will help reduce
the cost of care by reducing the need for invasive blood tests and limiting the costs from complications caused by incorrect diagnoses. We
believe early detection of avoidable adverse events will contribute to lower length of stzy because such events will be treated carlier before
paticats decompensate to critical levels.

*  Masimo SET Platform Allows for Expansion into Non—Critical Care Sentings, We believe the gbility of Masimo SET products to provide
reliable monitoring with fewer false alarms has expanded and will continue to expand the use of pulse oximetry into other settings where
patient motion and false alarms have historically prevented its use. Since the introduction of Masimo SET, we believe that pulse oximetry has
become a standard of care in the EMS market. In addition, hospitals and other care centers can reduce their costs by moving less criticatly ill
patients from the ICU to the general care areas where these pahients can be continuously and accurately monitored in a more cost~¢ffective
manner, Many patients in the gencral care areas are at risk of dying due to inadequate oxygenation. To mitigate this risk, patients in the general
care areas need to be contineously monitored. Qur Patient SafteyNet and RadNet systerns enable the Masimo SET and Rainbow SET platforms
to wirelessly and remotely monitor patients in the general care arcas of the hospital that are not under the constant supervision of clinicians.

*  Upgradeable Rainbow Platform for the Monitoring of Additional Parameters. Products with our new MX circuit board contain our Masimo
SET pulse oximetry technology as wel!l as circuitry to support Rainbow parameters. At the time of purchase, or at any time in the future, our
customers and our OEMs’ customers will have the option of purchasing a software parameter, which will allow the customer to expand their
paticnt menitoring systems to monitor additional parameters with & cost—effective solution,

Our Strategy

Since inception, our mission has been to develop non—invasive blood constituent patient monitoring solutions that improve patient outcomes and reduce the
cost of patient care. We intend to continuc to grow our business and to improve our market position by pursuing the following strategies:

+  Continue to Expand Our Market Share In Pulse Oximetry. We grew our product revenue from $69.1 miltion in 2004 to $199.7 million in 2007,
representing a three year CAGR of approximately 42.5%. In the last three years, we estimate that we have increased our market share from
approximately 8.0% to 20.0% of the current estimated $1.0 billion worldwide pulse oximetry market. This growth can be attributed to the
increased access to pulse oximetry customers through our agreements with group purchasing organizations, or GPOs, and our increased
relationships with OEM partpers, the expansion of our direct sales force, 2nd strong, independent clinical evidencs that demonstrates the
benefits of our technology. We supplement our direct sales with sales through our distributors. Direct and distributor sales increased to
approximately $143.7 million, or 71.9%, of product revenues for 2007, from $40.9 million, or 59.2%, of product revenues in 2004. We expect
the percentage of our revenue from direct sales to continue to increase as we expand our worldwide sales force.

= Expand the Pulse Oximetry Market to Qther Patient Care Settings. We belicve the ability to continuously and accurately monitor patients
outside of critical care settings, including the general care areas 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. We believe the ability of Masimo SET and Masimo

. Rainbow SET 10 accurately monitor and address the imitations of conventional pulse oximetry has enabled, and will continue to enabie, us 1o

expand into non—critical care settings and thus significantly expand the market for our products. To further support our expansion into the
general care areas, we market two wireless floor monitoring solutions, Patient SafetyNet and RadNet, that currently enable continuous
monitoring of up to 40 patients’ oxygen saturation and pulse rate with ong system, utilizing our Masimo SET or Masimo Rainbow SET
platform. The American Hospital Association estimated that
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there were approximatcly 947,000 staffed beds in all U.S.~registered hospitals in 2004. [n 2000, approximately 86.6% of al hospital beds in the
United States were located in non—critical care settings according to a study published in the Joumnal of Critical Care Medicine, which suggests
a potential to moniter an additional approximately 820,000 beds in the United States alone.

Urilize Our Customer Base and OEM Relationships to Market Our Masimo Rainbow SET Pulse CO~Oximetry Products Incorporating

Licensed Rainbow Technology. We sold our first Masimo Rainbow SET Pulse CO~Oximetry products in September 2005. We are currently
sclling cur Rainbow SET products through our direct sales force and distributors. In addition, we plan to sell our MX circuit boards in our own
pulse oximeters and to our OEM partners, equipped with circuitry to support Rainbow SET Pulse CO—Oximetry parameters which can be
activated at time of sale or through a subscquent software upgrade. We believe that the clinical need of these measurements along with cur
installed customer base will help drive the adoption of our Rainbow SET Pulse CO—Oximetry products.

*  Continue io Innovate and Maintain Our Technology Leadership Position. We invented and pioneered what we believe is the first pulse
oximeter to accurately measure arterial blood oxygen saturation level and pulse rate in the presence of motion artifact and low perfusion. In
addition, through our license of Rainbow technology from Masimo Labs, we launched our Rainbow SET Pulse CO—Oximetry platform that
enabled what we believe are the first FDA—cleared non—invasive monitoring of carboxyhemoglobin and methemoglobin in the blood. We also
developed PVL We plan to continue to innovate and develop oew technologies and products internally and through our collaboration with
Masimo Labs, for the non—invasive monitoring of other parameters.

Qur Products

We develop, manufacture and market a patient monitoring solution which incorporates a monitor or circuit board and sensors including both proprietary
single—patient usc and reusable sensors and cables. In addition, we offer remote—alarm/monitoring solutions and seftwars.

The following chart summarizes our principal product components and principal markets and methods of distribution:

Patient Monitoring Solutions:

Description

Marketsand Methodsof Distribution

Circuit Boards . Signal processing apparatus for all Masimo  Incorporated into our proprietary pulse
SET and licensed Rainbow technology oximeters and sold to OEM partoers who
platforms incorporate our circuit boards into their patient

monitoring systems

Pulse Oximeters/Monitors . Bedside and handheld monitoring devices  Sold directly to end—uscrs and through
that incorporate Masimo SET with and distributors and in some cases to our OEM
without licensed Rainbow technology partners who sell to end-users

Sensors . Extensive line of both single—patient use Sold directly to end—uscrs and through

Remote—Alarm and Monitoring Solutions

Software

Circuit Boards

Masimo SET M3 Circuit Boards. Qur Masimo SET MS circuit boards perform all signal processing and other pulse oximetry functions incorporating the

and reusable sensors

Patient cables, as well as adapter cables that
enable the use of our sensors on certain
competitive monitors

Network—linked wired or wircless, multiple
paticat floor monitoring solutions

Standalone wireless alarm notification
solutions

Rainbow parameters and other proprietary
features sold to installed monitors

Masimo SET platform. Our MS circuit boards are included in our proprietary monitors for direct sale or

7

distributors and to OEM partners who sell to
end-users

Sold directly to end—users

Sold directly to end—users and through OEM
partners who sell to end—users



sold to our OEM partners for incorporation into their monitors. Once incorporated into a pulse oximeter, the MS circuit boards perform ail data acquisition
processing and report the pulse oximetry levels to the host monitor. The circuit boards and refated software interface directty with our proprietary seasors to
calculate arterial blood oxygen saturation level and pulse rate. We released the MS=1 circuit board in 1996 and currently sell MS-3, MS~5, MS—7, MS-11
and M8~—13 circuit boards, which vary in size and power consumption.

Masimo Rainbow SET MX Circuit Boards. Qur next~generation circuit board is the foundation for our Masimo Rainbow SET Pulse CO-Oximetry
platform, utilizing technology licensed from Masimo Labs. The MX circuit boards measure arterial blood oxygen saturation levels and pulse rate, and have
the circuitry to epable the measurement of carboxyhemoglobin, methemoglobin, pleth variability index and potentially other parameters, such as the
recently annomnced SpHb. Customers can choose to buy additional parameters beyond arterial blood oxygen saturation levels and pulse rate at the time of
sale or at any time in the future through software upgrade. As additional parameters are develeped, cach new parameter may be available as a software
upgrade to the existing system.

Pulse Oximeters/Monitors

Radical. We believe that the Radical pulse oximeter is the most advanced and versatile pulse oximetry monitor available. The Radical, using Masime SET,
offers three—in—one capability to be used as:

|
«  astandalone device for bedside monitoring; i
» 2 detachable, battery--operated handheld unit for easy portable monitoring; and

*  amonitor interface via SatShare, proprietary technology allowing our products to work with certain competitor products, to upgrade existing
conventional multi—parameter patient monitors to Masimo SET.

Radical is a fully—equipped standalone pulse oximeter with a detachable module, which functions as a battery—operated, handheld pulse oximeter. The
handheld module can be connected with any other Radical base station, which allows Radical to stay with the patient, enabling continuous and reliable
arierial blood oxygen saturation monitoring as patients are transported within the hospital. For example, Radical can continuously monitor a patiemt from the
ambulatory environment, to the emergency room, o the operating room, to the general floor, and on until the patient is discharged. Radical delivers the
accuracy and reliability of Masimo SET with multi—functionality, ease of use and a convenient upgrade path for existing monitors.

Our SatShare technology enables a conventienal monitor to upgrade to Masimo SET through a simple cable connection from the back of Radical to the
sensor input port of the conventional monitor. No software upgrades or new modules are necessary for the upgrade, which can be completed in minutes.
SatShare allows hospitals to standardize the technology and sensors used throughout the hospital while allowing them to gain more accurate monitoring
capabilities and additional multi—functionality in a cost—effective manner. This has facilitated many hospital-wide conversions of previously installed
competitor monitors to Masimo SET. We received FDA c¢learance for Radical in October 1999 and began commercially shipping Radical in 2000.

Radical-7. The Radical-7 incorporates the MX circuit board which enables Rainbow SET parameters. We received FDA clearance in October 2006 and
began shipping Radical—7 in 2007, which permits the non—invasive monitoring of arterial blood oxygen saturation levels, pulse rate, perfusion index and
carboxyhemoglobin and methemoglobin saturation levels, Pleth Variability Index and 3D alarms through a software purchase, Over time, we expect the
Radical-7 to replace the Radical as our primary bedside Masimo SET pulse oximeter.

Rad-8. The Rad~8 is a bedside pulse oximeter with a lower cost design and fewer features as compared to Radical, allowing for the Rad—8 to be offered at
a lower price point.

Rad—-3. In addition to Radical, we have developed handheld pulse oximeters using Masimo SET. Our Rad~5 and Rad—5v handheld oximeters were the first
dedicated handhelds with Masimo SET.

Rad-57. In March 2005, we introduced Rad—57, and in September 2005, we launched commercial sales of the first handheld Pulse CO-—Oximeter that
employs licensed Rainbow technology. We believe Rad—57 is the first FDA~cleared device to non—invasively measure carboxyhemoglobin saturation
levels in the blood. Rad—57 also measures arterial biood oxygen saturation levels and pulse rate, In November 2007, we received approval from the Ministry
of Health, Labor and Welfare to market the Rad—57 in Japan. .

Rad—37 CM, In December 2005, we sold Rad—57 CM in Europe and we received FDA—clearance to market the product in the United States in March 2006.
We believe Rad—57 CM to be the first FDA—cleared device to non—invasively measure both carboxyhemoglobin and methemoglobin saturation levels in the
bleod. Rad—57 CM also measures arterial blood oxygen saturation levels and pulse rate.
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Sensors

Sensors and Cables. We have developed one of the broadest lines of single—patient use and reusable sensors and cables. Masimo SET sensors are uniquely
designed to reduce interference from physiological and non—physiological noise. Our proprietary technology platforms operate oaly with our proprictary
sensor lines. However, through the use of adapter cables, we can connect our sensers to certain competitive pulse oximetry monitors. We sell our sensors
and cables to end—users through our direct sales force and our distributors and OEM partners.

Qur single—patient use sensors offer several advantages over reusable sensors, including improved performance, cleanliness, increased comfort and greater
reliability. In addition, our LNOP single—patient use sensors offer several advantages over competitive disposable sensors, including a more durable tape
material that is less likely to tear and an adhesive that can be easily rejuvenated with an alcohol swab. As a result, the sensor can be moved and reapplied
multiple times during a patient’s stay. Our LNOP single—patient neonatal adhesive sensors have been shown in independent, published studics to last
approximately twice as Jong as the market—leading disposable sensor. Our reusable sensors, which include ear and forehead sensors, are primarily used for
short—tzrm hospital stays and spot checks. We currently sell over 40 different sensors for adults, chitdren, infants and pre—term infants.

SofTouch Sensors. We have developed SofTouch sensors, designed with less adhesive or no adhesive at all for compromised skin conditions. These include
single—patient sensors for babies and multi—site reusable sensors for pediatrics and adults.

Trauma ond Newborn Sensors. We believe we were the first o develop two specialty sensor lines, specifically designed for trauma and resuscimtion
situations, as well as for newborns. These sensors contzin an identifier which automatically sets the oximeter to monitor with maximum sensitivity and the
shortest—averaging mode and allows for quick application, even in wet and slippery environments. -

Blue Sensors. In 2005, we introduced what we believe to be the first FDA—cleared sensor to accurately monitor arterial blood oxygen saturation levels in
cyanotic infants and children with abpormally low oxygen saturation levels.

Masimo Rainbow SET Sensors. We believe we were the first to develop proprietary, multi-wavelength sensors for use with our Rainbow SET Pulse
CO—Oximetry products. As opposed to traditional sensors that only have the capability to monitor arterial blood oxytghen saturation levels and pulse rate, our
Rainbow sensors can also monitor carboxyhemoglobin and methemoglobin, Qur licensed Rainbow SET sensors are the only sensors that are compatible
with our licensed Rainbow SET products.

Remote—Alarm and Monitoring Solutions

Patient SafetyNet. Patient SafetyNet is a remote monitoring and clinician notification system. It instantly routes bedside—generated alamms through a server
to a gualified clinician’s hand-held paging device in real-time. Each system can support up to 40 bedside monitors and can either be integrated into a
hospital’s existing [T infrastructure or operate as a stand—alone wireless network.

RadNet. RadNet enables Masimo SET and Rainbow SET monitors with a wired or wireless monitoring system to provide continuous, centralized
monitoring of remotely located patienis, with the ability to monitor up to 40 patients per system.

PPO+. PPO+, or Personal Pulse Oximeter, is 2 patient-wearable pulse oximeter and electrocardiogram, or ECG, monitor that can wirelessly trapsmit
patients’ arterial blood oxygen saturation level, pulse rate and ECG to the RadNet. PPO+ is ideally suited for monitoring ambulatory patients in the general
care areas, emergency department, emergency department waiting room and any other area where the patient is ambulatory.

Both RadNet and PPO+ are OEM products from Welch Allyn,

Software. All of our moaitors, including Radical—7 and certain future QEM products, which incorporate the MX board will allow purchases of software for
Rainbow parameters as well as other fufure parameters or features that can be field instailed.

The following table sets forth the revenues generated from our product classes (in millions):

Year ended Year ended Year ended
December 31, December 31, December 29,
— 25 2006

Patient monitoring solutions.. . .
Royalty end license fee =~ .. .. . .
Remote alarmn‘and monitoring solutions .

Software

[ 07Ty e e s . - P Sty

i ol revenues L. & ol L el Tl S 0798 2243 T 08002563
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Geographic information

We are a glabal company with a peogruphically diverse market presence. See note 14 to our consolidated financial statements for financial information
relating to the geographic areas in which we engage in business.

Sales and Marketing

As of December 29, 2007, we had 292 employees in sales and marketing in the United States and abroad, including 113 sales representatives and 42 clinical
specialists. We expect to continue to increase our worldwide sales and sales support organizations as we continue to expand our presence throughout both
the United States and throughout the world including Europe, Japan, Asia, Latin America and Canada. We currently sell all of our products both directly to
hospitals and the EMS market via our sales force, and certain distributors.

Our direct and distributor révenues accounted for approximately 71.9% of our total product revenue in 2007, The primary focus of our sales representatives
is 1o facilitate the conversion of competitor accounts to our Masimo SET pulse oximetry products. In addition to sales representatives, we employ clinical
specialists to work with our sales representatives to educate end—users on the bepefits of Masimo SET and assist with the introduction and implementation
of our technology and products to their sites. Our sales and marketing strategy for pulse oximetry has been and will continue to be focused on building
end~user awareness of the clinical and cost—saving benefits of our Masimo SET platform. More recently, we have expanded this communication and
educational role to include our Masimo Rainbow SET Pulse CO—Oximetry products, with specifically carboxyhemoglobin, methemoglobin and pleth
variability index. For the year ended December 29, 2007, we had cne distributor, Owens & Minor, which represented 11.0% of our total revenue.

Additionally, we sell certain of our products through our OEM partuers who both incorporate our boards into their monitors and resell our sensors to their
customers installed base of Masimo SET products. Qur OEM agreements ailow us to expand the availability of Masimo SET through the sales and
distribution channets of each OEM partner. To facilitate clinician awarcness of Masimo SET installations, all of our OEM partners have agreed to place the
Masimo SET logo prominently on their instruments. As of December 29, 2007, we had agreements with 47 OEM partners whom we believe account for
over 90% of worldwide shipments of pulse oximeters incorporated into multi—parameter monitors. As of December 29, 2007, our OEM partners had
collectively launched a total of 116 patient monitoring products worldwide incorporating Masimo SET.

In order to facilitate our direct sales to hospitals, we have signed contracts with companies that we believe to be the six largest GPOs, based on their total
volume of negotiated purchases. In return for the GPOs to put our products on contract, we have agreed to pay the GPOs a percentage of our revenues from
their member hospitals. In 2006 and 2007, revenue from the sale of our pulse oximetry products refated to GPOs amounted to $66.6 million and $101.0
million, respectively.

Our marketing cfforts are designed to build end—user awareness through advertising, direct mail and trade shows. In addition, we distribute published
clinical studies, sponsor accredited educational seminars for doctors, nurses, biomedical engineers, and respiratory therapists and conduct elinical
evaluations. We expect to increase the size of our sales and marketing force worldwide during 2008, as we continue to establish additional sales channels on
a global basis. .

Competition

The medicat device industry is highty competitive and many of our competitors have substantially greater financial, technical, marketing and other
tesources than we do. While we regard any company that sells pulse oximeters as a potential customer, we also recognize that the companies selling pulse
oximeters on an OEM basis and/or pulse oximetry sensors are also potential competitors. Qur primary competitor, Covidien (formerly Nellcor), currently
holds a substantial share of the pulse oximetry market. Nellcor sells its own pulse oximeters to end—users, sells pulse oximetry modules to other monitoring
companies on an OEM basis and licenses, to certain OEMs, the right to make their pulse oximetry platforms compatible with Nelleor sensors. Although
Nellcor is still a competitor of ours, in 2006 we settled a patent infringement case against them following an appellate ruling which found that Nellcor had
infringed three of our patents. See “—Nellcor Patent Litigation Settlement” in Item 7—* Management's Discussion and Analysis of Financial Condition
and Results of Operations.” We face substantial competition from larger medical device companies, including companies that develop products that
compete with our proprietary Masimo SET. We believe that a number of companies have announced products which claim to offer measure—through
motion accuracy. Based on those announcements and our investigations, we further believe that many of these products include technology that infringes
our intellectual property rights, We have settled claims against some of these companies and intend to vigorously enforce and protect our proprietary rights
with respect to the others whom we believe are infringing our technology. Some of the remaining companies, including GE Medical Systems, Philips
Medical Systems and Mindray Medical International Ltd., are currently OEM licensees of ours.
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We believe that the principal competitive factors in the market for pulse oximetry products include:
»  accurate monitoring during both patient motion and low perfusion;

+  ability 1o introduce other clinically beneficial parameters related 1o oxygenation and respiration, such as carboxyhemoglobin and
methemoglobin;

*  competitive pricing;

»  sales and marketing capability;

+  access 10 hospitals which are members of GPOs;
*  access to OEM partners; and

= patent protection.

Masimo Laboratories, Inc.

Masimo Laboratories, Inc., or Masimo Labs, is an independent entity spun off from us to our stockholders in 1998. Joe E. Kiani and Jack Lasersohn,
members of our board of directors, are also members of the board of directors of Masimo Labs. Joc E. Kiani, our Chairman and Chief Executive Officer, is
also the Chairman and Chief Executive Officer of Masimo Labs.

We have a cross—licensing agreement with Masimo Labs for certain technologies. The following table outlines our rights under the Cross—Licensing
Agreement relating to specific end user markets and the related technology applications of specific parameters.

. Engd User Markets
Earamcters Professiona! Caregiver npd EMS Latientand Pharmaclist, .
Vital Signs Masimo Masimo Labs
™ {owns) {ron—cxclusive license)
Non—Vital Signs Masimo Masimo Labs
(exclusive license) {owns)

(M Vital signs parameters includes SpOz, peripheral venous oxygen saturation, mixed venous oxygen saturation, fetal oximetry, sudden infant death
syndrome, ECG, blood pressure {(non—invasive blood pressure, invasive blood pressure and coatinupus non— invasive blood pressure), temperature,
respiration rate, CO2, pulse rate, cardiac output, EEG, perfusion index, depth of anesthesia, cercbral oximetry, tissue oximetry and/or EMG, and
associated features derived from these parameters, such as 3—D alarms, Pleth Variability Index and other features,

@} Non-—vital signs parameters includes the body fluid constituents other than vital signs parameters and include, but are not limited to, carbon monoxide,
methemoglobin, blood glucose, total hemoglobin and bilirubin,

Our License to Masimo Labs. We granted Masimo Labs an exclusive, perpetual and worldwide license, with sublicense rights, to use all Masimo SET
owned by us for the measurement of non—vital signs parameters and to develop and sell devices incorporating Masimo SET for monitoring non—vital signs
parameters in the Labs Market. We also granted Mastmo Labs a non—exclusive, perpetual and worldwide license, with sublicense rights, to use Masimo
SET for the measurement of vital signs in the Labs Market. In exchange, Masimo Labs pays us a 0% royalty on the amount of vital signs sensors and
accessories sold by Masimo Labs.

The Labs Market is defined as any product market in which a product is intended to be used by 2 patient or pharmacist rather than a professional medical
caregiver regardless of the particular location of the sale, including sales to doctors, hospitals, EMS professionals or otherwise, provided the product is
intended to be recommended, or resold, for use by the paticnt or pharmacist.

Masimo Labs’ License to Us. We exclusively licensed from Masimo Labs the right to make and distribute products in the Masimo Market that utilize
Rainbow technology for the measurement of carbon monoxide, methemoglobin, fractional arterial oxygen saturation, and total hemoglobin, which includes
hematocrit. To date, we have developed and commercially released devices that measure carbon moenoxide and methemoglobin usiog licensed Rainbow
technology. We also have the option to obtain the exclusive license to make and distribute products in the Masimo Market that utilize Rainbow technology
for the measurement of other non—vital signs parameters, including blood glucose. These licenses are exclusive until the later of 20 years from the grant of
the applicable license or the expiration of the last patent included in the Rainbow technology related to the applicable parameter.

The Masimo Market is defined as those product markets where the product is intended to be used by a professional medical caregiver, inchuding hospital
caregivers, surgicenter caregivers, paramedic vehicle caregivers, doctor’s offices caregivers, EMS facility caregivers and vehicles where emergency medical
services are provided,
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Our license to Rainbow technology for these parameters in these markets is exclusive on the condition that we continue to pay Masimo Labs royalties on
our products incorporating Rainbow technology, subject to certain minimum unit and aggregate royalty thresholds, and that we use commercially reasonable
efforts to develop or market products incorporating the licensed Rainbow technology. The royalty is up to 10% of the Rainbow royalty base, which includes
kandhelds, tabletop and multi—parameter devices. Handheld products incorporating Rainbow technology will carry 2 10% royalty rate. For other products,
only the proportional amount attributable for that portion of our products used to measure pon~vital signs parameters, sensors and accessories, rather than
for measuring vital signs parameters, will be included in the 10% Rainbow royalty base. For multi~parameter devices, the Rainbow royalty base will
include the percentage of the revenues based on the number of Rainbow—enabled parameters. Beginning in 2009, for hospital contracts where we place
equipment and enter into a sensor contract, we will pay a royalty to Masimo Labs on the total sensor contract revenucs based on the ratio of Rainbow
enabled devices to total devices.

We are also subject to certain specific annual minimum aggregate royalty payments, These minimum aggregate royalty payments are $3.5 million, $4.0
million and $5.0 million in the years ending 2008, 2009 and 2010, respectively, and 35.0 million per year thereafter,

From its inception in 1998 through December 29, 2007, we have agreed to pay Masimo Labs $18.6 million for both exclusive options and minimum royalty
payments. We have 180 days after proof of feasibility to exercise the above—referenced option to obtain a license to the remaining non—vital signs
pmiamctcrs, including carbon monexide, methemoglobin, total hemoglobin and bilirubin, for an additional $500,000 each, and blood glucose, which is $2.5
million.

Change in Conirol. The Cross—Licensing Agreement provides that, upon a change in controk:

+  if the surviving or acquiring entity ceases to use “Masimo™ as a company name and trademark, all rights to the “Masimo” trademark will be
assigned 1o Masimo Labs;

+  the option to license technology developed by Masimo Labs for use in blood glucose monitoring will be deemed automatically exercised and a
$2.5 million license fee for this technology will become immediately payable to Masimo Labs;

+  per product minimum royalties, to the extent less than the annual minimums, will be payable to Masimo Labs; and

+  the minimum aggregate annual royalties for all licensed Rainbow parameters payable to Masimo Labs will increase to $7.0 million, $10.0
million and $15.0 million in the years ending 2008, 2009 and 2010 and after until the exclusive period of the agreement ends, respectively, plus
up to $2.0 million per other Rainbow parameters.

A change in control includes any of the following with respect to us or Masimo Labs: |
+  the sale of all or substantially all of either party’s assets to a non—affiliated third party;
= the acquisition by a non—affiliated third party of 50% or more of the voting power of either party;

*  Joe E. Kiani, our Chief Executive Officer and the Chief Executive Officer of Masimo Labs, resigns or is terminated from his position with
either party; and

*  the merger or consolidation of either party with a non—affiliated third party.

Ownership of Improvements. Any improvements to Masimo SET or Rainbow technology made by Masimo Labs, by us, or jointly by Masimo Labs with us
or with any third party that relates to non—vital signs monitoring, and any new technology acquired by Masimo Labs, is and will be owned by Masimo Labs.
Any improvements to the Masimo SET platform or Rainbow technology made by Masimeo Labs, by us, or jointly by Masimo Labs with vs or with any third
party that relates to vital signs monitoring, and any new technology acquired by us, is and will be owned by us. However, in cither case, any improvements
to the technology, excluding acquired technology, will be assigned to the other party and be subject to the terms of the licenses granted under the
Cross—Licensing Agreement. Any new non—vital signs monitoring technology utilizing Masimo SET that we develop will be owned by Masimo Labs and
will be subject to the same license and option fees as if it had been developed by Masimo Labs. Also, we will not be reimbursed by Masimo Labs for our
expenses relating to the development of any such technology.

Masimo Labs Services Agreement. We have also entered into a sefvices agreement, or the Services Agreement, with Masimo Labs. Under this Services
Agreement, we provide Masimo Labs with engineering services and accordingly charge Masimo Labs for these direct salary and payrolt related expenses. In
addition, at the end of each quarter, we charge Masimo Labs for its share of accounting, hurnan resources, legal, facility and equipment costs, which we
collectively refer to as indirect expenses. From its inception in 1998 through December 29, 2007, Masimo Labs has incurred approximately $13.9 million in
both direct and indirect expenses. We expect Masimo Labs to continue to engage us for these services. However, pursuant to the Services Agreement,
Masimo Labs may terminate the agreement by providing us 30 days notice, while we may terminate with 180 days notice to Masime Labs.
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Research and Product Development

We believe that ongoing research and development efforts are essential to our suceess. As of December 29, 2007, we employed 130 engineers and
engineering support staff. We expect to increase the size of our research and development staff during 2008. Our research and development efforts focus
primarily on continuing to ¢nhance our technical expertise in pulse oximetry, enabling the non—invasive monitoring of other parameters and developing
remote—alarm and monitoring solutions.

Although we and Masimo Labs each have separate research and development projects, we collaborate with Masimo Labs on multiple research and
development activities related to Rainbow technology and other technologies, Under the Cross~Licensing Agreement, the parties have agreed to allocate
proprietary ownership of technology developed by either party based on the functionality of the technology. We will have proprictary rights to all
technology related to the non—invasive measurement of vital signs parameters, and Masimo Labs will have proprietary ownership of all technology related
to the non—invasive measurement of non—vital signs parameters. In addition, under our Services Agreement with Masimo Labs, we provide Masimo Labs
with professional and management support services, including human resources, legat and accounting services. In January 2007, Masimo Labs realigned its
development efforts and, as of December 29, 2007, it had eight full—time engineers supporting its development cfforts,

Our total research and development expenditures for 2007 were $23.0 million, which included $1.9 million related to expenses incurred by Masimo Labs
pursuant to the Cross—Licensing Agreement, In 2006, our total research and development expenditures were $24.9 million, which included $9.4 millicn of
stock—based compensation, and $3.4 million related to expenses incurred by Masimo Labs pursuant to the Cross—Licensing Agreement. [n 2005, total
research and development cxpenditures were $11.3 million, which included $2.8 million of in—process research and development and 32.6 miltion related to
expenses incurred by Masimo Labs pursuant to the Cross—Licensing Agreement. We expect our research and development expenses to increase in 2008 and
beyond as we expand our research and development force, enhance our existing products and technologies and develop new ones.

Intellectual Property

We believe that in order to maintain a competitive advantage in the marketplace, we must develop and maintain protection of the proprietary aspects of our
technology. We rely on a combination of patent, trademark, trade secret, copyright and other intellectual property rights and measures to protect our
intellectual property.

We have developed a patent portfolio internally, and to 2 lesser extent through acquisitions and licensing, that covers many aspects of our product offerings.
As of December 29, 2007, we had 266 issued patents and 178 pending applications in the United States, Europe, Japan, Australia, Canada and other
countries throughout the world. In addition, as of December 29, 2007, technology we licensed from our development partner, Masimo Labs, was supported
by 34 issued patents and 67 pending applications in the United States and internationally. Some of our carliest patents begin to expire i 2011. Some of
Masimo Labs’ earliest patents begin to expire in 2015. Additionally, as of December 29, 2007, we owned 33 U.S. registered trademarks and 114 forsign
registered trademarks, as well as trade names that we use in conjunction with the sale of our products.

Under the Cross—Licensing Agreement, we and Masimo Labs have agreed to allocate proprictary ownership of technology developed based on the
functionality of the technology. We will have proprietary ownership, including ownership of all patents, copyrights and trade secrets, of all technology
related to the non—invasive measurement of vital signs parameters, and Masimo Labs will have proprictary ownership of all technology related to the
non-invasive measurement of non—vital signs parameters. We also rely upon trade secrets, continuing technological innovations and hicensing opportunities
10 develop and majntain our competitive position. We seck to protect our trade scerets and proprietary know—how, in part, with confidentiality agreements
with consultants, vendors and employess, although we cannot be ¢ertain that the agreements will net be breached, or that we will kave adequate remedies
for any breach. ’

There are risks related to our intellectual property rights. For further detail on these risks, sec Item 1.A— “Risk Factors,”

Government Regulation
FDA’s Premarket Clearance and Approval Requirements

Unless an exemption applies, each medical device that we wish to market in the United States must first receive either 510(k) clearance, by filing a 510(k)
pre—market notification, or PMA. approval, by filing 2 PMA application, from the FDA pursuant to the Federal Food, Drug, and Cosmetic Act, The FDA's
510(k) clearance process usually takes from four to twelve months, but it can take longer. The process of obtaining PMA approval is much more costly,
lengthy and uncertain. It generally takes from one to three years or even longer, We cannot be sure that 510(k) clearance or PMA approval will ever be
obtained for any product we propose to market. .

The FDA decides whether a device must undergo either the 510{k} clearance or PMA approval process based upon statutory criteria. These criteria include
the level of risk that the agency perceives is associated with the device and a determination whether the product is a type of device that is similar to devices
that are already legally marketed. Devices deemed to pose relatively less risk are placed in either Class [ or II, which requires the manufacturer to submit 2
pre—market notification requesting 510{k) clearance, unless an exemption applies.
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Class I devices are those for which safcty and effectiveness can be assured by adherence to the FDA's genere! regulatory controis for medical devices,
which include compliance with the applicable portions of the FDA’s Quality System Regulation, facility registration and product listing, reporting of
adverse medical events, and appropriate, truthful and non—misleading labeling, advertising, and promotional materials (General Coatrols). Some Class [
devices also require premarket clearance by the FDA through the 510(k) premarket notification process.

Class II devices arc subject to the FDA's General Controls, and sny other special controls as deemed necessary by the FDA to ensure the safety and
effectiveness of the device. Premarket review and clearance by the FDA for Class I1 devices is accomplished through the 510(k) premarket nofification
procedure. All of our current devices are Class IT devices.

Class III devices are those devices which have a new intended use, or use advanced technology that is not substantially equivalent to that of a Iegally
marketed device. The safety and effectiveness of Class IIT devices cannot be assured solely by the Generat Controls and the other requirements described
above. These devices almost always require formal clinical studies to demonstrate safety and effectiveness and must be approved through the premarket
approval process described below. Premarket approval applications (and supplemental premarket approval applications) are subject to significantly higher
user fees under MDUFMA than are 510(k) premarket notifications.

To obtain 510(k) clearance, a company must submit a premarket notification demonstrating that the proposed device is “substantially equivalent” in
intended use and in technological and performance characteristics to a legally marketed “predicate device” that is either in Class I, Class II, or is a Class II[
device that was in commercial distribution before May 28, 1976, for which the FDA has not yet called for submission of a PMA application. Pursuant to the
Medical Device User Fee and Modemization Act of 2002 (MDUFMA), and the MDUFMA {1 provisions of the Food and Drug Amendments Act of 2007,
unless a specific exemption applies, 510(k) premarket notification submissions arc subject to user fees. After a device receives 510(k) clearance, any
modification that could significantly affect its safety or effectiveness, or that would constitute a major change in its intended use, requires a new S510(k)
clearance or could require 4 PMA approval. The FDA requires cach manufacturer to make this determination in the first instance, but the FDA can review
any decision. If the FDA disagrees with a manufacturer's decision not to seek a new 510(k) clearance, the egency may retroactively require the
manufacturer to seek 510(k) clearance or PMA approval. The FDA also can require the manufacturer to cease marketing and/or recall the modified device
until 510(k} clearance or PMA approval is obtained. We have modified some of our $10(¥) cleared devices, including our Masimo SET Software and
Radical, but have determined that, in our view, based on FDA guidance as to when to submit a 510(k) notification for changes to a cleared device, new
310(k) clearances or PMA approvals arc not required. We cannot assure you that the FDA would agree with any of our decisions not to seek 510(k)
clearance or PMA approval. If the FDA requires us to seck 510(k) clearance or PMA approval for any modification, we also may be required to cease
marketing and/or recall the modified device until we obtain a new 510(k) clearance or PMA approval.

Devices deemed by the FDA to pose the greatest risk, such as life—sustaining, life—supporting or implantable devices, or deemned not substantially
equivalent to a legally marketed predicate device, are placed in Class IT1. These devices are required to undergo the PMA approval process in which the
manufacturer must establish the safety and cffectiveness of the device to the FDA's satisfaction. A PMA application must provide extensive preclinical and
clinical irial data and also information about the device and its components regarding, among other things, device design, manufacturing and labeling, Also
during the review period, an advisory panel of ¢xperts from outside the FDA may be convened to review and evaluate the application and provide
recommendations to the FDA as to the approvability of the device. In addition, the FDA will conduct a preapproval inspection of the manufactering facility
to ensure compliance with quality system regulations. New premarket approval applications or premarket approval application supplements are required for
modifications that affect the safety or effectiveness of the device, including, for example, certain types of modifications to the device's indication for use,
manufacturing process, labeling and design. Premarket approval supplements often require submission of the same type of information as a premarket
approval application, except that the supplement is limited to information needed to support any changes from the device covered by the original premarker
approval application, and may not require as extensive clinical data or the convening of an advisory panel. None of our products are currently approved
under a premarket approval, .

A clinical trial may be required in support of 2 510(k) submission and generally is required for a PMA application. These trials generally require an
Investigational Device Exemption, or IDE, application approved in advance by the FDA for a specified number of patients, unless the produet is deemed a
nonsignificant risk device eligible for more abbreviated IDE requirements. The IDE application must be supported by appropriate data, such as animal and
laboratory testing results. Clinical trials may begin if the IDE application is approved by the FDA and the appropriate institutional review boards at the
clinical trial sites. Even if a trial is completed, the results of clinical testing may not adequately demonstrate the safety and efficacy of the device or may
otherwisc not be sufficient to obtain FDA approval to market the product in the U.S.
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We believe that our OEM partners may be required to obtain 510(k) premarket clearance from the FDA for products that incorporate Masimo SET or
Masimo Rainbow SET circuit boards and sensors. In order to facilitate our OEM partners in obtaining 510(k) clearance for their products that incorporate
Masimo SET or Masimo Rainbow SET boards and sensors, we have submitted 43 510(k) notices covering our Masimo SET circuit boards, sensors, cables
and notification systems.

In the future, we may be required to submit additional 510(k) clearance to address new claims, uses or products. We cannot assure you that FDA will not
deem one or more of our future products (or those of our OEM partners) to be a Class III device subject to the more burdensome PMA approval process,

The FDA also may not approve or clear these products for the indications that are necessary or desirable for successful commercialization. Indeed, the FDA
may refuse our requests for 510(k) clearance or premarket approval of new products, new intended uses or modifications to existing products.

Pervasive and Contdinuing FDA Regulation
After a device is placed on the market, numerous regulatory requircments continue to apply. Those regulatory requirements include:

«  product listing and establishment registration, which helps facilitate FDA inspections and other regulatory action;

* QSR which require manufacturers, including third—party manufacturers, to follow stringent design, testing, control, documentation and other
quality assurance procedures during all aspects of the manufacturing process;

+ labeling regulations and FDA prohibitions against the promotion of products for uncleared, unapproved or offlabe] use or indication;

+  clearance of product modifications that could significantly affect safety or efficacy or that would constitute a major change in intended use of
one of our cleared devices;

+  approval of product modifications that affect the safety or effectiveness of one of our approved devices;

*  MDR regulations, which require that manufacturers comply with FDA requirements to report if their device may have caused or contributed to
a death or serious injury, or has maifunctioned in a way that would likely cause or contribute to a death or serious injury if the malfunction of
the device or a similar device were to recur;

+  post=approval restrictions or conditions, including post—approval study commitments;

*  post—market surveillance regulations, which apply when necessary to protect the public health or to’provide additional safety and effectiveness
data for the device;

»  the FDA’s recall authority, whereby it can ask, or under certain conditions order, device manufacturers to reeall from the market a product that
is in violation of governing laws and regulations;

*  regulations pertaining to voluntary recalls; and
+  notices of corrections or removals.

We must also register with the FDA as a medical device manufacturer and must obtain all necessary state permits or licenses to operate our business. As a
manufacturer, we are subject to announced and unannounced inspections by the FDA to determine our comnpliance with FDA’s QSR and other regulations.

Our QEM partners also are subject to inspection and market surveillance by the FDA to determine comtpliance with regulatory requirements. 1f the FDA
finds that our QEM partrers or we have failed to comply, the agency can institute a wide variety of cnforcement actions, ranging from a public wamning
letter t0 more severe sanctions such as:

¢ warning letters or untitled [etters;

= fines and civil penalties;

= unanticipated expenditures to address or defend such actions;

*  delays in clearing or approving, or refusal to ¢lear or approve, our products;

»  withdrawal or suspension of approval of our products or those of our third—party suppliers by the FDA or other regulatory bodies;

= product recall or seizure;
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*  interruption of preduction;
*  operating restrictions;
* ipjunctions; and

*  criminal prosecution.

The FDA also has the authority to request repair, replacement or refund of the cost of any medical device manufactured or distributed by us. Qur failure (or
the failure of ur OEM partners) to comply with applicable requirements could lead to an enforcement action that may have an adverse effect on our
financial condition and results of operations.

Other U.S. Regulation

We and our OEM parmers also must camply with numerous federal, state and local laws relating to matters such as safe working conditions, manufacturing
practices, environmental protection, fire hazard control and hazardous substance disposal. We cannot be sure that we will not be required to incur significant
costs to comply with these laws and regulations in the future or that these laws or regulations will not burt our business, financial condition and resulis of
operations. Unanticipated changes in existing regulatory requirements or adoption of new requirements could burt our business, results of operations and
financial condition.

Environmenial

Our manufacturing processes involve the use, generation and disposal of hazardous materials and wastes, including silicone adhesives, solder and solder
paste, sealants, epoxies and various solvents such as methyl cthyl ketone, acetone and isopropy! alcohol. As such, we are subject to stringent federal, state
and local laws relating to the protection of the environment, including those governing the use, handling and disposal of hazardous materials and wastes.
Future epvironmenta laws may require us to alter our manufacturing processes, thereby increasing our manufacturing costs. We believe that our products
and manufacturing processes at our facilities comply in all material respects with applicable environmental laws and worker health and safety laws;
however, the risk of environmental liabilities cannot be completely eliminated,

Health Care Fraud and Abuse

In the United States, there are federal and state anti—kickback laws that gencrally prohibit the payment or receipt of kickbacks, bribes or other remuncration
in exchange for the referral of patients or other health—related business. For example, the Federal Health Care Programs’ Anti-Kickback Law (42 U.S.C. §
1320a—7b(b)) prohibits anyone from, among other things, knowingly and willfully offering, paying, soliciting or receiving any bribe, kickback or other
remuneration intended to induce the referral of patients for, or the purchase, order or recommendation of, health care products and services reimbursed by a
federal health care program (including Medicare and Medicaid). Recognizing that the federal anti-kickback law is broad and potentially applicable to many
commonplace arrangements, the Office of Inspector General within the Department of Health and Human Services, or OIG, has issued regulations, known
as the safe harbors, which identify permissible practices. If all of the requirements of an applicable safe harbor are met, an arrangement will not be
prosecuted under this law. Safe harbors exist for a oumber of arrangements relevant to our business, including, among other things, payments to bona fide
cmployees, certain discount and rebate arrangements, and certain payment arrangements involving GPOs. The failure of an arrangement to fit precisely
within one or more safc harbors does not necessarily mean that it s illegal. However, conduct that does not fully satisfy each requirement of an applicable
safe harbor may result in increased scrutiny by government enforcement authorities, such as the OIG or the Department of Justice. Violations of this federal
law can result in significant penalties, including imprisonment, monetary fines and asscssments, and exclusion from Medicare, Medicaid and other federal
health care programs. Exclusion of a manufacturer, like us, would preclude any federal health care program from paying for its products. In addition to the
federal anti—kickback law, many states have their own kickback laws. Often, these state laws closely follow the language of the federal law. Some state
anti-kickback laws apply regardless of whether federal bhealth care program payment is involved. Federal and state anti~kickback laws may affect our sales,
marketing and promotional activities, educational programs, pricing and discount practices and policies, and relationship with health care providers by
limiting the kinds of arrangements we may have with hospitals, EMS providers, GPOs, physicians and others in a position to purchase or recommend our
products.

Federal and state false claims {aws prohibit anyone from presenting, or causing to be presented, claims for payment to third—party payers that are falsc or
fraudulent. For example, the federal Civil False Claims Act (31 U.S.C. § 3729 ¢t seq.) imposes liability on any person or entity who, among other things,
knowingly and willfully presents, or causes to be presented, & false or fraudulent claim for payment by a federal health care program (including Medicaid
and Medicarc). Manufacturers, like us, can be held liable under false claims laws, even if they do not submit claims to the government, where they are found
to bave caused submission of false claims by, among other things, providing incorrect coding or billing advice about their products to customers that file
claims, or by engaging in kickback arrangements with customers that file claims. A number of states also have false claims laws, and some of these laws
may =pply to claims for items or services reimbursed under Medicaid and/or commercial insurance. Sanctions under these federat and state laws may
include civil mouetary penalties, exclusion of &8 manufacturer’s products from reimbursement under government programs, and imprisonment.
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The Health Insurance Portability and Accountability Act of 1996, or HIPAA, created two new federal crimes: health care fraud and false statements related
to healthcare matters. The health care fraud statute prohibits, among other things, knowingly and willfully executing a scheme to defraud any health care
benefit program, including private payers. A violation of this statute is a felony and may result in fines, imprisonment or exclusion from government
sponsored programs. The false statements statute prohibits, among other things, knowingly and willfully falsifying, concealing or covering up a material
fact or making any materially false, fictiious or fraudulent statement in connection with the delivery of or payment for health care benefits, items or
services. A violation of this statute is a felony and may result in fines and imprisonment,

Due to the breadth of some of these taws, it is possible that some of our current or future practices might be challenged under one or more of these laws. In
addition, there can be no assurance that we would not be required to alter one or more of our practices to be in compliance with these laws. Evolving
interpretations of current laws or the adoption of new federal or state laws or regulations could adversely affect many of the arrangements we have with
customers and physicians. Our risk of being found in violation of these laws is increased by the fact that some of these laws are broad and open to
interpretation. If our past or present operations are found to be in violation of any of these taws, we could be subject to civil and criminal penalties, which
could burt our business, results of operations and financial condition,

Privacy and Security of Health Information

Numerous federal, state and international laws and regulations govern the collection, use, and disclosure of patient—identifiable health information,
including HIPAA. HIPAA applies to covered entities, which include most healtheare facilities that purchase and use our products. The HIPAA Privacy Rule
testricts the use and disclosure of patient information, end requires covered entities to safeguard that information and to provide certain rights to individuals
with respect to that information. The HIPAA Security Rule establishes elaborate requirements for safeguarding patient information transmitted or stored
electronically. We are not a covered entity and our business is not directly subject to HIPAA. In certain circumstances the HIPAA rules require covered
entities to contractually bind us, as a business associate, to protect the privacy and security of health information we may encounter during activities like
training customers on the use of our products or investigating product performance. The HIPAA standards also apply to the use and disclosure of health
information for research, and require the covered entity performing the research to obtain the written authorization of the research subject {or an appropriate
waiver) before providing that subject’s health information to sponsors like us for purposes related to the research. These covered entities also typically
impose contractual limitations on our use and disclosure of the health information they disclose to us. We may be required to make costly system
modifications to comply with the privacy and security requirements that will be imposed on us contractually by covered entitics, and our failure to comply
may result in Liability and adversely affect our business.

Numerous other federal and state laws protect the confidentiality of patient information, including state medical privacy laws and federal and state consumer
protection laws. These various laws in many cases are not preempted by the HIPAA rules and may be subject to varying interpretations by the courts and
government agencics, creating complex compliance issues for us and our customers and potentially exposing us to additional expense, adverse publicity and
liability. Other countrics also have, or are developing, laws governing the collection, use and transmission of personal or patient information and these laws
could create liability for us or increase our cost of doing business.

New health information standards, whether implemented pursuant to HIPAA, congressional action or otherwise, could bave a significant effect on the
manner in which we must handle health care related data, and the cost of complying with these standards could be significant. If we do not properly comply
with existing or new laws and regulations related to patient health information we could be subject to criminal or civil sanctions.

Foreign Regulation

Many forcign countries in which we market or may market our products have regulatory bodies and restrictions similar to those of the FDA. International
sales are subject to foreign povernment regulation, the requirements of which vary substantially from country to country, The time required to obtain
approval by a foreign country may be longer or shorter than that required for FDA approval and the requirements may differ. Companies are now required
to obtain the CE Mark prior to sale of some medical devices within the European Union, During this process, the sponsor must demonstrate compliance
with the [nternational Organization for Standardization’s manufacturing and quality requirements. We do have CE Marking on 2ll our products that require
such markings. We cannot assure you that we or our OEM partners will be able to obtain necessary foreign government approvals or successfully comply
with foreign regulations. Our failure to do so could hurt our business, results of operations 2nd financial condition.

Third—Party Reimbursement

Health care providers, including hospitals, that purchase our products gencrally rely on third—party payers, including the Medicare and Medicaid programs
and private payers, such as indemnity insurers and managed care plans, to cover and reimburse all or part of the cost of the products and the procedures in
which they are used. As a result, demand for our products is dependent in part on the coverage and reimbursement policies of these payers. No uniform
coverage or reimbursement policy for medical technology exists among all third—party payers, as coverage and reimbursement can differ significantly from
payer to payer,
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CMS, the federal agency respensible for administering the Medicare program, along with its contractors, establishes coverage and reimbursement policies
for the Medicare program. Because a large percentage of the hospitals using our products treat elderly or disabled individuals who are Medicare
beneficiaries, Medicare’s coverage and reimbursement policies are particularly significant to our business. [n addition, private payers often follow the
coverage and reimbursement policies of Medicare. We cannot assure you that government or private third—party payers will cover and reimburse the
procedures using our products in whole or in part in the future or that payment rates will be adequate.

In general, Medicare will cover a medical product or procedure when the product or procedure is reasonable and necessary for the diagnosis or weatment of
an illness or injury, or to improve the functioning of a malformed body part. Even if the medical product or procedure is considered medically necessary and
coverage is available, Medicare may place restrictions on the circumstances where it provides coverage. For example, several Medicare local contractors
bave issued policies that restrict coverage for pulse oximetry in the hospital inpatient and outpatient settings 10 2 limited number of conditions including
limiting coverage to patients who (i) exhibit signs of acute respiratory dysfunction, (ii) have chronic lung discase, severe cardiopulmonary disease or
neuromuscular discase involving the muscles of respiration, (iii) are under treatment with a medication with known pulmonary toxicity, or (iv) have
sustained multiple trauma or complaints of acute chest pain. '

Reimbursement for our products may vary not only by the type of payer involved but also based upon the setting in which the product is furnished and
utilized. For example, Medicare payment may be made, in appropriate cases, for patient stays in the hospital inpatient and outpatient settings involving the
use of our products. Medicare generally reimburses hospitals based upon prospectively determined amounts. For hospital inpatient stays, the prospective
payment generally is determined by the patient’s condition and other paticnt data and procedures performed during the inpatient stay, using a classification
system known as diagnosis—related groups, or DRGs. Prospective rates are adjusted for, among other things, regional differences, co—morbidity, and
complications. Hospitals generally do not receive separate Medicare reimbursement for the specific costs of purchasing our products for use in the inpatient
sctting. Rather, Medicare reimbursement for these costs is deemed to be included within the prospective payments made to hospitals for the inpatient
services in which the products are utilized.

In contrast, some differences may be seen in the reimbursement for use of our products in hospital outpatient departmeats. In this setting, Medicare
payments also are generally made under a prospective payment system based on the ambulatory payment classifications, or APCs, under which individual
items and procedures are catégorized. Procedures that are comparable, both clinically and in terms of the resources required, to the same clinical APCs.
Hospitals receive the applicable APC payment rate for the procedure regardless of the actual cost for such treatment. Some outpatient services such as’
oximetry services do nof receive separate reimbursement. Rather, their reimbursement is deemed packaged into the APC for an associated procedure.
Effective January 1, 2007, however, reimbursement for certain pulse oximetry monitoring services, including those using our products, will no longer be
packaged, but rather may receive a separute payment under APC 0443 (“Overnight Pulse Oximetry™) when o other separately payabie services are
provided. This could result in an increase in Medicare payments to our customers for the use of our products in the hospital outpatient setting,

Because PPS payments in both the hospital inpatient and outpatient seftings are based on predetermined rates and may be less than a hospital's zctual costs
in furnishing care, hospitals have incentives to lower their operating costs by utilizing products that will reduce the length of inpatient stays, decrease labor
or otherwise lower their costs. We cannot be certain that a hospital will purchase our products, despite the clinical benefits and opportunily for cost savings
that we believe can be derived from their use. [f hospitals cannot obtain adequate coverage and reimbursement for our products, or the procedures in which
they are used, our business, financial condition and results of operations could suffer.

Our success in non—U.S. markets depends largely upon the availability of coverage and reimbursement from the third—party payers through which health
care providers are paid in those markets. Health care payment systems in noa-U.S. markets vary significantly by country, and include single—payer,
government managed systems as well as systems in which private payers and government—managed systems exist side—by—side. Our ability to achieve
market acceptance or significant sales volume in international markets we enter will be dependent in large part on the availability of reimbursement for
procedures performed using our products under health care payment systems in such markets, There can be no assurance that reimbursement for our
products, or the procedures in which our products are used, will be obtained or that such reimbursement will be adequate.

Manufactaring

Our strategy is to manufacture products in—house when it is efficient and cost—cffective for us to do so. We currently manufacture internally our bedside and
handheld pulse oximeters, our full line of disposable and reusable sensors and most of our patient cables. As of December 29, 2007, we had 858 employees
and contract employees in manufacturing and quality worldwide, We maintain a 25,000 square foot International Organization for Standardization
13485:2003 certified manufacturing area in our facility in Irvine, California, and a 95,600 square foot facility in Mexicali, Mexico.
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We will continue to utilize third-party contract manufacturers for products and subassemblies that can be more efficiently manufactured by these parties,
such as our circuit boards. We monitor our third—party manufacturers and perform inspections and product tests at various steps in the manufacturing cycle
to ensure compliance with our specifications. We also do full functional testing of our circuit boards.

For raw materials, we and our contract manufacturers rely on sole source suppliers for some components, including digital signal processor chips and analog
to digital converter chips. We and our contract manufacturers have taken steps to minimize the impact of a shortage or stoppage of shipments of digital
signal processor chips or analog to digital converter chips, including maintaining excess inventory and designing software that may be casily ported to
another digital signal processor chip. We believe that our sources of supply for components and raw materials are adequate. In the event of a delay or
disruption in the supply of sole source components, we believe that we and our contract manufacturers will be able to locate additional sources of these sole
source components on commercially reasonable terms and without experiencing material disruption in our business or operations.

We have four major suppliers, and our agreements with each provide for varying terms with respect to term, termination and pricing. The initial terms of
each of these agreements have expired, however, in each case the parties have either continued to perform under the agreement or the agreement provides
for automatic renewal. While one such agreement does not provide for express termination rights, the remaining three agrecments allow for termination
upon specified notice, ranging from 120 days to six months, to the non—terminating party. Each of these agreements allow for pricing adjustments: all four
involve annual pricing negotiation, and one also assures us of the most favorable pricing offered to any other customer.

Operating Segment and Geographic Information

We operate in one business segment, using one measurement of profitability to manage our business. Sales and other financial informatien by geographic
arca is provided in Note 14 to our consolidated financtal staternents that are included in this Form 10~K_

Employees

As of December 29, 2007, we had approximately 1,348 full—time employees and coniract employecs worldwide, 130 of which were engaged in research
and development, 858 of which were engaged in manufacturing and quality assurance, 292 of which were engaged in sales and marketing and 68 of which
were engaged in general and administrative functions,

Address

Our principal executive offices are located at 40 Parker, Irvine, California 92618, and our telephone number at that address is (949) 297—7000. Our website
address is http://www.masimo.cor. Information contained in, or that can be accessed through, our website is not a part of this Form 10~K.

Executive Officers of the registrant
Qur executive officers are set forth below:

Name Agel  Pesition(s)

Joe E. Kiani 43 Chief Executive Officer & Chairman of the Board of Directors

Ammar Al-Ali 44  Chief Technical QOfficer

Mark P. de Raad 48  Executive Vice President & Chief Financial Officer

Mohamed Elmandjra 44  President, Worldwide OFM Business

Rick Fishel 49  President of Masimo Americas

Mark Harty 45  President, International Sales

Christopher Kilpatrick 50  Execcutive Vice President, Business Development, General Counsel &
Secretary

Yongsam Lee 43 Executive Vice President, Operations & Chief Information Officer

Michael O’Reilly 55  Executive Vice President, Medical Affairs

Anand Sampath 41  Executive Vice President, Engineering

J As of December 29, 2007.
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Joe E. Kiani is the founder of Masimo and has served as Chief Executive Officer and Chairman of the Board of Directors since our inception in 1989, He is
an inventor on more than 50 patents related to signal processing, sensors, and patient monitoring, including patents for the invention of measure—through
motion and low=perfusion pulse oximetry. Prior to founding Masimo, Mr. Kiani served as Regional Technical Manager for Anthem Electronics, Inc., a
distributor of semiconductor and subsystem products, and as Field Applications Engineer for Bell Industries, Inc., which distributes advanced
semiconductor components. He also previously served as Product Engineer at Unisys Corporation, a computer manufacturer. Mr. Kiani is currently on the
Board of Directors of Saba Software, Inc., a publicly—traded software company focused on human capital development and management solutions and
chairman of the Medical Device Manufacturers Association (MDMA). Mr. Kiani holds a B.S.E.E. and an M.S.E.E. from San Diego State Unjversity.

Ammar Al-Ali has served as our Chief Technical Officer since December 1996. He is an inventor on more than 48 patents related to signal processing,
sensors and patient monitoring. From April 1995 to December 1996, Mr. Al-Ali held various positions with us, including Director of Software
Development. From Japuary 1992 (o November 1994, he served as the Director of Research and Development, Electronics for Ami—Med Corporation, a
medical device company that provides instruments for continuous cardiac output. Mr. Al—Ali holds a B.S.E.E. degree from the University of Arizona.

Mark P. de Road has served as our Executive Vice President and Chief Financial Officer since June 2006. From November 2002 through May 2006, Mr. de
Raad served as Vice President, Chief Financial Officer and Secretary for Avamar Technologies, Inc., a start—up enterprise software development company.
He served as Vice President, Finance and Chief Financial Officer for ATL Products, Inc., 2 manufacturer of automated tape libraries, from September 1997
through June 2001, From June 2001 through November 2002, Mr. de Raad was Chief Financial Officer, Quantum Storage Solutions Group, a division of
Quantum Corporation, which acquired ATL Products, Ine. in 1998. From May 1987 to May 1997, Mr. de Raad was employed by AST Research, Inc., a
personal computer manufacturer, where be held various financial management positions the last of which was Vice President Finance and Treasurer and
Chief Accounting Officer. Mr. de Raad is a Certified Public Accountant and holds a B.S. in Accounting from the University of Santa Clara.

Mohamed Elmandjra has served as our President, Worldwide OEM Business since August 2006, From December 2001 to July 2006, he served as Chief
Executive Officer of ViOptix, Inc., a medical device company specializing in tissue oximetry. From January 1998 1o July 1999, Mr. Elmandjra served as
Vice President of Marketing of ADAC Laboratories, a nuclear medicine imaging equipment and radiation therapy planning systems company. In July 1999,
he was promoted to General Manager of ADAC—UGM and then Senior Vice President of [nternational Operations; he served in this position until
December 2000 when ADAC was acquired by Philips Medical Systems, a diagnostic imaging company. Mr. Elmandjra continued his employment with
Philips Medical Systems as Senior Vice—President of its International Operations until he joined ViOptix. Mr. Elmandjra holds & Ph.D. in Bioengineering
from the University of Pennsylvania and an M.B A from the University of Chicago.

Rick Fishel hes served as President of Masimo Americas since June 2004, From January 2003 to June 2004, Mr. Fishel was Regional Vice President of
Sales for the Information Solutions segment of the McKesson Corporation, a provider of supply, information and care management products and services.
From January 2001 to January 2003, he served ag National Vice President of Sales for the Consulting Services division of GE Medical Systems, Inc., a
provider of medical technology and productivity solutions. Mr. Fishel holds a B.S. in Marketing from Arizona State University.

Mark Harty has served as our President of International Sales since September 2007. From November 1998 to January 2007, Mr. Harty was Vice President
and General Manager of the Critical Care division of Edwards Lifesciences, a Company specializing in cardiovascular medical devices. From December
1988 to November 1998, Mr. Harty held positions of increasing responsibility with the sales and marketing management team of C.R. Bard, a medical
device company specializing in cardiovascular and urology devices. Mr, Harty holds a postgraduate degree in Marketing from the Chartered Institute of
Marketing in the United Kingdom, and a Business Degree from the CDT in London, England.

Christopher Kilpatrick has served as our Executive Vice President, Business Development and General Counsel since May 2002 and also became our
corporate Sccretary in January 2007. From November 2000 to May 2002, Mr. Kilpatrick served as Head of the Corporate Law Department of the Orange
Couaty, California law office of Arter and Hadden LLP. From May 1394 to November 2000, he served as Vice President, General Counsel and a director
for Interplay Entertainment Corporation, a developer, distributor and publisher of interactive computer and video games. In April 1995, Mr. Kilpatrick was
promoted to President of Interplay, a position he held until November 2000. From June 1982 to April 1994, Mr. Kilpatrick worked at the law firm of
Stradling, Yocca, Carlson & Rauth, and as 4 partner from 1989 to 1994. Mr. Kilpatrick holds 4 B.A. in Economics from the University of California, [rvine
and a J.D. from the University of California, Los Angeles.

Yongsam Lee bas served as our Executive Vice President, Operations and Chief Information Officer since January 2003. From March 1996 to October 2001
and from April 2002 to December 2002, Mr. Lee held various positions with us, including Vice President, IT and Vice President, Operations. From October
2001 to April 2002, he served as Director of IT at SMC Networks, Inc.,, a provider of networking solutions. Mr. Lee holds a B.S. in Applied Physics from
the University of California, Irvine,
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Michael O'Reilly, M.D. has served as our Executive Vice President, Medical Affairs since February 2008. Dr. O'Reilly was an Associate Professor from
September 2002 to February 2008, and an Assistant Professor from September 1996 to August 2002, in Anesthesiology at the University of Michigan, He
was also the Director of the Liver Transplant Anesthesiology at the University of Michigan and a member of various advisory boards. He has numerous
publications in scientific journals, national and intemational invited presentations and eamed various awards and grants. Dr. O'Reilly holds an M.D. and
M.S. in Cell Biology from the University of Vermont.

Anand Sampath bas scrved as our Executive Vice President, Engineering since March 2007. He is an inventor on more than four patents relating to patient
monitoring, wireless networks and communications. From April 2006 to March 2007, Mr. Sampath was our Director of Systems Engineering. From October
1995 to March 2006, he held various positions, including Program Manager, Engineering Manager and Distinguished Member of Technical Staff, at
Motorela, Inc. Mr. Sampath holds a B.S. in Engincering from Bangalore University.

Available Information

We are subject to the reporting requirements under the Securities Exchange Act of 1934, or Exchange Act. Consequently, we are required to file reports and
information with the Sccurities and Exchange Commission, or SEC, including reperts on the following forms: annual reports on Form [0-K, quarterly
reports on Form 10~Q, current reports on Form 8K, and amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d} of the Exchange
Act. These reports and other information concerning us may be accessed through the SEC’s website at hitp://www sec.gov and on our website at
www.nasimg.com. Such filings are placed on our website as soon as reasonably possible after they are filed with the SEC, Information contained in, or that
can be accessed through, our website is not part of this Form 10—~K.
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ITEM 1A. RISK FACTORS

The following risk factors and other information included in this Form [0—K should be carefully considered. The risks and uncertainties described below

are not the only ones we face. Additional risks and uncertainties not presently known to us or that we presently deem less significant may also impair our

business operations. If any of the following risks comes to fruition, our business, financial condition, results of operations and future growth prospects

would likely be materially and adversely affected. ‘

Risks Related to Qur Business ‘

We currently derive substantially all of our revenue from our Masimo SET platiorm and related products. If this technology and the related
products do not continue to achieve market acceptance, our business, financial condition and results of operations would be adversely affected, ‘

‘We are dependent upon the success and market acceptance of our proprietary Masimo Signal Extraction Technology, or Masimo SET. Curreatly, our
primary product offerings are based on the Masimo SET platform. Continued market acceptance of products incorporating Masimo SET will depend upon
our ability to continue to provide evidence to the medical community that our products are cost—effective and provide significantly improved performance
compared to conventiona! pulse oximeters. Health care providers that currently have significant investments in competitive pulse oximetry products may be
reluctant to purchase our products, If hospitals and other health care providers do not believe our Masimo SET platform to be cost—effective, more accurate
or reliable, they may not buy our products in sufficient quantities to enable us to be profitable. If we are unable to achieve additional market acceptance of
our core technology or products incorporating Masimo SET, we will not generate significant revenue growth from the sale of our products.

If the patents we own or license, or our other intellectual property rights, do not adequately protect oar products, we may lose market share to our
competitors and be unable to operate our business profitably.

Our success depends significantly on our ability to protect our rights to the technologies used in our products, including Masimo SET and licensed Rainbow
technology. We rely on patent protection, trade secrets, as well as a combination of copyright and trademark laws and nondisclosure, confidentiality and
other contractual arrangements to protect our technology. However, these legal means afford only limited protection and may not adequately protect our
rights or permit us to gain or keep any competitive advantage, In addition, we cannot be assured that any of our pending patent applications will result in the
issnance of a patent to us, The U.S. Patent and Trademark Office, or PTO, may deny or require significant narrowing of claims in our pending patent
applications, and patents issued as a result of the pending patent applications, if any, may not provide us with significant commercial protection or be issued
in @ form that is advantageous to us. We could also incur substantial costs in proceedings before the PTO. These proceedings could result in adverse
decisions as to the claims included in our patents.

Our issued and licensed patents and those that may be issued or licensed in the future may be challenged, invalidated or circurnvented, which could limit our
ability to stop competitors from marketing related products. Additionaily, upon expiration of our issued or licensed patents, we may lose some of our rights
to exclude others from making, using, selling or importing products using the technology based on the expired patents. We also must rely on contractual
rights with the third parties that license technology to us to protect our rights in the technology licensed to us. Although we have taken steps to protect our
intellectual property and technology, there is no assurance that competitors will not be able to design around our patents. We also rely on unpatented
proprietary technology. We cannot assure you that we can meaningfully protect all our rights in our unpatented proprictary technology or that others will not
independently develop substantially equivalent proprietary products or processes or otherwise gain access to our unpatented proprietary technology. We
seek to protect our know—how and other unpatented proprietary technology with confidentiality agreements and intellectual property assignment agreements
with our employees, or OEM partners, independent distributors and consultants, However, such agreements may not be enforceable or may not provide
meaningful protection for our proprietary information in the event of unauthorized use or disclosure or other breaches of the agresments or in the event that
our competitors discover or independently develop similar or identical designs or other proprietary information, In addition, we rely on the use of registered
and common law trademarks with respect to the brand names of some of cur products. Our common law trademarks provide less protection than our
registered trademarks, Loss of rights in our trademarks could adversely affect our business, financizl condition and results of operations.

Furthermore, the laws of foreign countries may not protect our intellectual property rights to the same extent as the laws of the United States. If we fail to
apply for intellectual property protection or if we cannot adequately protect our intellectual property rights in these foreign countries, our competitors may
be able to compete more effectively apainst us, which could adversely affect our competitive position, as well as our business, financial condition and
results of operations.
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If third parties claim that we infringe their intellectual property rights, we may incur liabilities and costs and may have to redesign or discontinue
selling certaib products.

Companics in the medical device industry have used intellectual property litigation to gain a competitive advantage in the marketplace, Whether a product
infringes a patent involves complex legal and factual issues, the determination of which is often uncertain. We face the risk of claims that we have infringed
on third parties” intellectual property rights. Prior to launching major new products in our key markets, we normally evaluate existing intellectual property
rights. However, searching for existing intellectual property rights may not reveal important intellectual property and our competitors may also have filed
for patent protection, which is not as yet a matter of public knowledge, or claimed trademark rights that have not been revealed through our availability
searches, Qur efforts to identify and avoid infringing on third parties’ intellectual property rights may not always be successful. Any claims of patent ot
other intellectual property infringement, even those without merit, could:

+  increase the cost of our products;

»  be expensive and time consurning to defend;

= result in us being required to pay significant damages to third parties;

+  force us to cease tfla.king or selling products that incorporate the challenged intellectual property;
«  require us to redesign, recngineer or rebrand our products;

= require us to enter into royalty or licensing agreements in order to obtain the right to use a third party’s intellectual property, the terms of which
may oot be acceptable to us;

*  require us to indemnify third parties pursuant to contracts in which we have agreed to provide indemnification to such parties for intellectual
property infringement claims;

= divert the attention of our management; and

= result in our customers or potential customers deferting or limiting their purchase or use of the affected products until the litigation is resolved.
In addition, new patents obtained by our competitors could threaten a product’s continued life in the market even after it has already been introduced.

‘We believe competitors may cerrently be violating and may in the future violate pur proprietary rights, and we may bring additional litigation to
enforce our intellectual property rights, which may result in substantial expense and may divert our attention from the implementation of our
business strategy.

We believe that the success of our business depends, in significant part, on obtaining patent protection for our products and technology, defending our
patents once obtained and preserving our trade secrets. We were previously involved in significant litigation to protect our patent position and may be
required to engage in further litigation. In 2006, we seitled a costly, six—year lawsuit against Mallinckrodt, Inc., now 2 part of Covidien Ltd. {formerly Tyco
Healthcare), and one of its subsidiaries, Nellcor Puritan Bennett, Inc., in which we claimed that Nellcor was infringing certain of our pulse oximetry signal
processing patents, We believe that other competitors of ours, including some of our OEM partners, may be infringing at least one of our patents. Our
failure to pursue any potential claim could result in the loss of our proprictary rights and harm our position in the marketplace. Therefore, we may be forced
to pursue litigation to enforce our rights. We cannot be certain that we will have the required financial resources to pursue litigation or otherwise to protect
these rights in the future. In addition, any future litigation could result in the diversion of management’s attention from the implementation of our business
strategy and may not be adequate to protect our intellectual property rights.

Some of our products, including those based on licensed Rainbow technology, are in development or have been recently introduced into the market
and may oot achieve market acceptance, which could limit our growth and adversely affect our business, financial condition and results of
operations.

Our products that bave been recently introduced, including those based on Rainbow technology, a technology that we licenst, may not be accepted in the
market. Qur first product incorporating licensed Rainbow technotogy was made commercially available in September 2005, Accordingly, we do not know
to what degree the market will accept these products, if at all, Even if our customers recognize the benefits of our products, we cannot assure you that our
customers will purchase them in quantities sufficient for us to be successful. We will need to invest in significant sales and marketing resources to achieve
market acceptance of these products with no assurance of success. The degree of market acceptance of these products will depend on a number of factors,
including:

+  perceived effectiveness of our products;
+  cost of our products;

»  perceived advantages over competing products;
23




Iabie of Contents

*  intoduction and acceptance of competing products or technologies; and

+  obtaining the required domestic and international regulatory approvals for our products under development.

In order for any of these products to be accepted, we must prove that they are effective and commercially beneficial. Even if customers aceept these
products, this acceptance may not translate into sales if our competitors develop similar products that our customers prefer. If our products do not gain
market acceptance or if our customers prefer our competitors” products, our potential growth could be limited, which could adversely affect our business,
financial condition and results of operations,

If our products canse or contribute to a death or a serious Injury, we will be subject to medical deﬂce reporting regulations, which can result in
voluntary corrective actions or agency enforcement actions.

Under the FDA medical device reporting regulations, or MDR, we are required to report to the FDA any incident in which our product may have caused or
contributed to a death or serious injury or in which our product malfunctioned and, if the malfunction were to recur, would likely cause or contribute to
death or sertous injury. In addition, all manufacturers placing medical devices in European Union markets are legally bound to report any serious or
potentially serious incidents involving devices they produce or sell to the relevant authority in whese jurisdiction the incident occurred, We may experience
events that may require reporting to the FDA pursuant to the MDR regulations. Any adverse event involving our products could result in future voluntary
corrective actions, such as recalls or customer notifications, or agency action, such as inspection, mandatory recell or other enforcement action. Any
corrective action, whether voluntary or involuntary, as well as defending ourselves in a lawsuit, will require the dedication of our time and capital, distract
management from operating our business, and may harm our reputation and financial results.

Our preducts have been, and may be subject to product recalls that could harm our reputation, business operations and financial results.

After a device i5 placed on the market, numerous regulatory requircments apply, including medical device reporting régulations that require us to report to
the FDA or similar governmental bodics in other countries if our products cause or contribute to a death or serious injury or malfunction in a way that would
be reasonably likely to contribute to death or serious injury if the malfunction were to recur. The FDA and similar forcign governmental authorities have the
authority to require the recall of commercialized products in the event of material deficiencies or defects in design or manufacture. In the case of the FDA,
the authority to require a recall must be based on an FDA ﬁndmg that there is a reasonable probability that the device would cause serious |n_|u.ry or death. In
addition, forcign governmental bodies bave the authority to require the recall of our products in the event of matcrial deficiencies or defects in design or
manufacture. Manufacturers may, under their own initiative, recall & product if any material deficiency in 2 device is found. A goverument—mandated or
voluntary recall by us or one of our distributors could occur as a result of component failures, manufacturing errors, design or labeling defects or other
deficiencies and issues. Recalls of any of our products would divert managerial and financial resources and have an adverse effect on our financial condition
and results of operations. We may initiate certain voluntary recalls involving our products in the future. Companics are required to maintain certain records
of recalls, even if they are not reportable to the FDA. If we determine that certain of those recalls do not require notification of the FDA, the FDA may
disagree with our determinations and require us to report those actions as recalls.

Much of our growth may come from the introduction and sale of new products, which may result in 4 greater frequency of recalls. Fram our inception
through December 29, 2007, we initiated three voluntary recalls of our products, none of which was material. Each of these recalls was reported to the FDA
within the appropriate regulatory timeframes.

On July 31, 2007, we determined to initiate a voluntary mcall of our Rad—9 pulse oximeter, a standalone bcds:de pulse oximeter product, sales of which
rcprl:scmod less than 0.6% and 0.3% of our product revenue in 2006 and 2007, rcspcctlw:ly In accordance with its original design and similar to otber pulse
oximeter devices, the Rad—9 gives a visual alarm if there is a sensor fault; under other circumstances, the Rad—9 gives both a visual and audio alarm. In late
2006, we sent notice to owners of the Rad—5 that a free upgrade was available to add an audio alarm to the Rad—§ when a sensor fanlt is detected. We have
now determined to voluntarily recall the Rad—9 to implement this upgrade. We do not believe that a non—upgraded Rad—9 poses a significant risk to health.
We decided to voluntarily recall the Rad-9 because we believe it has the possibility of improving the care of patients. This decision follows a customer
report that an elderly patient, who may have damaged her pulse oximeter sensor, had died after removing her tracheostomy tube. Based on what js currently
known, the Rad—9 appears to have been operating in accordance with its specifications. We submitted an MDR with the FDA on this event on August 3,
2007, As of December 29, 2007, we estimate that the remaining total costs resulting from this voluntary recall will be approximately $175,000, although
this is an estimate and the actual cost may differ. Any future recall could result in a diversion of management resources, substantial cost and negative
publicity, all of which could adversely affect our business, financizal condition snd results of operations.
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Our ability to commercialize products that incorporate Masimo SET or Rainbow techrology is limited.

In May 1998, we created a newly—formed entity, Masimo Laboratories, Inc., or Masimo Labs, and provided it rights to use Masimo SET to commerciatize
non—vital signs monitoring applications while we retained the rights to Masimo SET to commercizlize vital signs monitoring applications. On May 2, 1958,
we entered into & cross—licensing agreement with Masimo Labs, which has been amended several times, most recently in an Amended and Restated
Cross—Licensing Agreement, effective January 1, 2007, or the Cross—Licensing Agreement. Under the Cross—Licensing Agreement, we granted Masimo
Labs:

+  anexclusive, perpetual and worldwide license, with sublicense rights, to use all Masimo SET owned by us, including all improvements on this
technology, for the measurement of non—vital signs parameters and to develop and scll devices incorporating Masimo SET for menitoring
pon—vital signs parameters in any product market in which a product is intended to be used by a patient or pharmacist rather than by a
professional medical caregiver, which we refer to as the Labs Market, and

* 2 non—exclusive, perpetual and worldwide license, with sublicense rights, to use all Masimo SET for measurement of vital signs in the Labs
Market,

Non—vital signs parameters consist of body fluid constituents other than vital signs parameters, including but not limited to carbon monoxide,
methemoglobin, blood glucose, total hemoglobin and bilirubin.

Under the Cross—Licensing Agreement, we are only permitted to sell devices utilizing Masimo SET for the measurement of non—vital signs parameters in
markets where the product is intended to be uscd by a professional medical caregiver, including but not limited to hospital caregivers and emergency
medical services, or EMS, facility caregivers, rather than by a patient or pharmacist, which we refer to s the Masimo Market. Accordingly, our ebility to
commercialize new product.s new or improved technologies and additional applications for Masimo SET is limited. In particular, our inability to expand
beyond the Masimo Market may impair our growth and adversely affect our financial condition and results of operations.

Pursuant to the Cross—Licensing Agreement, we have licensed from Masimo Labs the right to make and distribute products in the Masimo Market that
utilize Rainbow technology for the measurement of carbon monoxide, methemoglobin, fractional arterial oxygen saturation, and total hemoglobin, which
includes hematocrit. As a result, the opportunity to expand the market for our products incorporating Rainbow technology is limited, which could limit our
revenue and impair our growth,

We will be required to pay Masimo Labs for the right to use certain improvements to Masimo SET that we develop.

Under the Cross—Licensing Agreement, when we develop improvements to Masimo SET for the non—invasive measurement of non—vital signs parameters,
we would be required to assign these developments to Masimo Labs and then license the technology back from Masimo Labs in consideration for a license
fee and royalty obligations to Masimo Labs, Therefore, any improvement to this technology would be treated as if it had been developed exclusively by
Masimo Labs. In addition, we will not be reimbursed by Masimo Labs for our expenses relating to the development of any such technology. As a result of
these terms, we may not generate any revenue from the further development of Masime SET for the measurement of non—vital signs parameters, which
could advcrscly affect our business, financial condition and results of operations.

In the event that the Cross—Licensing Agreement is terminated for any reason, or Masu:uo Labs grants a license to Rainbow technology to a third
party, our business would be materially and adversely affected.

Masimo Labs owns all of the proprietary rights to Rainhow technology developed with qur pmpnctary Masimo SET for praducts intended to be used in the
Labs Market, and all rights for any non—vital signs parameter for which we do not exercisc an option pursuant to the Cross~Licensing Agrecment. In
addition, Masimo Labs has the right to terminate the Cross~Licensing Agreement or grant licenses covering Rainbow technology to third parties if we
breach certain terms of the agreement, including failure to meet our minimum royalty payment obligations or failure to use commercially reasonable efforts
to develop or market products incorporating licensed Rainbow technology. If we lose our exclusive license to Rainbow technology, we may not be able to
develop comparable technology or license similar technology on commercially favorable terms or at all, and we would lose the ability to prevent others
from making, using, selling or importing products using Rainbow technology in our market. As a result, we would likely be subject to increased competition
within our market, and Masimo Labs or competitors who obtain a license to Rainbow tecknology from Masimo Labs would be able to offer related
products.

We may not be able to commercialize our products incorporating licensed Rainbow technology cost—effectively or successfully.

It costs us more to make products that incorporate Reinbow technology than products without Rainbow technology due to intreased production costs in
addition to the royalties that we must pay to Masimo Labs. In order to successfully commercialize these products, we must be able to pass these higher costs
on to the market. We cannot assure you that we will be able to sell products incorporating Rainbow technelogy at a price the market is willing to aceept. If
we cannot commercialize our products incorporating licensed Rainbow technology successfully, we may not be able to generate sufficient product revenue
to be profitable, which could adversety affect our business, financial condition and results of operations.
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We are required to pay royalties to Masimo Labs for all products sold that contain Rainbow technology, including certain anpual minimum
royzaity payments and this may impact our gross margins.

The Cross—Licensing Agreement requires us to pay Masime Labs a royalty for all products that we sell which include their proprietary Rainbow technology.
This includes hand—held, table—top and multi—parameter products that incorporate licensed Rainbow technology. Beginuing in 2009, for hospital contracts
where we place equipment and enter into a sensor contract, we will pay a royalty to Masimo Labs on the total sensor contract revenues based on the ratio of
Rainbow cnabled devices to total devices. The agreement slso requires that we provide to Masimo Labs, at its request, up to 10% of our annual board and
sensor production volume at our total manufactured cost. In addition to these specific royalty and product obligations, our Cross—Licensing Agreement
requires that we pay Masimo Labs specific annual minimum royalty payments.

While the payment of royalties for enabled Rainbow parameters should not have a negative impact on our overall margins, the minimum annual royalties
will have a ncgative impact to the extent that we do not generate sufficient Rainbow product revenues to offset the minimum royalties owed to Masimo
Labs. In addition, the requirément for us to provide Masimo Labs with up to 10% of our board and sensor production at our manufactured cost will, if
requested by Masimo Labs, have a negative impact on our gross margins.

Rights provided to Masime Labs in the Cross-Licensing Agreement may impede a change in control of our company.

In the event we undergo a change in coantrol, which, as defined in the Cross—Licensing Agreement, includes the resignation or termination of Joe E. Kiani
from his position of Chicf Executive Officer of cither Masimo or Masimo Labs, we are required to immediately pay a $2.5 million fec to exercise an option
to license technology developed by Masimo Labs for use in blood glucose monitoring. Additionally, our per product royalties payable to Masimo Labs will
become subject to specified minimums, and the minimum aggregate annual royalties for all licensed Rainbow parameters payable to Masimo Labs will
increase 10 up to $15.0 million for carbon monoxide, methemoglobin, fractional arterial oxygen saturation, total hemoglobin and blood glucose, plus up to
$2.0 million per other Rainbow parameters. Also, if the surviving or acquiring entity ceases to use “Masimo™ as a company name and trademark following a
change in control, all rights to the “Masimo™ trademark will automatically be assigned to Masimo Labs, This could delay or discourage transactions
involving an actual or potential change in control of us, including transactions in which our stockholders might otherwise receive a premium for their shares
over then current prices. In addition, our requirement to assign all future improvements for non-vital signs to Masimoe Labs could impede a change in
control,

Masimo Labs has conducted most of the research and development of Rainbow technology and we are dependent upon Masimo Labs to develop
improvements to Rainbow technology.

Masimo Labs has conducted the research and development of Rainbow technology. Although we expect Masimo Labs to continue its research and
development activities related to Rainbow technology and specific non—invasive monitoring parameters, including blood glucose and total bemoglobin, no
assurance cag be given that it will do so. In the event Masimo Labs does not continue to develop and improve Rainbow technology, our business, financial
condition and results of operations could be adversely affected.

We will experience coaflicts of interest with Masima Labs with respect to business opportunities and other matters.

As of December 29, 2007, our stockholders owned approximately 99.96% of the outstanding shares of capital stock of Masimo Labs. In addition, Joe E.
Kiant and Jack Lasersohn, members of our board of directors, are also members of the board of directors of Masimo Labs. Joe E. Kiani, our Chairman and
Chief Executive Officer, is also the Chairman and Chief Executive Officer of Masimo Labs. Due to the interrelated nature of Masimo Labs with us,
conflicts of interest will arise with respect to transactions involving business dealings between us and Masimo Labs, potential acquisitions of businesses or
products, development of products and technology, the sale of products, markets and other matters in which our best interests and the best interests of our
stockholders may conflict with the best interests of the stockholders of Masimo Labs. We cannot assure you that any conflict of interest will be resolved in
our favor, or that with respect to our transactions with Masimo Labs we will negotiate terms that are as favorable to us as if such transactions were with an
unaffiliated third party.

Our operating results are volatile and difficult to predict and, prior to 2005, we had a history of net losses. We may experience significant
flnctuations in our quarterly results and we may not maintain our recent profitability in the future,

We incurred net losses attributable to common stockholders in each year from our inception through 2004. Our net losses attributable to common
stockholders were approximately $8.6 million, $15.4 million and $12.3 millien in 2002, 2003 and 2004, respectively. We expect our expenses to intTease as
we expand our rescarch and development and sales and marketing activities. As a result, if we are unable to maintain or increase our revenue, we may incur
net losses and negative cash flows in the future.
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Our operating results have fluctuated in the past and are likely to fluctuate significantly in the future. We may experience fluctuations in our quarterly
results of operations as a result of:

+  delays or interruptions in manufacturing and shipping of our products;

*+  varying demand for and market acceptance of our technology and products;

*  the effect of competing technological and market developments resulting in lower selling prices or significant promotional costs;

*  changes in the timing of product orders and the volume of sales to our OEM partners;

»  actions taken by group purchasing organizations, or GPQOs;

+  delays in hospital conversions to our products;

+  our legal expenses, particularly those related to litigation matters;

= changes in our product or customer mix;

*+  unanticipated delays or problems in the introduction of new products, including delays in obtaining clearance or approval from the FDA;
*  product recalls; and

+  high levels of returns and repairs.

These factors, some of which are not within our control, may cause the price of our stock to fluctuate substantially. To respond to these and other factors, we
may need to make business decisions that could result in failure to meet financial expectations. If our quarterly operating results fail to mest or exceed the
expectations of securities analysts or investors, our stock price could drop suddenly and significantly. Most of our expenses, such as employee
compensation, inventory and debt repayment obligations, arc relatively fixed in the short term. Moreover, our expense levels are based, in part, on our
expeciations regarding future revenue levels. As a result, if our revenuc for a particular period were below our eXpectations, we would not be abic to
proporticnately reduce our operating expenses for that period. Any revenue shortfall would have a disproportionately negative effect on our operating
results for the period.

Due to these and other factors, we believe that quarter—to—quarter comparisons of our operating results may not be meaningful. You should not rely on our
results for any one quarter as an indication of our future performance. In future quarters, our operating results may be below the expectations of securities
analysts or invesfors.

We depend on our OEM partners for a portion of our revenue. If they do not devote sufficient resources to the promotion of products that use
Masimo SET and licensed Rainbow technology, our business would be harmed.

We are, and will continue to be, dependent upon our OEM parters for a portion of our revenue through their marketing, selling and distribution of certain
of their products that incorporate Masimo SET and licensed Rainbow technology. Although we expect that our OEM partners will accept and actively
market, s¢ll and distribute products that incorporate licensed Rainbow technology, they may elect not 16 do so in the near futare or at all. The fajture of cur
OEM partners to successfully market, sell or distribute products incorporating these technologies, the termination of OEM agreements, the loss of OEM
partaers or the inability to enter into future OEM partnership agreements would have a material adverse effect on our business, financial condition and
results of operations. Qur success will depend in part upon whether our OEM partners devote sufficient resources to the promotion of products that
incorporate these technologics. These products may represent a relatively small percentage of business for some of our OEM parmers. In addition, some of
our OEM partners offer products that compete with ours, Therefore, we cannot guarantee that our OEM partners will vigorously promote products
incorporating Masimo SET and licensed Rainbow technology. If any of our OEM partners were to be acquired, we cannot assure you that an acquiring
company would devote sufficient resources to promote products that incorporate technology we own or hcense.

The loss of any large customer or any cancellation or delay of a significant purchase by a large customer could reduce our net sales and harm our
operating results. ’

For the year ended December 29, 2007, one customer represented 11.0% of our total revenucs. We also have a concentration of OEM, distribution and
direct customers. If, for any reason, we were to lose our ability to sell to a specific group of class of customers, we would experience a significant reduction
in revenues. This would, in tum, adversely impact our operating results because we may not be able to react quickly enough to reduce our operating
expenses. Also, we cannot assure you that we will retain our current customers of groups of customers or that we will be able to attract and retain additional
customers.
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Our royalty agreemeut with Nelleor provides for a declining royalty rate schedule over the term of the settlement agreement which, if not offset by
other revenues and sources of ircome, could significantly harm our total sales and operating results.

In fiscal 2007, our royalties from the Nellcor settlement totaled $56.1 million. Because these royalty payments do not carry any significant cost, they result
in significant improvements to our reported gross profit and operating income levels. As a result, any decline in royalties that we earn under this agreement
will have a significant impact on our revenues, gross margins and operating income. Under terms of the agreement, we eamn royalties on Nellcor's tota] U.S.
based pulse oximetry salcs. The royalty rate in 2006 was nearly 20% if averaged over the entire year. The royalty rates for 2007 declined to 15%. In 2008
and through the term of the royalty agreement, at least through March 14, 2011, the royalty rates will decline to either 10% or 13%, subject to Nellcor's
ability to develop new products that avoid some of our current patent coverage as negotiated in the settlement agreement. As a result of these declining
royalty rates in 2007 and beyond, there is a significant financial risk to our operating income if we are unable to generate sufficient revenues and gross
margins to offset the impact of declining royalty rates on sales of Nellcor’s U.S. pulse oximetry products.

If we fail te maintain relationships with GPOs, sales of our products would decline.

Our ability to sell our products to LS. hospitals depends in part on our relationships with GPOs. Many existing and potential customers for our products
become members of GPOs. GPOs negotiate pricing arrangements and contracts, sometimes exclusive, with medical supply manufacturers and distributors,
and these negotiated prices are made available to a GPO’s affiliated hospitals and other members. If we are not one of the providers selected by a GPO,
affiliated hospitals and other members may be less likely to purchase our products, and if the GPO has ncgotiated a strict sole source, market share
compliance or bundling contract for another manufacturer’s products, we may be precluded from making sales to members of the GPO for the duration of
the contractual arrangement. Qur failure to renew contracts with GPOs may cause us to lose market share and could have a material adverse effect on our
sales, financial condition and results of operations. [n 2006 and 2007, revenue from the sale of our pulse oximetry products related to GPOs amounted (o
$66.6 million and $101.0 million, respectively. In the future, if we arc unable to keep our relationships and develop new relationships with GPOs, our
competitive position would likely suffer.

If we do not successfully develop and commercialize enhanced or new products that remain competitive with new products or alternative
techniques developed by others, we could lose revenue opportunities and customers, and our ability to achieve growth wonld be impaired.

The medical device industry is characterized by rapid product development and technological advances, which places our products at risk of obsolescence.
Our long—term success depends upon the development and successful commercialization of new products, new or improved technologies and additional
epplications for Masimo SET and licensed Rainbow technology. The research and development process is time—consuming and costly and may not result in
products or applications that we can successfully commercialize. In particular, we may not be able to successfully commercialize our products for
applications other than arterial blood oxygen saturation and pulse rate monitoring, including carboxyhemoglobin and methemoglobin monitoring. If we do
not successfully adapt our products and applications both within and outside these parameters, we could lose revenue opportunities and customers. In
addition, we may not be able to improve our products or develop new products er technologies quickly enough to maintain a competitive position in our
markets and continue to grow our business. Furthermore, onc or more of our competitors may develop products that are substantially equivalent to our
FDA—clearced products, or those of our OEM partners, whereby they may be able to usc our products or those of our OEM partners, as predicate devices to
more quickly obtain FDA clearance of their competing products,

We fzce competition from other companies, many of which have substantially greater resources than we do and may be able to develop products
perceived as more effective or easier to use than ours or are more readily accepted, or offer their products at lower prices than we can, which could
adversely affect our business, financial condition and results of operations.

We face substantial competition from companies developing products that compete with our Masimo SET platform for use with third—party menitoring
systems. We also face competition from companies currently marketing pulse oximetry monitors. One compaay in particular, Nellcor, a subsidiary of Tyco
Healthcare, currently holds a substantial share of the pulse oximetry market. Our revenues and profit are significantly smaller than our primary competiiors.
A number of the companices in the pulse oximetry market have substantially greater capital resources, larger customer bases, larger sales forces, greater
marketing and management resources, larger research and development staffs and larger facilities than ours, and have established reputations with our target
customers, as well as warldwide distribution channels that are more effective than curs. Competition could result in price reductions, fewer orders, reduced
gross margins and loss of market share. Reliance on clinical studies is an important means of demonstrating the effectiveness of products in our industry.
We are aware of a oumber of clinical and laboratory studies with results that are less favorable to the Masimo SET platform than those contained in the over
100 independent clinical and laboratory studies that validate our technology. We believe that these studies either (i) lack independence because they were
funded by competing companies evaluated in the studies or were conducted by employees of such companies, or (ii) lack objectivity because of the absence
of clinical procedures and protocols required to ensure objective and accurate results. If subsequent independent studies validate these studies or these
studies are otherwise shown to be accurate, market acceptance and sales of our products couid be adversely impacted and we could lose market share to our
competitors.
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Our suppliers may not supply us with a sufficient amount of materials and components or materials and components of adeguate quality.

We depend on sole or limited source suppliers for key materials and components of our non—invasive blood constituent patient monitoring solutions, and if
we are unable to obtain these compenents on a timely basis, we will not be able to deliver our non—invasive blood constituent patient monitoring selutions
to customers, Also, we cannot guarantes that any of the materials or components that we purchase, if available at all, will be of adeguate quality or that the
prices we pay for these materials or components will not increase. From time to time, there are industry—wide shortages of several electronic compooents
that we use in our non—invasive blood constituent patient monitoring solutions. We may expetience delays in production of our products if we fail to
identify alternate vendors, or any parts supply is interrupted or reduced or there is a significant increase in production costs, each of which could adversely
affect our business, financial condition and results of operations.

We may be subject to damages resulting from claims that we or our employees have wrongfully nsed or disclosed alleged trade secrets of their
former employers.

Many of our employees were previously emploved at other medical device companies. We may be subject to claims that employees have disclosed, or that
we have used, trade secrets or other proprietary information of their former employers. Defending against these claims could result in substantial costs and
be a distraction to management. If we fail in defending such claims, in addition to paying monetary damages, we may lose valuable inteliectual property
rights or personpel. A loss of key research and development or sales personnel could limit our ability to sell our existing products, which could adversely
affect our business, financial condition and results of operations.

If product liability ¢laims are brought against us, we could face substantial liability and costs.

The manufacture and sale of products using Masimo SET and licensed Rainbow technology expose us to product liability claims and product recalls,
including those that may arise from misuse or malfunction of, or design flaws in, our products or the use of our products with incompatible components or
systems. Any losses that we may suffer from future liability claims, and the effect that any product liability litigation may have upon the reputation and
marketability of our technology and products, together with the corresponding diversion of the atiention of our key employees, could adversely affect our
business, financial condition and results of operations. Any product Liability claims could require significant cost and management resources and may
subject us to significant damages. We currently have product liability insurance that we believe to be adequate, but we cannot be certain that it will be
sufficient to cover damages or claims. Furthermore, we may not be able to obtain or maintain insurance in the future at satisfactory rates or in adequate
amounts to protect us against any product liability claims, ’
Our fajlure to obtain and maintain FDA clearances or approvals on a timely basis, or at all, would prevent us from commercializing our current or
upgraded prodocts in the United States, which could severely harm our business.

Each medical device that we wish to market in the United States generally must first receive either 510(k) clearance, by filing a 510(k) pre—market
notification, or PMA approval, by filing a PMA application, from the FDA pursuant to the Federal Food, Drug, and Cosmetic Act. Even if regulatory
approval of a product is granted, the approval may be subject to limitations on the indicated uses for which the product may be marketed. We cannot assure
you that the FDA will grant 510(k} clearance on a timely basis, if at all, for new products or uses that we propose for the Masimo SET or licensed Rainbow
technology. The FDA's 510(k) clearance process usually takes from four to twelve months, although it can take longer. The process of obtaining PMA
approval is much more costly, lengthy and uncertain and generally takes from one to three years or even longer.

To date, the FDA has regulated pulse oximeters incorporating Masimo SET and licensed Rainbow technology, and our sensors, cables and other products
incorporating Masimo SET and licensed Rainbow technology for pulse oximetry under the 510{k) process. Although 510(k) clearances have been obtained
for 2ll of our current products, these clearances may be revoked by the FDA if safety or effectiveness problems develop with our devices, Any modifications
to an FDA~cleared device that could significantly affect its safety or effectivencss or that would constitute a major change in its intended use would require
a new 510(k) clearance. Furthermore, our new products or significantly modified marketed products could be denied 510(k) clearance and be required to
undergo the mere burdensome PMA approval process, If so, our ability to upgrade our products in a timely fashion could be limited. The withdrawal of
existing 510(k) clearances or the inability to obtain new ones on a timely basis, or at all, could severely harm our business.

The failure of our OEM partners to obtain FDA clearances or approvals could have a negative impact on our revenue.

Out OEM partners will be required to obtain their own FDA clearances for products incorporating Masimo SET and licensed Rainbow technology to market
these products in the United States. We cannot assure you that the FDA clearances we have obtained will make
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it sasier for our OEM partners to obtain clearances of products incorporating these technologies, or that the FDA will ever grant clearances on a timely
basis, if at all, for any future product incorporating Masimo SET and licensed Rainbow technology that our OEM partmers propose to market.

If we or our suppliers fail to comply with ongoing regulatory requirements, or if we experience unanticipated problems with our products, these
products could be subject to restrictions or withdrawal from the market.

Our products, along with the manufacturing processes and promotional activities for such products, are subject to continual review and periodic inspections
by the FDA and other regulatory bodies. In particular we and our suppliers are required to comply with the quality system regulation, or QSR, which covers
the methods and documentation of the design, testing, production, control, quality assurance, labeling, packaging, storage and shipping of our products. The
FDA enforces the QSR through unannounced inspections. We are also subject to similar state requirements and licenses. Failure by us or one of our
suppliers to comply with statutes and regulations administered by the FDA and other reguiatory bodies, discovery of previously unknown problems with our
products (including unanticipated adverse events or adverse events of unanticipated severity or frequency), manufacturing problems, or fatlure to comply
with regulatory requircments, or failure to adequately respond to any FDA observaticns concerning these issues, could result in, among other things, any of
the following actions:

«  warning letters or untitled letters;

»  fines and civil penalties;

= unpanticipated expenditures to address or defend such actions;

»  delays in clearing or approving, or refusal to clear or approve, our products;

»  withdrawal or suspension of clearance or approval of our products or those of our third—party suppliers by the FDA or other regulatory bodics;
+  product recall or scizure;

»  orders for physician notification or device repair, replacement or refund;

*  interruption of production;

+  operating restrictions; .

*  injunctions; and

»  criminal prosecution.

If any of these actions were to occur, it would harm our reputation and adversely affect our business, financial condition and results of operations.
Furthermore, our key component suppliers may not currently be, or may not contiue fo be, in compliance with applicable regulatory requirements.

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

We currently market, and intend to continue to market, our products internationally. Outside the United States, we can market a product only if we receive a
marketing authorization and, in some cases, pricing approval, from the appropriate reguiatory authorities. The approval procedure varies among countries
and can involve additional testing, and the time required to obtain approval may differ from that required to obtain FDA approval. The foreign regulatory
approval process may include all of the risks associated with obtaining FDA approval in addition to other risks. We may not obtain foreign regulatory
approvals on a timely basis, if at all. Approval by the FDA does not ensure approval by regulatory authoritics in other countries, and approval by one
foreign regulatory authority does not ensure approval by regulatory authorities in other foreign countries or by the FDA. If we fail to receive necessary
approvals to commercialize our products in foreign jurisdictions on a timely basis, or at all, our business, financial condition and results of operations could
be adversely affected.

Modifications to our marketed devices may require new regulatory clearances or premarket approvals, or may require us to cease marketing or
recall the modified devices until clearances or approval is obtained.

Any modifications to 2n FDA~cleared device that would significantty affect its safety or effectiveness or that would constitute a major change in its
intended use would require a new 510(k) clearance or possibly a PMA approval. We may not be able to obtain such clearances or approvals in a timely
fashion, or at all. Delays in obtaining future clearances would adversely affect our ability to introduce new or enhanced products in a timely manner, which
in turn would have an adverse effect on our business, financial condition and results of operations. We have made modifications to our devices in the past
and we may make additional modifications in the future, some of which we may believe do not or will not require additional clearances or approvals. If the
FDA disagrees and requires new clearances or approvals for the modifications, we may be required to recall and to stop marketing the modified devices,
which could have an adverse effect on our business, financial conditions and results of operations.
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Off-label promotion of our products or promotional claims deemed false or misleading could subject us to substantial penalties.

Obtaining 510(k) clearance only permits us to promote our products for the uses cleared by the FDA, Use of a device outside its cleared or approved
indications is known as “off—label” use. Physicians may use our products off-label, as the FDA does not restrict or regulate a physician's choice of
treatment within the practice of medicine. Although we may request additiopal cleared indications for our current products, the FDA may deny those
requests, require additional expensive clinical data to support any additional indications or impose limitations on the intended use of any cleared product as
a condition of clearance. We must have adequate substantiation for our product performance claims. If the FDA determines that we or our GEM partmers
have promoted our products for off-label use, or have made false or misleading or inade=quately substantiated promotional claims, it could request that we or
our OEM parmers modify those promotional materials or seck regulatory or enforcement actions, including the issuance of an untitled letter, a warning
letter, injunction, seizure, civil fine and criminal penalties. [t is also possible that other federal, state or foreign enforcement authorities might take action if
they consider our promotional or training materials to constitute promotion of an unapproved use, which could result in significant fines or penalties under
other statutory authorities, such as laws prohibiting false claims for reimbursement. In that event, our reputation could be damaged and adoption of the
products would be impaired. Althouph our policy 15 to refrain from statements that could be considered off~label promotion of our products, the FDA or
another regulatory agency could disagree and conclude that we have engaged in off-label promotion. In addition, the off-label use of our products may
increase the risk of injury to patients, and, in turn, the risk of product liability claims. Product liability claims are expensive to defend and could divert our
management's attention and result in substantial damage awards against us,

Federal regulatory reforms may adversely affect our ability to sell our products profitably.

From time to time, legislation is drafted and introduced in Congress that could significantly change the statutory provisions governing the clearance or
approval, manufacture and marketing of a medical device. In addition, FDA regulations and guidance are often revised or reinterpreted by the agency in )
ways that may significantly affect our business and our products. It is impossible to predict whether legislative changes will be enacted or FDA regulations,
guidance or interpretations changed, and what the impact of such changes, if any, may be.

Without limiting the generality of the foregoing, last year Congress enacted, and the President signed into law, the Food and Drug Administration
Amendments Act of 2007, or the Amendments. This law requires, among other things, that the FDA propose, and ultimately implement, regulations that
will require manufacturers to label medical devices with unique identifiers unless a waiver is received from the FDA, Once implemented, compliance with
those regulations may require us to take additicnal steps in the manufacture of cur products and labeling. These steps may require additional resources and
could be costly. In addition, the Amendments will require us to, among other things, pay annual establishment registration fees to the FDA for each of our
FDA registered facilities.

H we are unable to increase our sales, marketing and distribution capabilities or maintain or establish arrangements with third parties to sell,
market, manufacture and distribute our pulse oximetry and Rainbow technology products, onr business, financial condition and results of
operations could be adversely affected.

We have limited sales and marketing experience both in the United States and internationally and may not be successful in developing and implementing
our business strategy. In addition, we currently have a small sales organization compared to many of our competitors, To increase our commercial success,
we need to:

= increase our sales and marketing forec;
«  conotinue to maintain domestic and international OEM partners;

»  ensure that distributors and OEM partners provide the technical and educational support customers need to use products incorporating Masimo
SET and Rainbow technology successfully;

- promote monitoring systems using Masimo SET and Rainbow technology so that sales of those systems and, in turn, sales of our sensors
increase; and

= be prepared to provide services, as necessary, to geographically dispersed users of mentioring systems using Masime SET and Rainbow
technology.

We currently plan to increase the size of our direct sales force to further market our products in the United States and internationally. Our sales force will be
competing with the experienced and well~funded sales and marketing operations of our competitors. Increasing our direct sales capabilities is expensive and
time consuming, We may not be able to further develop this capacity on a timely basis or at all. If we are unable to expand our sales and marketing
capabilities, we will need to continue to contract with third parties to market and sell our approved products in the United States and internationaily. To the
extent that we enter into arrangements with third parties to perform sales, marketing and distribution services, our product revenue could be lower than if we
directly marketed and sold our products. Furthermore, to the extent that we enter into co—promotion or other sales and marketing arrangements with other
companies,
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any revenue received will depend on the skills and efforts of others, and we do not know whether these efforts will be successful. If we are unable to
maintain adequate sales, marketing, manufacturing and distribution capabilitics, independently or with others, we may not be able o generaie sufficient
product revenue to be profitable.

If we are unable to manufacture an adequate supply of our products, we could lose customers and our revenue and growth could be limited.

Our anticipated growth may strain our ability to manufacture an increasingly large supply of our products. Manufacturing facilities often experience
difficulties in scaling up production, including problems with production yields and quality control and assurance. If we cannot scale our manufacturing
operations appropriately, maintain control over expenses or otherwise adapt to anticipated growth, or if we have underestimated our future growth, we may
not have the capability to satisfy market demand, which would have an adverse cffect on our business, financial condition and results of operations.

We anticipate and plan for significant growth, which we may not be able to effectively manage.

We expect to rapidly expand our operations and our research and development, product development, sales, marketing and administrative organizations.
This growth and activity will likely result in new and increased responsibilities for management personnel and place significant strain upon our operating
and financial systems and resources. To accommodate our expected growth and compete effectively, we will be required to improve our information
systems, create additional procedures and controls and expand, train, motivate and manage our work force. We also may need to expand our manufacturing
resources.

We cannot be certain that our personnel, systems, procedures, facilities and controls will be adequate to support our future operations. Any failure to
cffectively manage our growth could impede our ability to successfully develop, market and sell our products, our anticipated growth may be impaired and
our business, financial condition and results of opemtions would be adversely affected.

We manufacture our products at two locations. Any disruption in these manufacturing facilities could adversely affect our business, financial
condition and results of operations.

We have relied, to date, on our manufacturing facilities in Irvine, California and Mexicali, Mexico. These facilities and the manufacturing equipment we use
to produce our products would be difficult to replace and could require substantial lead—time to repair or replace. Our facilities may be affected by natural or
man—made disasters. Earthquakes are of particular significance since our Irvine, California facility is located in an earthquake—prone area, We are also
vulnerable te damage from other types of disasters, including power loss, attacks from extremist organizations, fire, floods and similar events. In the event
that one of our facilities was affected by a natural or man—made disaster, we would be forced to rely on third—party manufacturers if we could not shift
production to another of our manufacturing facilities. Although we belicve we possess adequate insurance for damage to our property and the disruption of
our business from casualtics, such insurance may not be sufficient to cover all of our potential losses and may not continue to be available to us on
acceptable terms, or at all. If we are foreed to seek alternative facilities, we may incur additional costs and we may experience a disruption in the supply of
our products until those facilities are available. Any disruption in our manufacturing capacity could have an adverse impact on our gbility to produce
sufficient inventory of our products or may require us to incur additional expenses in order to produce sufficient inventory, and, therefore, may adversely
affect our revenue, gross margins and results of operations. Any disruption or delay at our manufacturing facilities could impair our abitity to meet the
demand of our customers and our customers may cance! orders ot purchase products from our competitors, which could adversely affect our business,
financial condition and results of operations.

In the future, we may choose to add new manufacturing capabilities in either our existing facilities or in new facilitics throughout the warld. If we expand
our worldwide manufacturing locations, there can be no essurance that this expansion will occur without implementation difficulties or that such expansion
will ultimately lower our overall cost of production.

If we lose the services of our key personnel, or if we are onable to attract and retain other key personnel, we may oot be able to manzge our
operations or meet our growth objectives.

We are highly dependent on our senior management, especially Joe E. Kiani, our Chief Executive Officer, and other key officers. We are also heavily
dependent on our engineers and field sales team, including sales representatives and clinical specialists. Qur success will depend on our ability to retain our
current management, engineers and field sales team, and to attract and retain qualified personnel in the future, including scientists, clinicians, engineers and
other highly skilled personnel. Competition for senior management, engineers and field sales personnel is intense and we may not be able to retain our
personnel. The loss of the services of members of our key personne! could prevent the implementation and completion of our objectives, including the
development and introduction of our products. Each of our officers may terminate their employment at any time without notice and without cause or good
reason. We carry key person life insurance on only Mr. Kiani, who is also the Chief Exccutive Officer of Masimo Labs. Mr. Kiani devotes substantially all
of his time to us.
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Existing or future acquisitions of businesses could negatively affect our business, financial condition and results of operations if we fail to integrate
the acquired businesses successfully into our existing operations or if we discover previously undisclosed liabilities.

In order to expand our products and technology platform, we bave acquired four businesses since our inception and we may acquire additional businesses in
the future. Successful acquisitions depend upon our ability to identify, ncgotiate, complete and integrate suitable acquisitions and to obtain any necessary
financing. Even if we complete acquisitions, we may expericnce:

- difficulties in integrating any acquired companies, personnel and products into our existing business;
+  delays in realizing the benefits of the acquired company or products;

»  diversion of our management’s time and attention from other business concerns;

«  limited or no direct prior experience in new markets or countrics we may enter;

»  higher costs of integration than we anticipated; and

= difficulties in retaining key employees of the acquired business who are necessary to manage these acquisitions.

In addition, an acquisition could materially impair our operating results by causing us to incur debt or requiring us to amortize acquisition expenses and
acquired assets. We may also discover deficiencies in internal controls, data adequacy and integrity, product quality, regulatory compliance and product
liabilities that we did not uncover prior to our acquisition of such businesses, which could result in us becoming subject to penalties or other liabilities. Any
difficulties in the integration of acquired businesses or unexpected penalties or liabilitics in connection with such businesses could have a material adverse
effect on our business, financial condition and results of operations.

We may be subject to or otherwise affected by federal and state health care laws, inclnding fraud and abuse and health information privacy and
security laws, and could face substantial penalties if we are unable to fully comply with such laws.

Although we do not provide health care services, nor receive payments directly from Medicare, Medicaid, or other third-party payers for our products or the
procedures in which our products are used, health care regulation by federal and state governments will impact our business. Health care fraud and abuse
and health information privacy and security laws potentially applicable to our operations include, but are not limited to:

*  the Federal Health Care Progrems” Anti~Kickback Law, which prohibits, among other things, knowingly and willfully soliciting, receiving,
offering or providing remuncration intended to induce the purchase, order or recommendation of an item or service reumbursable under a
federat health care program (such as the Medicare or Medicaid programs);

*  federal false claims lews which prohibit, among other things, knowingly and willfully presenting, or causing to be presented, claims for
payment from Medicare, Medicaid, or other third—party payers that are false or fraudulent;

*  the federal Health Insurance Portability and Accountability Act of 1996, or RIPAA, and its implementing regulations, which established new
federal crimes that prohibit knowingly and willfully executing a scheme to defraud any healthcare benefit program or making false statements
in connection with the delivery of or payment for heaithcare benefits, items or services, as well as imposed certain requirements relating to the
privacy, security and transmission of individually identifiable health information; and

. siate laws analogous to each of the above federal laws, such as anti—kickback and false claims laws that may apply to items or services
reimbursed by non—governmental third—party payers, including commercial insurers, and state laws governing the privacy of certain health
information.

We have certain arrangements with hospitals that may be affected by these laws. For instance, under our standard customer arrangements, we provide
hospitals with free pulse oximetry monitoring devices in exchange for their agreement to purchase future pulse oximetry sensor requirements from us. In
addition, we occasionally provide our customers with rebates in connection with their annual purchases. While we believe that we are currently in
compliance with applicable federal and state health care laws, certain of these arrangements may not meet the Federal Anti-Kickback Law's safe harbor
requirements, which may result in increased scrutiny by government authorities having responsibility for enforcing these laws.

There cap be no assurance that we will not be found to be in violation of any of such laws or other similar governmental regulations to which we are directly
or indirectly subject, and as a result we may be subject to penalties, including civil and criminal penalties, damages, fines, exclusion of our products from
reimbursement under Medicare, Medicaid, and other federal health care programs, and the curtailment or restructuring of our operations. Any penalties
could adversely affect our ability to operate our business and our financial results. Any action against us for violation of these laws, even if we successfully
defend against them, could cause us to incur significant legal expenses and divert our management’s attention from the operation of our business.
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We face environmental and personal injury labilities related to certain hazardous materials used in our operations.

Our manufacturing processes involve the use, generation and disposal of certain hazardous materials and wastes, including silicone adhesives, solder and
solder paste, sealants, epoxics and various solvents such as methyl ethyl ketone, acetone and isopropy! alcohol. As such, we are subject to stringent federal,
state and local laws relating to the protection of the environment, including those governing the use, handling and disposal of hazardous materials and
wastes. We may ipcur significant costs to comply with environmental regulations. Future environmental laws may significantly affect our operations
because, for instance, our masufacturing processes may be required to be zltered, thereby increasing our manufacturing costs. In our research and
manufacturing activitics, we use materials that are hazardous to human health, safety or the environment. These materials and various wastes resulting from
their use are stored at our facility pending ultimate use and disposal. The risk of accidental injury, including to employees, or contamination from these
materials cannot be eliminated. In the event of such an accident, we could be held {iable for any resulting damages, and any such liability could exceed our
reserves. Although we maintain general liability insurance, we do not specifically insure against environmental liabilities. If an enforcement zction were to
occur, our reputation and our business and financial condition may be harmed, even if we were to prevail or settle the action. Similarly, if the physicians or
other providers or entities with which we do business are found to be non—compliant with applicable laws, they may be subject to sanctions, which could
also have a negative impact on our business.

The risks inherent in operating internationally and the risks of selling and shipping our products and of purchasing our components and products
internationally may adversely impact our business, financial conditions and results of operations.

We derive a portion of our net sales from operations in international markets. In 2005, 2006 and 2007, 19.2%, 22.6% and 23.6%, respectively, of our
product revenue was derived from our international operations. In addition, we purchase a portion of our raw materials and components on the international
market. The sale and shipping of our products across international borders, as well as the purchase of materials and components from international sources,
subject us to extensive U.S. and foreign governmental trade regulations. Compliance with such regulations is costly and we would be exposed to potentially
significant penalties for non—compliance. Any failure to comply with applicable legal and regulatory obligations could impact us in a variety of ways that
include, but are not limited to, significant criminal, civil and administrative penalties, including imprisonment of individnals, fines and penalties, denial of
export privileges, seizure of shipments, restrictions on certain business activitics, and exclusion or debarment from government contracting. Also, the failure
to comply with epplicable legal and regulatory obligations could result in the disruption of our shipping and sales activities,
In addition, our international sales operations expose us and our representatives, agents and distributors to risks inherent in operating in foreign jurisdictions.
These risks include:

+  the imposition of additional U.S. and foreign governmental controls or regulations:

«  the imposition of costly and lengthy new export licensing requirements;

»  ashortage of high—quality sales people and distributors;

*  loss of any key personnel that possess proprietary knowledge, or who are otherwise important to our success in certain international markets;

»  changes in duties and tariffs, license obligations and other non—tariff barriers to trade;

+  the imposition of new trade restrictions;

+  the imposition of restrictions on the activities of foreign agents, representatives and distributors;

»  scrutiny of foreign tax authorities which could result in significant fines, penalties and additicnal taxes being imposed on us;

= pricing pressure that we may experience internationally;

+  laws aod business practices favoring local companies;

» longer payment cycles; and

+ difficulties in enforcing or defending intellectual property rights.

We cannot assure you that one or more of these factors will not harm our business. Any material decrease in our international sales would adversely affect
our business, financizl condition and results of operations.
We are subject to fluctuations in foreign currency exchange rates,

We market our products io certain foreign markets through our subsidiaries and other international distributors. The related distribution agreements may
provide for payments in a foreign currency. Accordingly, if the U.S. dollar strengthens against international currencies, our U.S, dollar payments from such
distributors, if any, will decrease.
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Inadequate levels of coverage or reimbursement from governmental or other third—party payers for our products, or for procedures using our
products, may cause our revenues to decline.

Sales of our products depend in part on the reimbursement and coverage policics of governmental and private bealth care payers. The ability of our health
care provider customers, including hospitals, to obtain adequate coverage and reimbursement for our products, or for the procedures in which our products
arc used, may impact our customers’ purchasing decisions and, thercfore, could have a material adverse effect on our business.

Third—party payers have adopted, and are continuing to adopt, health care policies intended to curb rising health care costs. These policies include:
+  coutrols on reimbursement for health care services and price controls on medical produets and services;
+  limitations on coverage and reimbursement for new medical technologies and procedures; and

«  the introduction of managed care and prospective payment systems in which health care providers contract to provide comprehensive health
care for a fixed reimbursement amount per person or per procedure.

These trends could lead to pressure to reduce prices for our current products and product candidates and could cause a decrcase in the size of the market or a
potential increase in competition that could adversely affect our business, financial condition and results of operations.

Legislative and regulatory changes in the health care industry could have a negative impact on our financial performance.

Changes in the health carc industry in the United States and elsewhere could adversely affect the demand for our products as well as the way in which we
conduct business. Additionally, there have been, and we expect there will continue to be, federal, state or local legislative and regulatory changes and
proposals to change the health care system, which could affect our business. For instance, the Centers for Medicare and Medicaid Services, or CMS, the
federal agency that administers the Medicare and Medicaid programs, has determined that, beginning in 2007, certain uses of pulse oximetry monitoring are
eligible for separate Medicare payment in the hospital outpatient setting and are no longer bundled into payments for other services. The result of this
change could be an increase in Medicare payments to hospitals for use of our products. However, each year CMS examines the reimbursement rates for both
the inpatient and outpaticnt scttings and could cither increase or decrease the reimbursement rate for procedures utilizing cur products. [n addition, as a
result of the focus on health care reform in connection with the 2008 presidential election, there is risk that Congress may implement changes in [aws and
regulations governing health care service providers, including measures to control costs, or reductions in reimbursement levels, Overall, we are unable to
predict when legislation or regulation that affects our business may be proposed or enacted in the future or what effect any such legislation or regulation
would have on our business. Any such legislation, regulation or policies that affect the coverage and reimbursement of our current or future products, or the
procedures utilizing our current or future products, could cause our sales to decrease and, as a result, our revenues to decline.

Further, our success in international markets also depends upon the eligibility of reimbursement for our products through govemment~sponsored health care
payment systems and other third—party payers. Outside of the United States, reimbursement systems vary by country. These systems are often subject to the
same pressures to curb rising health care costs and control health care expenditures as those in the United States. In addition, as economies of emerging
markets develop, these countries may implement changes in their health care delivery and payment systems. If adequate levels of reimbursement from
third—party payers outside of the United States are not obtained, sales of our products outside of the United States may be adversely affected.

Qur ongoing antitrust litigation against Tyco Healthcare could result in significant additional costs and further divert the attention of our
management and key personnel from onr business operations.

In May 2002, we filed a lawsuit against Tyco Healthcare (currently Covidien), parent company of Nellcor, in the United States District Court for the Central
District of California, alleging damage to our business as a result of the anti—competitive business practices of Tyco Healthcare in connection with its pulse

oximetry brand in violation of federal antitrust laws. Specifically, we alleged that we had incurred damages as a result of a series of illegal exclusionary and
anti—competitive acts by Tyco Healtheare that were designed to maintain its menopoly in the pulse oximetry market.

In March 2005, a jury found that Tyco Healthcare’s use of sole—source contracts, product bundling, market share—based compliance pricing contracts and
co—marketing agreements with OEM patient monitoring companies were unlawful restraints of trade and exclusionary dealing arrangements and, as a result,
violated federal antitrust laws. The jury awarded us $140.0 million in damages. Tyco Healthcare filed post—trial motions requesting that the District Court
either override the jury decision or grant a new trial. In March 2006, the District Court upheld a portion of the jury verdict and vacated the remaining
verdict. In addition, the District
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Court vacated the jury's damages award and granted Tyco Healthcare a new trial on damages. The District Court held an evidentiary bearing in October
2006 to re—try the damages. On January 25, 2007, the District Court issued a preliminary ruling which did not set damages, but resolved some issues of
dispute about damages, and ordered another evidentiary bearing on issues still undecided by the District Court. The District Court held this evidentiary
hearing in March 2007. On July 2, 2007, the District Court entered its final judgment, awarding us damages which were trebled to $43.5 million and
denying our request for a permanent injunction with respect to the Tyco Healthcare business practices found to be anti—<ompetitive. We and Tyco
Healthcare have each filed a notice of appeal from the judgment. Even if we are ultimately awarded damages in this litigation, the amount will be subject to
a 50% legal fee contingency agreement, in which case we would receive 50% of the net (of costs) proceeds from the award.

We believe that Nellcor continues to enter into sole—source contracts, product bundling agreements, market share—based agreements, and co—marketing
agreements. [n bundling agreements, the custorner is able to obtain discounts on unrelated products when they purchase Nellcor pulse oximeters for most of
their pulse oximetry needs. Co—marketing agreements also provide significant impediments to competition in that Nellcor pays targe patient monitoring
companies to integrate Nellcor pulse oximetry products into their products.

Continued litigation could result in substantial costs and diversion of resources that would harm our business. In addition, there can be no assurance that we
will receive any cash award or any equitable relief from the litigation.

We may issue additiona) securities in the future, including shares, debt or equity—linked debt, which may depress our stock price.
Our issuance of additional securities could:

«  cause substantial dilution of the percentage ownership of our stockholders at the time of the issuance;
»  cause substantial dilution of our carnings per share;

»  subject us to the risks associated with increased leverage, including a reduction in our ability to obtain financing or an increase in the cost of
any financing we obtain;

»  subject us to restrictive covenants that could limit our flexibility in conducting future business activities; and

= adversely affect the prevailing market price for our outstanding sccurities,

We do not intend to seek stockholder approval for any such acquisition or security issuance unless required by applicable law or regulation or the terms of
existing securities. If these securities are issued, such issuances may cause the trading price of our stock to decline.

We may require additional capital in the future, which may. not be available on favorable terms, if at all.

To the extent that cur existing capital is insufficient to meet our requirements and cover any losses, we will need to raise additional funds through financings
or borrowings or curtail our growth and reduce our asscts. Any equity or debt financing, if available at all, may be on terms that are not favorable to us.
Equity financings could result in dilution to our stockholders, and the securities issued in future financings may have rights, preferences and privileges that
are senior to those of our common stock. If our need for capital arises because of significant losses, the occurrence of these losses may make it more
difficult for us to mise the necessary capital. If we cannot raise funds on acceptable terms, if and when needed, we may not be able to develop or enhance
our products, take advantage of future opportunities, grow our business or respond to competitive pressures or unanticipated requirements.

If we fail to comply with the reporting obligations of the Exchange Act and Section 404 of the Sarbanes—Oxley Act, or if we fall to achieve and
maintain adequate internal controls over financial reporting, onr business results of operations and financial condition and investors’ confidence in
us could be materially affected.

As a public company, we are required to comply with the periodic reporting obligations of the Exchange Act, including preparing annual reports, quarterly
reports and current reports, Our failure to prepare and disclose this information in a timely manner could subject us to penalties under federal securities
laws, expose us to lawsuits and restrict our ability to access financing, In addition, we are required under applicable law and regulations to integrate our
systems of internal controls over financial reporting. We plan to evaluate our existing internal controls with respect to the standards adopted by the Public
Company Accounting Qversight Board. During the course of our evaluation, we may identify areas requiring improvement and may be required to design
enhanced processcs and conirols to address issues identified through this review. This could result in significant delays and costs to us and require us to
divert substantial resources, including management time from other activities,

We expect to dedicate significant management, financiel and other resources in connection with our compliance with Section 404 of the Sarbapes—Oxley
Act in and after 2008, We expect these efforts to include a review of our existing internal control structure. As a result of this review, we may either bire or
outsource additicnal personnel to expand and strengthen our finance function. We cannot be certain at this time that we will be able to comply with all of
our reporting obligations and successfully complete the certification and antestation requirements of Section 404 of the Sarbanes—Oxley Act by the time that
we arc required to file our anrual report on Form 10-K for the year ending January 3, 2009. If we fail to achieve and maintain the adequacy of our internal
control and do not
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address the deficiencics identified by our auditors, we may not be able to cnsure that we can conclude on an ongoing basis that we have effective internal
controls over financial reporting in accordance with the Sarbanes—Oxley Act. Moreover, effective internal controls are necessary for us to produce reliable
financial reports and are important to help prevent fraud. As 2 result, our failure to satisfy the requirements of Section 404 of the Sarbanes—Oxley Act on a
timely basis could result in the loss of investor confidence in the reliability of our financial statements, which in turn could harm our business and negatively
impact the trading price of our common stock.

Risks Related to Our Common Stock

Qur stock price may be volztile, and your investment in our common stock could suffer a decline in value.

There has been significant volatility in the market price and trading volume of equity securities, which is unrelated to the financial performance of the
companies issuing the securities. These broad market fluctuations may negatively affect the market price of our common stock. You may not be able to
resell your shares at or above the initial public offering price due to fluctuations in the market price of our common stock caused by changes in our
operating performance or prospects and other factors,

Some specific factors that may have a significant effect on our common stock market price, many of which we cannot control, include:
*  actual or anticipated fluctuations in our operating results or future prospects;
*  our announcements or CUr COmpetitors’ announcements of new products;
= the public’s reaction to our press releases, our other public announcements and our filings with the SEC;
«  strategic actions by us or our competitors, such as acquisitions or restructurings;
*  new laws or regulations or pew interpretations of existing laws or regulations applicable to our business;
»  changes in accounting standards, policies, guidance, interpretations or principles;
»  changes in our growth rates or our competitors’ growth rates;
= developments regarding our patents or proprietary rights or those of our competitors;
+  our inability to raise additional capital as needed,
= concern as to the efficacy of our products;
+  changes in fipancial markets or general economic conditions;
+  sales of common stock by us or members of our management team; and

= changes in stock market analyst reccommendations ot earnings estimates regarding our common stock, other compareble companies or our
industry generatly.

Concentration of ownership among our existing directors, executive officers and principal stockholders may prevent new investors from
influencing significant corporate decistons.

As of December 29, 2007, our current directors and executive officers and their affiliates, in the aggregate, beneficially owned approximately 16.3% of our
outstanding comimon stock. As a result, these stockholders, subject to any fiduciary duties owed to our other stockholders under Delaware law, will be able
to exercise a controlling influence over matters requiring stockholder approval, including the election of directors and approval of significant corporate
transactions, and will have significant control over our management and policies. Some of these persons or entitics may have interests that are different from
yours. For example, these stockholders may support proposals and actions with which you may disagree or which are not in your interests. The
concentration of ownership could delay or prevent a change in control of us or otherwise discourage a potential acquirer from attempting to obtain control of
us, which in tumm could reduce the price of our common stock. In addition, these stockholders, some of whom have representatives sitting on our board of
directors, could use their voting influence to maintain our existing management and directors in office, delay or prevent changes in contro! of us, or support
ar reject other management and board proposals that are subject to stockholder approval, such as amendments to our employee stock plans and approvals of
significant financing transactions.

Future sales of our common stock, including those by our insiders, may cause our stock price to decline.

As of December 29, 2007, there were 54,692,232 shares of our common stock outstanding, including 3,287,494 shares sold by us and 10,416,626 shares
sold by our selling stockholders in our initial public offering, or IPO, in August 2007. A significant portion of our shares of common stock cutstanding prior
to our [PO that were not sold by selling stockholders became eligible for sale in the public market on February 4, 2008 upon expiration of lock—up
agreements entered into in connection with our [PQ, although as of December 29, 2007, 8,887,690 of these shares were held by directors, executive officers
and other affiliates and subject to volume limitations under Rule 144 as of that date. A large portion of our cutstanding shares are held by a small number of
persons and investment funds.
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Sales by these stockbelders of a substantial number of shares could significantly reduce the market price of our common stock. Morcover, the holders of
18,695,877 shares of common stock at December 29, 2007 have rights, subject to some conditions, to require us to file registration staterents covering the
shares they currently hold or to include these shares in registration statements that we may file for ourselves or other stockholders from time to time.

Certain of our directors and executive officers have entered into Rule 10b5~1 trading plans pursuant to which they have sold and will continue to sell shares
of our common stock. Generally, these sales require public filings. Actual or potential sales by these insiders, including those under a pre—arranged Rule
10b5-1 trading plans, could be viewed negatively by the market and adversely affect the market price of our common stock.

As of December 29, 2007, an aggregate of 13,717,267 shares of our common stock were reserved for future issuance under our thres equity incentive plans,
8,321,191 of which were subject to options outstanding as of that date. To the extent outstanding cptions are exercised, our existing stockholders may incur
additional dilution, In December 2007, we registered an aggregate of 11,218,285 of these shares reserved under our equity plans under a Registration
Statement on Form S—8. All shares issued pursuant to a Registration Statement on Form S—8 can be freely sold in the public market upon issuance, subject
to restrictions on our affiliates under Rule 144. If a large pumber of these shares are sold in the public market, the sales could reduce the trading price of our
common stock and impede our ability to raise future capital.

Our corporate documents and Delaware law contain provisions that could discourage, delay or prevent a change in control of our company.

Provisions in our amended and restated certificate of incorporation and amended and restated bylaws may discourage, delay or prevent a merger or
acquisition involving us that our stockbolders may consider favorable. For example, our amended and restated certificate of incorporation autherizes our
board of directors to issue up to five million shares of “blank check”™ preferred stock. As a result, without further stockhbalder approval, the board of directors
has the authority to attach special rights, including voting and dividend rights, to this preferred stock. With these rights, preferred stockholders could make it
more difficult for a third party to acquire us. In addition, our amended and restated certificate of incorporation provides for a staggered board of directors,
whereby directors serve for three year terms, with approximately one third of the directors coming up for reclection each year. A staggered board will make
it more difficult for a third party to obtain control of our board of directors through a proxy contest, which may be a necessary step in an acquisition of us
that is not favored by our board of directors.

We are also subject to the anti-takeover provisions of the Delaware General Corporation Law. Under these provisions, if anyonc becomes an “interested
stockholder,” we may not enter into a “business combination” with that person for three years without special approval, which could discourage a third party
from making a takeover offer and could delay or prevent a change in control of us, An “interested stockholder” means, generally, someont owning 15% or
more of our outstanding voting stock or an affiliate of ours that owned 15% or more of our outstanding voting stock during the past three years, subject to
certain exceptions as described in the Delaware General Corporation Law.

In addition, our board of directors has adopted a stockholder rights plan. Under the stockholder rights plan if any person becomes the beneficial owner of
15% or more of the outstanding shares of common stock, subject to a number of cxceptions set forth in the plan, all of our stockholders other than the
acquiring person will receive a right to purchase shares of our common stock at a price of $136.00 per share. Our stockholder rights plan could discourage a
takeover attempt and make an unsolicited takeover of our company more difficult. As a result, without the approval of our beard of directors, you may not
have the opportunity to sell your shares to a potential acquirer of us at a premium over prevailing market prices. This could reduce the market price of our
common stock.

We will incur significant increased costs as a result of operating as a public company, and our management and key employees will be required to
devote substantial time to new compliance initiatives.

Prior to August 2007, we operated as a private concern. As a public company, we have incurred and will continue to incur significant legal, accounting and
other expenses that we did not incur as a private company. In addition, we are subject to the reporting requirements of the Exchange Act and the
Sarbanes—Oxley Act. These requirements may place a strain on our people, systems and resources. The Exchange Act requires that we file annual, quarterly
and current reports with respect to our business and financial condition. The Sarbanes~Oxley Act requires that we maintain effective disclosure controls and
procedures and internal controls over financial reporting. In order to maintain and improve the effectiveness of our disclosure controls and procedures and
internal controls over financial reporting, significant resources and management oversight will be required. In addition, changing laws, regulations and
standards relating to corporate governance and public disclosure, including regulations implemented by the SEC and the NASDAQ Global Market, are
creating uncertainty for public companies, increasing legal and financial compliance costs and making some activities more time—consuming. This may
divert management’s attention from other business concerns, which could have a material adverse effect on our business, financial condition, results of
operations and cash flows,
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We will be exposed to risks relating to evaluations of controls required by Section 404 of the Sarbanes—Oxley Act.

We will be evaluating our internal controls systams to allow management to report on, and our independent registered public accounting firm to attest to,
our internal controls over financial reporting, We will be performing the system and process evaluation and testing (and any necessary remediation) required
to comply with the management certification and auditor attestation requirements of Section 404 of the Sarbanes—Oxley Act. While we anticipate being abie
to fully implement the requirements relating to internal controls and all other aspects of Section 404 by our compliance deadlines, we cannot be certain as to
the ttming of compietion of our ¢valuation, testing and remediation actions or the impact of the same on our eperations because there is presently no
precedent available by which to measure compliance adequacy. If we are unable to implement the requirements of Section 404 in a timely manner or with
adequate compliance, we may be subject to sanctions or investigation by regulatory authorities, including the SEC or the NASDAQ Global Market. This
type of action could adversely affect our financial results or investors' confidence in our company and our ability to access capital markets, and could cause
our stock price to decline. In addition, the controls and procedures that we will implement may not comply with all of the relevant rules and regulations of
the SEC and the NASDAQ Global Market. If we fail to develop and maintain effective controls and procedures, we may be unable to provide the required
financial information in a timely and reliable manner.

We do not intend to declare cash dividends on our stock, and any return on investment may be limited to the value of our stock.

We currently intend to retain all future carnings for the operation and expansion of our business and, therefore, do not anticipate declaring or paying cash
dividends on our common stock in the foreseeable future. Any payment of cash dividends on our common stock will be at the discretion of our board of
directors and will depend upon our results of eperations, carnings, capital requirements, financial condition, business prospects, contractual restrictions and
other factors deemed relevant by our board of directors. Therefore, you should not expect to receive dividend income from shares of our common stock,

Securities analysts may not cover our common stock or may issue negative reports, which may have a negative impact on the market price of our
common steck.

Securities analysts may elect not to provide research coverage of our common stock. If securities analysts do not cover our common stock, the lack of
research coverage may cause the market price of our common stock to decline. The trading market for our common stock may be affected in part by the
rescarch and reports that industry or financial analysts publish about our business or the pulse oximetry market. If one or more of the apalysts who clects to
cover us downgrades our stock, our stock price could decline rapidly. If one or more of these analysts ceases coverage of us, we could lose visibility in the
market, which in turn could cause our stock price to decline. In addition, recently—adopted rules mandated by the Sarbanes—Oxley Act, and a global
settlement reached in 2003 between the SEC, other regulatory agencies and a number of investment banks, has led to a number of fundamental changes in
how analysts are reviewed and compensated. In particular, many investment bapking firms are required to contract with independent financial analysts for
their stock research, As long as we have a smaller market capitalization, it may be difficult for us to attract independent financial analysts that will cover our
common stock, which could have a negative effect on the market price of our stock.

ITEM 1B. UNRESOLVED STAFF COMMENTS
None ’

ITEM 2, PROPERTIES

We lease approximately 120,400 square feet of space in Irvine, California, for our corporate headquarters and product manufacturing, research and
development, warchousing and distribution operations. The lease covering 70,200 square fect of this space expires in October 2009. We have the right to
renew this lease for an additional five—year period at the end of the lease term. In February 2006, we entered into a lease for 2o additional 50,200 square fest
of space adjacent to our current facility for office space and research and development. This lease expires in March 2010. We have an option to renew this
lease for an additional five—year peried at the end of the ease term. We also lease approximately 95,600 square feet of space in Mexicali, Mexico, for the
manufacture of our sensors and accessories under a shelter labor agreement with Industrial Vallera de Mexicali, S.A. de C.V,, or [VEMSA. IVEMSA isa
Mexican maquiladora, which is a shelter services provider incorporated in Mexico that is licensed to operate factories and plants in Mexico. The shelter
program allows foreign companies to manufacture in Mexico without being required to organize and operate their own subsidiary, for example, as a
Mexican corporation. As a result, the risks of labor liability, ownership of facilities and legal presence of foreign corporations in Mexico are avoided. We
entered into the agreement with IVEMSA to establish and run a facility to manufacture our sensors and accessory products. [VEMSA leases the space
directly from the owner of the property under an agreement that expires in August 2014,
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In addition, Masimo Europe, Ltd. leases approximately 6,900 square feet as its headquarters in Limonest, France to support its sales, marketing, customer
service and administrative functions. Masime Japan, K.K. leases approximately 3,700 square feet of space as its headquarters in Tokyo, Japan, which it uses
for sales, marketing, customer service and administrative functions, as well as maintaining product inventory. In addition, Masimo Canada ULC leases
approximately 23,700 square feet of space as its headquarters in Montreal, Canada, which it uses primarily for research and development activities. We also
maintain small sales offices in Germany, the United Kingdom, Italy, Spain, Japan, Australia, Singapore and China,

ITEM 3. LEGAL PROCEEDINGS

In May 2002, we filed a lawsuit against Tyco Healthcare, parent company of Nellcor, in the United States District Court for the Central District of
California, alleging damage to our business as a result of the anti—competitive business practices of Tyco Healtheare. Specifically, we alleged that we had
incurred damages as a result of a series of illegal exclusionary and anti—competitive acts by Tyco Healthcare that were designed to maintain its monopoly in
the pulse oximetry market in violation of federal antitrust laws.

In March 2005, a jury found that Tyco Healthcare's use of sole—source contracts, product bundling, market share—based compliance pricing contracts and
co—marketing agreements with patient monitoring companies were unlawful restraints of trade and exclusionary dealing arrangements and, as a result,
violated federal antitrust laws. The jury awarded us $140 million in damages. Under the antitrust laws, if the jury verdict is sustained in whole or in par, all
damages are trebled. Tyco Healtheare filed post—trial motions requesting that the District Court either override the jury decision or grant a new trial. In
March 2006, the District Court upheld a portion of the jury verdict and vacated the remaining verdict. [n addition, the District Court vacated the jury's
damages award and granted Tyco Healthcare a new trial on damages. As a result, we may not receive any damages in this lawsuit. The District Court held
an evidentiary hearing in October 2006 to re—try the damages. On January 25, 2007, the District Court issued a preliminary ruling which did not set
damages, but resolved some issues of dispute about damages, and ordered another evidentiary hearing on issues still undecided by the District Court. The
District Court held this evidentiary hearing in March 2007. On July 2, 2007, the District Court entered its final judgment awarding us damages which were
trebled to $43.5 million and denying our request for a permanent injunction with respect to Tyco Healthcare's business practices found to be
anti-competitive. We and Tyco Healthcge have each filed a notice of appeal from the judgment. We filed our opening brief on December 17, 2007 with the
United States Court of Appeals for the 9 Circuit. Even if we are ultimately awarded damages in this litigation, the amount will be subject to a 50% legal
fee contingency agreement, in which case we would receive 50% of the net (of costs) proceeds from the award. Even though most of the legal expenses to
date have been on a contingency basis, we expect to incur expenses related to the appellate work, which will be treated as operating expense, as incurred.

We believe the jury verdict we received in the Tyco Healthcare antitrust litigation has been important in our efforts to increase our market share among
certain large hospital systems and GPOs that were formerly closed as a result of Tyco Healthcare’s anti~competitive conduct. The lawsuit has been and will
continue to be a diversion of management's attention from the implementation of our business strategy. See “Risk Factors” for a description of the risks
related to our litigation against Tyco Healthcare.

On July 24, 2007, Shaklee Corporation filed suit against us in the United States District Court, Central District of California, alleging that our pulse
oximeters incorporate patented calibration methods that are licersed to Shaklee. NIR Diagnostics, Ine., the original licensee of the patents, was originally
named as a defendant, but then agreed to become a plaintiff. Shaklee and NIR are seeking an injunction and damages against us. Qur management believes
that our devices do not infringe cither of the cited patents and intends to vigorously defend against these claims. We believe that the claims asserted by
Shaklee and NIR will not materially affect our business, financial conditions or future operating results, In the event a pretiminary or permanent injunction
were granted, however, we would be unable to sell products found to infringe the cited patents, which would cause a reduction in our revenues, a decline in
income and a loss of customer goodwill for an unknown peried of time. Additionally, we could be ordered to pay royaities on past sales of our products
found to infringe the cited patents and, to the extent we continued to sell such products, we could be required to continue paying royalties to Shaklee and
NIR. Although we belicve that these claims are without merit, no assurance can be given with respect to the ultimate outcome for any such claim or
litigation. At this time, we are not able to accurately estimate the potential financial impact of an injunction and/or damages against us.

On February 19, 2008, we brought a lawsuit against Respironics, Inc. for breach of contract, breach of the covenant of good faith and fair dealing, and
interference with prospective economic advantage, based oo a Japuary 16, 2006, contract between Respironics and Masimo. Respironics has not yet
answered the complaint. There is no guarantee that we will prevail in this suit or receive any damages or other relief if we do prevail.

From time to time, we are involved in legal proceedings in the ordinary course of business. Other than the proceeding described above, we are not currently
involved in any material legal proceedings.
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ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
We did pot submit any matters to a vote of our stockbolders during the quarter ended December 29, 2007.
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PART II

ITEM 5, MARKET FOR THE REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES

MarKet Information

We had our initial public offering on August 7, 2007. Cur common stock is traded on the NASDAQ Global Market under the symbol “MASI”, The
following table sets forth the high and low closing sales price of our common stock for the periods indicated.
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The above quotations reflect inter—dealer prices, without retail markup, markdown or commission and may not necessarily represent actual transactions.

As of February 15, 2008, the closing price of our common stock on the NASDAQ Global Market was $31.78 per share, and the number of stockholders of
record was approximately 318. We believe that the number of beneficial owners is substantially greater than the number of record holders because a large
portion of our common stock is held of record through brokerage firms in “street name,”

Dividends and Special Bonus Payments

In March 2006, we paid a cash dividend of $3.365 per share, in the aggregate amount of zpproximately $171.8 million, to holders of our cornmon and
preferred stock, assuming the conversion of all cutstanding shares of preferred stock inte an aggregate of 34,612,503 shares of common stock. In February
2007, we paid additional cash dividends of $0.468 per share and $0.257 per share, in the aggregate amount of approximately $37.1 million, to holders of our
common and preferred stock assuming conversion into common stock. In addition, in March 2006 and March 2007, we made special bonus payments in the
aggregate amount of epproximately $11.7 million to cur employees and directors who held vested stock options as of March 1, 2006. The majority of the
funds used to pay these cash dividends and special bonus payments were from the after—tax proceeds that we received from our patent infringement lawsuit
against Nellcor.

We do pot intend to distribute any future royalties received from Nellcor under the settlement agreement to our stockholders or our option holders and we
do not anticipate paying any cash dividends generally in the foresecable future,

Use of Proceeds

On August 13, 2007, we completed our initial public offering, or IPO, of common stock in which a total of 13,704,120 shares were sold, comprised of
10,416,626 shares sold by selling stockbolders, 1,500,000 shares sold by us at the initial ¢losing and 1,787,494 shares sold by us pursuant to the
underwriters” full exercise of their over—allotment option, at an issue price of §17.00 per share. We raised a total of $55.9 million in gross proceads from the
IPO, or approximately $47.8 million in net proceeds after deducting underwriting discounts and commissions of $3.9 million and estimated other offering
costs of approximately $4.2 million. Upon the closing of the [PQ, all shares of conventible preferred stock outstanding automatically converted into an
aggregate of 34,612,503 shares of common stock.

We anticipate that we will use the net proceeds from our initial public offering for the placement of equipment at hospitals under long—term sensor purchase
agreements, capital expenditures and sales and marketing activities, research and development activities and working capital and general corporate
purposes. The timing and amount of our actual expenditures will be based on many factors, including cash flows from operations and the anticipated growth
of our business. We have invested the net proceeds from our initial public offering in short~term, money market securitics. There has been no material
change in the planned use of proceeds from our initial public offering as described in the final prospectus filed with the SEC on August 8, 2007 pursuant to
Rule 424(b) under the Act.
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Unregistered Sales of Equity Securities

During the year ended December 29, 2007, we issued and sold 42,650 shares of our common stock that were not registered under the Act to our employees
upon the exercise of options for aggregate cash consideration of $136,258, These shares were issued in reliance upon the exemption from registration
provided under Section 4(2) of the Act and/or Regulation D promulgated thereunder, or Rule 701 promulgated under the Act. The recipients of securities in
cach transaction represented their intentions to acquire the securitics for investment only and not with a view to or for sale in connection with any
distribution and appropriate legends were affixed to the share certificates issued in these transactions. All recipients had adequate access, through their
relationships with us, to information about us.

Stock Performance Graph

The following stock performance graph and related information shall not be deemed “soliciting material” or to be “filed” with the SEC, nor shall such
information be incorporated by reference into any future fling under the Securities Act or Exchange Act, except to the extent that we specifically
incorporate it by reference into such filing.

The following stock performance graph compares total stockholder returns for Masimo Corporation from the date of our initial public offering of August 8,
2007 through December 29, 2007 against the NASDAQ Market Composite Index and NASDAQ Medical Equipment Index, assuming a $100 investment
made on August 8, 2007. Each of the two comparative measures of curnulative total return 2ssumes reinvestment of dividends. The stock performance
shown on the graph below is not necessarily indicative of future price performance.
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ITEM 6. SELECTED FINANCIAL DATA

The following tables reflect selected financial data derived from our consolidated financial statements for each of the last five years. The consolidated
statement of operations data for the years ended December 29, 2007, December 31, 2006 and 2005, and the consolidated balance sheet data as of
December 29, 2007 and December 31, 2006 are derived from our audited consolidated financial statemnents in¢luded in this Form 10~K. The consolidated
statement of operations data for the years ended December 31, 2004 and 2003, and the consolidated balance sheet data as of December 31, 2005, 2004 and
2003 are derived from our audited consolidated financial statements not included in this Form 10-K. Historical results are not necessarily indicative of
future results. The selected financial data set forth below should be read in conjunction with our consolidated financial staternents, the related notes and
Itern 7—"Management's Discussion and Analysis of Financial Condition and Results of Operatiens” included elsewhere in this Form 10-K.
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Royalty and license fee 315 288 277 69,207 56,602
Total revente. . .o o Ehe i o e TR TAGTIA . 69357 e 107,890 224338 .. 356286]
Cost of goods sold 22,448 29,354 42,717 61,640 73,606
Gross profit P S O A 24,286 — TAD003. - 65073 _ 162,698 c—e e _182,6807
Operating expenses: . e e e e e e e = - I
i _ Researchand development — . .. .. T T 4567_.. .. . 6044_._ 8548 - ___ 24875 _ ___ _22960]
. _.Selling, general and administrative ___ ... . ___ __ 21947 . .. 29880 . .. 42807 91384 _ 91234
i . .. Patent litigation expenses (Proceeds) momrma e it s e 8285 e e 6204 o L7360 ..»-(262,605] T =
Purchased in—process research and development — e ) 2800 o —
{ - Antitrust litigation <o <2 i - RIS e 278 L1095
Total operating expenses 30,759 42,366 56,169 (146,237) 115,731
Operating income: (1058) i o m A R T 6,47 et o (2,363) 200,004 e 308,935, 5 20 66,948]
Non—opcmtmg income (expense):, ... e st s s e e R _
IOEETESt IBCOTHE —rime 2 b _ . T s BNy AN S Y TS WA X V3 i
Interest CRPEISE e ot ot o e o (468) L1434y ,,.,_3(1 851 ____..(1,829) .. ,‘(2 475).
i Other - O S . 3)m. e B e it (B e e e SSL 1,287
Total non—operzting income (expense) 419 (1,319) (1,635) 5,468 1,173
Income (loss) before pmv;smn  for. (bcncﬁt fmm) income t.ﬂ.xcs__._.~ — (6 892) - (3 682) N _7,369 e 234403 68,1253
Provision for (benefit from) income taxes (26,012) 132,577 25,867
Net income (foss) —w aw T T I T T 6 8s 394) S TG, 343)‘.; "_{.':233,381 RSN T T S UL L1 2
Preferred stock dividend g s+ . — PR (Y 1) SO
Acctetion of preferred stock. - L TEnliT I G, 477) RO (8 477\ : (8, 278‘- e (7985) S (4,837
Undistributed income attributable to preferred stockholders (19 599) (34,275) (14,339)

e e

Net income (10s5) AHHbUTEBIE f0. COMMON StOCKNOIARTs s ee§ - (15.371) —m § 5 (12,3200 5" S 455,504, ' 61,781, . «§7 23,0791

Net income (loss) per common shan: Do

L Basic o ... . T UTETS T es s ANy T 8T ue0s7 s T U339, 8013
Diluted $ (69 8 (13D S 042 $ 3.4 S 0.60

Wc:ghtcd—avcﬂgc sumber of common shares:__ . _. __._.. .. - _ . T L. T IR
__ Basic — Two Class method ___ e 79350340 9378741 _9,717,882___ 16319898 ___ 16,654,586

T Diluted - Two Class method ~. v = —om o e o oo 2. 9,350,340 _. 9,378,741 - 13,102,611 . ... 20,302,872... ... 20,732,872:4
- Basic = Single Class method ____ e . _NA__ o NA NIA N/A 54,660,216

{ = Diluted = Single Classméthod . = <~ . . — o < <ot comel NIA. N NI A T T I NIA T T 59,829,198 3

(1} Pursuant to Financial Accounting Standards Board Interpretation No. 46(R), "Consolidation of Variable Interest Entities—an Interpretation of ARB
No. 51,7 or FIN 46(R), Masimo Labs is consolidated within our financial statements. Accordingly, all inter—company royalties, option and licensing
fees, and other charges between us and Masimo Labs have been climinated in the consolidation. Also in accordance with FIN 46(R), all direct
cngineering expenses that have been incurred by us and charged to Masimo Labs have not been climinated and are included as research and
development expense in our consolidated statements of operations. For additional discussion of accounting for Masimo Labs, see Note 4 to the Notes
to Consolidated Financial Statements.

(2} See Note 2 to the Notes to Consolidated Financial Statements for 4 description of the method used to compute basic and diluted net income (loss) per
commen share.
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December 31, December 3t, December 31, December 31, December 29,
—t00d —200s 2006 —2007
o R T {in th ds, except dividend declared | per common share) . .
Balance SheetData: .. . . ..._>. -~ e e e e ot e e e e e -..“_m.ﬁ“]
Cashand cashequivalents . . __ .. _ .. .. .5 .11124 ____,S__ 11, 794 8§ 14,172, 0 $.. 55382 %__ 96,733
Working capital ... . . . o o PP U - -_-34,213--....--30125 I 121 331
Total assets N e o w5 v e - 54,221_ . 100,580 ... 159,073 __ __ 235511
Long term debt, i mcludmg cuxrcntpamon._ ..... —_l e 23,828 __k29 060 —_21,042 : 31,041
Convertible preferred stock . . . o vy e b v e 127,204, 135,681 143,959 .. __ e e
Total stockholders” équity (deficit) .. & et e et -{115,393) _ ,._.(127.573) v (101 082) 56, 961 -5.150,066
Dividends declared per common share 4.09 —

®)  Dividends declared as a result of a one—time patent litigation settlement with Nellcor in 2006. See Item 7 — “Management’s Discussion and Analysis
of Financial Condition and Results of Operations™ for further details regarding the settlernent. The dividends were declared for the same amount per
share to both common and preferred stockholders, assuming the conversion of all outstanding shares of preferred stock into common stock on a 1:1
basis. Se2 Note 11 to the consolidated financial statements for further details regarding the dividends dectared.
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

You should read this discussion together with the financial statements, related notes and other financial information included in this Form 10—K. The
Jollowing discussion may contain predictions, estimates and other forward-looking statements that invoive a number of risks and uncertainties, including
those discussed under ltem 1. A= "Risk Factors™ and elsewhere in this Form 10—K These risks could cause our actual results to differ materially from any
Suture performance suggested below.

Overview

We are a global medical technology company that develops, manufactures and markets non—invasive patient monitoring products that improve patient care,
We invented Masimo Signal Extraction Technology, or Masimo SET, which provides the capabilities of measure—through motion and low perfusion pulse
oximetry to address the primary limitations of conventional pulse oximetry. Pulse oximetry is the non—invasive measurcment of the oxygen saturation level
of artenial biood, or the blood that delivers oxygen to the body’s tissues, and pulse rate. Conveational pulse oximetry is subject to technological limitations
that reduce its effectiveness and the quality of paticnt care. In particular, when using conventional pulse oximetry, arterial blood signa! recognition can be
distorted by motion artifact, or patient movement, and low perfusion, or low arterial bloed flow. Low perfusion can also cause the failure of the
conventional pulse oximeter to obtain an accurate measurement. Conventional pulse oximetry readings can also be impacted by bright light and electrical
interference from the presence of electrical surgical equipment. Published independent rescarch shows that over 70% of the alarms were false outside the
operating room using conventional pulse oximetry. Our Masimo SET platform has addressed many of the previous technology limitations. The benefits of
Masimo SET have been validated in over 100 independent clinical and laboratory studies. During 2007, we generated product revenue of $199.7 million,
representing & compound annual growth rate, or CAGR, of 42.5% for the three years ended December 29, 2007,

We develop, manufacture and market a family of non—invasive blood constituent patient monitoring solutions that consists of a monitor or circuit board and
our proprietary single—paticnt use and reusable sensors and cables. In addition, we offer a remote~alarm/monitoring solution, such as the Masimo Paticnt
SafetyNet. Although our Masimo SET platform is only operable with our proprictary sensors, our sensors have the capability to work with certain
competitor pulse oximeters through the use of our adapter cables. In 2005, we launched our Masimo Rainhow SET Pulse CO—Oximetry platform utilizing
licensed Reinbow technology from Masimo Labs, which cnables the non—invasive measurement of not only arterial blood oxygen saturation level and pulse
rate, but also carboxyhemoglobin, or carbon monoxide levels in the blood, and methemoglobin saturation levels in the blood. Along with the retease of our
Masimo Rainbow SET Pulse CO—Oximetry products, we have developed multi—wavelength sensars that have the ability to monitor multiple parameters
with a single sensor.

We have focused on building our U.S. and international sales and marketing infrastructure to market our products to end—users, such as hospitals, and OEM
partners for incorporation into their patient~monitoring products. We market our pulse oximetry products to hospitals and the EMS market through our
direct saies force, and market our circuit boards to our OEM partners. Today, the primary focus of our hospital sales force is to facilitate the conversion of
hospitals to our Masimo SET or Masimo Rainbow SET products. In the United States, we typically enter into long—term sales contracts with hospitals,
pursuant to which we ship and install our pulse oximeters at no cost to the hospital in exchange for a commitment to purchase 2 minimum number of sensors
from us over a specified period of time, With the introduction of Masimo Rainbow SET Pulse CO~Oximetry, we have established a small sales force to
concentrate on the EMS market. Over the past year, we have expanded our sales and marketing staffing levels to 292 as of December 20, 2007, from 239 as
of December 31, 2006. As a part of this growth, we expanded our hospital sales force, including clinical specialists, to 155 employees as of December 29,
2007 from 129 employees at December 31, 2006, We supplement our direct sales with sales through our distributors. During this period, direct and
distributor sales have increased to approximately $143.7 million, or 71.9%, of product revenues for 2007, from $104.0 milhon, or 67.1%, of product
revenues in 2006. We expect the percentage of our revenue from direct sales to continue to increase as we éxpand our worldwide direct sales force.

The building of our installed base of pulse oximeters and pulse oximeter circuit boards generates recurring sales of our sensors, primarily single-patient use
sensors. A user of one of our pulse oximeters or our OEMs’ pulse oximeters can obtain the benefit of the Masimo SET or Masimo Rainbow SET only by
using our proprictary sensors that are designed for our system. We currently estimate that our worldwide installed base was approximately 470,000 units as
of December 29, 2007, up from 377,000 units as of December 31, 2006, We estimate our installed base to be the number of pulse oximeters and pulse
oximeter circuit boards that we have shipped in the past seven years. In the event we increase this assessment period beyond seven years in the future,

our estimated installed base may increase materially. We expect our worldwide installed base to continue to increase as we expand our market share and
expand the pulse oximetry market to other patient care settings.

On August 13, 2007, we completed our initial public offering, or IPO, of common stock in which a total of 13,704,120 shares were sold, comprised of
10,416,626 shares sold by selling stockholders, 1,500,000 shares sold by us at the initial closing and 1,787,494 shares sold by us pursuant to the
underwriters® full exercise of their over—allotment option, at an issue price of $17.00 per share. We
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raised & total of $55.9 million in gross proceeds from the [PO, or approximately $47.8 million in net proceeds after deducting underwriting discounts and
commissions of $3.9 million and estimated other offering costs of approximately $4.2 million. Upon the closing of the [PO, all shares of convertible
preferred stock outstanding automatically converted into an aggregate of 34,612,503 shares of common stock. The condensed consolidated financial
statements as of and for the period ended December 29, 2007, including share and per share amounts, include the effects of the offering since it was
completed prior to December 29, 2007,

Masimo Laboratories, Inc.

Masimo Laboratories, Inc., or Masimo Labs, is an independent entity spun off from us to our stockholders in 1998, Joe E. Kiani and Jack Lasersohn,
members of our board of directors, are also members of the board of directors of Masimo Labs. Joe E. Kiani, our Chairman and Chief Executive Officer, is
also the Chairman and Chief Executive Officer of Masimo Labs. We are a party to & cross—licensing agreement with Masimo Labs, which was recently
amended and restated effective January 1, 2007, or the Cross—Licensing Agreement, that governs each party’s rights to certain of the intellectual property
held by the two companies.

Under the Cross—Licensing Agreement, we granted Masimo Labs an exclusive, perpetual and worldwide license, with sublicense rights to use alt Masimo
SET owned by us, including all improvements on this techaology, for the measurement of non—vital signs parameters and to develop and scll devices
incorporating Masimo SET for monitoring non—vital signs parameters in any product market in which a product is intended to be used by a paticnt or
phbarmacist rather than a professionat medical caregiver, which we refer to as the Labs Market. We also granted Masimo Labs a non—exclusive, perpetual
and worldwide license, with sublicense rights to use all Masimo SET for the measurcment of vital signs in the Labs Market.

From May 1998 through December 2007, Masimo Labs contracted the services of our employees for the development of Rainbow technology. We paid
Masimo Labs for the option to market and develop products based on Masimo Labs technology in defined markets. Through December 2005, we had paid
Masimo Labs $7.5 million in option fees and nearly all these option fees were used by Masimo Labs to repay us for the services that we had provided 10
Masimo Labs. In addition, through December 2006, we exercised two licenses, for $2.5 million each, for the right to market products based on the new
carbon monoxide and methemoglobin parameter technologies developed by Masimo Labs. As of December 29, 2007, the entire $5.0 million in fees had
been used by Masimo Labs to repay us for the shared engineering and other services that we provided to Masimo Labs. We also entered into a Services
Agreement with Masimo Labs to govern the services we will provide to Masimo Labs going forward, effective as of January 1, 2007. As part of the
Cross—Licensing Agreement, we exercised an additional license for total hemoglobin for a fee of $2.5 million, on January 1, 2007.

The Cross—Licensing Agreement requires us to pay certain royalties on products incorporating the licensed Rainbow technelogy. The royalty is up to 10%
of the Rainbow royality base, which will include handhelds, tabletop and mult—parameter devices. Handheld products incorporating Rainbow technology
will carry a 10% royalty rate. For other products, only the proportional amount attributable for that portion of our products used to measure non~vital sign
parameters, sensors and accessorics, rather than for measuring vital sign parameters, will be included in the 10% Rainbow royalty base. For
multi-parameter devices, the Rainbow royalty base will include the percentage of the revenues based on the number of Rainbow—¢nabled parameters.
Beginning in 2009, for hospital contrects where we place equipment and enter into a sensor contract, we will pay a royalty to Masimo Labs on the total
sensor contract revenues based on the ratio of Rainbow enabled devices to total devices,

We are also subject to certain specific annual minimum aggregate royalty payments. These minimum aggregate royalty payments are $3.5 million, $4.0
million and $5.0 million in 2008, 2009 and 2010, respectively, and $5.0 million per year thereafter. In addition, in connection with a change in control, as
defined in the Cross—Licensing Agreement, the minimum aggregate annual royalties for all licensed Rainbow parameters payable to Masimo Labs will
increase to $7.0 million, $10.0 million and $15.0 miilion in 2008, 2009 and 2010, respectively, and 515.0 million per year thereafter, and up to $2.0 million
per year for cach additional Rainbow parameter,

Pursuant to Financial Accounting Standards Board Interpretation No. 46(R), Consolidation of Variable Interest Entities—an Interpretation of ARB No, 51,”
or FIN 46(R), Masimo Labs is conselidated within our financial statements for all pericds presented. Accordingly, all royalties, option and license fees and
other charges between us and Masime Labs have been eliminated in the consolidation. Also in accordance with FIN 46(R), all direct engineering expenses
that have been incurred by us and charged to Masimo Labs have not been eliminated and are included as research and development expense in cur
consolidated statements of operations. For additional discussion of Masimo Labs, see Note 4 to the Notes to Consolidated Financial Statements.

Nellcor Patent Litigation Settlement

In October 1999, we filed a patent infringement fawsuit in the United States District Court for the Central District of California against Mallinckrodt, Inc,,
now part of Covidien (formerly Tyco Healthcare), and one of its subsidiaries, Nellcor Puritan Bennett, Inc., collectively referred to as Nellcor. Nellcor is
one of the largest manufacrurers and distributors of pulse oximetry products in the world. The lawsuit was filed for infringement of our pulse oximetry
signal processing patents. Nellcor denied our claims and made counterclaims alleging infringement of its patents by us. This lawsuit resulted in a jury
verdict that Nellcor had infringed several of our patents, including one of our measure—through motion pulse oximeter patents. In September 2005, the U.S.
Federal Court of
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Appeals ruled that Nellcor infringed several Masimo patents and ordered the lower court to enjoin Nellcor's infringing products. Prior to the issuance of a
ent injunction, Nellcor entered into a settlement agreement with us on January 17, 2006, under which we agreed to sctile all pending patent litigation

with Nellcor. In return, Nellcor agreed to pay us $263.0 million for damages incurred through January 2006. We granted Nellcor a covenant not to sue on

certain new products and Nellcor agreed to pay us royalties on its total U.S. pulse oximetry revenue at least through March 14, 201 1. In addition, in January

2006, Nellcor made an advance royalty payment to us of $67.5 million for estimated sales of its products in the United States during the remainder of

calendar 2006. Throughout 2006, we received a total of $330.5 million in cash from Nellcor pursuant to the settlement agreement.

We recorded the $263.0 million lump sum payment as patent litigation proceeds in January 2006 and we recognized approximately $68.8 million of royalty
revenue in 2006 based on Nellcor’s total 2006 U.S. pulse oximetry revenues as report to us, We recognize royalty revenue based on the estimated average
royalty rate per the settlement agreemeat muitiplied by our estimate of Nellcor’s sales for each quarter. This estimate is adjusted prospectively when we
receive the Nellcor royalty report, 60 days after the end of each quarter. Per our settlement agreement, the 2007 royalty rate declined significantly from the
2006 rates and will decline again in 2008. However, the 2008 rates will remain consistent through March 14, 2011, the remainder of the settlement

agreement period.

Cash Dividends and Specizl Bonus Payments

In March 2006, we paid a cash dividend of $3.365 per share, in the aggregate amount of approximately $171.8 million, to holders of our common and
preferred stock, assuming the conversion of all outstanding shares of preferred stock into an aggregate of 34,612,503 shares of common stock. Of this
amount, $21.7 million relates to dividend payments made 1o stockholders who exercised stock options by delivering us a promissory note. In accerdance
with Emerging Issues Task Force, or EITF, 95-16, the $21.7 million in cash dividends have been classified as compensation expense in the accompanying
consolidated financial statements, under cost of goods sold, research and development and selling, general and administrative expenses. In February 2007,
we paid additional cash dividends of $0.468 per share and $0.257 per share, in the aggregate amount of approximately $37.1 million, to holders of our
commen and preferred stock assuming conversion into common stock. In March 2606 and March 2007, we also made special bonus payments in the
aggregate amount of approximately $9.7 million and $2.0 million, respectively, to our employees and directors who held vested stock options as of March 1,
2006. These cash dividends and special benus payments were made from the after—tax proceeds that we received from our patent infringement lawsuit
against Nellcor and interest camned thereon. We do not intend to distribute any future royalties received from Nellcor under the settlement agresment to our
stockholders or our option holders.

The following is stock—based compensation expense for the year ended December 31, 2006 associated with the dividend and special bonus payment
discussed above, as well as related to implementation of FASB 123(R) and other stock related compensation for the year ended December 29, 2007.

~Eunctional Fxpense
Research Selling,
Cost of and General and

Development  Admindstrative  _Tofal

U Y T S S

Dividends declared on common shares securing the OULSIANAInG DOD TECOUTSE TOLES - . —n. o -men 308 .2 5,001 —.. 8 ... 16,264 < $31.673
Special bonus payments to holders of vested options to purchase common stock e 822 03990 5900 _ 11,712
Stock option compensation pursuant to adoption of SFAS 123(R} v + . e s e e 289 287 L L 794 1,330
Other —— — 355 355
For the year ended December 31, 2006 v - oo bt o 3o oo s o e o $T T T §E937R . T 23,313 TTER35.070
Stock option compensation pursuant to adoption of SFAS 123(R) ___ . . e o3 .0264 8, 670 _ $_. _2541__.% 3475
L 3 - TS U SN PUPRY" § [ SRR § I
For the year ended December 29, 2007 : $ 264 $ 670 $ 2,958 $ 3,892
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Results of Operations

The following tables provide a comparison of our carnings per share calculated under Emerging Issues Task Force Issue No. 036, “Participating Securities
and the Two—Class Method under FASB Statement No. 128", or EITF 03—6, and Financial Accounting Standards Board No. 128 “Earnings per Share™, ot
FASB 128, in accordance with GAAP and the no—GAAP if copverted method based upon FASB 128. The non—GAAP if converted method assumes
conversion of all shares of our prefemred stock into common stock as of December 31, 2006,

Upon the closing of our initial public offering on August 13, 2007, all outstanding shares of our pricr Series A through Series G convertible preferred stock
were converted into an agpregate of 34,612,503 shares of common stock. Therefore, effective August 13, 2007, we transitioned from computing earnings
per share from the two class method in accordance with EITF 036 to the if converted method in accordance with FASB 128. Net income for the year ended
December 29, 2007 was allocated between the periods during which two classes of equity securities were outstanding and during which a single class of
equity securities was outstanding based on the respective number of days. For the year ended December 29, 2007, two classes of equity securities were
outstanding for 224 days and a single class of equity securities was outstanding for 139 days, or 61.7% and 38.3% of the total days in the year end reporting

period, respectively.

We believe that the following non—GAAP camings per share information is relevant and useful information that can be used by analysts, investors and other
interested parties to assess our performance on a comparable basis to future reported eamings per share. Accordingly, we are disclosing this information to
permit additional analysis of our performance {in thousands, except share data):

Year ended
Az Reported

—— - e T __[r.maudlted)

Net income attributable to common stockholders:. OV S S e

o Net income —two class method (1) .. .. o o e e s o g . 326 075 —
{777 Accretion of preferred StOcK. . o o - oo e o AT T T T T (A83T) e
Income attributable to preferred stockholders (14,339)

> -..—-“, ¥ e U .
i

{7 Net income attributable to conuESE-Stockholdcrs{ VIRV S TS 0 S+ ViU .-m.—mS-_mG 899 a1

Basic net income per commen share: . S R O
{ . ~Weighted average common shares oul.st.undmg “two class method . . oo we . o e s a e —mam e . 16,654,586 - L Fal .
Basic carnings per share for period during which two classes of equity sccurities were outstanding $ 041

{7~ Neét income for period dunng which smgle ¢lass of equity securities was OUESEANAING (1) S in Lo bmrie ot § - e 16,180 e’ - §.. 42,255

Weighted average common shares outstanding — single class (2) 54,660,216 52,611,674
{Basic net income pcr -t share for pcnod durmg which single class of equity securities were outsanding - - ;.. AP SR % T R
Basic net income per common share S 0.71 s 0.80
Diluted nét income per common share:. . oo+ e L g T e e e = < R

.. Weighted average comrmon shares outstanding — two class method . . . ... . .o . 16,654,586 R,

.+ Diluted common share equivalent: SI0CK OPHOIS v v wiv . cn o ©rur irimdt me come s ey o o cewefidben i corri . e oot i 4,078,286 L Lo
20,732,872
{7 Dituted carmnés pc; share for penod during which two classes of cqmty SWIIHD;SW'CI';—CNEIZ&-EEI‘E& LT ey LTI LT

Net income for period during which single class of equity securities was outstanding (1) b 16,180 § 42255
I ~.W’e:ghts:d avmge g common shares. outstanding — single class (2) ~ e LT 254,660,216 . 52,611,674

Diluted common share equivalent: stock options 5,168,982 4,615,833
s L T L SR A T T LT LT T R 989,198 L 57,227,507

Diluted net income per share for period during which single class of equity securities were outstanding $ 0.27
Diluted net income per common share_ .. ...l PRI N MR AN S SUNIAY Y 7 M % 7

(1) Net income for the year ended December 29, 2007 was allocated between the periods during which two classes of equity securities were outstanding
and during which a single class of equity securities was outstanding based on the respective number of days. The convertible preferred stock was
converted into common stock on August 13, 2007, the closing date of the Company's initial public offering. For the year ended December 29, 2007,
two classes of equity securities were outstanding for 224 days and a single class of equity securitics was outstanding for 139 days, or 61.7% and
38.3% of the total days in the reporting period, respectivety,

(2} Weighted average shares outstanding used to compute basic net income per share after conversion of convertible preferred stock; one cless of
common shares was outstanding for the period from August 13, 2007 1o December 29, 2007,
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The following tzble sets forth, for the periods indicated, our results of operations expressed as dollar amounts and as & percentage of revepues. The patent
litigation proceeds and the royalty reccived from Nellcor in 2006 bave significantly affected our revenues, results of operations and financial position.
Accordingly, our results of operations for the year cnded December 31, 2006 are difficult to compare to our results of operations for the years ended
December 31, 2005 and December 29, 2007,

Year ended Year ended Year ended
—December 3L 2006
Y of Y of % of

-~ (i lhnusmdg :xctpt perl:entlg:s) e e

: - S 0 T S X o)
Product ... s  eremamen e v o et e . 99.7%.. $.155.131 .......69.2% . §199,684 . _ T7. 9%,
{7 Royalty and ficense fee ... o £ L T T T 7703 - 69207 ._30.8.. __56,602:_ 2200
Totalrevenue, ... . ... _____._ e e e . ... 107890, 1000224338 _ _100.0_. _ 256286 _ _100.0 _
Costofgoodssold _ _ . _ . . o e 42T 396 . 1061640 275 . . 73606.. 287
Gross profit .. PO I hiemns s 65 173 w604 g 162, 698 ] 23— 182 680,_,,___ 713 ..
OPETating EXPERSES: -« i o o <com Eilomn v e i e e e e L I L L e T T
. Research and development,_ . ... . e e e, 8 548 . 79 .. .24, 875‘ —lll ____.__2” 960__,_- .90
___Selhng general and AAMINISEAtVE . —vems . = - oo e m e 82,807 e 39T e 91,384 1407 . 91,234 | _35.6.
——— Patent litigation expenses (proceeds) ... - e 1, 736 e 16 (262, 605)___.(Il7 1} _ —_— . —.
+ —— Purchased in=process research and development .o . o 2800, - 26 e e e .e— i t
Antitrust litigation 278 03 109 — ] 537 0.6
TOTl OPETAUNE CXDODSES. . o soos o For o o o e e T T 56,160~ — 531 - A {146,237) - (652) - . 115,731.." 452 3
Operating INCOME . _, . . . o e o v cmae v e e R 9004_, R X .‘_,_308 G35_ 1377 __ . .66949_ _ . 26.1_
Nou—opcmnngmcome(cxpense) S ; : _— . e - - et —emm —— .
e IREETESLINCOME . Lo s e 224 OZM, - 6741-_ 30, 2361 09 .
Lai Interest expense--u.--.-.. SIS S S S S (1 851} -(1 7)-......_ (1 824) - (0.8).... (2 475)_. (l 0)
Other ®) 0.0 0.2 1,287 0.5
Tétal non-operating income (expense) .. s L T T IS - (15) ———-5468_ . _24__ 11732, . 04l
Income before provision for (benefit from) income taxcs e . 1,369 69. .. 314403 1401 __ 68,122 265 |
Provision for (benefit from) income taxes s . o (26/012) e (24.1).22132,577 - a 590 L L 25867, . 100
Net income _ ____ e s e e e e e .33381._._309__ 181,826 . _BLO . 42255  _165..
Preferred stock dividend. . .. .:o. . - = : B ¢ v v -L) SR ¢ 7% ) S
Accretion of preferred stock . _ SR ¢ .7 3 SNSRI ¥ 1y ) I ¢ 985) . .(3.6) —__ (4,837 . __(1.9)_

Udistributed income attributable to prefeired stockholders .. - — wv ——— _ (19,599)_ . {18.2)——__(34,275)- -- (15.3) —(14,339) ... (5.6) .

Net income attributable to common stockholders $ 5,504 50% $ 61,781 274% § 23,079 9.0%
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Comparison of the Year ended December 29, 2007 to the Year ended December 31, 2006

Revenue. Total revenue increased $32.0 million, or 14.2%, to $256.3 million for the year ended December 29, 2007 from $224.3 million for the year ended
December 31, 20086,

Product revenues increased $44.6 million, or 28.7%, to $199.7 million in the year ended December 29, 2007, from $155.1 million for the ycar ended
December 31, 2006. This increase was primarily due to increased product revenues resuiting from an increase in our installed base of pulse oximeter circuit
boards and pulse oximeters to 470,000 units at December 29, 2007 from 377,000 units a1 December 31, 2006. Product revenue genemated by our direct and
distribution sales channels increased $39.7 million, or 38.1%, to $143.7 million from $104.0 million, while revenues from our OEM channel increased $4.9
million, or 9.6%, to $56.0 million from $51.1 million. As part of the increase in our direct and distributton sales channels, we generated $6.1 million in sales
from Rainbow technology products in 2007 compared to $3.7 million in 2006,

Our royalty and licensc fee revenue decreased $12.6 million, or 18.2%, to $56.6 million in 2007 from $69.2 million in 2006, primarily duc to a decline in
the 2007 royalty rate under the terms of our settlement agreement with Nellcor, We expect the royalty revenue to continue to decline through the end of the
royalty agrecment in March 201 1.

Cos? of Goods Sold. Cost of goods sold increased $12.0 million, or 19.4% to $73.6 million for the year ended December 29, 2007, from $61.6 million for
the year ended December 31, 2006. Our gross margin decreased to 71.3% for the year ended December 29, 2007, from 72.5% for the year ended

December 31, 2006. This decrease in gross margin was due to the expected decrease in Nellcor royalty revenue of $12.7 million, afthough partially offset by
$2.1 million of special bonus payments in 2006. Notwithstanding the Netlcor royalty and special bonus payments, the gross margin would have increased by
1.5%. During 2007, cur product gross margins increased to 63.1% from 61.6% in 2006, after adjusting for the special bonus payments. This increase was
primarily due to the impact of increased sales of our Rainbow products and lower manufacturing costs resulting from the efficiencies derived from higher

- production levels.

Research and Development. Research and development expenses decreased $1.9 million, or 7.7%, to $23.0 million for the year ended December 29, 2007,
from $24.9 million for the year ended December 31, 2006. The 2006 amount included a charge of $9.1 million in special bonus payments. Notwithstanding
that charge, research and development expenses increased $7.2 million, mainly due to $5.3 million of increased payroll and payroll related costs associated
with increased research and development staffing levels. Rescarch and development staffing increased to 130 at December 29, 2007 from 98 at

December 31, 2006. In additicn, engineering supplies expense increased $1.3 million, due to additional project development activities. [ncluded in these
total research and development expenses are $1.9 million and $3.4 million of engineering expenses incurred by Masimo Labs for the years ended
December 29, 2007 and December 31, 2006, respectively. Stock based compensation expense related to SFAS 123(R) was $670,000 and $287,000 for the
years ended December 29, 2007 and December 31, 2006, respectively.

Selling, General and Administrative. Selling, general and administrative expenses decreased $0.2 million, or 0.2%, to $91.2 million for the year ended
December 29, 2007, from $91.4 million in the year ended December 31, 2006, The 2006 amount inctuded a charge of $22.2 million in special benus
payments. Notwithstanding that charge, selling, general and administrative expenses increased $22.0 million, primarily due to increased payroll and related
cxpenses of $11.9 million, increased marketing and related expenses of $6.9 million, increased professional fees of $1.4 million and $1.8 million of other
expense. The primary reason for the increased payroll and related expenses was an increase in selling, general and administrative staffing to 360 at
December 29, 2007 from 292 at December 31, 2006. Increased marketing and related expenses resulted from additional trade show expense of $1.4 million,
higher promotional and sample materials of $1.4 million, increased customer training activities of $1.3 million and increased group purchasing organization
fees of $1.2 million. Increased professional fees related to increased litigation costs, tax planning and audit work, as well as consulting to document
compliance with the Sarbanes—Oxley Act. Included in these total selling, generel and administrative expenses are $530,000 and $147,000 of activitics
performed by Masimo Labs for the years ended December 29, 2007 and December 31, 2006, respectively, Stock based compensation expense related to
SFAS 123(R) was $2.5 million and $794,000 for the years ended December 29, 2007 and December 31, 2006, respectively.

Non—operating income. Non—operating income was $1.2 million for the year ended December 29, 2007, compared to $5.5 million for the year ended
December 31, 2006. This change was primarily due to the decrease in interest income of $4.4 million resulting from lower overall 2007 cash levels as
compared to 2006. Average cash levels throughout 2006 were higher than 2007 duc to the investment of patent litigation settlement proceeds and prepaid
royalties received in January 2006. In additicn, other income was $1.3 million for the year ended December 29, 2007, resulting primarily from foreign
currency transaction gains retating to the impact of the strength in the Euro and British Pourd as compared to the US dollar for most of 2007.

Provision for Income Taxes. Our provision for income taxes was $25.9 million for the year ended December 29, 2007, compared to $132.6 million for the
year ended December 31, 2006. This decline in provision for income taxes was due primarily to the decline in
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our 2007 taxable income as a result of the one—time gain from our patent litigation settlement in 2006. Qur effective tax rate declined to 38.0% in 2007 from
42.2% in 2006. This decline in rate was duc to the non—deductibility of dividends classified as compensation expense in 2006, which we did pot incur in
2007, a reduction of foreign losses not benefited in the US and a reduction in state tax obligations.

Comparison of the Year ended December 31, 2006 to the Year ended December 31, 2005

Revenue. Total revenue increased $116.4 mittion, or 107.9%, to $224.3 million for the year ended December 31, 2006 from $107.9 million for the year
ended December 31, 2005. A significant portion of the increase in revenue was due to fiscal 2006 royalties of $68.8 million related to the Nellcor settlement

agreement.

Product revenues increased $47.5 million, or 44.2%, to $155.1 million in the year ended December 31, 20086, from $107.6 mitlion for the year ended
December 31, 2005. This increase was primarily due 1o increased product revenues as a result of an increase in our installed base of pulse oximeter circuit
boards and pulse oximeters to 377,000 units at December 31, 2006 from 292,000 units at December 31, 2005. Product revenue generated by our direct and
distribution sales channels increased $34.9 million, or 50.5% to $104.0 million from $69.1 million, while revenues from our OEM channe! increased $12.6
million, or 32.7%, to $51.1 million from $38.5 million. As part of the increase in our direct and distribution sales channels, we generated $3.7 million in
sales from Rainbow technology products in 2006 compared to $700,000 in 2005.

Our royalty and license fee revenue increased $68.9 million, to $69.2 millicn in 2006 from $277,000 in 2005, primarily due to royalties received from
Nelleor under the terms of our settlement agreement.

Cost of Goods Sold. Cost of goods sold increased $18.9 million, or 44.3%, to $61.6 million for the year ended Decernber 31, 2006, from $42.7 millioa for
the year ended December 31, 2005. Our gross margin increased to 72.5% for the year ended December 31, 2006, from 60.4% for the year ended
December 31, 2005. This increase in gross margin was due to the Nellcor royalty revenue of $68.8 million, which was partially offset by $2.1 million of
special boous payments and $249,000 of stock—based compensation expense. Our 2006 product margins increased to 61.6% from 60.3% in 2005 due to a
higher percentage of revenue from our sensor products combined with higher realized circuit board margins and the favorable margin impact of increased
Rainbow product revenues.

Research and Development. Research and development expenses increased $16.4 million, or 191.0%, to $24.9 million for the year ended December 31,
2006, from $8.5 million for the year ended December 31, 2005, The $24.9 million included a charge of $9.4 million in stock—based compensation
associated with the dividend and special bonus payments. Notwithstanding that charge, rescarch and development expenses increased $5.3 million due to
increased payroll and payroll related costs associated with increased research and development staffing levels. Research and development staffing increased
to 98 at December 31, 2006 from 65 at December 31, 2005, Included in these total research and development expenses are $3.4 million and $2.6 million of
engineering expenses incurred by Masimo Labs for the years ended December 31, 2006 and 2005, respectively. Stock based compensation expense related
to SFAS 123(R) was $287,000 for the year ended December 31, 2006. Since we followed APB 25 during the year ended December 31, 2005, the stock
based compensation expense related to SFAS 123(R) was 50.

Selling, General and Administrative. Selling, general and administrative expenses increased $48.6 million, or 113.5%, to $91.4 million for the year ended
December 31, 2006, from $42.8 million in the year ended December 31, 2005. The $48.6 million increase included a charge of $23.3 million in stock-based
compensation associated with the dividend and special bonus payments. Notwithstanding that charge, selling, gencral and administrative expenses increased
$12.3 million due to increased selling, general and administrative staffing. Selling, general and administrative staffing increased to 292 at December 31,
2006 from 201 at December 31, 2005. Additional increased spending was attributable to $3.4 million in travel and entertainment expenses and $1.5 million
in employee recruiting and training activities. Included in these total selling, general and administrative expenses are $147,000 and $147,000 of activities
performed by Masimo Labs for the years ended December 31, 2006 and 20035, respectively. Stock based compensation expense related to SFAS 123(R) was
$794,000 for the year ended December 31, 2006. Since we followed APB 25 during the year ended December 31, 2005, the stock based compensation
expense related to SFAS 123(R) was $0.

Patent Litigation Expenses (Proceeds). Patent litigation proceeds from our patent infringement lawsuit against Nellcor was $262.6 million for the year
ended December 31, 2006, as compared to $1.7 millton of expense for the year ended December 31, 2005, This change was due to the one—time patent
litigation scttlement in January 2006, and related proceeds of $263.0 million less current and related legal fees.

Purchased In—Process Research and Development. We did not incur any charges related to purchased in—process research and development in 2006. As a
result of our December 2005 acquisition of Andromed, Inc., we incurred purchased in~process research and development expenses of $2.8 million in 2005.

Non—operating income (expense). Non—~operating income was $5.5 million for the year ended December 31, 2006, compared to $1.6 million of expense for
the year ended December 31, 2005. This change was primarily due to the increase in interest income of $6.5 million from the investment of the patent
litigation settlernent proceeds and prepaid royalties received and invested during the year ended December 31, 2006.
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Provision for (Benefit from) Income Taxes. Qur provision for income taxes was $132.6 million for the year ended December 31, 2006, compared to a net
benefit from income taxes of $26.0 million for the year ended December 31, 2005. This increase in provision was primarily due to an increase in our taxable
income which resulted from both the income from the patent settlement and improved operating results during the year ended December 31, 2006. In
addition, the net benefit from income taxes of $26.0 million for the year ended December 31, 2005 was primarily due to the reversal of all federal and state
deferred tax valuation allowances.

Liquidity and Capital Resources

Since our inception, we have financed our operations primarily through the sale of equity securities. Through December 29, 2007, we raited $81.7 million
through seven preferred stock private equity financings, approximately $47.8 million from our August 2007 initial public offering and $16.9 million from
the exercise of stock options for a total of $146 4 million. As of December 29, 2007, we had cash and cash equivalents of $96,7 million.

Under the terms of our patent litigation settlement with Nellcor, Nellcor paid us $263.0 million for damages incurred through January 2006 and made an
advance royalty payment to us of $67.5 million related to sales of Nellcor's products for the remainder of 2006. In total, we have received $330.5 million in
cash from Nellcor through December 2006. In March 2006 and February 2007, we declared dividends in the aggregate amount of approximately $208.9
million to holders of our commeon and preferred stock. In addition, in March 2006 and March 2007, we made special bonus payments in the aggregate
amount of approximately $11.7 million to our employees and directors who held vested stock options as of March 1, 2006, The majority of these cash
dividends and special bonus payments were made from the after—tax proceeds that we received from our settlement with Nellcor and interest carned
thereon. In the future, we do not intend to distribute any royalties received from Nellcor under the settlement agreement to our stockholders or our option
kolders. For further details on the litigation settlement, se¢ “Business—Nellcor Patent Litigation Settlement.”

In the 2005, we wrotc off $2.8 million in purchased in-process research and development expense related to the acquisition of Andromed. This represents
the value of products in the development stage that were not considered to have reached technological feasibility or to have an altemative future use. For
further details on the Andromed acquisition, sec note 3 to the consolidated financial statements.

Cash Flows from Operating Activities. Cash provided by operating activities was $28.8 million in 2007. This consists primarily our net income of $42.3
million, resulting from overall growth and profitability of our business. In addition, depreciation and amortization increased to $5.3 million in 2007 due to
the purchase of additional fixed assets and deferred revenue increased $2.8 million in 2007 due to continued growth of our business. These increases to cash
flow from operating activities were offset by an increase in royalties receivable of $12.6 million, related to the timing of Nellcor royalty payments which
had been prepaid in 2006, but beginning in 2007 are paid 60 days after the end of each quarter. Additional offsets included a $7.0 million increase in
inventory pursuant to our policy of having sufficient inventory to meet customer demand, a $4.3 million increase in deferred cost of goods consistent with
the increase in equipment placed at hospitals under long~term sensor purchase agreements, and a $4.2 million increase in accounts recsivable due to
business growth which was offset by improved timing of cash receipts,

In 2006, cash provided by opcrating activities was $193.8 million. This consisted primarily of gur net income of $181.8 million, an increase in deferred
revenue of $6.7 million resulting from growth of the business, an increase in the provision for deferved income taxes of $6.4 million, an increase in accrued
compensation of $5.0 million, including a $2.0 million accrual for the special bonus, and depreciation and amortization of $3.7 million, These increases to
cash provided by operating activities were offset by an increase in accounts receivable of $8.0 million due to increased revenue and timing of cash receipts
and an increase in deferred cost of goods sold of $6.1 million due to the increase in cquipment placed at hospitals under long—term sensor purchase
agreements.

Cash Flows from Investing Activities, Cash used in investing activities for 2007 was $7.2 million primarily consisting of $5.3 million in purchases of
property and cquipment and $1.6 for the increase in intangible assets relating primarily to capitalized legal expenses associated with patent related activities.
The property and equipment purchases included manufacturing equipment of $1.7 million and computer hardware and software of $1.6 million, both in
order to support the growth of the business.

Cash used in investing activities in 2006 was $8.3 million primarily consisting of $5.9 million of property and equipment purchases and $1.3 million related
to the Andromed acquisition. The property and equipment purchases included manufacturing equipment of $2.1 miliion, computer hardware and software of
$1.2 million, and leasehold improvements of $300,000 all in order to support the growth of the business.

Cash Flows from Financing Activities. Cash provided by financing activities in 2007 was $20.8 million. This primarily consists of net proceeds from the
initial public offering of $47.8 million and $20.1 million in proceeds from long—term debt borrowings resulting from financing equipment placed at
hospitals under long term sensor purchase agreements. These sources of funds were partially offset by $37.4 million of dividends paid and debt repayments
throughout 2007 of $10.2 million.
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Cash used in financing activities in 2006 was $144.0 million. This primarily consists of dividends paid of $149.7 million offset by $14.4 million of proceeds
from the issuance of common stock from stock option exercises and repayments of long—term debt of $8.2 million.

Future Liguidity Needs. Tn the future, in addition to funding our working capital requirements, we anticipate our primary use of cash to be the equipment
that we provide to hospitals under our long—term sensor purchase agreements. We anticipate additional capital purchases related to expanding our
worldwide manufacturing capability as well as additional investments in productivity enhanciog tools, including a new customer relationship management
system. Our focus on international expansion will also require additional investments in facilities and infrastructure in the Americas, Europe and Asia. The
emount and timing of our actual investing activities will vary significantly depending on numerous factors, such as the progress of our product development
efforts, our timetable for international manufacturing and sales and marketing expansion and both domestic and interpational regulatory requirements.
Despite these capital investment requirements, we anticipate that our existing cash and cash equivalents will be sufficient to meet our working capital
requircments, capital expenditures, and operations for at least the next 12 months.

Current Financing Arrangements. As of December 29, 2007, we had various arrangements that allow for the financing of the equipment placed with
hospitals in connection with the related long~term sensor purchase agresments. During the years ended December 29, 2007 and December 31, 2006, we
borrowed a total of $20.1 million and $0, respectively, under these facilities. As of December 29, 2007 and December 31, 2006, we had outstanding under
these financing agreements $30.8 million and $20.5 million, respectively. As of December 29, 2007, principal and interest payments under these financing
agreements were $1.2 million per month based on an average interest rate of 7.7%, and the outstanding debt was collateralized by $3.4 million of
equipment, net of amortization. These financing agreements expired on December 31, 2007 and have not been repewed.

Contractual Obligations. The following table summarizes our outstanding contractual obligations as of December 29, 2007, and the effect those obligations
are expected to have on our cash liquidity and cash flow in future periods:

e PpymentsDue By Perfod

Less than 1-3 More than

—¥ears. JI-Sycam _Sycan. Total
B I G e L mmm e cme ame e e e e e o - — (D hOUSADdS) L L,
Long=Tefm Debt,, - ... e . oo i 8134220 8183348 2,630 05 . —  $34.386
Operating Leases™ . . .. . . . . . — - e i e ima . 3084 3352 1,034 | (813 _ 8283
Purchase Commitments™ . . o, e L D e 221130 L — L= = 21730
Capital Leases (including interest) ~ . .. __ .. () oomgn -~ e A s o w16 M40 BB L — L .305
Interpretation 48 Obligations including interest and penalties Vo woilinces st oo it = = <2 1970 2,085 <8917 . 673340
Total Contractual Obligations $38,509 $23912 § 4743 § 880 568,044

() Principal and interest payments owed on our equipment financing arrangements.

& Facility, cquipment and antomobile leases.

() Certain inventory items under non cancellable purchase orders to secure better pricing and ensure we will have materials on hand.

) Leased office equipment.

() FIN 48 obligations shown in the table above represent uncertain tax positions related to temporary differences. The years for which the temporary
differences related to the uncertain tax positions will reverse have been estimated in scheduling the obligations within the table. In addition to the
Interpretation 48 obligations in the table above, approximately $3.2 million of unrecognized tax benefits have been recorded as liabilities in
accordance with Interpretation 48, and we are uncertain as to if or when such amounts may be settled. Related to the unrecognized tax benefits not
included in the table above, we have also recorded a liability for potential interest of $211,000.

In addition to these contraciual obligations, we have the following annual minimum royalty commitments to Masimo Labs, as of December 29, 2007:

Less than 1-3 More than

A Year SY¥earn  _Svears

s e e e e e R e o mms s o se i+ cmeami e e opm - {0 thousands) . ___.
Minimum royaity commitment to Masimo Labs’ e mmee—ale o - Li§.3,5000 L59000.- 5.10000 - )

(' Subsequent to 2012, the royalty agreement requires a $5.0 million minimum annual royalty payment unless the agreement is amended, restated or
terminated.
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Pursuant to Financial Accounting Standards Board Interpretation No. 46(R), “Consolidation of Variable Interest Entities—an Interpretation of ARB

No. 51" or FIN 46(R), Masimo Labs is consolidated within our financial statements for all periods presented. Accordingly, all inter—company royalties,
option and license fees and other charges between us and Masimo Labs have been climinated in the consolidation. Also in accordance with FIN 46(R), all
direct engineering expenses that have been incurred by us and charged to Masimo Labs have not been ¢liminated and are included as research and
development expense in our consolidated statements of operations. For additional discussion of Masimo Labs, see Note 4 to the Notes to Consclidated
Financial Statements.

For the foreseeable futere, we anticipate that we will continue to be required by FIN 46(R) to consolidate Masimo Labs; however, in the event that Masimo
Labs secures additional external financing and/or expands its customer base or is no longer financialty dependent upon us and we are ao longer the primary
beneficiary of Masimo Labs activities, we may be able to discontinue consolidating Masimo Labs.

Off-Balance Sheet Arrangements

We do not curtently have, nor have we ever had, any relationships with unconsolidated entities or financial partnerships, such as entities referred to as

_ structured finance or special purpose entitics, which would have been established for the purpose of facilitating off~-balance sheet arrangements or other
contractually narrow or limited purposes. In addition, we do not engage in trading activities involving non—exchange traded contracts. As a result, we are
not materially exposed to any financing, liquidity, market or credit risk that could arise if we had engaged in these relationships.

Critical Accounting Estimates.

Our financia! statements have been prepared in accordance with accounting principles generally accepted in the United States of America. The preparation
of these financial statements requires management to make estimates and assumptions that affect the reported amount of assets and Liabilities and disclosure
of contingent assets and liabilitics at the date of the financial statements and the reported amount of revenue and expenses for cach reporting period.
Management regularly evaluates its estimates and assumptions. These estimates and assumptions are based op historical experience and on various other
factors that are believed to be reasonable under the circumstances, and form the basis for making management’s most difficult, subjective or complex
judgments, often as a result of the need to make estimates about the effects of matters that are inherently uncertain.

Inventory/Reserves for Excess or Obsolete Inventory

Inventorics are stated at the lower of cost or market. Cost is determined using a standard cost method, which approximates FIFC {first~in, first—out}.
Inventory vahation allowances are recorded for materials that have become obsolete or are no longer used in current production and for inventory that has a
market value [ess than the carrying value in inventory. We generally purchase raw materials in quantities that we anticipate will be fully used within one
year. However, changes in operating strategy and customer demand, and frequent unpredictable fluctuations in market values for such materials can limit
our ability to effectively utilize all of the raw materials purchased and sold through resulting finished goods to customers for a profit. We regularly monitor
potential inventory excess, obsolescence and lower market values compared to standard costs and, when necessary, reduce the carrying amount of our
inventory to its market value. Specific reserves arc maintained to reduce the carrying value of inventory items on hand that we know may not be used in
finished goods. A general inventory reserve is also maintained based on our experience for future limitations on our ability to utilize the inventory on hand.
Our inventory reserves were $4.1 million and $2.9 million at December 29, 2007 and December 31, 2006, respectively. If our estimates for potential
inventory losses are low, our eamnings will be affected.

;

Allowances for Doubtful Accounts

We maintain allowances for doubtful accounts for estimated losses resulting from the inability of our customers to make required payments, This allowance
is used to state trade receivables at a net estimated realizable value. We rely on prior experience to estimate the amount that we expect to collect on the gross
receivables outstanding, which cannot be known with exact certainty as of the time of issuance of this report, We maintain a specific allowance for customer
accounts that we know may not be collectible due to customer liguidity issues. We also maintain a general allowance for future collection losses that arise
from customer accounts that do not indicate an inability, but may be unable, to pay. Our accounts receivable balance, including those from related parties
was $27.0 million and $22.4 million, net of allowances for doubtful accounts of $1.4 million and $1.6 million at December 29, 2007 and December 31,
2006, respectively. The allowance for doubtful accounts declined due to an improvement in the rate of collection on older invoices in 2007 as compared to
2006.

Stock—Based Compensation

We have historically issued stock options to reward our employees and directors. Prior to December 31, 2005, we accounted for these option grants under
the recognition and measurement principles of Accounting Principles Board, or APB, Opinion Ne. 25, “dccounting for Stock Issued to Employees,” and
related interpretations, and applied the disclosure provisions of Statement of Financial Accounting Standards, or SFAS, No. 123, "Accounting for
Stock—Based Compensation, " as amended by SFAS No. 148,
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"Accounting for Stock—Based Compensation—Transition and Disclosure—an amendment of Fi inancial Accounting Standards Board, or FASB, Statement
No. 123.” This accounting treatment resulted in a pro forma stock option expense that was estimated and rcpm'led in the footnotes to our consolidated
financial statements for those years.

For option grants made on or prior to December 31, 2005, we recorded stock—based compensation, typically associated with options granted to
noa—employees or directors based upon the difference, if any, between the estimated fair value of common stock underlying the options on the date of grant
and the option exercise price. The fair value of the common stock for options granted prior to December 31, 2004 was originally estimated solely by our
board of directors, with input from management. We believe the members of our board of directors have extensive experience in the medical device market
and many of our directors are accredited venture capital investors. For grants made prior to December 31, 2004, we did not obtain contemporaneous
valnations by an unrelated valuation specialist. Since there was no public market for our shares, our board of directors exercised judgment in determining
the estimated fair value of our common stock on the date of grant based on several objective and subjective factors, including our operating and financial
performance, corporate milestones, product development and market acceptance, the superior rights and preferences of our convertible preferred stock and
the risk and non—liquid nature of our common stock. For grants made after December 31, 2004 and prior to our initial public offering, our board of directors
also relied on valuations performed by an unrelated valuation specialist.

Effective January 1, 2006, we adepted the provisions of SFAS No. 123(R), “Share Based Payment” using the prospective method, which requires us to
expense the estimated fair valne of employee stock options and similar awards bascd on the fair value of the award on the date of grant. In March 2005, the
SEC issued Staff Accounting Bulletin 107, or SAB 107, relating to SFAS No. 123(R). We have applied the provisions of SAB 107 in the adoption of SFAS
No. 123(R) for 2006 and 2007. [n December 2007, the SEC issued Staff Accounting Bulletin 110, or SAB 110, relating to SFAS No. 123(R). Beginning in
January 2008, we applied the provisions of SAB 110.

Effective January 1, 2006, the fair value of each option is estimated on the date of grant using the Black—Scholes option—pricing mode] with the following
assurnptions used for grants:

Year ended Year ended
e e e e et m e mn e e e e m e e e e e w e e e .D:mnh:r.ll._lﬂﬁﬁ._,__.ﬂ:::mh_:u!.mﬂl
Risk—freeinterestrate . - . L. . .. L, Nmimme e e et e i raa L 44%t04.9% T 34%t04.8%
Expected term . . .. e e b e e e o o e —ee g oo OS5 yeArS_ 6.5 years
Estimated volatility. - oo oo e m e e e emee e e e o e = w4 - 448%to486%Jw..367%to416%
Expected dividends 0% 0%

The Black—Scheles option pricing mode! requires the use of certain assurnptions, including fair value, expected term, expected volatility, expected
dividends, risk—free interest rate, and expected pre—vesting forfeiture rate to calculate the fair value of stock—based payment awards.

The risk—free interest rate is based on the implied yield available on U.S. Treasury zero—coupon issues with a remaining term approximately equal to the
expected life of our stock options. The estimated pre—vesting forfeiture rate is based on our historical experience and the composition of option plan
participants, among other factors, and reduces the compensation expense recognized. If the actual forfeitures differ from the estimates, adjustments to
compensation expense may be required in future periods

We do not have sufficient information available which is indicative of future exercise and post—vesting behavior to estimate the expected term. As a result,
we adopted the simplified method of estimating the expected term of a stock option, as permitted by SAB 107. Under this method, the expected term is
presumed to be the mid—point between the vesting date and the contractual end of the term. The use of the simplified methoed requires cur option plan to be
consistent with a “plain vanilla” plan, The simplified method will continue to be applied to options granted after December 31, 2007, under SAB 110, until
such time as sufficient information is available for us to estimate the expected term.

As a non—public entity as of December 31, 2006, historic volatility was not available for our shares. As a result, we estimated volatility based on a peer
group of companies, which collectively provides a reasonable basis for estimating volatility. We intend to continue to use a group of publicly traded peer
companies to determine volatility in the future until sufficient historical volatility of our share price becomes availabie or the selected companies are no
longer suitable for this purpose.

We do not expect to declare dividends in the future. As part of a one—time patent settlement, our board of directors declared 2 dividend in March 2006 and
declared two dividends in December 2006. These dividends were declared only due to the receipt of settlement proceeds in connection with patent
infringement litigation with Nellcor. Absent this settlement and the corresponding receipt of settlement proceeds, we would not have declared and paid any
of these dividends.
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Stock—based compensation expense related to the adoption of SFAS 123(R) amouated to $1.3 million for 2006 and $3.5 million for the year ended
December 29, 2007. We expect stock—based compensation expense to increase significantly in future years as we intend to continue to grant stock options
to both new and existing employees and directors consistent with our stock option policy. The fair market value of our common stock may also increase the
cost of future stock option grants in the future. To the extent that the fair market vatue of our common stock increases, the overall cost of granting these
options will also increase. For further details regarding our stock based compensation see note 12 of our consolidated financial statements,

Accounting for Income Taxes

As part of the process of preparing our combined consolidated financial statements, we arc required to determine our income taxes in each of the
jurisdictions in which we operate. This process involves estimating our actual current tax expenses together with assessing temporary differences resulting
from recognition of items for income tax and accounting purposes. These differences result in deferred tax assets and liabilities, which are included within
our consolidated balance shect. We must then assess the likelihood that our deferred tax assets will be recovered from future taxable income and, to the
extent we believe that recovery is not likely, establish a valuation allowance. To the extent we establish a vatuation allowance or increase this allowance in a
period, we must reflect this increase as an expense within the tax provision in the statement of operations.

Management’s judgment is required in determining our provision for income taxes, our deferred tax asscts and liabilities and any valuation allowance
recorded against our net deferred tax assets. We continue to monitor the realizability of our deferred tax asscts and sdjust the valuation allowance
accordingly. During the Fourth quarter of 2005, we determined that a full valuation allowance against our net U.S. deferred tax assets was not necessary due
to the Nelicor patent litigation sentlement. In making this determination, we considered all available positive 2nd negative evidence, including projected
future taxable income, tax planning strategies and recent financial performance. In December 2005, we recorded a reversal of certain federal and state
deferred tax valuation allowances consisting primarily of net operating losses and deferred revenue. This resulted in 2 non—recurring tax benefit of $31.2
million. At December 29, 2007, we have $10.2 miltion of net operating loss carryforwards from our foreign jurisdictions which will begin to expire in 2011
and $ 9.0 million of net operating losses from various states, which begin to expire in 2012. We believe that it is more likely than not the deferred tax assets
related to foreign and state net operating losses and foreign investment credits will not be realized. A valuation allowance has been provided on such loss
carryforwards.

Under FIN 46{R), our consolidated income tax provision or benefit and the et deferred tax assets include Masimo Labs’ income taxes provision or benefit
and deferred tax assets. For income tax purpeses, Masimo Labs is not a member of our consolidated group and files its separate federal and California
income tax returns.

In July 2006, the FASB issued Interpretation No. 48, “Accounting for Uncertainty in Income Taxes—an Interpretation of FASB Statement No. 109,” or FIN
48, which became effective on January 1, 2007. FIN 48 prescribes a recognition threshold and a measurement attribute for the financial statement
recognition and measurement of tax positions taken or expected to be taken in a tax return. For those benefits to be recognized, a tax position must be
more—likely—-thannot to be sustained upon examination by taxing authoritics. The adoption of FIN 48 resulted in a reduction of our ggginning retained
camings as of January 1, 2007, of $618,000. As of January 1, 2007 and December 29, 2007, the balance of gross unrecognized tax benefits was $3.6 million
and $3.3 million, respectively.

The amount of unrecognized benefits which, if ultimately recognized, could favorably effect the tax rate in a future period was $599,000 and $2.2 million as
of January 1, 2007 and December 29, 2007, respectively. Both amounts are net of any federal and/or state benefits. The remaining balance relates to timing
differences, of which the ultimate deductibility is highly certain, but there is uncertainty about the timing of such deductibility. It is reasonably possible that
the amount of unrecognized tax benefits will decrease in the next 12 months by $197,000 primarily related to certain timing differences.

Interest and penalties related to unrecognized tax benefits are recognized in income tax expense. At December 29, 2007 we had accrued $211,000 for the
payment of interest (net of tax benefits).

We conduct business in multiple jurisdictions, znd as a result, one or more of our subsidiarics files income tax returns in the 1., federal, various state, local
and foreign jurisdictions. Due to the utilization of net operating loss carryforwards, all years since 1994 are open for examination by major taxing
authorities. .

Recent Accounting Pronouncements

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurement.” SFAS 157 defines fair value, establishes a framework for measuring fair
value and cxpands disclosures about fair value measurements. SFAS 157 is effective for financial statements issued for fiscal years beginning after
November 15, 2007 and interim periods within those fiscal years. We do not expect the adoption of this statement to have a material impact on our
consolidated financial statements.

In February 2007, the FASB issued SFAS No. 159, “The Fair Velue Option for Financial Assets and Financial Liabilifies—Including an Amendment to
FASR Statement No. 115.7 SFAS 159 permits entities to choose to measure financial instruments and certain other items at fair value at specified election
dates. An entity shall report unrealized gains and losses on items, for which the fair value option has been elected, in camings. Most of the provisions of
SFAS 159 apply only to cntities that elect the fair value option. SFAS 159 is effective for fiscal years ending after November 15, 2007. We do not expect
the adoption of this statement to bave a material impact on our consolidated financial statements.

In December 2007, the FASB issued Statement of Financial Accounting Standards No. 141{R), or SFAS No. 141(R), "Business Combinations”. This
Statement provides greater consistency in the accounting and financial reporting of business combinations. It requires the acquiring eatity in a business
combination to record 21l assets acquired and liabilities assumed at their respective acquisition—date fair values and changes other practices vnder SFAS
141. SFAS 141(R) also requires additional disclosure of information surrounding a business combination, such that users of the entity's financial statements
can fulty understand the nature and financial impact of the business combination. SFAS 141(R} is effective for fiscal years beginning after December 15,
2008. We do not expect the adoption of this statement to have a material impact on our consolidated financial statements,
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In December 2007, the FASB issued Statement of Financial Accounting Standards No. 160, or SFAS No. 160, “Noncontrolling Interests in Consolidated
Financial Statements”. This Statement amends Accounting Research Bulletin No. 51, *Consolidated Financial Statements™, to establish accounting and
reporting standards for the noncontrolling interest in a subsidiary and for the deconsolidation of a subsidiary. SFAS 160 is effective for fiscal years
beginning after December 15, 2008. We do not expect the adoption of this statement to have a material impact on our consolidated financial statements.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

We are exposed to various market risks that may arise from adverse changes in market rates and prices, such as interest rates, foreign exchange fluctuations
and inflation. We do not enter into derivatives or other financial instruments for trading or speculative purposes.

Interest Rate Risk

Our exposure to market risk for changes in interest rates relates to the increase or decrease in the amount of interest income we can carn on our investment
portfolio and on the increase or decrease in the amount of interest expense we must pay with respect to our various outstanding debt instruments. Our risk
associated with fluctuation to interest expense is limited to our outstanding term loans and financing arrangements, which have fixed interest rates. Under
our current policies, we do oot use interest rate derivative instruments to manage exposure to interest rate changes. We ensure the safety and preservation of
our igvested principal funds by limiting default risk, market risk and reinvestment risk. We reduce default risk by investing in investment grade securities. A
hypothetical 100 basis point drop in interest rates along the entire interest rate yield curve would not significantly affect the fair valye of our
interest—sensitive financial instruments at December 29, 2007. Declines in interest rates over time will, however, reduce our interest income and expense
while increases in interest rates will increase our interest income and expense.

Foreign Currency Exchange Rate Risk

A majority of our assets and liabilities are maintained in the United States in U.S. dollars and our sales and expenditures are transacted in U.S. dollars.
However, the expenses and capital spending of our foreign entities are transacted in the respective country’s local currency and, as a result, arc subject to
foreign exchange rate risk. In particular, we are exposed to foreign currency risk refated to our international operations, including foreign denominated
intercompany receivables and payables. Our foreign currency transactions are translated into U.S. dollars at prevailing rates and gains or losses resulting
from foreign currency transactions are included in current period income or loss as incurred. Our foreign entities’ balance sheets are translated in U.S.
dollars at the month end spot rates and the statements of income and cash flows using the average exchange rate for the periods and any foreign exchange
gain or loss is included in equity as a component of accumulated other comprehensive income (loss). We currently do not enter into forward exchange
contracts to hedge exposures denominated in foreign currencies and do not usc derivative financial instruments for trading or speculative purposes. The
effect of an immediate 10% change in foreign currency exchange rates should not have a material effect on our future operating results or cash flows;
however, as our foreign operations continue to grow, our exposure to foreign currency risk may become more significant.

Inflation Risk

We do oot believe that inflation has had a material effect on our business, financial condition or results of operations during the periods presented, and we
do not anticipate that it will have a material adverse effect in the future.
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ITEM 8. CONSOLIDATED FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Our consolidated financial statéments and supplementary data required by this item are set forth at the pages indicated in Item 15(a)(1) and 15(a)(2),
respectively.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE
None.

ITEM 9A. CONTROLS AND PROCEDURES

We maintain disclosure controls and procedures that are designed to ensure that information required to be disclosed in our reports filed under the Exchange
Act is recorded, processed, summarized and reported within the time periods specified in the SEC’s rules and forms and that such information is
accumulated and communicated to our management, including our chief executive officer and chief financial officer, as appropriate, to allow for imely
decisions regarding required disclosure. Our internal contro] over fipancial reporting includes those policies and procedures that:

i. pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of our assets;

ii. provide reasonable assurance that transactions are recorded as necessary to permit preparation of consolidated financial statements in
accordance with generally accepted accounting principles, and that our receipts and expenditures are being made only in accordance with
authorizations of our management and directors; end

iil.  provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or disposition of our assets that could
have a material effect on the consolidated financial statements.

In designing and evaluating the disclosure controls and procedures, management recognizes that any controls and procedures, no matter how well designed
and operated, can provide only reasonable assurance of achieving the desired control objectives, and management is required to apply its judgment in
evaluating the cost~benefit relationship of possible controls and procedures.

As required by SEC Rule 132—15(b), we carried out an evaluation, under the supervision and with the participation of our management, including our chief
executive officer and chief financial officer, of the effectiveness of the design and operation of our disclosure controls and procedures as of the end of the
period covered by this Form 10—K. Based on the foregoing, our chicf exccutive officer and chief financial officer concluded that our disclosure controls and
procedures were cffective.

Changes in Internal Control Over Financial Reporting
There has been no change in our internal control over financial reporting during the quarter ended December 29, 2007 that has materially affected, or is
reasonably likely to materially affect, our internal control over financial reporting. .

This Form 10K does not include a report on management's assessment regarding internal control over financial reporting or an attestation report of our
public accounting firm due to a transition period established by rules of the SEC for newly public companies.

ITEM 9B. OTHER INFORMATION
None.




PARTIII

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

The information required by this item concerning our directors, compliance with Section 16 of the Exchange Act and our code of cthics that applies to our
principal executive officer, principal financial officer and principal accounting officer is incorporated by reference from the information set forth in the
sections under the headings “Election of Directors,” “Section 16(a) Beneficial Ownership Reporting Compliance™ and “Election of Directors—Information
Regarding the Board of Directors and Corporate Governance” in our Definitive Proxy Statement to be filed with the SEC in connection with the Annual
Meeting of Stockholders to be held in 2008, or 2008 Proxy Statement.

Informaticn regarding our executive officers is set forth in Item 1— *“Business™ of this Form 10—K under the caption “Executive Officers of the Registrant.”

ITEM 11. EXECUTIVE COMPENSATION

The information required by this item is incorporated by reference from the information in the 2008 Proxy Statement under the heading *Compensation of

Executive Officers.” )

ITEM 12. SECURITY OWNERSHIP QF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED STOCKHOLDER
MATTERS

The information required by this item is incorporated by reference from the information in the 2008 Proxy Statement under the headings “Equity

Compensation Plan Information” and “Security Ownership of Certain Beneficial Owners and Management.”

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS AND DIRECTOR INDEPENDENCE

The information required by this item is incorporated by reference from the information in the 2008 Proxy Statement under the beadings “Transactions with

Related Persons™ and “Election of Dircctors—Information Regarding the. Board of Directors and Comorate Governance.”

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The inforrnation required by this item is incorporated by reference from the information in the 2008 Proxy Statement under the heading “Ratification of
Selection of Independent Auditors—Principal Accountant Fees and Services.”
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PART IV

ITEM 15.

EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

(2)(1) Financial Statements

The Conselidated Financial Statements of Masimo Corporation and Report of Grant Thornton LLP, Independent Registered Public Accounting Firm, are
included in a separate section of this Form 10-K beginning on page F-1.

(a)(2) Financial Statement Schedules

Schedules not listed above have been omitted because they are not applicable or are not required or the information required to be set forth therein is
included in the Consolidated Financial Statements or Notes thereto,

(aX(3) Exhibits

Exhibit
DNomber

2.1(0f
2.1(a)(1)
3.1(1)
3.2(2)
33(1)
4.1(1)
42(1)

43(2)

10.1(1#
10.2(1 %
10.34++
10.4(1
10.5(1)#
10.6(1#
10.7(1)#%
10.8(1)#
10.9(1)
10.10{1 )+

10,113+

Description of Decoment

Asset Purchase Agreement, dated December 21, 2005, between the Registrant, Masimo Canada ULC and Andromed Inc. (Exhibit 2.1)
List briefly identifying the contents of schedules omitted from Exhibit 2.1 (Exhibit 2.1(a))

Amended and Restated Certificate of Incorporation (Exhibit 3.2)

Certificate of Designation of Series A Junior Participating Preferred Stock (Exhibit 3.1)

Amended and Restated Bylaws (Exhibit 3.4)

Form of Common Stock Certificate (Exhibit 4.1)

Fifth Amended and Restated Registration Rights Agreement made and entered into as of September 14, 1999 between the Registrant and
certain of its stockholders (Exhibit 4.2)

Rights Agreement, dated November 9, 2007, between the Company and Computershare Trust Company, N.A., as Rights Agent (Exhibit
4.1)

Form of Indemnity Agreement between the Registrant and its officers and directors (Exhibit 10.1)

Employment Agreement, dated July 19, 2007, between Joe E. Kiani and the Registrant (Exhibit 10.2)

Purchasing Agreement, effective as of February 1, 2008, between HealthTrust Purchasing Group, L P. and the Registrant

Offer Letter, dated March 31, 1995, between Ammar Al-Ali and the Registrant {Exhibit 10.4) ,

Offer Letter, dated May 29, 2002, between Chris Kilpatrick and the Registrant (Exhibit 10.6}

Offer Letter, dated February 15, 1996, between Yongsam Lee and the Registrant (Exhibit 10.7)

Offer Letter, dated March 30, 2007, between Anand Sampath and the Registrant (Exhibit 10.8)

Offer Letter, dated June 9, 2006, between Mark P. de Raad and the Registrant (Exhibit 10.9)

Manufacturing and Purchase Agrecment, dated August 19, 2005, between Dowa Mining Co., Ltd. and the Registrant (Exhibit 10.10)

Shelter Labor Services Agreement, dated December 27, 2000, between Industrial Valiera de Mexicali, S A_ de C.V. and the Registrant
(Exhibit 10.11) ’

Lease Agreement, effective as of February 1, 2001, between Industrias Asociadas Maquiladoras, S.A. de C.V., Industrial Vallera de
Mexicali, §.A. de C.V,, and the Registrant, as guarantor, as amended (Exhibit 10.12)
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10.12(1+ Lease Agreement, dated April 14, 2003, between Industrias Asociadas Maquiladoras, S.A. de C.V., Industrial Vallers de Mexicali, S.A. de
. C.V. and the Registrant, as amended (Exhibit 10.13)
10.13(1)+ Lease Agreement, dated December 26, 2006, between Industrias Asociadas Maquiladoras, S.A. de C.V., Industrial Vallers de Mexicali,

S.A.de C.V. and the Registrant (Exhibit 10.14)
10.14(1)+ Purchase Agreement, dated July 26, 2001, between Jabil Circuit, Inc. and the Registrant (Exhibit 10.15)

10.15(1) Contribution and Assignment Agreement, dated January 1, 2005, between Masimo Americas, Inc. and the Registrant (Exhibit 10.16)
10.16(1) ADSP-2136X Sharc ROM Agreement, dated July 19, 2004, between Analog Devices Inc. and the Registrant (Exhibit 10.36)
10.17(1) Sales and Distribution Agreement, dated Jaouary 1, 2005, between Masimo Americas, Inc. and the Registrant (Exhibit 10.17)
10.18(1) Occupancy Agreement, dated January 1, 2005, between Masimo Americas, Inc. and the Registrant (Exhibit 10.18)

10.19(1) Management Services Agreement, dated January 1, 2005, between Masimo Americas, Inc. and the Registrant (Exhibit 10.19)

10.20(1)+ Sublease Agreement, dated January 31, 2004, between Multilayer Technology, Inc. and the Registrant {Exhibit 10.20)

10.21(1+ Standard Industrial/Commercial Multi—Tenant Lease—Net, dated February 8, 2006, between The Northwestern Mutual Life Insurance
Company and the Registrant (Exhibit 10.21)

10.22(1y+ Pulse Oximetry & Related Products Capital Equipment Supplier Agreement, dated December 16, 2005, between Novation, LLC and the
Registrant, as amended (Exhibit 10.22)

10.23(1+ Group Purchasing Agreement—Capital Equipment, effective as of March 1, 2006, between Premier Purchasing Partners, L.P. and the
Registrant, as amended (Exhibit 10.23)

10.24(1)+ Supply Agreement, dated February 22, 2002, between Wintek Electro—Optics Corporation and the Registrant (Exhibit 10.24)

§10.25(1)+ Form of Equipment Purchase and Assignment of Proceeds, between the Registrant and Med One Capital Funding LLC (Exhibit 10.25)

10.26(1) Intercompany Agreement, dated Janvary 1, 2006, by and between the Registrant and SPO2.com (Exhibit 10.26)

10.27(1) Intercompany Agreement, dated January 1, 2006, by and between the Registrant and Masimo Japan Corporation (Exhibit 10.27)

10.28(1) Intercompany Agreement, dated January 1, 2006, by and between the Registrant and Masimo Canada ULC (Exhibit 10.28)

10.29(1) Intercompany Agreement, dated January 1, 2006, by and between the Registrant and Masimo Europe Limited (Exhibit 10.29)

10.30(1) Settlement Agreement and Release of Claims, dated January 17, 2006, between Masimo Laboratories, Inc., Nellcor Puritan Bennett, Inc.,
Mallinckrodt, Inc., Tyco Healthcare Group LP, Tyco International Lid., Tyco International (US) Inc. and the Registrant (Exhibit 10.30)

10.31(1)# Third Amended and Restated 1996 Incentive Stock Option, Nonqualified Stock Option and Restricted Stock Purchase Plan of the
Registrant, as amended, and forms of agreements related thereto (Exhibit 10.31)

10.32(1)# 2004 Incentive Stock Option, Nongualified Stock Option and Restricted Stock Purchase Plan of the Registrant, as amended, and forms of
agreements related thereto (Exhibit 10.32)

10.33(1%# 2007 Stock Incentive Plan of the Registrant, and forms of agreements related thereto (Exhibit 10.33)

1034+ Amended and Restated Cross—Licensing Agreement, effective January 1, 2007, between Masimo Laboratories, Inc. and the Registrant

10.35(1) Services Agreement, effective January 1, 2007, between Masimo Laboratories, Inc. and the Registrant (Exhibit 10.35)
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10.37(1)# 2006 Bonus Award Plan, effective January 1, 2006 (Exhibit 10.37)
10.38(1)# Form of Promissory Note entered into between the Registrant and certain of its officers and directors (Exhibit 10.38)
10.39(1)# Form of Stock Pledge Agreement entered into between the Registrant and certain of its officers and directors (Exhibit 10,39)
10.40(1)# Executive Annual Cash Boons Award Plan, effective January 1, 2007 (Exhibit 10.40)
10.41(1 Executive Multi-Year Cash Bonus Award Plan, effective January 1, 2008 (Exhibit 10.41)
104201 )% CEO and Executive Officer Equity Award Compensation Policy, effective May 24, 2007 (Exhibit 10.43)
10.43(1 3 2007 Severance Protection Plan, effective July 19, 2007 (Exhibit 10.42)
10.44(3) 2007 Severance Protection Plan Participation Agreement, dated January 11, 2008, by and between Masimo Corporation and Mark P. de
Raad (Exhibit 10.2)
10.45(3 0 2007 Severance Protection Plan Participation Agreement, dated January 11, 2008, by and between Masimo Corporation and Yongsam Lec
(Exhibit 10.3)
16.1(1} Letter from PricewaterhouseCoopers LLP (Exhibit 16.1)
21.1 List of Registrant’s subsidiarics
23.1 Consent of Independent Registered Public Accounting Firm
311 Certification of Joe E. Kiani, Chief Executive Officer, pursuant to Section 302 of the Sarbanes—Oxley Act of 2002,
31.2 Certification of Mark P. de Raad, Chief Financial Officer, pursuant to Section 302 of the Sarbanes—Oxley Act of 2002.
3lZ.l Certification of Joe E. Kiani, Chief Executive QOfficer, and Mark P. de Raad, Chief Financial Officer, pursuant to Section 906 of the
Sarbanes—Oxley Act of 2002.
(1) [Incorporated by reference to the exhibits to the Company’s Registration Staterment on Form S—1 (Ne. 333—-142171), originally filed on April 17,
2007. The number given in parenthesis indicates the corresponding exhibit number in such Form S—1, as amended.
{2) Incorporated by reference to the exhibits to the Company's Current Report on Form 8-K, filed on November 9, 2007, The number given in
" parenthesis indicates the corresponding exhibit number in such Form 8-K.
(3) Incorporated by reference to the exhibits to the Company’s Current Report on Form $-K, filed on January 17, 2008. The oumber given in parenthesis
indicates the corresponding exhibit number in such Form 8-K.
# Indicates management contract or compensatory plan.
+ The SEC has granted confidential treatment with respect Lo ¢ertain portions of this exhibit. Omitted portions have been filed separataly with the SEC.
++  Confidential treatment bas been requested with respect to certain portions of this exhibit. Omitted portions have been filed separately with the SEC.
t Pursuant to [termn 601(b)(2) of Regulation S—K, the schedules to this agreement have been omitted. A list identifying the contents of the omitted
schedules is included as Exhibit 2.1{a). The Company agrees to fumish supplementally a copy of any omitted schedule to the SEC upon request.
(b) Exhibits
See [tem 15(a)(3) above.
(¢) Financial Statement Schedules

See Item 15(a)(2) above.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d} of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its
behalf by the undersigned, thereunto duly authorized. .

Date: March 4, 2008 By: fsf JorE Kuaon
Joe E. Kiani
Chairman of the Board & Chief Executive Qfficer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons on behaif of the registrant
and in the capacitics and on the dates indicated.

SIGNATURE TITLE(S) RATE

Chairman of the Board & Chief Executive

fof _JorE Kuap Officer March 4, 2008
Joc E. Kiani (Principal Executive Officer)
Executive Vice President & Chief Financial
/s Marg P e Raan Officer March 4, 2008
Mark P. de Raad (Principal Financial and Accounting
Officer)
Js!  STEvEN nan;rw MD PuD s - Director March 4, 2008

Steven Barker, M.D., Ph.D.

ol Fowarnl Caumg Director March 4, 2008
Edward L. Cahill
/ot Beamrer Couenan Pul) Director March 4, 2008

Robert Colemnan, Ph.D.

_Js/  Sanroen Fiten Director March 4, 2008
Sanford Fitch
fsf__Jark ] 4SFRSOHN Director March 4, 2008
Jack Lasersohn ;
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders
Masimo Corporation

We have audited the accompanying consolidated balance sheets of Masimo Corporation as of December 31, 2006 and December 29, 2007, and the related
consolidated staternents of income, stockholders’ equity (deficit) and cash flows for each of the three years in the period ended December 29, 2007. These
financial statements are the responsibility of the Company's management. Our responsibility is to express an opinion on these financial statements based on
our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards require that
we plan and perform the sudit to obtain reasonable assurance about whether the financial statements are free of matetial misstatement. The Company is not
required to have, nor were we eogaged to perform, an audit of its intemal control over financial reporting. Our audit included consideration of internal
contro! over financial reporting as a basis for designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Company’s internal contro! over financial reporting. Accordingly, we express no such opinion. An audit also includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and
significant estimates made by management, as welt as evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the consolidated financial position of Masimo
Corporation as of December 31, 2006 and December 29, 2007, and the consolidated results of its operations and its cash flows for each of the three years in
the period ended December 29, 2007, in conformity with accounting principles generally accepted in the United States of America.

As discussed in Notes 2 and 12, effective January 1, 2006, the Company changed its method of accounting for stock—based employee compensation as a
result of adopting SFAS No. 123(R), Share Based Payment. .

As discussed in Notes 2 and 15, effective January 1, 2007, the Company adopted FIN No. 48, Accounting for Uncertainy in Income Taxes—an
Interpretation of Staternent No. 109.

/s/ GRANT THORNTON LLP

[rvine, California
February 29, 2008
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MASIMO CORPORATION

CONSOLIDATED BALANCE SHEETS
(in thousands, except share amounts)

December 31, December 29,
— 2007

ASSETS . - R T T — 1
Curmrent assets . e s
{__ _ Cash and cash equivalents - .. . e =i IS JE X T - R 75 Ty
Accounts receivable, net of allowance for doubtfu] accou.nls of Sl 625 a.nd $1,370 at December 31, 2006 and
- - . December 29,2007, respectively. ... . . ... — 19390 23917
{__. Royalties receivable. . o — o ~m v B AU, — . e 1289 . 5138661
Accounts receivable ﬁ'om related pames i T " e 2960 _ 3,053
_ Inventories." - Gk TR SRS 17,135 52331101
Prepaidexpenses .. .. __ .. ... .., e e v rer . . 2,021 _ 3,837
. Prepaid-incorne taxes - e AR S M e B MUY Y7 A
o Deferred tax assets . ’ } . S — R — 18, 116._.__,...._,.14 334,
L Other CUITEREASSELS v o o s i il it L L o i S T AP A 1,022 11,5431
wwe-w-. —lotalcurrentassets _ . ... _____________ e e e e e i e e L NN 3MS 183,640
Deferredcostofgoods sold.. . .o . L L e 2199 76,249
Property and equipment, net _ _ . __ .. _ . _____, e o e e e 10,290 L11,164
Deferredtax assets . ... .. . .. T RC L Lo e et e 3163 ---_.-._5,332'
Restricted eash . e~ e —— e i e e —— WO . 513,
6 TER 2101 L3717 SRR A U0 U L R A R S R — . 1 .\‘,m.,s,589
Goodwill L y e ; . 448 _ . .448
Other.assets - e 22 o e JR— PRI ... AP S IR - U S 859___..'.425767
Total assets $ 159073 § 235,511
LIABILITIES AND STOCKHOLDERS® EQUITY..... .. - .. . o o i o
Current liabilities e e e et g o —_—
L. _ Accounts.payable .. - — - D T T8 9541 S 14,057}
.. Accounts payable to n:latcd parties . et . e o o et o, i e s e 601 .583,
L_..,._Accmedoompensanon _— P A . — L 12207 17409
1ﬁ,._.mAc:c:rum:! liabilities_____ e s R o <t ot i = e - i — e H655 6,2!1
[ Dividends payable — _ _ .. . T T T T TR s LT st
;- ——Income taxes payable ___.___ _. R A C re s - - e o e e T 1,245
wamsen Dieferred TeVEDUE. S ' e e 13.880. i L5016, 827.?
—_— -, Current portion of long=term dcbt erterp e e . S e 1,160, - 11470
{773 Corrent gmonoflong—u:rm dcbttgtﬁatcdpm::s he ekl IS AL/ L R s T 316 s
Current portion of capital lease obligation 52 . 62
& vecororncs TOtA] GUITED HADIES e <. ot s BBl oo o 2 emenn Bt oo Bk b o svre mivent = et ercemens s BT100 o . 261,800}
Deferred revenue - - : . 490 366,
Long—term debt, less current portion . v ieim e e r - 1P . — e 13325, 19,204,

Capital lease obhgatlon. less current portion,... 189 208

Lo T T . S L NP SNSRI T S & 71 )
Total liabilities . 102,112 85,445
COMMItMENLS A0 CONENGENCIES — —- oot BB e oo b i T et b B o SRECII
Stoclcboldcrs equity, — . .
Convemhlc preferred stock, Scries A through G;'$0.001 par value; 12,500,000 and 0 shares authorized at- 5 . - ;‘:. R g
- December 31, 2006 and December 29;.2007, respéctively, 11,537,501 and 0 shams issued and outsta.ndmg a.t s ’ o
- e ——December 31, 2006 and December 29, 2007, respectively - —.— R — 88,328 e e —
Preferred stock, $0.001 par value; 0 and 5 000,000 shares authorized at December 31 2006 and Dcccmbcr 29
oo 2007, respectively; 0 shares issued and outstanding at December 31, 2006 and Dccember 29,2007, — e
I Common stock, $0.001 par value, 23,500,000 and 100,000,000 shares autharized at Deccmbcr3l 2006 and ) : . - :
i December 29, 2007, mspccuvcly, 16,565,532 and 54 692.232 'shares :ssuod and cutstanding at Pecember. 31 LR :
trerreee - 2006 and December 29, 2007, respectively . . o o e e e = A7 e e 55
e T rEBSUTY stock, 114,600 and 156,240 sharcs at Deccmbtr 3, 2006 and Dbccmbcr 29 2007, rcspecnvely S (628) . (1,209),
(- _Additional paid-in w.pltal.w.._- SO PR A e e 5 D vt e 143,297 2
. Accumulated other comprehensive losswacﬂ_,& — N . sona ! @Bl [1,034)
1.5..4 Retained earnings (deficit). NERARRN= b e e e enin B e : e e T (30,430) L LTS 9574
Total stockholders’ equity " 56,961 150,066

e e g e o e o e, et o e e

L - Total liabilities and stockholders’ equity — = - .. . .0 . fotl Lel T o L il AT 8 159,073, . $ _235511.}

The accompanying notes are an integral part of these consolidated financial statements.
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MASIMO CORPORATION

CONSOLIDATED STATEMENTS OF INCOME
{in thousands, except share information)

Year ended Year ended Year ended
December 31, December 31, December 29,
3 - X A~ ~ M'\‘—"—zmn—__, = e~ At
Revenue: ;x_i‘vﬁ. SR T N AN A A TR N
Product’ o RSO Sp— S 107 613 3. 155 131, 5 _,__!99 684
[ Royalty and Ticense fee o - <. : ) P S 60207 . . 56,6023
Total revenue i e e —_— o o JOT,B90 J224338 256286,
Cost of goods sold —cez 2 T T T T T T T eI 61640 . 73,6061
Gross profit. . S VPRSI .. ) i M—— 1.7 £ ,,_”.,h_182680_E
Opcmungcxpcnsm i e i e s o o o el i mk i e e itiee e et e 2 o n = e mrm mim
- — Research and dcvclopmenl_ e e e e e e e e e e e 5,948 . 24 875 22,960
! ...Selling, general and administrative. .« oo e < e e e 42807 91384 . __91.234.
.. Patent litgation expenses (procecds). e« e e - — [ LI36 . o (262,605) . _
[ Purchased i im—process resedrch and development ... 7 it ] - : 2 2,800-- e e TR __..._A.:—-V:}
Antitrust litigation . 278 109 1,537
T et e T T g e i T IS AL
Operating iNCOME /o o e e e e e ,,___,___._9 004 .. 308,935 _ ,_“ﬁ66 949
Non—opcraungmcomc (EXPENSC): .. . el d e e et e 0k e o < e s e e — —lll
e IntETESE iNCOME,_ — e e et g 224_____ — 8741, .. 2361.
I Int:ristcxpcnsc..,.'i : P I AP I § 851)._.._- sy T e A75).
Other (8) 551 1,287

Total pon—operating IMCOME (EXPEDST) . — o -+ o oo o & i e o e 2 (1,638) PP T SONR T 1)

Income before provision for (benefit from) income Laxcs e e e e e e e L3669 L L .314403, 68, 122
Provision for (bencfit from) iNCOME tAXES s = v o ' o s i o s o e e e s ~—--——-(26 012) e . 132, L7 7 Mp—— 25,8673
Net income _ . S g et . 33 381_____, .- 181826 . 42,255,
Preferred stock dividend 2. 5. 222l N A S ST e i i S A S (77,785) e N
Accretion of preferred stock, ... .., .- - . AT (8,278).,... — (7.983) free -(4,837)
Undistributed income attributablé. to prcferrcd ‘stockhotders . L S TN U S 2:(19,599).. kX ‘.(34,275)>.;_-....m.. (14,339}
Net income attributable to common stockholdears $ 5,504 £ 61,781 $ 23,079
Net InCome Per COMMOR SHATE om o o oo man oo+ o s T T T D T
Basic s 0.57 b 3.79 $ 0.71
{ . Diluted.. LT T s e s L 304 (s 060

Weighted—average number of common shares: .

L Bagic ~ Two class fiethod Jeers = - coee : e LTS 7882. 7T 16319898 16,654,586 1
Diluted - Twoclassmethod . ___. .. . . . e o e e 313,102,610 20,302,872 _ .20,732,872

. Basic ~ Single class method. too.o e - ool it L I TR NAL T T U NIA T 54660,216 )
Diluted — Single class method N/A N/A 59,829,198

() Includes related party product revenue of $15,176, $18,516 and $20,100 for the years ended December 31, 2005, December 31, 2006 and
December 29, 2007, respectively,

@ Ipcludes retated party royalty revenue of $202, $323 and $321 for the years ended December 31, 2005, December 31, 2006 and December 29, 2007,
respectively.

The following table presents details of the stock—based compensation expense (Notes 11 and 12) that is included in each functional line item in the
consolidated statements of income above (in thousands):

Year ended Year ended Year ended

December 31, December 31, December 29,
i . S — 2O 2007
Cost of goods 5old .= Ei S LD s e L aE e e e e oo nds S 2 mS 2379, L8 264
Research and development o - s 5. 27. .. 938, 8. . 670

Selling, general 20d AAMIMISTAIVE ~or oo oo <oooi e e o o PR on St oo i - e S 21 23 .._wsm 23313 0.8 2958

The accompanying notes are an integral part of these consolidated financial statements.
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MASIMO CORPORATION

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY (DEFICIT)
(in thousands, except share amounts)

Accomnlated Total
Convertible Other Retained Stockholders’

Balance at "~ . . , . o : ..
{_ December 31,2004 . ..ol $ .o 9,406,110..5 9. . o SRV S5 $(127,63T) 8- (127,573)
Stock options excrcu:ed S T - 934300 L - S —
[ncomcmxbenzﬁt from =y omtl Yo o T o ‘
excrc:scofslock : R I \
OPHONST e s e T v T L 4 e - w—— e o S S . 71
Compensation related to
stock option grants to
..consultants _ __.__. ... . . —_ —_— . p— Pt S~ 1| I — e = 105,

k¥

Compcnsation related to - . o
accelerated vesting of - ) . ST i L |
; cmploycc stoclc o T o, A : L
i~ Options:. :
Accretion of redemption
value on convertible
preferred Stoek.. e ¢ e e DT ¢ T e T s e T e e (L3TE) e (6,702} _._. . (8,278}
Comprebcnswc income . ’ i ; . . %
P 711:) MU OOV PG U U SOt S P
Net income._ . - LT e —e L — e . o e . 33,3B1 .“,_.*33 381,
Foreign currency : ] R .
Lo trapslation e e e == oo e mddemm e e (18— (189)'

B R U I RPN - 3 TR SN -SSP .

Total comprehensive
income 33,192

e AP 4 LA S M AR Al S S et S s et e o e - -, g s qrrme g ol st e '--—-M i --—4=

Balam:eat ) O b ' S T :
o December 31 2005 e e e 3,940,410 L. 10 =L —_— (134) (100,958} - (101 082)

Stock options exercised . . _ ... — 6739722 . 7. e AL 4 419
Income tax benefit from . o ] T -

! excrmscofstock . e )
«— Optionssiac i S G D A S 4,201 e e e et st b 201

Dividends declared in
excess of (i) amounts
previously accreted to
holders of preferred
stock and (1i) amount
included in stock
compensation expense — — —. — — —_ (20,298) — (103 322) (123 620)

7

]

Reclassification of i k
{ convcmble prcfcrn:d S . L ; Yo i
o 0K i e 11537500 143959, e | eml e e e e Tt JAReT e T 143 959_.
Reclassification of

cumulative dividends

accreted to dividends
- payable_ .. . - —— (63,616) .o . —.
Accretion of rcdempuon T v e
; “value on convertible ce L L
‘pn:fcm:dstock - —~ -..::f,.,.:....w'?,985. B -
Compensation related to

stock options granted

. toconsultants . _. _ . . .. ;oo L= e e e T e+ BB T e

e (631 616)

(7985 . . — i.

Compensatlon ‘retated to : TNt EITT
stockopnongrantsto RPN ) e PN :
L- erfiployees 5. St 2 . o e e 21329 S

Repurchase of common
.. stock from employees N—— (114,600) _ — 114,600 ___(628). . ...313 (o= e
Comprehensrve income .o : e r I - .

1 e 2

_(]055) e e e e - P I TP Y O PSS,

— _Netineome__ __._. . _.—. _..— L T T ime S e T emee—e T 181,826 181,826
i . Forelgnewmeney - . - . = - . == 4 aeem ammen . o L wmeelmme  ea— ..____.___(183) e aT— e - (183)

Total comprehensive
income 181,643

eI e I e g A ey e B .-..-.‘

B s AT s pearan e .A..M.A..‘w.~.~ N ot - .a..._,........,..,.‘.,.m-. 1 R
* LT

Balance at =", et : AT -
{_. December 31 1006 11,537, 501 .5 88,328 {6 565 532 -5 17 - 114,600+ 3 .(628)"8 . - S M- (317) $ (39, 439) 3. 56 961/
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MASIMO CORPORATION

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY (DEFICIT)—Continued)
(in thousands, except share amounts)

Accumutated

Convertible Additional Other Retained Total
—. PreferredStock.. . _.. CommonSiock . __TreasurySteck =~ PaldIn Comprehensive  Earnings  Stockholders®
R eeeemn o ——iilTES___ _Amount _S.Inm_ Amount  Shares A.mnm . —Capital .I.nmm.:ﬂ.m:). _ADeficity FanmLﬂh:ﬁdn*
Balance at | ;
. .. December 31, 2006.... .11 537,501_._ $.88,328 _ 16 565,532_m$ m-ﬂ 114,600 .. $_ (628) $ e = $--._. -L(317) -$(30,439)_8 . 56, 961 !
Stock options cxcrmscd - 268,343 - . 831,
Income tax betiefit from ¥ ' T

e i O - ‘wuwa}Jw et ae wrunl 7 "'""Wr')'c:’;

] w .

1
a B
. Py
}

cxcrcxse of stock R ] R
n.-OPthDS-.n. - ..r......'-.-w.-\--n:ﬁl D AT e e T o b T e = [ 204.. e i P L e 2P L e e ~v.204
Conversion of preferred

stock to common

. stock_ R 1,537,501) (93,165) _34,612 503,____35,_ e T 93,130 R S
Issuznce of commeon N . C . 1{ . ‘
! stock id initial public ”i s ’ o f ‘ f
eoffering . e 3,287,494.;._.,.., B e ATBAE St e 47,8404

Accretion of redemnption
value on convertible

PPERITed SI0CK .. o oy o83 e e (20596 e (R24D) e —

Cumulative impact of = - [ - X T s X " .
| changemaccuu.ntmg LT LT . N Coa L ¢
i for uncertainties in S tG T oo - ‘
L ibcome taxes ._... e e Emm e i e Tmal e e T = e m T e o el L L (618) -z (B18).
Compensation related to

stock option grants to
v COOplOyEES e e e e T 3475 ... T R X. ¥ L
Repurchase of common e 5T . BN eom e s t
L_ stock from employees ... - <S5t e cmmm e (41 640) it e 31,640 2% (581 )t o A1 T it i e e B e (164)
Reclassification of

Masimo Labs

additional paid in

capital to minority

ADtRESE L T T T T e 0O e {10)
Comprchensxve income o o - o : . ' !
{_.{loss): U e e emm e i D m— e ——

Netincome_ _ . __ .. . R S — _42255 — 42,235

= Foreign currency...... . ... i T e s e - wh o e Bt e e TR Sl L = . M,..M(7l7) . T i (717)
Total comprehensive

income 41,538
Balance at : - -

1. December 29, 2007 . 54692,232 5550156240 5(1,209) $143,297 . s,w (1 034) $ 8957 .5.. .1500665

The accompanying notes are an integral part of these consolidated financial statements.
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MASIMO CORPORATION

CONSCLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

Year ended Year ended Year ended

December 31, December 31, December 29,
I, - ——— I . - T, U .| B
Cash flows from operating activities: — . v cmnom v et e e Sy U S
e Netincome _ B T £ X 381 $_181826 . _.$_ 42255
L.. . Adjustments to reconcile net income 1o net et cash prov:ded by opcranng activitiest.. . ——. . o e e o

v e . Depreciation and amortization .. . ... e g sy .._,,_2 958 e 3 b69. 5,263,
{7 - . - Stock*based compensation - - SRR, ! - .- o 1685 ..... T 38920

¢ - ~-—(Gain) loss on disposal of property and equipment ___ .. . S
tes — v none Provision for doubtful BCCOMNES. . . tolinem s o el com < S ~LIBT. . (25)
e < Provision for obsolete inventory... . e oo L ‘ . - rrra ,_,_,.,._.“.301, S _‘1 155.
L . Provision for WRAITADEY. COSIS wonn s et SO . LU A SO R . 3% SIS I 7. . SO | 482!
- ~w— . -.Purchased inTprocess research and development _ . __. . — s T P
.27 Provision for (benefit from) deferred IDEOME tAXES . . . ... L cviim S5Siebmmriverrncmrerm - rewes erasbie (27 679) e o - 8,800 . e e 2,696
,M_W,Incomc tax benefit from exercise of stock options .. ... . 345 —— N33 60
¥ T Excess tax bencfits from share based payment aITangements . : L. L) JRREE——— (144)
am wremr e -~.Changes in operating assets and liabilities: -
L e vr .mwe--InCTCASE in accounts receivable. . e = o e .(4,266)Mm (7,-179) e (3,269)
Increase in royaltics reeeivable . . . e e e e e e e T e manne (1,289} —(12,577).
ee—— - — . (Increase) decrease in accounts receivable from relatsd parties_ . . i ma s s 239 (8O0} e e (953)
— e Increase in inventories e {5,231, . _ (4981 . ..__(7,02])

e e (19} 5

fl . " Increase in deferred cost.of goods sold. . . .. —.._ .. . e i (3 S98) .. (6 072) oo e {4,306)
o Increase in prepaid CXPEOSES _mems crvce e o o e e g (560) I (776) ee e 1727),
[ 2 .& mcreasein prepaid income taxes . e e 4 i - e {3,247)
e v o+ (LDCTERSE) decTeRSE in OtheT A888tS 0 e o s g e '.’,e R (l 023) ________ {25 210)
D T 3 ¥ Increasé in accounts payablcw AN X v DR IR AT 1,293 ﬁw:fuwml J34 . Ll T ,345.
e e oona. IIICFEASE (dccrcase) in accounts payable to related pamcs . - (3 070) e | VA 99,
X Increase in accrued COMPENSAON - s e e ms - b B e 20 e 2652t X7 I— 53‘
s ey . IRCTEASE (deCTEASE). IN ACCTUC liabilities - — 801_, . ... _‘(154) o
~ « = ow e Increase (decrease) in income taxes paya.blc.___._ - L U 5 ¢ JONURUSE— ) i} M,__m._(l 110)
.. .- . Increaseindeferredrevenue ... .. . _ L s e e e e 230200 6,749 . . 2,784
- . . - .- -Increase (decrease) in other Habilities .. . _ . .. .zoo_s- B N 167 .. .1,309,;
Net cash provided by operating activities 4,541 193,764 28,823
Cash Nows from InVesing CtVIBes: .. oo o I w3000 LAY A D DU S S |
+aemwmemperPUTChaSES Of property and equipment B S U -7 244) - R 921) hhhhhhh (5 325)
L Proceeds from disposition of property. jand equipment ... % .t - 179 :
. _ Increase in intangible assets . g e o = - : .- ‘_,(1 167) e —— (I 048) T (1 641)
1.7 __ _Increasein restricted cash. . ~osmmt 2 o L Ll S T AT e e
Cash paid for acquisition (1,984) (1,326) (137)
Net cash used in investing activities . .~ — . _ ol TUU U T8 263) - L (8,289) - L (7,153)
Cash flows from ﬁnancing activities: ___ T T i SR
L.} Procesds from initial public offering, net ofprocccds--, el I s T e i ._47 849 ;
... Proceeds from issuance of]ong-term dcbt S — Smg e s ]1 21, S 20, 075,
. - Repayments on long—term debt:. .- g T T TR : : — (8,202), 2% (10,158)
... PrOGEeds from issuance of common stock ..., — en e e . — — o831,
L. Excess tax benefits frorh share based PAYIICHL ATANZEMENLS . v ovr v 5 o oA T b L e o TR -
— Dividends paid, o e . " N (149 703)_‘_ PR (37 350)
S Purchascofﬂmsurystockw_____- I LI I G - Yoo e (581
Net cash provided by (used in} financing activities 6,182 (144,046) 20,810
‘Effect of foreigh CUrrency exchange rates 0b CaSsho e ~ —v oo = o . v oo + o e o~ (B2) o < meen (R19) . — . (1,120
Net increase in cash and cash equivalents e g e 2,378 SA210 0 L 41,351
Cash and cash equivalents at DEGINNING Of PEIOA 2w ot or —owemoeeerm oo s ot oo B erremeemenem e oo 11,794 7 T 34,172, 7755382}
Cash and cash equivalents at end of peried $ 14172 $ 55382 £ 96,733
Supplemental disclosure of cash flow information: - — ~ «.... - .«.on.. ST ’“ P .': Z
Cashpaidfor .. . eeee v oo -« - R
L Imterest— — o T T I A T T T T T T U S 1898 s 1,548, 82,355,
... Income taxes e e enn oo o mamn . - T 1208‘,,,5 120,954 _ _ §___ 25, 911
Noncash investing and | ﬁ.nancmg BEHVIRES: - s — et o o o e e [ |

. Accretion of rederption value of convertible prcfcm:d SI0CK . . L e o . . 8278 K3 .. 7,985 .5 . _ABR37.
{ _Assctsacquu'cdundcrcapmllmscs S A S SRS SISt SIS SURRAL |-~ SERSY SR 3

The accompanying notes are an integral part of these consolidated financial statements.
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MASIMO CORPORATION

NOTES TQO CONSOLIDATED FINANCIAL STATEMENTS
December 29, 2007

I. Description of the Company

Masimo Corporation, or the Company, is a global medical technology company that develops, manufactures and markets non—invasive patient monitoring
products that improve patient care. The Company invented Masimo Signal Extraction Technology, or Masimo SET, which provides the capabilities of
Measure—Through Motion and Low Perfusion pulse oximetry to address the primary limitations of conventional pulse oximetry. The Company markets a
family of patient monitoring solutions which incorporate a monitor or circuit board and scnsors, including both proprietary single-patient use and reusable
sensors and cables. The Company considers both the pulse oximetry device and its sensors and cables to be products as defined in its statements of income.
The Company sells to hospitals and the emergency medical services, or EMS, market through its direct sales force and distributors, and markets its circuit
boards containing the Company’s proprictary algorithm and software architecture to original equipment manufacturet, or OEM, partmers.

2. Sumimary of Significant Accounting Policies
Principles of Consolidation

The condensed consolidated financial statements include the accounts of Masimo Corporation, Masimo Laberatories, Inc., and Masimo Corporation’s
wholly—owned subsidiarics, Masimo Americas, Inc., Masimo Europe Ltd., Masimo Japan, Masimo Canada ULC and Masimo Australia Pty. Ltd. All
intercompany accounts and transactions have been eliminated in consolidation.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America requires management to
make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the dates of the
financial statements and the reported amounis of revenues and cxpenses during the reporting periods. Significant estimates include: determination of
accounts receivable allowances, inventory reserves, sales return reserves, warranty reserves, rebate reserves, valuation of the Company’s common stock ard
stock options, distributor channel inventory, royalty revenues and property tax and income tax contingencies. Actual results could differ from those
estimates,

Reclassifications
Certain amounts in the consolidated financial statements for prior years have been reclassified to conform with the current year presentation,

Fiscal Periods

Effective beginning in the first quarter of 2007, the Company adopted a conventional 52/53—week fiscal year and fiscal 2007 was designated as a 52 week
year. Under a conventional 52/53 week fiscal year, a 52 week year includes four quarters of 13 fiscal weeks while a 53 week fiscal year includes three 13
week quarters and one 14 week quarter. Under the Company’s fiscal year policy, ¢ach quarter and the year end will end on the Saturday corresponding to
either the 13 or 14 week quarter. As a result of the adoption of the 52/53 week convention in fiscal 2007, Company’s first, second and third quarters ended
on Saturday, March 31, June 30 and September 29, 2007, respectively, and its fiscal year ended on Saturday, December 29, 2007, During 2006, the
Company followed a traditional calendar year and, as a result, the first, second and third quarters ended on March 31, June 30 and September 30, 2006,
respectively, and the fiscal year ended on December 31, 2006. In fiscal 2008, the Company will be on a 53 week fiscal calendar in which the Company’s
first, second and third quarters will end on Saturday, March 29, June 28 and September 27, 2008, respectively, and its fiscal year will end on Saturday,
January 3, 2009. Each of the first three quarters in 2008 will be 13 week quarters while the fourth fiscal quarter will be a 14 week quarter.

Cash and Cashk Equivalents

Cash equivalents include all highly liquid investments that arc readily convertible into known amounts of cash and have an original maturity of three months
or less when acquired. These amounts are stated at cost which approximates fair value. The Company had $796,000 and $1.5 millicn held in foreign bank
accounts as of December 31, 2006 and December 29, 2007, respectively. Interest income on cash and cash equivalents is accrued and recognized monthly.

F-8




MASIMO CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Fair Value of Financial Instruments

The cstimated fair values of the Company's financial instruments, which include cash end cash equivalents, accounts receivable, accounts payable, accrued
liabilities and income taxes payable and long—term debt, approximate their carrying values due to their short maturities and because the weighted average
borrowing rate of the long—term debt approximates the current market rates for simmlar borrowings.

Accounts Receivable and Allowance for Doubtful Accounts

Accounts receivable consist of trade receivables recorded upon recognition of revenue for product revenues, reduced by reserves for estimated bad debts and
returns. Trade accounts receivable are recorded at the invoiced amount and do not bear interest. Credit is extended based on evaluation of the customer’s
financial condition. Collateral is not required. The allowance for doubtful accounts is determined based on historical write—off experience, current customer
information and other relevant factors, including specific identification of past due accounts, based on the age of the receivable in excess of the
contemplated or contractual due date. Accounts are charged off against the allowance when management believes they are uncollectible.

Changes in the allowance for doubtful accounts for the years ended December 31, 2005, December 31, 2006 and December 29, 2007, were as follows (in
thousands):

Year ended Year ended Year ended
December 31, December 31, December 29,
e m e e+ s e e e DR . . S )
Allowance for doubtful'a a.ocounts bcgmmng ofpcnodﬁ“.v.- I YT S N S S 625
Provision for doubtful 8CCOUNS ... e vy e+ e = e oo o wemremrmy e e smrsssenie 3 T i 11187 (25)
Write Off OF UNCOIECHDIE ACCOUNS m bt 5t oo e bt om0 (98) estores {0 s = s (230)
Allowance for doubtful accounts, end of period $ 444 $ 1,625 s 1,370

Our accounts receivable balance, including those from related parties was $22.4 million and $27.0 million, net of allowances for doubtful accounts of $1.6
millicn and $1.4 million at December 31, 2006 and December 29, 2007, respectively. The allowance for doubiful accounts declined due to an improvement
in the rate of collection on older invoices in 2007 as compared to 2006,

Inventories

Inventories arc stated at the lower of cost or market. Cost is determined using a standard cost method, which approximates FIFO {first in, first out) and
includes material, labor and overhiead. Lnventory reserves are recorded for materials that have become excess or obsolete or are no longer used in current
production and for inventory that has a market price less than the carrying value in inventory.

Property and Equipment

Property and equipment are stated at cost, less accurmnulated depreciation and amortization. Depreciation and amortization are provided using the
straight—line method over the estimated useful lives of the related assets, which range from three to five years. Leasehold improvements are amortized over
the lesser of the lease term or the estimated useful life of the improvements. Normal repair and maintenance costs are expensed as incurred, whereas
significant improvements that materially increase values or extend useful lives are capitalized and depreciated over the remaining estimated useful lives of
the related assets. Upon sale or retirement of depreciable assets, the related cost and accumulated depreciation or amortization are removed from the
accounts and any gain or loss on the sale or retirement is recognized in income. For the years ended December 31, 2005, December 31, 2006 and
D:c:mbcr129 2007, depreciation of property and equipment, which includes amortization of capital leases, was $2.6 rmlhon, $3.3 million and $4.6 million,
respectively

Intangible Assets and Goodwill

Intangible assets consist primarily of patents and trademarks, and goodwill resulting from the acquisition of Andromed, Inc., or Andromed, as discussed
further in Note 3. Costs related to patents and trademarks, which include legal and application fees, are capitalized and ‘amortized over the estimated useful
lives using the straight—line method. Patent and trademark amortization commences once final approval of the patent or trademark has been obtained. Patent
costs are amortized over 10 years and trademark costs over 20 years, and their associated amortization cost is included in general and edministrative
expense. For the years ended December 31, 2005 and 2006 and December 29, 2007, amortization of patents and trademarks was $£327,000, $349,000 and
$594,000
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MASIMO CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Countinued)

respectively. As of December 31, 2006 and December 29, 2007, the total costs of patents not yet amortizing was $1.3 million and $2.0 million, respectively.
As of December 31, 2006 and December 29, 2007, the total costs of rademarks not yet amortizing was $0.2 million and $0.2 million, respectively.
Management continually evaluates the amortization period and carrying basis of patents and trademarks to determine whether any events or circumstances
warrant a revised estimated useful life or reduction in value, Capitalized application costs are charged to operations when it is determined that the patent or
trademark will not be obtained or is abandoned,

Impairment

The impairment evaluation for goodwill is conducted annually as of December 31 or more frequently if events or changes in circumstances indicate that an
asset might be impaired. The evaluation is performed using a two—step process. In the first step, the estimated fair value of the reporting unit is compared
with its carrying amount, including goodwill. The estimated fair value is generally determined using discounted future cash flows. If the estimated fair value
is tess than the carrying amount, then a second step must be completed in order to determine the amount of the goodwill impairment. In the second step, the
implied fair value of the goodwill is determined by allocating the fair value of all of the reporting unit's assets and liabilities other than goodwill in a manner
similar to a purchase price allocation. The resulting implied fair value of the goodwill that results from the allocation is then compared to the carrying
amount of the goodwill and an impairment charge is recorded for the difference.

The Company reviews long—=lived assets and identifiable intangibles for impairment whenever events or changes in circumstances indicate that the carrying
amount of 2n asset may not be recoverable, Recoverability of assets to be held and used is measured by a coraparison of the carrying amount of an asset to
the future undiscounted operating cash flow expected to be generated by the asset. If such asset is considered to be impaired, the impaimment to be
recognized is measured by the amount by which the carrying amount exceeds the fair value of the asset. Long—lived assets to be disposed of are reported at
the lower of carrying amount or fair value less costs to sell.

No impairment of goodwill, intangible assets, or other long lived assets were recorded during the years ended December 31, 2005, December 31, 2006 or
December 29, 2007.

Restricted Cash

In May 2004, the Company entered into a facilities sublease which required the Company to deliver an irevocable standby letter of credit in the amount of
$450,000 to the sub—landlerd. In connection with the letter of credit issued by Comerica Bank, the Company was required to deposit $450,000 into a
restricted account. In December 2003, the Company entered into a facilities lease in France which required the Company to deliver an irrevocable standby
letter of credit in the amount of EUR €43,000 (approximately USD $57,000 as of December 31, 2006 and USD $63,000 as of December 29, 2007) to the
landlord. In connection with the letter of credit issued by Banque Nationale de Paris, the Company was required to deposit EUR €43,000 ioto a restricted
sccount. These amounts are shown as restricted cash on the accompanying consolidated balance sheets.

Accretion of Preferred Stock

The difference between the initial camrying amount and redemption value of the convertible preferred stock, comprised of dividends and offering expenses,
are recordeg! ;s¢ periodic accretions to increase the carrying value of the preferred stock using the straight—line method, which approximates the effective
interest me

Income Taxes

The Company accounts for income taxes in accordance with Statement of Financial Accounting Standards, or SFAS, No. 109, “Accounting for Income
Taxes,” whereby deferred tax assets and liabilities are recognized for the future tax consequences attributable to differences between the financial statement
carrying amounts of existing assets and liabilities and their respective tax bases. Deferred tax assets and liabilities are measured using enacted tax rates
expected to apply in the years in which those temporary differences are expected to be recovered. The Company evaluates the need to establish a valuation
allowance for deferred tax assets based on positive and nepative evidence including past operating results, the amount of existing temporary differences to
be recovered and expected future taxable income. A valuation allowance to reduce the deferred tax assets is established when it is “more ljkely than pot™
that some or all of the deferred tax assets will not be realized.

In July 2006, the FASB issued Interpretation No. 48, “Accounting for Uncertainty in Income Taxes—an interpretation of FASB Statement No. 109, or FIN
48, which became cffective for the Company on Japuary 1, 2007. FIN 48 prescribes a recognition threshold and a2 measurement attribute for the financial
statermnent recognition and measurement of tax positions taken or expected to be taken in a tax return. For those benefits to be recognized, a tax position must
be more—likety—than—not to be sustained upon examination by taxing authorities. The adopticn of FIN 48 resulted in a reduction of the Company’s
beginning retained eamnings of $618,000. As of January 1, 2007 and December 29, 2007, the balance of gross unrecognized tax bencefits was $3.6 million
and $3.3 million, respectively.
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The amount of unrecognized benefits which, if ultimately recognized, could favorably effect the tax rate in a future period was $599,000 and $2.2 million as
of January 1, 2007 and December 29, 2007, respectively. Both amounts are net of any federal and/or state benefits. The remaining balance relates to timing
differences, of which the ultimate deductibility is highly certain, but there is uncertainty about the timing of such deductibility. It is reasonably possible that
the amount of unrecognized tax bencfits will decrease in the next 12 months by $197,000 primarily related to certain timing differences.

The Company recognizes penalties and interest related to unrecognized tax benefits in its income tax expense. At December 29, 2007, the Company had
accrued $211,000 for the payment of interést (net of tax benefits).

The Company conducts business in multiple jurisdictions, and 2s a result, one or more of its subsidiaries files income tax returns in the U.§. federal, various
state, local and foreign jurisdictions. Due to the utilization of net operating loss carryforwards, all years since 1994 are open for examination by major
taxing authorities.

Revenue Recognition and Deferred Revenue

The Company recognizes revenue pursuant to the requirements of American Institute of Certified Public Accountants, or AICPA, Statement of Position, or
SOP, 972, “Safiware Revenue Recognition,” as amended by SOP 989, “Software Revenue Recognition, With Respect to Certain Transactions,” Financial
Accounting Standards Board, or FASB, Emerging Issues Task Force, or EITF, Issue No. 03-5, “Applicability of AICPA Statement of Fosition §7-2 to
Non~Software Deliverables in an Arrangement Containing More— Than—Incidental Software,” und other authoritative accounting guidance.

The Company enters into agreements to sell pulse oximetry and related products and services as well as multiple deliverable arrangements that include
various combinations of products and services, Additionally, while the majority of the Company’s sales transactions contain standard business terms and
copditions, there are some transactions that contain non—standard business terms and conditions. As a result, contract interpretation is sometimes required to
determine the appropriate accounting including: (i) whether an arrangement exists; {ii) how the arrangement consideration should be allocated among the
deliverables if there are multiple deliverables; (iii) when to recognize revenue on the deliverables; and (iv) whether undelivered elements are essential to the
functionality of the delivered elements. In addition, the Company's revenue recognition policy requires an assessment as to whether collectibility is
probable, which inherently requires the Company to evaluate the creditworthiness of customers, Changes in judgments on these assumptions and estimates
couid materially impact the timing of revenue recognition.

The Company derives revenue primarily from four sources: (i) direct sales of pulse oximetry and related products to end user hospitals, emergency medical
response organizations and other direct customners; (ii) direct sales of pulsc oximetry and related products to distributors who then typically resell to end user
hospitals, emergency medical response organizations and other direct customers; (jii) direct sales of integrated circuit boards to OEM customers who
incorporate the Company's embedded software technology into their multi-parameter monitoring devices and (iv) leng-term sales contracts to end user
hospitals in which the Company typically provides up front monitoring equipment at no charge in exchange for a multi—year sensor purchase commitment.

For direct sales to cnd user bospitals, emergency medical response organizations, other direct customers as well as OEMs, the Company recognizes revenue
when: (i) persuasive evidence of an arrangement exists, (ii) delivery has occurred or services have been rendered, (iii) the price is fixed or determinable and
(iv) collectibility is reasonably assured. Revenuc from the sale of the Company’s products is generally recognized when title and risk of loss transfers to the
customer upon shipment, the terms of which are shipping point or destination. The Company uses contracts and customer purchase orders to determine the
existence of an arrangement. The Company uscs shipping documents and/or third—party proof of delivery to verify that title has transferred. The Company
assesses whether the fee is fixed or determinable based upon the terms of the agreement associated with the transaction. To determine whether collecuon is
probable, the Company assesses a number of factors but primarily relies upon past transaction history with the customer, if available.

The Company's sales under long—term purchase contracts are generally structured such that the Company agrees to provide up—front and at no charge
certain monitoring equipment, installation, training and ongoing warranty support in exchange for the hespital's agreement to purchase sensors over the
term of the agrecment, which ranges from thiree to six years. Undér SOP 97-2, the Company has determined that its patented algorithm and software
architecture, which resides within the monitors, is more than incidental to the product as & whole. In accordance with EITF Issue No. 03-03, the Company
has also determined that the non—software deliverables
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(i.c. sensors, adapter cables, ete.) are considered essential to the functionality of the delivercd ¢lements. Furthermore, no payments are due to the Company
from the hospital custormer until sensors are shipped or delivered to the hospital at fixed prices per sensor over the term of the arrangement. Accordingly, the
Company does not recognize any revenue when the monitoring and related equipment is delivered to the hospitals and installation and training is complete.
The Company recognizes revenue for all of the delivered elements, on a pro—rata basis, as the sensors are delivered under the long—term purchase
commitment, The cost of the monitoring equipment initially placed at the hospitals is deferred and amortized to cost of goods sold over the life of the
undertying long—term sensor contract.

Sales to the Company’s distributors are recognized on the sell-through method. The Company’s distributors purchase primarily sensor products which they
then resell to hospitals that are typically fulfilling their purchase obligation to the Company under the end~user hospital’s long—term sensor purchase
commitments. Because of the underlying contractual retationship between the Company and the end-user hospital, revenue is deferred until the Company’s
commitment to their end user consumer is fulfilled. In the distribution channel, the Company believes this fulfillment occurs when the sensors are sold by
the distributor to the end-user hospital and, accordingly, betieves the use of the sell—through method properly reflects the completion of the distribution
sales process.

The Company's distributors purchase products at specified distributor pricing and then may resell the product to end—user hospitals with whom the
Company has separate pricing agreements. Where distributor prices are higher than end—user hospital contracted prices, the Company provides rebates to
these distributors for the difference berween distributor prices and end—user hospital prices. The Company estimates and provides allowances for the
programs at the time of sales as a reduction to revenue and accounts receivable.

The Company provides certain end—user hospitals with the ability to purchase sensors under rebate programs. Under these programs, the end—user hospitals
may earn rebates based on their purchasing levels. The Company estimates and provides allowances for these programs at the time of sale as a reduction to
revenues and an increase to deferred revenues.

In general, customers do not have a right of return for credit or refund. However, the Company allows refurns under certain circumstances. At the end of
each period, the Company estimates and accrues for these returns as a reduction to revenue and accounts receivable. The Company estimates returns based
on several factors, including contractual limitations and past retums history.

In September 2005, the U.S. Federal Court of Appeals riled that Mallinckrodt, Inc., now part of Covidien (formerly Tyco Healthcare), and one of its
subsidiaries, Nellcor Puritan Bennett, Inc., collectively referred to as Nellcor, infringed Masimo patents and ordered the lower court to enjoin Nellcor’s
infringing products. On January 17, 2006, the Company settled all existing patent litigation with Nellcor, Under terms of the agreement, Nellcor agreed to
stop selling its infringing products and to pay the Company $263.0 million for damages through January 2006. The proceeds of the settlement were recorded
to patent litigations expense (proceeds) in the consolidated statement of income for the year ended December 31, 2006. In addition, in exchange for the
Company's covenant nol to sue Nellcor on future sales of its new products, Nellcor agreed to pay the Company royalties on its total U.S. pulse oximetry
revenuc at feast through March 14, 2011, which the Company records as royalty revenue.

in January 2006, Nellcor made an advance royalty payment to the Company of $67.5 million related to the scttlement agreement. Based on sales
information provided by Nellcor, the Company’s total 2006 Nellcor royalties were $68.8 million. The Nellcor royaltics are recogpized by the Company
based on sales of Nellcor’s infringing products reported to the Company by Nellcor. As a result, at December 31, 2006 and December 29, 2007, the
Company has recorded a receivable of $1.3 million and $13.9 million, respectively, related to royalty payments owed by Nellcor to the Company.

The Company also carns revenue from the sale of integrated circnit boards that use the Company’s software technology and royalties and licensing fees for
allowing others the right to use the Company’s technology in their products. The royalty revenue is recognized upon shipment of the OEM’s product, as
represented to the Company by the OEM. Licensing fees are fixed in amount and recognized over the term of the license agreements on a straight—line
basis.

Taxes Collected From Customers and Remitted to Governmental Authorities

According o EITF 06~3 "How Taxes Collected from Customers and Remitted to Governmental Autharities Should Be Presented in the Income Statement
(That Is, Gross Versus Net Presentation) ”, such presentation is an accounting policy decision. The Company’s policy is to present taxes collected from
customers and remitted to governmental authorities on a net basis.

Product Warranty Expense

The Company provides a product warranty against defects in material and workmanship for a period raaging from six months to one year, depending on the
product type. In the case of long—term sales agreemeats, the Company typically warranties the products for the
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term of the agreement, which ranges from three to six years. Ir traditional sales activities, including direct and OEM sales, the Company establishes an
accrual for the estimated costs of the product warranty at the time of revenue recognition, Estimated product watranty expenses are recorded as an accrued
liability, with a corresponding provision to cost of sales. In end—user hospital contracts, revenue related to an extended product warranty is recognized over
the life of the contract, while the product warranty costs related to the end—user hospital contracts are expensed as incurred,

Changes in the product warranty accrual were as follows (in thousands):

Year ended Year ended Year ended

December 31, December 31, December 29,
— . —as M 2007
Warrantyaccmal,bcgmmnggfpcnodm_. - . | .929.. S. L 11 JUE, J——. 1
Provision fnrwarmnty costs ) —_—- o e A8 e A4S 1482
Warrantycxpendltursum._-,___. et = et . = (664) i e (260 oo _ (1 432)
Warranty accrual, end of period s 415 s 599 S 649

() At December 31, 2004, the Company accrued an additional warranty provision for a monitor recall announced in June 2005. The decrease in
provision for warranty costs as of December 31, 2005 as compared to December 31, 2004 was mainly due to the decrease in the provision for recall
related costs as the majority of the recall work was completed in 2005.

Shipping and Hendling Costs and Revenue

All shipping and handling costs are expensed as incurred and are recorded as a component of cost of sales. Charges for shipping and bandling are included
as a component of product revenues in accordance with EITF Issue No. 00—10, “Accounting for Shipping and Handling Fees and Costs.™

Advertising Costs

Advertising costs are expensed as incurred. These costs are included in selling, genera! and administrative expense in the accompanying consolidated
statements of income. Advertising costs for the years ended December 31, 2005, December 31, 2006 and December 29, 2007 were $2.5 million, $3.2
million and $6.4 millicn, respectively.

Research and Development

Costs related to research and development activities are expensed as incurred, These costs include personnel costs, materials, depreciation and amortization
on associated tangible and intangible assets and an aliocation of facility costs, all of which arc directly related to'research and development activities.

Software Development Costs

In accordance with SFAS No. 86, “Accounting for the Costs of Computer Software to Be Sold, Leased, or Otherwise Marketed,” costs related to the research
and development of new software producis and enhancements to existing software products are expensed as incurred until technological feasibility of the
product has been established, at which time such costs are capitalized, subject to expected recoverability. The Company capitalized $284,000 of software
development costs for the year ended December 31, 2005, No software development costs were capitalized for the year ended December 31, 2006. For the
year ended December 29, 2007, the Company capitalized $273,000 of software development costs. The capitalized costs are being amortized over the
estimated life of the products, or seven years, The Company amortized $14,000, $41,000 and $58,000 for the years ended December 31,

20035, December 31, 2006 and December 29, 2007 respectively. The Company has unamortized software development costs of $270,000, $229,000 and
$444,000 at December 31, 2005, December 31, 2006 and December 29, 2007, respectively, which is classificd as intangible assets in the accompanying
consolidated balance shests.

Purchased In—Process Research and Development

When the Company acquires another entity or group of assets, the purchase price is allocated, as applicable, between purchased in—process research and
development, or [PR&D, pet tangible assets, goodwill and other intangible assets. The Company defines [PR&D as the value assigned to those projects for
which the related products have not received regulatory approval or have no afternative future use. Amounts allocated to [PR&D are immediately expensed
at the time of acquisition. For the year ended December 31, 2005, the Company incurred $2.8 million of IPR&D expense from the Andromed Acquisition.
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Foreign Currency Translation

The functional currency of Masimo Americas, Inc. is the U.S, dollar, The functional currency of Masimo Japan is the Japanese yen. The functional currency
of Masimo Europe Ltd. is the Euro. The functional currency of Masimo Canada ULC is the Canadian dollar. The functiona! currency of Masimo Australia
Pty. Ltd is the Australian dollar. Assets and liabilities of the foreign subsidiaries are translated into U.S. dollars at the rate of exchange at year—cnd.
Statement of income amounts are translated at the average monthly exchange rates for the respective periods. Translation gains and losses are included as a
component of stockholders’ equity. Transaction gains and {losses) are included in the statement of income and were §7,000, $293,000 and $1.2 million for
the years ended December 31, 2005, December 31, 2006 and December 29, 2007, respectively.

Comprehensive Income (Loss)

SFAS No. 130, “Reporting Comprehensive Income,” establishes requirements for reporting and disclosure of comprehensive income (loss) and its
components. Comprehensive income (loss) inciudes foreign currency translation adjustments and other items that have been excluded from pet income and
is presented in the accompanying statement of stockholders’ equity (deficit).

Segment Information

In accordance with SFAS No. 131, “Disclosures about Segments of an Enterprise and Related Information”, the Company uses thé “management approach™

in determining reportable business segments. The management approach designates the intemal organization used by management for making operating
decisions and assessing performance as the source for determining the Company’s reportable segments. Based on this assessment, management has
determined it operates in one reportable business segment, comprised of non—invasive patient monitoring related products.

Net Income Per Common Share

Basic net income per common share is computed by dividing net income attributable to common stockholders for the period by the weighted average
number of common shares outstanding during the period. Net income attributable to common stockholders is calculated using the two class method under
EITF Issue No, 03—06, “Participating Securities and the Two—Class Method under FASB Statement No. 128.” EITF No. 03-06 establishes standards
regarding the computation of carnings per share by companies that have issued securitics other than common stock that contractually entitle the holder of
such securities to participate in dividends and eamings of the Company. Pursuant to EITF 03—6, the two—class method of computing basic eamings per
share is required when an entity has participating securities, Dividends must be calculated for the participating security on undistributed earnings and are a
reduction in the net income attributable to common shareholders. The Company's Series A through G preferred stock were participating securities as they
had the right to dividends in the event dividends were declared on common stock. Assumed dividends on undistributed earnings were allocated as if the
entire net income were distributed and were based on the relationship of the weighted average of common shares outstanding and the weighted average of
common shares outstanding if the preferred stock were converted into common stock.

Upon closing of the Company’s initial public offering on August 13, 2007, all of the outstanding convertible preferred shares were converted into common
shares, Therefore, subsequent to this stock conversion the Company used the if—converted method under SFAS No. 128, “Earnings Per Share,” to calculate
earnings per share. Accordingly, for the year ended December 29, 2007, the Company calculated net income per sharc using the two-class method for the
first 224 days of the period and the if-converted methed for the remainder of the period. Income was allocated between these periods on a straight—line
basis over the number of days of the respective periods. The Company calculated net income per share for the years ended December 31, 2005 and 2006,
using the two—class method.

Diluted net income per common share is computed by dividing the net income attributable to common stockholders for the period by the weighted average
number of common and potential commeon shares outstanding during the period, if the effect of potential common shares is dilutive. Potential common
shares inclide incremental shares of common stock issuable upon the exercise of stock options and warrants. A reconciliation of the numerator and
denominator used in the calculation of basic and diluted net income per commeon share follows (in thousands, except share and per share data):
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Year ended Year ended Year suded
December 31, December 31, December 29,
© ok g gy s e vanan b {7y s ek g e an - . P R S - Anvas »-www-» any "—ms_ _ZME_—‘
Net income attributable to Common stocKROIAErs: - tr vv b trtiadis o o o3

+ . =.Net income = two class method (1),
* —rnmr Preferred stock dividend.. ool

-—- Accretion of preferred stock . . ___ SR . X 837)
{.__ Undistributed incottié attributable to preferred stockhoiders. - L (34275) . L (14,339)
Net income attributable to common stockholders (A) s 5,504 $ 61,781 $ 6,899
Basic et income per common share: .. _ . _ . T T T T T LTI T
Weighted average common shares outstanding ~ two class method (B) 9,717,882 16,319, 898 16,654,586
U " Basic carnings per share for pcnod dunng which two;l;asgcsmof oql.uty scc;xﬁ_tlis_\;-nzg R N T mf
. - outstanding (A/BY. 2T o o e 2 b IS ..."s-__,oﬂ, e $en 3T9 8L 220410
Net income for pericd during which single class of cquity securities was outstanding 0
- ACY e eopene i NA o NA_ LS. 16180,
= Wclghr.cd avcragc Common shares outstanding = single class (2) (D). T T N T TN T 4 660,216
Basic net income per share for period during which single class of equ:ty securities were
outstanding (C/D) N/A N/A b 0.30
Basic net income per common share . . _ .. 07 U U T Tl T s s a9 s s
Dﬂuted net income per common share: _____ . e e e e e S,
'~ — Weighted average common shares ouistandmg two class method . .. LT T e, 717 38T 16 319,898 .. 16,654,586 1
Diluted common share equivalent: stock options 3,384,729 3,982,974 4,078,286
. " 'Total diluted common share and share équivalents - two elass (E) -« — - wo - oo 13,102,811 . 20,302,872 ... 20,732,872 }
Diluted earnings per share for pericd during which two classes of equity securities were
ocutstanding (A/E) $ 0.42 $ 3.04 $ 0.33
{‘_ - Net income fot pt"ridd dunng wh:ch smgle cIass of eqmty sccuntlcs was outstanclmg (I) AR A N AR ﬁf
- ()i - - WAL . NA.. Hﬁsz.....ls,ls
~— Weighted average common sha.rcs outstandmg smgle class (2) e e e oA NIA . 54,660,216 _
{7 _Diluted comrmon sharé equivalent: stock options _ .5 2Ll . NA__- CNAL_ L 5,168,982§
Total diluted common share and share equivalents — single class (G) NA N/A 59,829,198
1 Diluted net income pers e per share for p pcnod dunng which smgle ‘class of eqmty securities -'—:—rf— —__ CT o
L. e - oWere OUSEARAINE (F/G)rine e oo o e e S e e NA o NA. 5. . 027]
Diluted net income per common share s 0.42 s 3.04 s 0.60

(1) Netincome for the year ended December 29, 2007 was allocated between the periods during which two classes of equity securities were outstanding
and during which a single class of equity securities was outstanding bascd on the respective number of days. The convertible preferred stock was
converted to common stock on August 13, 2007 the clesing date of the Company’s initial public offering. For year ended December 29, 2007, two
classes of equity securities were outstanding for 224 days and a single class of equity securities was outstanding for 139 days.

(2} Weighted average shares outstanding used to compute basic net income per share after conversion of convertibie preferred stock; one class of
common shares was outstanding for the period from August 13, 2007 to December 29, 2007.
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Stock Based Compensation

On January 1, 2006, the Company adopted the provisions of SFAS No, 123(R), “Share Based Payment,” which require companies to expense the estimated
fair value of employee stock options and similar awards based on the fair value of the award on the date of grant. The cost is recognized over the period
during which an employee is required to provide services in exchange for the award, which is usually the vesting period.

The Company adopted SFAS No. 123(R) using the prospective transition method that applies to awards granted, modified or canceled subsequent to the
date of adoption. Prior periods were not revised for comparative purposes, and existing options continue to be accounted for in accordance with Accounting
Principles Board, or APB, Opinion No. 25, “Accounting for Stock Issued to Employees,” unless such options are modified, repurchased or canceled after the
adoption date. Prior to January 1, 2006, the Company accounted for employee stock options using the intrinsic value method and using the minimum vajue
method for its pro forma disclosures under SFAS No. 123, “Accounting for Stock Based Compensation.” As a result, options granted prior to the adoption of
SFAS No. 123(R) will continue to be accounted for using the intrinsic value method in accordance with APB No. 25 uniess such options are modified,
repurchased or cancelled. In accordance with EITF Issue No. 00—15, “Classification in the Statement of Cash Flows of the Income Tax Benefit Received by
a Company upon Exercise of a Nonqualified Employee Stock Option™, which was nullified by SFAS No. 123(R) except for comnpanies that continue to
account for awards under Opinion No. 25, the cash flows related to the reduction of income taxes paid as a result of the deducticn triggered by employee
exercise of stock options granted or modified prior to the adoption of SFAS No. 123(R) will continue to be presented as an operating cash flow.

New Accounting Pronouncements

In September 2006, the FASB issued SFAS No. 157, “Fair Falue Measurement,” SFAS 157 defines fair value, establishes a framework for measuring fair
value and expands disclosures about fair valuc measurements. SFAS 157 is effective for financial statements issued for fiscal years beginning after
November 15, 2007 and interim periods within those fiscal years. The Company does not expect the adoption of this statement to have a material impact on
its consolidated financial statements.

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities—Including an Amendment to
FASB Statement No. 115.” SFAS 159 permits entities to choose to measure financial instruments and certain other items at fair value at specified election
dates. An entity shall report unrealized gains and losses on items, for which the fair value option has been elected, in earnings. Most of the provisions of
SFAS 159 apply only to entities that elect the fair value option. SFAS 159 is effective for fiscal years ending after November 15, 2007. The Company does
not expect the adoption of this statement to have a material irnpact on its consolidated financial statements.

In December 2007, the FASB issued Statement of Financial Accounting Standards No. 141(R), or SFAS No. 141(R), “Business Combinations™. This
Statement provides greater consistency in the accounting and financial reporting of business combinations. It requires the acquiring entity in a business
combination to record all assets acquired and liabilities assumed at their respective acquisition—date fair values and changes other practices under SFAS
141. SFAS 141(R) also requires additional disclosure of information surrounding a business combination, such that users of the entity’s financial statements
can fully understand the nature and financial impact of the business combination. SFAS 141(R) is effective for fiscal years beginning after December 15,
2008. The Company does not expect the adoption of this statement to have a material impact on its consolidated financial statements.

In December 2007, the FASB issucd Statement of Financial Accounting Standards No. 160, or SFAS No. 160, “Noncontrolling Interests in Consolidated
Financial Statements”. This Statement amends Accounting Research Bulletin No. 51, “Consolidated Financial Statements™, to establish accounting and
reporting standards for the noncontrolling interest in a subsidiary and for the deconsolidation of a subsidiary. SFAS No.160 is effective for fiscal years
beginning after December 15, 2008. The Company does not expect the adoption of this statement to have a material impact on its consolidated financial
statements.

3. Andromed, Inc. Acquisition

On December 21, 2005, the Company purchased substantially all of the assets of Andromed Inc., a Canadian corporation that develops and manufactures
vital signs monitoring equipment, for a total of CDN $4.0 million {approximately USD $3.5 million). Of this CDN $4.0 million purchase price, CDN $2.3
million was paid immediately and a contingent portion of CDN $1.7 million was payable based on the achievement of milestones set forth in the purchase
agreement. The contingent portion of the purchase price was accounted for as additional purchase price based on an evaluation of the relevant criteria of
EITF Issue No. 95-8, “Accounting for Contingent Consideration Paid to the Shareholders of an Acquired Enterprise in a Purchase Business Combination.”
In March and November
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2006, upon the achievement of the milestones, Masimo paid CDN $500,000 and CDN $1.0 million, respectively, The remaining CDN $200,000 was paid in
April 2007. The purchase price for Andromed, which resulted in the initial recognition of goodwill of $448,000, was determined by arms—length negotiation
between the Company and Andromed, taking into account 2 number of factors, including the value of Andromed’s undeveloped technology, the value of
assets acquired and historical and projected financial performance of Andromed,

In accordance with SFAS No. 141, “Business Combinations,” the acquisition has been accounted for under the purchase method of accounting. The
estirmates of fair value of the assets acquired and liabilities assumed have been determined by the Company. The results of operations of Andromed are
included in the consolidated results of operations from the date of acquisition. IPR&D includes the value of products in the development stage that are not
considered to have reached technological feasibility or to have alternative future use. Accordingly, this non—recurring item was expensed in the consolidated
statement of income upon consummation of the transaction. [PR&D was vaiued using a discounted cash flow method applied to the projected cash flows
associated with the undeveloped product over its expected life. In accordance with SFAS No. 141, the excess purchase price over the estimated fair value of
the net assets acquired has been allocated between identiffable intangible assets and goodwill, Goodwill will not be amortized but is subject to an ongoing
assessment for impairment. Both the goodwill and covenant not to compete are expected to be fully deductible for tax purposes. The following table
summarizes the allocation of the purchase price (USD, in thousands):

Other GUITENL BSSEES - . = s ooees e = e et oo o om e : . $...23
Property and equipment |, . (. ... .. iil o en el s o e mme — o m a1 T2
Covenant DOL 10 COMPEE - — n . © e e o ity e e e e o .40
Goodwill _ . L e o e e e e e o e 348
In~process RED eXPENSE. . .o n — hi i s o s s ot e v e 2 e 24800
Total purchase price $3,483

4, Masimo Laboratories, Inc.

Masimo Laboratorics, Inc., or Masimo Labs, is an independent entity spun off from the Company to its stockholders in 1998. Joe E. Kiani and Jack
Lasersohn, members of the Company’s board of directors, or Board, are also members of the board of directors of Masime Labs. Joe E. Kiani, the
Company’s Chairman and Chief Executive Officer, is also the Chairman and Chief Executive Officer of Masimo Labs. The Company is a party to a
cross—licensing agreement with Masimo Labs, which was recently amended and restated effective January 1, 2007, or the Cross=Licensing Agreement, that
governs each party’s rights to certain of the intellectual property held by the two compaaies.

Under the Cross-Licensing Agreement, the Company granted Masimo Labs an exclusive, perpetual and worldwide license, with sublicense rights to use all
Masimo SET owned by the Company, including all improvements on this technology, for the measurement of non—vital signs parameters and to develop
and sell devices incorporating Masimo SET for monitoring non—vital signs parameters in any product market in which a product is intended to be used by a
patient or pharmacist rather than & professional medical caregiver, or the Labs Market. The Company also granted Masimo Labs a non—exclusive, perpetual
and worldwide license, with sublicense rights to use all Masimo SET for the measurement of vital signs in the Labs Market.

Vital signs parameters include peripheral venous oxygen saturation, arterial oxygen saturation, or Sp0O2, mixed venous oxyges saturation, fetal oximetry,
sudden infant death syndrome, electrocardiogram, or ECG, blood pressure (non—invasive blood pressure, invasive blood pressure and continuous
non—invasive blood pressure), temperature, respiration rate, carbon dioxide, or CO2, pulse rate, cardiac output, electroenchephalogram, or EEG, perfusion
index, depth of anesthesia, cerebral oximetry, tissue oximetry and/or electromyography, or EMG, and associated features derived from these parameters,
such as 3-D alarms, Pleth Variability Index and other features. Non—vital signs paremeters are body fluid constituents other than vital signs parameters, and
include, but are not limited to, carbon monoxide, methemoglobin, blood glucose, total hemoglobin and bilirubin.

The Company exclusively licenses from Masimo Labs the right to make and distribute products in the professional medical caregiver markets, or the
Masimo Market, that utilize Rainbow technology for the measurement of carbon monoxide, methemoglobin, fractional arterial oxygen saturation, and total
hemoglobin, which includes hematocrit. To date, the Company has developed and commercially released devices that measure carbon monoxide and
methemoglobin using licensed Rainbow technology. The Company also has the option to obtain the exclusive license to make and distribute products that
utilize Rainbow technology for the measurement of other non—vital signs parameters, including blood glucose, in product markets where the product is
intended to be used by a professional medical caregiver,
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From May 1998 through December 2007, Masimo Labs contracted the services of the Company’s employees for the development of Rainbow technology.
The Company paid Masimo Labs for the option to market and develop products based on Masimo Labs technology in defined markets, Through December
2005, the Company had paid Masime Labs $7.5 million in option fees and nearly all these option fees were used by Masimo Labs to repay the Company for
the services that the Company had provided to Masimo Labs. In addition, through December 2006, the Company exercised two leenses, for $2.5 million
each, for the right to market products based on the new carbon monoxide and methemoglobin parameter technologies developed by Masimo Labs. Effective
as of January 1, 2007, the Company entered into a Services Agreement with Masimo Labs to govern the services the Company will provide to Masimo Labs
going forward. As part of the Cross—Licensing Agreement, the Company exercised an gption to purchase an additional license for total hemoglobin for a fee
of $2.5 million on January 1, 2007,

The Cross-Licensing Agreement requires the Company to pay certain royalties on products incorporating the licensed Rainbow technology. The royalty is
up to 10% of the Rainbow royalty base, which will include handhelds, tabletop and multi—parameter devices. Handheld products incorporating Rainbow
technology will carry a 10% royalty rate. For other products, only the proportional amount attributable for that portion of the Company’s products used to
measure non—vital signs parameters, sensors and accessories, rather than for measuring vital signs parameters, will be included in the 10% Rainbow royalty
base. For multi—parameter devices, the Rainbow royalty base will include the percentage of the revenues based oa the oumber of Rainbow—enabled
parameters. Beginning in 2009, for hospital contracts where Masimo places equipment and enters into a sensor contract, the Company will pay a royalty to
Masimo Labs on the total sensor contract revenues based on the ratio of Rainbow enabled devices to total devices.

The Company is also subject to certain specific annual minimum aggregate royalty payments. These minimum aggregate royalty payments were $481,000
for 2006, $3 2 million for 2007, $3.5 million, $4.0 million and $5.0 million for 2008, 2009 and 2010, respectively, and $5.0 million per year thereafter. In
addition, in connection with a change in control, as defined in the Cross—Licensing Agreement, the minimuem aggregate anoual royalties for all licensed
Rainbow parameters payable to Masimo Labs will increase to $7.0 million, $10.0 million and $15.0 million for 2008, 2009 and 2010, respectively, and
$15.0 million per year thereafter and up to $2.0 million per year for other Rainbow parameters. For 2006 and 2007, the Company paid the minimum
royalties of $481,000 and $3.2 million, respectively.

As of December 29, 2007, the Company had agreed to pay Masimo Labs a total of $18.6 million, exclusive of amounts agreed to be paid to Masimo Labs
subsequent to December 29, 2007. The 318.6 million included $7.5 million in option fees, $7.5 million in license fees for Rainbow parameter technologies
and $3.6 million for minimum royalties for licensed Rainbow products. Of this total amount, approximately $13.9 million had been used by Masimo Labs to
repay the Company for the shared engineering and other services that the Company provided to Masimo Labs through December 29, 2007. In addition,
Masimo Labs has received approximately $1.4 million of the $18.6 million from the Company in order to fund purchases of fixed assets, the costs
associated with capitalized patents and trademarks and to pay income taxes. The remaining unpaid amount of $3.3 million, represents the net amount owed
by the Company to Masimo Labs and accounts for approximately 53% of all the assets of Masimo Labs as of December 29, 2007.

Pursuant to Financial Accounting Standards Board Interpretation No. 46(R), Consolidation of Variable Interest Entities—an Interpretation of ARB No. 51,7
or FIN 45(R), Masimo Labs is consolidated within the Company’s financial statements for all periods presented. Accordingly, all inter-company royalties,
option and license fees and other charges between the Company and Masimo Labs as well as all intercompany payables and receivable have been eliminated
in the consolidation. Also in accordance with FIN 46{R), alt direct engineering expenses that have been incurred by the Company and charged to Masimo
Labs have not been eliminated and are included as research and development expense in the Company's consolidated statements of operations.

For the foresesable future, the Company anticipates that it will continue to be required by FIN 46(R) to consolidate Masimo Labs; however, in the event that
Masimo Labs secures additional external financing and/or expands its customer base or is no longer financially dependent upon the Company and the
Company is no longer the primary beneficiary of Masimo Labs activities, the Company may be able to discontinue consolidating Masimo Labs.

The Consolidated Financial Statements of the Company include a minority interest in Masimo Labs of $27,000 and $39,000 as of December 31, 2006 and
December 29, 2007, respectively, which represents the value of common stock and additional paid in capital of Masimo Labs, that is not available to
Masimo Corporation. Masimo Corporation has not been required to collateralize any of Masimo Lab’s obligations and creditors of Masimo Labs have no
recourse to the general credit of Masimo Corporation. Retained eamings of Masimo Labs, which is not available to the Company, was a $560,000 deficit as
of December 29, 2007. However, because the Company has agreed to absorb any losses of Masimo Labs, under FIN 46(R) this retained deficit is included
in the Consolidated Financial Statements of the Company as a reduction of total retained eamings.
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Below are condensed consolidating schedules of the Balance Sheets as of December 31, 2006 and December 29, 2007, and Statements of Operations for the
years ended December 31, 2005, December 31, 2006 and December 29, 2007 reflecting Masimo Corporation, Masimo Labs and related eliminations (in
thousands).

December 11, 2006 Deccmber 29, 2007
SE = S SO UG ROREY S
Cash and cash equivalents $ 55 360 S 22, SﬂM ,_..,,_S 55 382 S 96, 717 $..16_5. = .5.96733.
T Aeoounts TECEIVADIE, MBE Lt o ot i D3 G39 T e L 3639 BB e o A0.836
. Inventories S 17,135 - — 17,135 23110 . 23110
Lqprepmd EXPENSES ot oot ot W Q01BN TS T 2.021 L 3,8200 T T T ey
_________ . Prepaid income taxes _ - - ‘ . e 2971 276 o — ... 3247
‘Dcfen'edtaxasset,currcm ...... - : s 16710._.._“! 406>u_ _.-._18116,“__.13286_._._”1048 O :-______14,334§
- current assets 1,022_ T eee e 1022 L 0543 — . — 1,543
i.__.* DefErted Co5t OF 00GS SO o vrotmet it em e e 1,899 e Smio 3 s 21,899 1262497 T T T T 262493
Property and equipment, net e e 10,248 . 42 —= 10,290 11019, . .145 . — . _1L164
2%~ Deferred tax asset, long term.... 2629534 e 1,163 4801 53T 5337)
e Restricted cash g e - . 507 — 507 .. 513, 513,
P27 Intangible. asSet, DOt ot Foerio o o s,a‘m 3T 654).- ~4,592m_.11 478 g _(6 731) ._—.5.589.:
_. Goodwill___ e e it e A0 448 _ . 448 _ 448
E T Other 88815 oo e T T 859 o1 446 _____ 1, 446) e 85925480 «~3_342 (3.314) 25763
Total assets $161,344 §3829  $(6,100) 159,073 $239335 $6271  §(10,095) $235.511
LIABILTTTES 7' e i e a2 NG w_m,‘__,._,,::"w S TR
e Accounts payable ... NOSU——— e S 10,142 8 — S — 510,142 _ 5 14631 5.9, 8. _— . § 14640,
E77 Accrzed compensation —.. ... . l2,207‘ S A 12,207.___ l2,409_-.-—-—'— e o— . .- 12,4097
e ~~Accrued liabilities . ___ e 6095 ... _.2._.(1 442) L4655, 0 9523, .0 _2_ ... (3,314) .6,211..
L« Dividends payable "~ . ;.H.~__’_37 333 e — 37 533 e 183 L — L —_ .. 183
.~z 10come taxes payable S e L1296 — 245 L — CTmany
{.7* Deferred revenue, current. RIIOS-DNNE 13,880 ... 250 .. __._(250) ______ T 13880 16,827 315" (375) _ 16,827,
P _Cun‘em portlon of, long—tcrm debtw [P v S e By 528w,_,___ 11,539, pamgres T —. 11,539,
§.7 Deferred reventie, INE—Eri . . v m 5 n —oes o arme oo 430 . 3,406 - . (4406) L 490 L ,,366.“‘6406 . (6,406) . . 366
Long term debt, less current pomon 13,514 — - ,,_,\13 S14. 19502 . — e ... 19502
£ 55 Other liabilities .- - R 7S Il A 1T IR X > L T RO X T3
STOCKHOLDERS® EQUITY_(DEFICIT) e e e ; o s — -y
L _“Convertible preferred stock - e e e e 88,328 e ere ot e BB sk e e —
Commeon stock - e e 17,_,__.__ lD,___,_ (10)*#‘“‘-17 e IS MO (M0Y ... .55,
£ R Treasury Stock: - oot T T T ey T e T L T T 62y (1209 e LT e T 209y
f,__,,_,ﬂAddmonal paid in capltal O —— et e l9_.__,___ (9 e = 143297 29 . _(29)...143297
wk " Acoumulated other comprehensive. Toss. .. 7T (317)_ L T T L TR e T T (10034)
Retained earnings (deficit) (29465)  (974) — T (30,439) 9.517  (560) — 8.957

Total Tiabilities and stockholders equity (deficit) — — . . §161,344 - §3,829.. | $(6,100)_.5159,073 _$239,335__ $6,271_ . $(10,095) _$235,511.
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Year ended Degcember 31

2005 2006 — —Yearended December 29,2007
StatementofOpecations: | Corp  _Labs _Eim _ Total _Lorp _ _labs  Elim _ Total _ Corp _labs _FElim _ _Total
Total TEVEUE . . . v o ot $107 ,890...$2,778. 5(2, 778) $107,890 . § 224,338.2.8:. 660. $(660) $ 224,338_.5$256,286:53,527. 5(3,527)-5256,286

Cost of good sold 42,717 — — 42,717 61,640 — — 61,640 76,760 —  (3,154) 73,606
: 65’3”'?’511'_")27.18 if.;("2,33857'.“.'.‘65"',1’?5‘.." 163,698 1 660 (660)-....162,698 179,526 3,597+ (373} . 182,680

0peratmg expenses:,

i-. “ Research and "_A‘“" -3 - e i TR Y DR A 1
L m v - AEVEIOPMED e e St o8, 489».... 2, 56l..,, (2, 502) rmen B, 548 ..;.,i 21,495 23,380 S 24 875 .. _21 065,., 1, WB95 et 22 960
Selling, general and
+ —awn. Bdministrative 42 936 VAT (276) . 42, 807 9! 870 7.... (633)___.91,384 . 90,702__. 905 _(373)_._91,234
Patent litigation €xpenses =~ ' . N FAR '
' _(proceeds) . t. . ___. 1 76— — 173 (261,605) i e mre (262,605) e it et = )
Purchased in—process
research and
mw—mo Gevelopment . _ -._,_“2 800 _ — . —.. 2800 .. .. — e

PR s - S 1 SO T, N I T 7 AP 1 7

+ -— -Antitrust litigation —

Total operating expenses 56,239 2,708 (2.778) 56,160 (149,131} 3527 (633) (146237) 113304 23800 (373) 115,731

Opcratmg mcome(loss) SRS T XY I || B 9004 231132 829.-..;.(2 867) (27} 3088 935 66202 a7 ] 66,949
Non—operating income
{expense) (1,635) — — (1,635) 5,468 _ — 5,468 1,173 — — L173

Tl TR T T T T e BT I
v E

vt - . Lo e D

Incomc (loss) ‘before | prov1510n .
t “for (bcncﬁt ﬁ-om) income: ¥

867) : (27) 314,403 .7.67.395 L1727 it

s —- - o Tesn
J,‘299 S 70‘ o 07,3690 317,297,

4 mxes-\- R A L A (2, - 68,122
Provision for (benefit from)
income taxes (26,012) — — (26,012 133,867 (1,290) — 132,577 25,555 312 — 25,867

Net Income (loss)..: . ... 33311. 8 70 $..— § 33,381..8 183,430 18(1,577). 8 (27) § 181,826 .5 41,8408 415:8 T § 42255
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5. Related Party Transactions

Two of the Company’s stockholders are customers of the Company. Sales to these two customers for the years ended December 31, 2005, December 31,
2006 and December 29, 2007 were $15.4 million, $18.8 million and $20.4 million, respectively, At December 31, 2006 and December 29, 2007, aggregate
accounts receivable from these two customers were $3.0 million and $3.1 million, respectively. During the year ended December 31, 2006, the Company
declared dividends totaling $10.3 million to these two stockholders, of which $8.5 million was paid in March 2006 and $1.8 million was paid in February
2007,

The Company purchased certain inventory from one of the stockholders referred to in the preceding paragraph. Total purchases from this stockholder for the
years ended December 31, 2005, December 31, 2006 and December 29, 2007 were $1.1 million, $2.7 million and $2.4 million, respectively. At
December 31, 2006 and December 29, 2007, aggregate accounts payable to this related party were $84,000 and $110,000, respectively.

The Company made payments of $5.8 million, $3.8 million and $3.6 million for the years ended December 31, 2005, Decernber 31, 2006 and December 29,
2007, respectively, to a common stockholder for legal services. At December 31, 2006 and December 29, 2007, payables to this stockholder were $517,000
and $473,000, respectively. The Company declared dividends of $513,000 during the year ended December 31, 2006, to this stockholder, of which
$423,000 was paid in March 2006 and $90,000 was paid in February 2007,

‘The Company also has amounts outstanding under a term loan (See Note 9 for further discussion) with one of the Company’s stockholders. At
December 31, 2006 and December 29, 2007, the amounts outstanding on this term loan were $316,000 and $7,000, tespectively. For the years ended
December 31, 2005, December 31, 2006 and December 29, 2007, interest expense under this term loan was $152,000, $68,000 and $9,000, respectively.

As of December 31, 2006 and December 29, 2007, the Company had amounts due from employees of $439,000 and $598,000, respectively. Loans
outstanding to officers of the Company as of December 31, 2006 and December 29, 2007 were $4,000 and $0, respectively. As of December 29, 2007, these
amounts are classified in other current assets in the accompanying consolidated balance sheet.

The Company's Chief Executive Officer has been a mcm‘bcr of the board of directors of Saba Software, Inc., a human capital development and management
solutions provider, since 1997. The Company has paid Saba Software $152,000, $15,000 and $51,000 for the years ended December 31,
2005, December 31, 2006 and December 29, 2007, respectively, for various software products and services.

In the first quarter of 2006, the Company made $12.0 million in loans to certain of its directors and executive officers and $1.6 million in loans to
employees in connection with their exercise of stock options. Each loan bore interest at a rate of 4.34%, which is equivalent to the adjusted applicable
federal short termn rate as of December 31, 2005. Each loan was evidenced by a promissory note and secured by shares of the Company’s common stock
acquired in connection with the loan and other personal guarantees. All of the loans plus accrued interest aggregating $75,000 were repaid in full in March
2006. As a result of exercising stock options with noz—recourse loans, dividends paid of $21.7 million on the rclated shares of common stock were recorded
as stock compensation expense, pursuant to EITF Issue No. 95-16 “Accounting for Stock Compensation Arrangements with Employer Loan Features Under
APB25™

6. Inventories ’
Inventories consist of the following (in thousands):

December 31, December 29,

ko e erme e £ e g eyt ectr o , . . || S . 7 A
' I L TTUTINE o TR T TR - S a1L055 . L. 813173
Work in—process ____ _ . ___ . ) e e e e SLOLS 1956
Finishedgoods —-3 . - .. . T L o o e o . o o AAGS_ .. .l T7981
Total $ 17,135 s 23110
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Finished goods inventory held by distributors was $1.5 million and $1.7 million as of December 31, 2006 and December 29, 2007, respectively.

7. Property and Equipment
Property and equipment, net consists of the following (in thousands):

December 31, De¢cember 29,
—2006

e e e D i e T T e T LT

M‘ar.hmcry and cqmpm:nth...».,:_ e e e et e e e $—-9950.... _$.-.11,688,
Tooling e W— 3492 I AR
Computer cqulpmcm S U 0t XAV ASIEE % T S CONC O U TRV S ?_,988~ SRRV S T 3
Furniture and office cquipment. _ _ — . . JUS—— S L1396 . — 1T

oy e T —— e oot T

B T A T S0 T T S A N Ay . AT 5
Leaschold improvements _.__ . o e e — - - _,,J,690_,__, e 2,325
Demonstration Rt .. il ns b woam e e o et s+ e v et g A e ,-*,3 105.
e — R et gt o 22,506 . . __27,768_
Accumulated depreciation and AMOTHZARON L. - .. " soewr e e+ e i e = < 12 e oeee e srrvores commeorns i omrmees (12 220) — | 843)
Construction—in—progress

R i = g o e e e i e g i o e e

DUNTNSAREY ST, R SR T T

OB R i+ e e« e A o vt it ren v v et e 2 At it

The gross value of furniture and office equipment under capital lease obligations was $334,000 and $422,000 as of December 31, 2006 and December 29,
2007, respectively, with accumulated amortization of $108,000 and §185,000.

8.  Intangible Assets
Intangible assets consist of the following (in thousands):

Patents . . s
Trademarks ... . ek : ol ‘
Capltﬂ.[tZDd software devclopmcnt costsm.“..u., U UV U U -
Covenant nof to compets. > 2.0 0 R P A S O T SRY T, LA

gl

Total cost - 6,187 7,825

‘Accumulated amortization N RS O CEE A
Patents .
Tiademarks > -

__._;,, Gany LT (1,961)

e T e e e U (139)
Capitalized so&wa.re dcvc!opmcnt costs. . ... e (SS)M_&, (113}

Covenant oot to COMPELE.. ik . ~ cn 4 o o o e e e ORI ) ST R ¢ )

Total accumulated amortization (1,59%5) (2,236}

iy et T T T g A s e v T sy ——p—

NEE COTTYING AIFOURE - - v o ne omd <o 2 L P o e o i 8. 4892 I8 5380
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Weighted—average amortization period by class and in total as of December 29, 2007 are as follows (in years):

Patents 10
Trademarks 16
Capitalized software development costs 7
Covenant not to compete 5
All classes 10

Estimated amortization expense for cach of the fiscal years ended are as follows (in thousands):

T A S 0 SOV
2009, .. e — I e -1
2010 . O . S SRS 4
2001 e — _ o 422
2012, RS LR - N T A I 167
Thercafter 3,257
CTewd T T T T T T T 85589
9.  Long—Term Debt and Capital Lease Obligations
Long—term debt consists of the following (in thousands):
December 31, December 29,
— RO e st - U p—_ .| S 1 || S
Finhdcing a.trangcmcnts O JS T . U T A W R B L85 20485 . 8._230,764"
Term loan with stockholder 316
Totldebt .. . o . . _t. il T oTemT T T T 0800 LT 30770,
Less current portion of long—r.:rm debt (7.476) (11,477
Long-erm pOrtion ~comie ~ — —ondi e T L T R e e 13 305 Ts 19,004

The Company has established various credit facilities with third—party medical equipment financing companies. The Company has two arrangements which
allow for the financing of the equipment placed with hospitals in connection with the related long—term sensor purchase agreements. These agreements
provide for an equipment line whereby some draws are collateralized by (i) equipment and (ii} either a future revenue streéam associated with the long—term
sensor purchase agreement or a defined repayment schedule associated with the long—term sensor purchase agreement. The related equipment securing
these borrowings is recorded on the Company’s condensed consolidated financial statements as deferred cost of goods sold and is depreciated on a
straight—line basis over the life of the sensor contract to which they are related. Both financing arrangements are noo-recourse to the Company. In the cvent
the hospital was unable to continue performing under the terms of the long—term sensor agreement, the Company would be required to write—down the
remaining deferred cost of goods sold and the related financing obligation reflected in long~term debt. To date, no hospitals have defaulted under this
program. During the year ended December 29, 2007, the Company borrowed $20.1 million under these facilities. As of December 29, 2007, principal and
interest payments under these ﬁnancmg agreements were $1.2 million per month based on an average interest rate of 7.7% per year. At December 31, 2006
and December 29, 2007, the carrying value of the equipment collateralizing these borrowings was $5.6 million and $3.4 million, respectively. These
agreements expired on December 31, 2007 and were not renewed.,

In June 2001, the Company cntered into a Master Selective Business Sccurity Agreement, or the Master Agreement, with one of the Company’s
stockholders allowing the Company to borrow up to a maximum of $5.0 million, The Master Agreement consisted of an equipment line whereby all draws
arc collateralized by equipment placed at hospitals under long—term sensor purchase agreements. Each draw is converted into a five—year note with interest
and principal paid on a monthly basis. The interest rate on each note is based on 475 basis points over the U.S. Treasury Rate on the date of the borrowing.
The most recent draw was in December 2002 and there are no additional borrowings available under this Master Agreement. As of December 31, 2006 and
December 29, 2007, the Company had $316,000 and $7,000 respectively, outstanding under this borrowing at an average interest rate of 7.8%. At
December 31, 2006 and December 25, 2007, the carrying vatue of the equipment collateralizing these borrowings was $198,000 and $51,000 respectively,

F-23




MASIMO CORPORATICON
NOTES TQ CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Capital lease obligations consist of the following (in thousands):

December 31, December 29,
. _ . . Ry S
Capital lease obligations. . —. o cfh ;o oo cedins o m e bt aeien e o e e =3 e s 2 e L ZE2T0!
Less current portion of capital fease obligations (52) (62)
Lomgterm portion — »-w — e AR S £ M ST, ")

The Company currently has five capital leases outstanding, all for office equipment. The interest rates on these capital leases range from 5.2% to 8.8%.
These capital ieases mature on various dates between December 2009 and September 2012,

Future maturities of long—term debt and capital lease obligations for each of the years ended are as follows {in thousands):

As of

December 19,
Iy T- S, - S T A A A R R P § x|
2009 J— e 9,410
2010 i : B [ R 7,408
W00 e e e e e e enaeres Aovoroe stoeees ettt e+ ene 2 e s e SO
2012 s e o . A oo s i 140
Total $ 31,041

10.  Stockholders’ Equity
Stock Split

In May 2007 and June 2007, the Company’s board of directors and stockholders, respectively, approved a forward stock split of the Company’s common
stock at a ratio of three shares for every one sbare previously outstanding. The forward stock split became effective on Jupe 25, 2007. As a result of the
stock split, the conversion price of each outstanding share of the Company's preferred stock was reduced to one—third of the pre—stock split conversion
price of such preferred stock, and effectively increased the conversion ratio to three shares of common stock for one share of preferred stocle. All common
stock share and per share data included in these consolidated financial statements reflect the forward stock split. ,

Authorized Number of Common Shares

In May 2007 and June 2007, the Company’s board of directors and stockholders, respectively, approved an increase in the authorized number of shares of
common stock to 77,500,000 shares to accommodate the June 235, 2007 stock split.

Initial Public Offering

In August 2007, the Company completed its [PO of common stock in which a total of 13,704,120 shares were sold and issued, comprised of 10,416,626
shares sold by selling stockholders, 1,500,000 shares sold by the Company at the initial closing and 1,787,494 shares sold by the Company pursuant to the
underwriters’ fuil exercise of their over—allotment option, at an issue price of $17.00 per share. The Company raised a total of §55.9 million in gross
proceeds from the IPQ, or approximately $47.8 million in net proceeds after deducting underwriting discounts and commissions of $3.9 million and
estimated other offering costs of approximately $4.2 million. The consolidated financial statements, including share and per share amounts, include the
effects of the offering.

Upen closing of the IPO, an Amended and Restated Certificate of Incorporation which had been approved in May 2007 and June 2007 by the Company’s
Board of Directors and stockholders, respectively, became effective. The Amended and Restated Certificate of Incorporation increased the authorized
number of shares of common stock to 100,000,000 and authorized 5,000,000 shares of preferred stock of the Company, known as “blank check™ preferred
stock, to be issued in the future at the full discretion of the Board of Directors.
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Convertible Preferved Stock

Upon the closing of the IPO, all outstanding shares of convertible preferred stock, Series A through G, automatically converted into en aggregate of
34,612,503 shares of common stock. Also, the convertible preferred stockholders rights to receive anrual cumulative dividends and the related accretion
were eliminated. Voting rights of the preferred stockholders was eliminated,

In March 2006, in connection with 2 dividend declaration resulting from the settlement of the Company’s patent litigation with Nelicor (See Note 11), the
Board and the Company’s stockholders approved an amendment to the Company’s Certificate of Incorporation that eliminated all mandatory redemption
provisions of the Preferred Stock. The amcndment was adopted concurrently with the Board's declaration of 2 dividend, in an smount of up to $3.83 per
share, on the Company’s outstanding Common Stock and Preferred Stock, assuming conversion of the preferred stock into 34,612,503 shares of common
stock. Upon elimination of the mandatory rederaption feature, the preferred stock was reclassified to the stockholders” equity {deficit) section of the
Company's consolidated balance shect as of March 31, 2006. The amendment to the Certificate of Incorporatios permitted the paymeat of the divideads on
all shares of the Company’s capital stock on 2 pro-rata basis.

When the dividends were declared in March and December 2006, cumulative dividends accreted through each date were reclassified from the carrying vatue
of preferred stock to dividends payable. The reciassification aggregated $55.6 million and $8.0 million in March and December 2006, respectively.
Dividends declared and paid in excess of dividends accreted through each of the dividend declaration dates are reflected as dividends declared in the
accompanying consolidated statements of stockholders’ equity (dcficit).

Series A Junior Participating Preferred Stock and Stockholder Rights Plan

On November §, 2007, the Company authorized and declared a dividend of one preferred stock purchase right, or a Right, for cach outstanding share of its
Common Stock to stockholders of record at the close of business on November 26, 2007, or the Record Date. Each Right entitles the registered holder to
purchase from the Cosmpany one ene—thousandth of one share of the Company's Series A junior participating preferred stock, par value $0.001 per share, at
a purchase price equal to $136.00 per Right, subject to adjustment. In addition, one Right will be issued with each share of Common Stock that becormes
outstanding after the Record Date, and prior to the earliest of the Distribution Date, the date the Rights arc redeemed or the Final Expiration Date. In
connection with the stockbolder rights plan described herein, the Board designated 100,000 shares of preferred sinck as Series A junior panticipating
preferred stock, as sct forth in the Certificate of Designation of Series A Junior Participating Prefzmed Stock.

Until a Right is exercised, the holder of such Right will have no rights as a stockholder of the Company (beyond those as an existing stockholder),
including, without limitation, the right to vote or to receive dividends. Subject to certain excepiions specified in the Rights Agreement, the Rights will
separate from the Common Stock and 2 distribution date (a “Distribution Date™) will occur upon the carlier of (i) ten business days following a public
apnouncement that a person or group of affiliated or associated persons (an “Acquiring Person™) hes acquired beneficial ownership of 15% or more of the
Company’s outstanding Common Stock (other than as a result of repurchases of stock by the Company or actions determined to be inadvertent by the Board
of Directors of the Company (the “Board”) by a person or group of affiliated or associated persons and such person or group promptly sells shares of the
Company’s Comsmon Stock unti] such person or group owns less than 15% of the Company's outstanding Comman Stock) or (i) ten business days
following the anpouncement of an intention to make & tender offer or exchange offer that would result in a person or group becoming an Acquiring Person.
The Rights have certain anti—takeover effects. The Rights will cause dilution to a person or group that attempts to acquire the Company in 2 transaction
which the Board docs not approve as in the best interests of the Company and its stockholders, as discussed in detail below.,

In the event that a person becomes an Acquiring Person, cach holder of a Right, other than the Acquiring Person, will thereafter have the right to receive,
upon exercise, Common Stock (or, in certain circumstances, cash or other of the Company's securities) having a market value equal to two times the
exercise price of the Right. However, Rights are not exercisable following the occurrence of the event set forth above until such time as the Rights are no
“longer redeemable by the Board as set forth below. Ail Rights that are or were beneficiaily owned by any Acquiring Person will be null and veid. In the
event any person or group becomes an Acquiring Person and the Company merges into or engages in certain other business combinations with an Acquiring
Person, or 50% or more of the Company's consolidated assets or earning power are sold to an Acquiring Person, each holder of a Right (other than void
Rights owned by an Acquiring Person) will thereafier have the right 1o receive, upon exercise, common stock of the acquiring company that at the time of
such transaction will have a market value of two times the exercise price of the Right.

At any time after a person becomes an Acquiring Person, the Board may exchange the Rights (other than void Rights owned by ap Acquiring Person), in
whole or in part, at an cxchange ratio of one share of Common Stock, or, under certain circumstances, cash, property or other securities of the Company,
including fractions of a share of preferred stock, per Right. The Rights will not be exercisable until the Distribution Date and will expire on November 8,
2017, the ten—year anniversary of the date the Rights Agrecment was approved by the Pricing Committee, unless such date is extended or the Board
redeems or exchanges them before that time.

At any time before a person or group becomes an Acquiring Person, the Board may redeem the Rights in whole, but not in patt, at a price of $0.001 per
Right and on such terms and condittons as the Board may establish. Immediately upon the ection of the Board ordering redemption of the Rights, the right
to exercise the Rights will terminate and the only right of the holders of Rights will be to receive the redemption price. The terms of the Rights may be
amended by a resolution of the Board without the consent of the holders of the Rights, except that after a person or group becomes an Acquiring Person, no
such amendment may adversely affect the interests of the holders of the Rights (other than void Rights of an Acquiring Person). After the period for
redernption of the Rights has expired, the Board may not amend the Rights Agreement to extend the period for redemption of the Rights.

The shares of Preferred Stock issuable upon exercisc of the Rights have the following characteristics: they are not redesmable; the holders of Preferred
Stock are cntitled, when, as and if declared, to minimum preferential quarterly dividend payments of an amount equal to (i) $1.00 per share or (i) 1,000
times the aggregate per share amount of all cash dividends and 1,000 times the aggregate per share amount {payable in kind) of all non—cash dividends or
other distributions; the holders of Preferred Stock are entitled, in the event of a liquidation, dissolution or winding up, to 2 minimum preferential payment
equal to $1,000 per share, plus all accrued apd unpaid dividends, provided that the holders shall be entitled to receive 1,000 times the aggregate payment
made per common share; the holders of Preferred Stock are entitled to 1,000 votes per share, voting together with the Common Stock; and the holders of
Preferred Stock are entitled, in the event of a merger, consolidation or other transaction in which outstanding shares of Common Stock are converted or
exchanged, to receive 1,000 times the amount reccived per share of Common Stock,

11. Cash Dividends and Special Bonus Payments

In March 2006, the Company declared g cash dividend of $3.365 per share, in the aggregate amount of approximately $171.8 million, to holders of the
Company's comman and preferred stock, assuming the conversion of all outstanding shares of preferved stock into an aggregate of 34,612,503 shares of
common stock. Of this amount, $21.7 million relates to dividend payments made to stockhelders who exercised stock options by delivering 2 non~recourse
promissory note for the full exercise price. In accordance EITF, 95-16, the $21.7 million in cagh dividends have been classified as compensation expense in
the accompanying consolidated financial statements, ender cost of goods sold, research and development and selling, general and administrative expenses.
In December 2006, the Company declared additional cash dividends of $0.468 per share and $0.257 per share, in the aggregate amount of approximately
$37.1 million, to holders of the Company's common and preferred stock assuming conversion into common stock. In March 2006 and December 2006, the




Company also recorded special bonus charges in the aggregate amount of approximately $9.7 million and $2.0 million, respectively, to employees and
directors who held vested stock options as of March 1, 2006. These cash dividends and special bonus payments were made from the after—tax proceeds that
the Company received from the Company's patent infringement lawsuit against Nellcor and interest camed thereon.
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The following table identifies, from December 31, 2005 through December 29, 2007, the activity in dividends payable and convertible preferred stock
resulting from the aceretion, dividends declared and dividends paid during this pericd (in thousands).

) Convertible
Dividends Preferred
- . e et e - e, o ——tAdable _ _Stock.
Balance as of December 31, 200552 o — I AP, S "$(143,959)
Accretion of redemption value on convemblc prcferred stock e, 558 = {7.985)
Dividénds declared: .. .. _LL & 000 o TEEET e e TR
e, » Reclassification of cumulative dividends accreted. to dmdcnds payablc —— - - (63,616)._ 63,616,
{7 Commion shares securing the outstanding non recourse notes . — - IR SO 1 7 SNSRI i
Dividends declared in excess of (i} amounts previously accreted to > holders of | pr:fcrred Stock and (ii) arnount
included in stock compensation expense (123,620) —
Total dividends declared .. - _ = T 0 T T T T R T T T T T T (208,909) 63, 6|6 ;
Dividends paid in 2006 171,376
Balance &is of Deceinber 31, 2006.. ...~ .. . e LT et i (37333 (88,328):
Aceretion of redemption value on convemble preferred stock o _ . (4, 837)
Dividends paid i 2007 . wte b e e e nn PRI S S ____;___;_;h___37,350 S |
Conversion of preferred stock into common shares upon complcuan of initial publlc offenng — 93,165
Balanée as of December 29, 2007 v —  — ~-m . o o e T T T T T I I (183) . — $. . —1

12. Stock Based Compensation

The Company's 1989 Incentive Stock Option, Nonqualified Stock Option, and Restricted Stock Purchase Plan, or the 1989 Plan, provided for the issuance
of options to purchasc up to 3, 000,000 shares of the Company's common stock to eligible officers, key cmployccs. non—employcc directors and consultants
of the Company at prices not less than the fair market vatue of the Company’s common stock on the date the option is granted, a5 determined by the Board.
The options vested annually over five years using the straight=line method, unless otherwise provided, and expire five or ten years from the date of grant.
The 1989 Plan terminated on September 26, 1999.

In May 1996, the Company adopted the 1996 Incentive Stock Option, Nonqualified Stock Option, and Restricted Stock Purchase Plan, or the 1996 Plan,
which initially provided for the 1ssuance of options to purchase up to 600,000 shares of the Company's common stock, to cligible officers, key emmployees,
non—employee directors and consultants of the Company at prices not less than the fair market value of the Company’s common stock on the date the option
is granted, as determined by the Board. The options vested annually over five years using the straight-line method, unless otherwise provided, and expire
ten years from the date of grant. The Board voted in October 1999 to amend the 1996 Plan to increase the number of shares authorized for issuance to
include the unissued options from the 1989 Plan prior to its expiration, as well as any additional options that would become available through future
forfeitures. The Board approved increases in the number of shares available for grant under the 1996 Plan to 3,600,000 shares in December 1997, to
4,200,000 shares in August 1999, to 7,200,000 shares in March 2000, and to 9,450,000 shares in March 2003. The Company terminated the 1996 Plan on
May 4, 2006.

In April 2004, the Company adopted the 2004 Incentive Stock Option, Nonqualified Stock Option, and Restricted Stock Purchase Plan, or the 2004 Plan,
which initially provided for the issuance of options to purchase up to 3,000,000 sbares of the Company's common stock, plus any shares available under the
prior year stock option plans, including shares that become available due to forfeitures at prices not less than the fair market value of the Company's
common stock on the date the option is granted, as determined by the Board. The options generally vest annually over five years using the straighi—fine
method, unless otherwise provided, and expire ten years from the date of grant. The Board approved increases in the number of shares available for grant
under
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the 2004 Plan to 4,500,000 shares on February 6, 2006, to 6,000,000 shares on November 1, 2006 and to 7,500,000 shares on May 24, 2007. The Company
may terminate the 2004 Plan at any time. If not terminated sooner, the 2004 Plan will automatically terminate on April 29, 2014,

On August 7, 2007, in connection with the Company's [PO, the 2007 Stock Incentive Plan, or the 2007 Plan, became effective. Under the 2007 Plan,
3,600,000 shares of common stock are reserved for feture issuance, plus any shares available under the prior year stock option plans, including shares that
become available due to forfeitures at prices not less than the fair market value of the Company’s common stock on the date the option is granted. The
options generally vest annually over five years using the straight—line method, unless otherwise provided, and expire ten years from the date of grant.

The number and weighted average exercise price of options issuved and outstanding under all stock option plans, at exercise prices ranging between $1.00
and $41.18 per share, are as follows:

Year ended December 31, Year ended December 31,  Year ended December 29,
2005 2 2007

Average Average Average

—Shares E*n'ffﬁ ——Shares | EXE::T: _—Shares Ei’::lrg:

Options outstanding, begiining of PEROd * wovr - <oomm om oo s oo 10,632,330 . §.2.18 13,036,320 ~-$ _2.58 _. 7,691,388 § 4.95

Granted . _._ I S e 317170 S 376 2,209,620 5 10.72....1,676,150__. 19.40

L N > 4 IOV A = S % (578, 380)*. s“::.su.,.w (814, 830) s¢ 5.821-..(176.504) . s 9.14

Expired _ L i e o - . e— . (1,500)___5_ 1.00

ERercised.. o o T T T T T A 300y -s 303, (6739725 -s 2 14— (268,343) -_s 3.10

Options outstanding, end of period 13,036,320 S 258 7,691,388 § 495 8321,131 5 7.53

Options exercisable, end of period. — - -t iwmoe - R TB66,750 . §0 217 3,197,682 = 8. 2.97...4,052,329. % . 3.48
Options available for grant, end of period 1,532,772 1,752,582 5,396,076

The weighted—average fair value of options granted was $5.74 for the year ended December 31, 2006 and $9.01 for the year ended December 29, 2007. At
December 29, 2007, an aggregate of 13,717,267 shares of common stock were reserved for future issuance under the plans.

Effective January 1, 2006, the fair value of each option is estimated on the date of grant using the Black—Scholes option—pricing model with the following
assumptions used for grants:

Year ended Year ended
December 31, December 29,
e i b ot o+ ot ot A i £ ok e e g e i e it s it 2006 20407
RISKEHee IMEIESE [UE o o o oo e i oo o T T L A% 0 A%, . 3 A% 104.8%
Expectedterm _ ... .. . Lo i e e e e v mem 8.5 years, .o..6.5 ycars
Estimated volatility. = vcoe cee o o e it T e R R Bl C 7 it e e - 44.8% t0 48, 6%, 36.7%1‘.041 6%
Expected dividends 0% 0%

The Black—Scholes option pricing model requires the use of certain assumptions, including fair value, expected terms, expected volatility, expected
dividends, risk—free interest rate and expected forfeiture rate to calculate the fair value of stock—based payment awards.

As a non—public company prior to August 13, 2007, the date of completion of its [PO, the Company estimated the current price of the underlying shares
based on valuations established by the Board. Historically, the Board has used various scurces to establish the value of the Company’s stock. As a publicly
traded entity, the Company relies on daily reported prices of the Company’s shares,
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The risk—free interest rate is based on the implied yield available oa U.S. Treasury zero—coupon isstes with a remaining term approximately equal to the
expected life of the Company's stock options.

The Company does not have information available which is indicative of future exercise and post-vesting behavior to estimate the expected term. The
Company adopted the simplified method of estimating the expected term of a stock option, as permitted by Staff Accounting Bulletin 107. Under this
method, the expected term is presumed to be the mid~point between the vesting date and the contractual end of the term. The use of the simplified method
requires the Company’s option plan to be consistent with a “plain vanitta™ plan.

The Company does not have sufficient information available regarding the historic volatility for its shares. As a result, the Company estimates volatility
based on a peer group of companies, which collectively provides a reasonable basis for estimating volatility. The Company intends to continue to use a
group of publicly traded peer companies to determine volatility in the future until sufficicnt information regarding the volatility of its share price becomes
available or the selected companies are no longer suitable for this purpose.

The Company does not expect to issue dividends in the future. As part of an unusual, one—time patent settlement, the Board declared a dividend in March
2006 and declared two dividends in December 2006. These dividends were declared only due to the receipt of scttlement proceeds in connection with patent
infringement litigation with & competitor. Absent such a scttlement, the Company would not have declared and paid either dividend.

The estimated pre—vesting forfeiture rate is based on the Company’s historical experience and the composition of option plan participants, among other
factors, and reduces the compensation expense recognized. If the actual forfeitures differ from the estimates, adjustrnents to compensation expense may be
required in futere periods.

As a result of adopting SFAS 123(R), the Company recorded stock—based compensation of $1.3 million and $3.5 million during the years ended
December 31, 2006 and December 29, 2007, respectively, The related deferred tax asset was $580,000 as of December 31, 2006 and $1.7 million as of
December 29, 2007. For the year ended December 31, 2006, income before taxes, income tax expense and net income were lower by $1.3 million, $0.5
million and $0.8 million, respectively, than if the Company had continued to account for stock—based compensation under APB Opinion No. 25. Basic and
diluted net income per common share was lower by $0.05 and $0.04, respectively. The Company has elected to recognize stock—based compensation
expense on a straight—line basis over the requisite service period for the entire award.

As of December 29, 2007, there was $17.7 million of total unrecognized stock~based compensation expense related to unvested options granted or modified
on or afler January 1, 2006. That expense is expected to be recognized over a weighted average period of 4.1 years as of December 29, 2007, The total fair
market value on the respective vesting dates of all options vesting during 2006 and 2007, aggregated $14.2 million and $24.5 million, respectively.

The aggregate intrinsic value of options outstanding as of December 29, 2007 was $274.3 million. The aggregate intrinsic value of options excrcisable as of
December 29, 2007 was $150.0 million. The aggregate intrinsic value of options exercised during 2005, 2006 and 2007 was $842,000, £23.7 million and
$4.1 million, respectively. The intrinsic value is calculated as the difference between the market value of the Company’s common stock on the date of
exercise or the respective period end, as appropriate, and the excreise price of the options. The weighted average remaining contractual term of options
outstanding as of December 29, 2007 was 6.6 years, The weighted average remaining contractual term of options exercisable as of December 29, 2007 was
4.8 years.

In QOctober 2005, in consideration for the significant contributions made to the Company, the Board authorized the acceleration of vesting of 681,000 stock
options held by the Chief Executive Officer and the then Chief Technology Officer. The acceleration of vesting of these options did not affect the life of the
options, the option exercise prices, or the number of shares to be issued upon exercise. The modification had no accounting consequence, because these
individuals are still employed by the Company and the modification did not result in & change to the number of options that would have been ultimately
vested under the original grant. .

Also in October 2005, the Company accelerated the vesting of 18,000 non—qualified employee stock options enabling the holder to exercise options that
under the original terms would have expired unexercised. Accordingly, compensation expense in the aggregate amount of $45,000 was recorded
representing the intrinsic value of the options on the date of modification in excess of the amount, if any, measured at the original measurcment date.

Options granted to consultants during the year ended December 31, 2005 were valued at the date of grant using the Black-Scholes option pricing model
with a dividend yield of 0%, an expected volatility of 0%, an average risk—free rate of 4.13%, and an expected life of ten years. No cptions were granted to
consultants during the years ended December 31, 2006 and December 29, 2007. Services
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provided by consultants include sales and marketing or financing related services. Options vest over the service peried ranging from immediately vested to
vesting over five years. For the years ended December 31, 2005, December 31, 2006 and December 29, 2007, deferred compensation amortized to expense
related to options granted to consultants was $105,000, $43,000 and $0 respectively. At December 31, 2006 and Decemnber 29, 2007, the remaining deferred
compensation related to options granted to consultants was $0.

The schedule below reflects the number and weighted average exercise price of outstanding and exercisable options segregated by exercise price ranges:

———Deciember 31,2006 December 29,2007
Options Options
—Options Outstanding ~ Exsrcisable . Optlons Owtstanding . Exerclsable
Average Average .
Remaining Remaining
Number of Contractual Numberof Numberof Contractusl Nuomber of
Range of Fxerrise Prices . S . . ” —Opdons | . Life - o —Life l
$1.00t $2.34 L b re b e it e i 396,508 . raion 230 896,508 . . 803,925, ... ..1.5]1..__ 803,925
$24010%2.75 .. e - — e 3209,190 _____.612_ 1,887,660 3025640 . . .512 2345510
$3.MewoS400 o mla wlee -897,120 . 5, 8.26.. 191424 .. 803,220 ._._726. _ 328488
$4670SBBS. _ . . . L . i e - ewme—... - BIB9S0 8B4 214290 614,150 _ _ 784 266,030
$1067t0812.00. - . o el . 21,789,620 _. 9.56_.. 7,800 .1,521,006.. . ___B.58... 283,746
128710 81540 . o et sy e eyt g T e e e 914250 934 16,650
$16.00 to $41.18 PSR BT 4.5l S LA L A SN < S LGRS 5% T e 639000 . . 973....._.7980
Total 7,691,388 7.05 3,197,682 8321,1N 6.63 4,052,329

The weighted—average exercise price of all options outstanding as of December 31, 2006 and December 29, 2007, was $4.95 and $7.53 per option,
respectively.

The Company repurchased 114,600 shares of common stock from former employees for $628,000 during the year ended December 31, 2006 and 41,640
shares of common stock for $581,000 during the year ended December 29, 2007. These shares were recorded in treasury stock and are available for reissue.
The difference between the repurchase prices and the original option exercise prices totaled $313,000 and $417,000 and was recorded as an operating
expensc for the year ended December 31, 2006 and the year ended December 29, 2007, respectively.

13. Commitments and Contingencies
Leases

The Company leases its manufacturing and headquarters facilities in the United States under non—cancelable operating ieases that expire in October 2009
and March 2010. These leases contain pre—~determined price escalations. The Company also leases its manufacturing facilities in Mexico and sales offices in
.France, Germany, United Kingdom, Japan, Singapore, Australia, and China under operating lease agreements, almost all of which are noo—cancelable,
expiring at various dates through August 2014, Certain leases contain pre—determined price escalations and in some cases renewal options. The Company
recognizes the lease costs using a straight line method based on total lease payments. The Company also received certain leasehold improvement incentives
totaling approximately $650,000 for its manufacturing and headquarters facilities in the United States. These leaschold improvement incentives have been
recorded as deferred rent and are being amortized as a reduction to rent expense on a straight—line basis over the life of the lease. As of Decernber 31, 2006
and December 29, 2007, rent expensc accrued in excess of the amount paid and the remaining unamortized leasehold improvement incentive aggregated
$873,000 and $625,000, respectively, and are classificd in other lisbilities. The Company also leases automobiles in Europe and Japan that are classified as
operating leases and expire at various dates through October 2010. The majority of these leases are non—cancelable. The Company also has capital leases
outstanding for office equipment all of which are non—cancelable.
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Future minimum lease payments under operating and capital leases for each of the years ending are as follows (in thousands):

— Asof December29.2007

Operating Capital
. . - — . —Leases ~ Leases  _Total
11T 00 O IR -~ . o ¥ i .~ IR S /SN i 4 1)
2009, .. — . . 2,419 762,495
2010 e+ e e e e - - : e e S —933  65......998
2011, - . - 524 .52 576
2012 ... ke, R e B e ot i e S0 36 546
Thereafter §13 — g13
e L S Y .5 .B283.. 8 305_._%$%588

Rental expense related to operating leases for the years ended December 31, 2005, December 31, 2006 and December 29, 2007 was $713,000, $1.6 million
and $2.2 million, respectively, Included in the capital lease obligations as of December 29, 2007 is interest aggregating $35,000.

Employee Benefit Plan

In fiscal year 1996, the Company adopted the Masimo Retirement Savings Plan, or the Plan, which is a 401{k) plan covering all of the Company’s full-time
U.S. employees who meet certain eligibility requirements. In general, the Company matches 100% of an employee’s contribution up to 3% of the
employee's compensation, subject to a maximum amount. The Company may also contribute to the Plan on a discretionary basis. The Company contributed
$491,000 and $977,000 to the plan for the years ended December 31, 2006 and December 29, 2007, respectively, all in the form of matching contributions.
The Company did not make any contributions to the Plan for the year ended December 31, 2005.

Employment Agreements

As of December 29, 2007, the Company had zn employment agreement with one of its key employeces that provides for an aggregate annual base salary of
$660,000 plus other benefits, with annual increases at the discretion of the Board of its Compensation Committee. The agreement with the Company also
provides for an annual bonus based on the Company's attainment of certain objectives and goals. The agreement had an mitial term of three years, with
automatic renewal, unless either the Company or the executive notifics the other party of non—renewal of the agreement.

Another agreement provides for an annual base salary of EUR €140,000 (approximately $205,000). The agreement also contemplates an annual bonus based
on the attainment of certain revenue, profit and gross margin milestones. The agreement also contains a non—compete provision. If the Company enforces
this provision following the employee’s termination of employment, the employee would be entitled to receive a lump sum payment equal to 50% of his
annual base salary as of the date of his termination, which shall be paid in equal installments over the term of thé non—competition period.

Severance Agreements

On January 11, 2008, the Company entered into a severance plan participation agreement with three of its executive officers. The participation agreements,
ot Agreements, are governed by the terms and conditions of the Company's 2007 Severance Protection Plan, or Severance Plan, which became effective on
July 19, 2007, Under the Agreements, the cxecutive officer may be entitled to receive certain salary, equity, medical and life insurance benefits if he is
terminated by the Company without cause or terminates his employment for good reason under certain circumstances. The executive officers are also
required to give the Company six months advance notice of their resignation under certain circumstances. As of December 29, 2007, the Company had
properly not recorded any accrual for these severance egreements,

Purchase Commitments

Pursuant to contractual obligations with vendors, the Company had $21.7 million of purchase commitments as of Decernber 29, 2007. These purchase
commitments were made for certain inventory items to secure better pricing and to ensure the Company will have raw materials when necessary.

Concentrations of Risk

The Company is exposed to credit loss for the amount of cash deposits with financial institutions in excess of federally insured limits. The Company invests
its excess cash deposits in government securitics and money market accounts with major financial institutions. The amount of bank balances in excess of
Federal Deposit Insurance Corporation limits (for US bank accounts) and similar forcign deposit insurance entities’ limits (for certain foreign bank
gccounts) was $55.1 million and $96.4 million as of December 31, 2006 and December 29, 2007, respectively.
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While the Company and its contract manufacturers rely on sole source suppliers for certain components, steps have been taken to minimize the impact of a
shortage or stoppage of shipments, such as maintaining excess inventory and designing products that may be easily modified to use a different component.
There can be no assurance that a shortage or stoppage of shipments of the materials or components that the Company purchases will not result in a delay in
production, or adversely affect the Company’s business.

The Company’s ability to sell its products to U.S. hospitals depends in part on its relationships with Group Purchasing Organizations, or GPOs. Many
existing and potential customers for the Company’s products become members of GPOs. GPOs negotiate pricing arrangements and contracts, sometimes
exclusive, with medical supply manufacturers and distributors, and these negotiated prices are made available to a GPO’s affiliated hospitals and other
mernbers. In 2005, 2006 and 2007, revenue from the sale of the Company’s pulse oximetry products related to GPOs amounted to $35.8 million, $66.6
millicn and $101.0 million, respectively, representing, 63.0%, 80.7% and 89.4%, respectively, of its revenue from sales to U.S. hospitals,

For the years ended December 31, 2005, and December 31, 2006, no individual customer represented over 10% of total revenue. For the year ended,
December 29, 2007, one customer represented 11% of total revenue.

Two customers represented 10% and 6% of accounts receivable at December 31, 2006 and 8% and 5% of accounts recetvable at December 29, 2007,
respectively. A third customer represented 6% of accounts receivable at December 29, 2007.

Litigation

In May 2002, the Company filed a lawsuit against Tyco Healthcare (currently Covidien), parent company of Nellcor, in the United States District Court for
the Central District of Califomia, alleging damage to the Company's business as a result of the anti—competitive business practices of Tyco Healthcare,
Specifically, the Company alleges that it had incurred damages as a result of a series of illegal exclusionary and anti—competitive acts by Tyco Healthcare
that were designed to maintain its monopoly in the pulse oximetry market in violation of federal antitrust laws,

In March 2005, a jury found that Tyco Healthcare’s use of sole—source contracts, product bundling, market sharc—based compliance pricing contracts and
co-marketing agreements with pancnt monitoring companics were unlawful restraints of trade and cxclus:ona.ry dealing arrangements and, as a result,
violated federal antitrust laws. The jury awarded the Company $140 million in damages. Under the antitrust laws, if the jury verdict is sustained in whole or

in part, all damages arc trebled. Tyco Healthcare filed post—trial motions requesting that the District Court either override the jury decision or grant 2 new
trial. In March 2006, the District Court upheld a portion of the jury verdict and vacated the remaining verdict. In addition, the District Court vacated the
Jury's damages award and granted Tyco Healthcare a new trial on damages. As a result, the Company may not receive any damages in this lawsnit, The
District Court held an evidentiary hearing in October 2006 to re—try the damages. On January 25, 2007, the District Court issued a preliminary ruling which
did not set damages, but resolved some issues of dispute about damages, and ordered another evidentiary hearing on issues still undecided by the District
Court, The District Court held this evidentiary hearing in March 2007. On July 2, 2007, the District Court entered its final judgment awarding the Company
damages which were trebled to $43.5 million and denying the Company's request for a permanent injunction with respect to Tyco Healthcare's business
practices found to be anti—competitive. The Company and Tyco Healthcare have each fileda notice of appeal from the judgment. The Company filed its
opeaning brief on Decernber 17, 2007 with the United States Court of Appeals for the 9 Circuit. Even if the Company is ultimately awarded damages in this
litipation, the amount will be subject to a 50% legal fee contingency agreement, in which case the Company would receive 50% of the net (of costs)
preceeds from the award. Even though most of the legal expenses to date have been on a contingency basis, the Coritpany expects to incur expenses related
to the appellate work, which will be reported as operating expense within the Company’s statements of income.

The Company believes the jury verdict it received in the Tyco Healthcare antitrust litigation has been important in its efforts to increase its market share
among certain large hospital systems and GPOs that were formerly closed as a result of Tyco Healthcare’s anti—competitive conduct. However, the lawsuit
has been and will continue to be a diversion of management’s attention from the implementation of the Company’s business strategy. See “Risk Factors” for
a description of the risks related to the Company's litigation against Tyco Healthcare,

On July 24, 2007, Shaklee Corporation filed suit against the Company in the United States District Court, Central District of California, alleging that the
Company's pulse oximeters incorporate patented calibration methods that are licensed to Shaklee. NIR Diagnostics, Inc., the original licensee of the patents,
was originally named as a defendant, but then agreed to become a plaintiff, Shaklee and NIR are seeking an injunction and damages against the Company.
The Company’s management believes that its devices do not infringe either of the cited patents and intends to vigorously defend against these claims. The
Company believes that the claims asserted by Shaklee and NIR will not materially affect the Company's business, financial conditions or future operating
results. In the event a preliminary or permanent injunction were granted, however, the Company would be unable to sell products found to infringe
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the cited patents, which would cause a reduction in the Company’s revenues, a decline in income and 2 loss of customer goodwill for an unknown period of
time. Additionaily, the Company could be ordered to pay royalties on past sales of the Company’s products found to infringe the cited patents and, to the
extent the Company continued to sell such products, the Compaay could be required to continue paying royalties to Shaklee and NIR. Although the
Company believes that these claims are without merit, no assurance can be given with respect to the ultimate outcome for any such claim or litigation. At
this ime, the Company is not able to accurately estirnate the potential financial impact of an injunction and/or damages against the Company.

From time to time, the Company may be involved in litigation relating to claims arising out of its operations in the normal course of business. The Company
believes that it currently is not a party to any legal proceedings which, individually or in the agpregate, would have a material adverse effect on its
consolidated financial position, results of operations, or cash flows.

Voluntary Recall

On July 31, 2007, the Company determined to initiate a voluntary recall of its Rad—9 pulse oximeter, # standalone bedside pulse oximeter product, sales of
which represented less than 0.6% and 0.3 % of the Company’s product revenue in 2006 and 2007, respectively. In accordance with its original design and
similar to other pulse oximeter devices, the Rad—9 gives a visual alarm if there is a sensor fault; under other circumstances, the Rad—% gives both a visual
and audio alarm. In late 2006, the Company sent notice to owners of the Rad—9 that a free upgrade was available to add an audio alarm to the Rad—9 when a
sensor fault is detected. The Company has pow determined to voluntarily recall the Rad—9 to implement this upgrade. The Company does not belicve that a
non-upgraded Rad—9 poses a significant risk to health. The Company decided to voluntarily recall the Rad~9 because it believes it has the possibility of
improving the carc of patients. This decision follows a customer report that an elderly paticnt, who may have damaged her pulsc oximeter sensor, had died
after removing her tracheostomy tube. Based on what is currently known, the Rad—9 appears to have been operating in accordance with its specifications.
The Company estimates that the total costs resulting from this voluntary recall will be approximately $300,000, although this is an estimate and the actual
costs may differ. The Company incurred this charge in the quarter ending September 29, 2007. As of December 29, 2007, the Company has incurred actual
repair costs of approximately $125,000 and expects to incur an additional $175,000 for units not yet repaired. Any future recall could result in a diversion of
management resources, substantial cost and negative publicity, all of which could adversety affect the Company's business, financial condition and results
of operations.

14. Segment Information and Enterprise Reporting

In accordance with SFAS No. 131, “Disclosures about Segments of an Enterprise and Related Information™, the Company's chief decision maker, the Chief
Executive Officer, reviews financial information presented on 2 consolidated basis, accompanied by d:saggrcgated information about revenues by
geographic region for purposes of making operating decisions and assessing financial performance. Accordingly, the Company considers itself to be in a
single reporting segment, specifically non—invasive patient monitoring and related products, The Company does not assess the performance of its
geographic regions on other measures of income or expense, such as depreciation and amortization, operating income or net income. In addition, the
Company’s assets are primarily located in the United States and are not allocated to any specific region. The Company does not produce reports for, or
measure the performance of, its geographic regions on any asset—based metrics. Therefore, geographic informaticn is presented only for revenues.

The following schedule presents an analysis of the Company's product revenues based upon the geographic arca to which the product was shipped (in
thousands):

Year ended Year ended Year ended

Dece;;er A, December 31, December 29,
- - e . , e e e i e ——— 2T -
Geographic Area by Destination. ...k L Ll L L e ke T e
North and South America . ... ... _— — e en$ 89,032 83%  $123,193 ___79% $155,782. . 78%
{—wamongJddlcEaslmdAmca e R T I T 12113 N TON 119496 13_.. . 28201 14 1}

Asia and Australia 6,468 6 12,442 8 15,701 8

Total product revenues2 s . .. . . e T T IE T 7 8107,613 | 100%. . $155,131 . 100% . $199,684. 100%

Sales to customers located in the United States were $86.9 million, $120.0 million, and $152.1 million for the years ended December 31, 2005, 2006 and
December 29, 2007, respectively.
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15. Income Taxes
The components of income {loss) before provision for (benefit from) income taxes are as follows (in thousands):

Year ended Year ended Year ended
December 31, December 31, December 29,
[ - . — _— o ; ,_X‘_Z!lﬂi_ Jp— || S — || 1 A
United States_._. .. ... 50 = i it a8 o 108380 §..321,766.. . $___ 67,008
Foreign (3,469) (7,363) 1,114
L R LA TR T T T TS T 73695314403 .. §.0 68,122

The following table presents the current and deferred provision for income taxes (in thousands):
Year ended Year ended Year ended
December 31, December 31, PDecember 29,

et s s

Current-is...

gmprenm " e e —as .

. lll.284 S__.,ZO 654
25 14,893 ____ 2449
—_ 68

AN T N AR, TN T 1§

Deferred: _ _ o i e .
U Federal | . b Lo LTI (21 904) [ 3,296i . 2,
I __Smt: 1o e gt e e i g e < A5 775)_- _._.M.__._.'i 104_ —— _._____(Sl)
Forclgn (ORI %A, - R : ik - — e e b a e PR L
(27,679) 6,400 2,696

“Total. - T L T T T e L T T TS 26,013y 8- 132577 - . § 25,867

Included in the 2007 current tax provision above is $1.7 million of tax and accrued interest for the year with respect to FIN 48,

The temporary differences that give rise to the deferred tax provision (benefit) consist of (in thousands):

Year ended Year ended Year ended

December 31, December 31, December 29,
it ek e s AL L . 5 . iy bt g e _\zm]'s"‘— ey g vt — —2007 +
Property and equipment.” . ... e Eal et e 28 (U e 8 (B e S (114)
Capitalized research and dcvclopmcnt COSIS. . e . - VTR e 2L ___“_(217)
Taxeredits.. .o - o« e L L e e (1 055) - 4283 . . L-_Z-(24]1)
Deferredrevenue . . _ .. .., B T Erpeep—— g . _,(2 004y . ... 96._._,. e oo 1,046
Acqulrodmtangiblw RSO SN Ll AT AN § U8 14} NS 86 e 2101
Net operating losses P s - e g 5 g 5873 5 ,385 _1,787.
Accrued liabilities — o8 | _ee o i (358 e L (1, 873)_ -
Stock based compensation —— —_— . - . — e (424 {1,12])
State taxes and other— iv v . D 0 e, 1 762 . (5, 090)..__..‘-__2,941
Change in valuation allowance (31 209) 3,769 (1,538)
-

oAl e T R T N BT ) R T S 6 A00 e § e 3696
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The reconciliation of the U.S. federal statutory tax rate to the Company’s effective tax rate is as follows:

Year ended Year ended Year ended
December 31, December 31, December 19,
e e . 205 206 2007
Statutory regular federal IMCOME taK TatE 83 v Sun, - w6 o s bbb st 35 35.0% . mtis Sk 350850 w0 e 2 35.0%
State provision, net of, fcdcral benefit .., . . {42.8) 3 e 23
Nondeductible Items.. - 325 i e s e e oo — - i - 27 < 20,9
Foreign losses not bcncﬁwd (income not taxcd) - o 19.2__ e 09 e (0.5)
Tax credits .. - = e e {0.1) )
Change in federal valuauon allowa.ncc e - R . (356.8) . e e = = —
Change.in:fedéral tax rate” fi._ Saan L BT NIRRT ¥ T ST s S S
QOther — — 0.8

Rt B i e e 4 e Tt e e o = m mim

ol L T T T T 3530 % . —422%— . ... 38.0%

e e e e e et i e+ e e e e e+ = e . . Decomber 31, 2006 - December 26, 2007

Deferred tax assets:. . .. _ D O = SR

Property and equipment ..., _... Y. J 939._,._ —F e 1 053

Capitalizéd research and dcvelnpmcnt COStS .. .t AL e : 230 e T —anl 447
Taxcredits _ . ... ‘ . 922.. S 1,163

| .
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continned)
|

Deferred réverie____ 10,020 3T TR g4

Acquired intangibles, .. _ B . 1,164_ SR, .1, Iy
et OPErAting 1055ES. v arms e e ok e e e+ core e e e Sviem e e s st e <t erveetimi 0,3 N0 o e e 4,529
Accrued liabilities ... . . .. . e . S 4,436 e e e 1 565
Stock based COMPENSAION. «.. v wr = o <o« mranen i’ et eorne o i mr s ot + et s, e e’ 580. e — 1,701
State taxes " § - . 3,270 794
Other . 5 e e o et s o, IS N ot 68 A IRSALT/ T3

0 27,945 .. .-24794

| Valuation allowance. . —_. .. _a=_ e el cent o aE (6,666) . 1 . L _L(5,128)

Total deferred tax assets, I — I et 21279 — K
Deferred tax liabilities....: . S SO R BRI, : T SRR L S Pl e}
Net deferred tax assets b 21,279 s 19,666
Current ot dEfEmed 1K BSSEE — oo tos ot e oo oo oo oo e o e 1B16 2 ” o 14334
Long term net deferred tax asset 3,163 5332
Net deferred tax assets = - .. a. ... o o R EIT T NT gT I IS T T Ei0666

At December 29, 2007, the Company has $10.2 million of net operating loss carryforwards from its foreign jurisdictions which will begin to expire in 2011
and § 9.0 million of net operating losses from various states, which will begin to expire in 2012. The Company bas $0.2 miltion of investment tax credit on
research and development expenditures from its operations in Canada which begin to expire in 2027. Management belicves that it is more likely than not the
deferred tax assets related to foreign and state net operating losses and foreign investment credit will not be realized. In making this determination, the
Company considers al! available positive and negative evidence, including scheduled reversals of liabilities, projected future taxable income, tax planning
strategies and recent financial performances. A valuation allowance has been provided on such loss and credit carryforwards.
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During 2006 and 2007, the Company recorded a tax benefit of $4.2 million and $204,000, respectively, from the exercise of non—qualified stock options as
a reduction of its income tax liability and an increase in stockhelders’ equity. The tax benefit results from the difference between the fair value of the
Company’s common stock on the exercise dates and the exercise price of the opticn.

The Company has not provided for income taxes on undistributed earnings of foreign subsidiaries as such earnings are intended to be permanently
reinvested in those operations. As of December 29, 2007, the Company's foreign subsidiaries have cumulative losses. Net deferred tax assets in the foreign
subsidiaries relate primarily to net operating losses and are offset in total by valuation allowances.

Included in the Company’s consolidated income tax provision of $132.6 and $25.9 million for the years ended December 31, 2006 and December 29, 2007,
respeetively, are the following related to Masimo Labs: current income tax provision of $113,000 and current income tax benefit of $36,000, respectively,
end deferred income tax benefit of $1.4 million and deferred income tax provision of $348,000, respectively. The temporary differences that give rise to the
deferred tax benefit of $1.4 million and deferred tax provision of $348,000 are mainly research and development credits, stock—based compensation expense
and deferred revenue for the years ended December 31, 2006 and Decetnber 29, 2007, respectively. Masimo Labs® deferred tax asset balance as of
December 31, 2006 and December 29, 2007, was approximately $1.9 and $1.6 million, respectively, which consists of deferred revenue, fixed assets and
intangibles, stock based compensation and research and experimentation credit carryforwards, which begin to expire in 2020. Management of Masime Labs
believes that it is more likely than not that part of deferred tax assets related 10 research and experimentation credit will not be realized. In making this
determination, the Company considers all available positive and negative evidence, incleding scheduled reversals of liabilities, projected future taxable
income, tax planning strategies and recent financial performances. A valuation allowance of $0.4 million has been provided on such credit camryforwards,

The provision for income taxes was $132.6 million, or an effective tax rate of 42.2%, in the year ended December 31, 2006 compared to $25.9 million, or an
effective tax rate of 38.0 %, in the year ended December 29, 2007, The effective tax rate differs from the statutory U.S. federal income tax rate of 35.0%
primarily due to state taxes, permanent differences between GAAP pre—tax income and taxable income, and a one—time adjustment to prior year state tax
obligations recognized in the fourth quarter of 2007.

In July 2006, the FASB issued Interpretation No. 48, “Accounting for Uncertainty in Income Taxes—an Interpreiation of FASB Statement No. 109,” or FIN
48, which became effective on January 1, 2007, FIN 48 prescribes a recognition threshold and a measuremnent attribute for the financial statement
recognition and measurement of tax positions taken or expected to be taken in a tax return, For those benefits to be recognized, a tax position must be
more—likely—than—not to be sustained upon examination by taxing authorities.

The adoption of FIN 48 resulted in a reduction of the Company’s beginning retained camings as of January 1, 2007, of $618,000, As of the adoption date,
the balance of gross unrecognized tax benefits is $3.6 million. .

The following is a tabular reconciliation of the total amounts of uarecognized tax benefits for the year ended December 29, 2007 (in thousands):

Unrecognized tax benefits, Janoary 1, 2007 _ (___ > o o wve 0 o .2 83,631
Increase from tax positions inpriorperiod . _____ . . . __ ... 1844
Decrease from 'tax positions fnpriof perod | . - . .08 B L o a Ll s et (2,466)
Increase from tax positions in current period, S ) 331,
LTI, T T e N N RPN AT TSRS S
Lapse of statute of limitations. —_

Unrecognized tax benefits, December 28, 2007 ... L a5 $.3,3400

The amount of unrecognized benefits which, if ultimatety recognized, could favorably effect the tax rate in a future period was $599,000 and $2.2 million as
of January 1, 2007 and December 29, 2007, respectively. Both amounts arc net of any federal and/or state benefits. The remaining balance relates to timing
differcnces, of which the vltimate deductibility is highly certain, but there is uncertainty about the timing of such deductibility. It is reasonably possible that
the amount of unrecognized tax benefits will decrease in the next 12 months by $197,000 primarily related to certain timing differences.

Interest and penalties related to unrecognized tax benefits are recognized in income tax expense. At December 29, 2007, the Company had accrued
$211,000 for the payment of interest.
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The Company conducts business in multiple jurisdictions, and as a result, one or more of the Company's subsidiaries files income tax returns in the U.S.
federal, various state, local and foreign jurisdictions. Due to the utilization of net operating loss carryforwards, all years since 1994 are open for examination
by major taxing authorities.

16. Subsequent Events
Severance Agreements

On January 11, 2008, the Company entered into a severance plan participation agresment with three of its executive officers. The participation agreements,
or Agreements, are governed by the terms and conditions of the Company’s 2007 Severance Protection Plan, or Severance Plan, which became effective on
Tuly 19, 2007. Under the Agreements, the executive officer may be entitled to receive certain salary, equity, medical and life insurance benefits if he is
terminated by the Company without cause or terminates his employment for good reason under certain circumstances. The executive officers are alse
required to give the Company six months advance notice of their resignation under ¢ertain circumstances.

Agreement with HealthTrust Purchasing Group, L.P.

On January 17, 2008, Mesimo Americas, Inc., a wholly—owned subsidiary of the Company, or Masimo Americas, entered into a Purchasing Agreement
with HeaithTrust Purchasing Group, L.P., or HPG. The agreement became cffective on February 1, 2008, Under the Purchasing Agreement, Masimo
Americas will sell various preducts and services to bealthcare provider participants, or Participants, located in the United States, The products and services
will be sold to Participants under two pricing structures based on the Participant's purchase commitment level. The purchase price structure will generally
remain constant during the term of the Purchasing Agreement. In consideration for the administrative and other services HPG will perform in connection
with purchases of products and services by the Participants, Masimo Americas will pay HPG on a quarterly basis a fixed percentage of all fees charged by
Masimo Americas for providing the products and services, whether they are provided directly from Masimo Americas or through a distributor. The
Purchasing Agreement will expire on January 31, 2011, provided that Masimo Americas and HPG each have the right to terminate the agreement if the
other party commits a material breach of the agreement that is not cured within 30 days following written notice of the breach. In addition, HPG has the
right to terminate the agreement for any reason in its entirety or with respect to specific products or services by providing 60 days prior written notice to
Masimo Americas. Masimo Americas also may terminate the agreement under certain conditions upon 60 days notice to HPG.

Amendment of 2007 Stock Incentive Plan

On February 7, 2008, the Coripany's Board of Directors amended the Company’s 2007 Stock Incentive Plan to decrease the number of shares reserved
under the plan by 1,640,748 shares of common stock, the exact amount automatically added to the share reserve effective December 30, 2007, pursuant to
the “evergreen™ provision contained in the plan.

Respironies Litigation
On February 19, 2008, the Company brought a lawsuit against Respironics, Inc. for breach of contract, breach of the covenant of good faith and fair dealing,

and interference with prospective cconomic advantage, based on a January 16, 2006, contract between Respironics and the Company. Respironics has not
yct answered the complaint. Theve is no guarantee that the Company will prevail in this suit or receive any damages or other relief if it does prevail.

Gregory Jay and P2Lethlogics, LLC Litigation

On October 1, 2007, the Company filed a lawsuit in the United States District Court, Central District of California, against Gregory Jay and P2Lethlogics,
LLC, secking a declaratory judgment that the Company’s pulse oximeters do not infringe a patent of Gregory Jay and/or P2Lethlogics. Dr. Jay had made
allegations that the Company's new parameter, Pleth Variability Index, offered as an option in the Company’'s pulse oximeters, infringes these patents. On
October 17, 2007, P2Lethlogics, LLC, filed 2 lawsuit in the United States District Court, District of Massachuseits, alleging that the Company's products,
including but not limited to, its Rainbow pulse oximeters infringe the same patent. Pursuant to a stipulation between the parties, the lawsuits filed by the
Company and P2Lethlogics were dismissed in their entirety. -
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17. Quarterly Financial Data (unandited)

The following tables contain selected unaudited Consolidated Statements of Operations data for each quarter of 2006 and 2007 (in thousands, except per
share data):

March 31, Juooe 30, September 30, December 31,

Elscal 204 - . — . L. —— - -
Total FEVENUE o eee - o2 St R T t e 8 49,3065 855,774 3057646 . 5.. 61,6121
Gross profit.____ e emn 33,168 . 40818 __ 42942 — T N
Operating incame. — . e et e e e e e e s s e DA T, D00 . 22,496 20,301 . . 18,238,
Net income —— e e e o et e @ oinie v JAAOOT 13,923 12,296 _ . 10910,
Net income (loss) attributable to common stockbolders. . - - . . _ .. . 49226 . 3B64.—._. . _.3342. ... (10,261)
Net income (loss} per share: (,33 -- it th sy P s g et
L i BaSICn oo s e T T T T T T T T T __3-13_..._3 0378 " 030 A,S (0 62}
Diluted $ 253 $ 019 8 016 $ (0.62)
March3l,  June30,  September29,  December 29,
e AP VUV U VYOOVt | | » AN 1 || F IS, —2007 2007
Totalrcvcnug e s e e m e mm ¢ e s i ew e el meclei—e - . $ 58,954 563,680 . S_. 64,376-_.%...69.276
Grossprofit | | v . e S U ——— e 42,053 45761, .. 45567 _ . ___ 49300
Operating wgpme "L L T T T T T TR T IS8 18259 o 16,925 . 16,581
Net income e i R _9,097_ 10,556 ___ _ 10,550 . __ 12,055
Net income attributable to common sr.ockholders.. e e+ e ad e w2 31250 2798 - . 6,886, 11,083
Net income per share:, . . ‘ g =g ey e o g e b -
L5 o BASIE - und, . I e S e SIS S O Za 0. 0I7-T8C0IBL S 022
Diluted 5 $ 0.13 5 016 % 0.20

(1}  In January 2006, the Company recorded $263.0 million in operating income, as a result of the Nellcor patent litigation settiement.

@ [n December 2006, the Company declared dividends to preferred stockbolders in excess of the net income for the period. This resulted in a net loss
attributable to common stockholders, See note 11 for further detail regarding the dividends.

M The sum of the quarterty basic and diluted net income (loss) per common share for the year ended December 31, 2006 do not equal the annual related
per common share amounts due to differences in the weighted average common shares outstanding and the undistributed carnings allocation
percentages between the quarterly and annual computations.

(%  The sum of the quarterly amounts do not equal the annual related amounts due to rounding within the individual quarters.
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EURCHASING AGREEMENT

HealthTrust Purchasing Group

This Purchasing Agreement, dated February 1, 2008, is entered into by HealthTrust Purchasing Group, L.P., a Delaware limited partnership, having its
principal place of business at 155 Franklin Road, Suite 400, Brentwood, TN 37027 (hereinafier referred to as “HPG™), and the following entity:

Masimo Americas, Inc., a Delaware corporation,

Address: 40 Parker
Irvine, CA 92618

(hereinafter referred to as “Vendor™), for the primary purpose of establishing the terms and conditions pursuant to which members of HPG may purchase
certain products and services from Vendor.

WHEREAS, HPG is organized as a group purchasing organization with various healthcare providers belonging to HPG as Participants (as hereinafter
defined);

WHEREAS, Participants have entered into Participation Agreements (as hersinafter defined) with HPG, which permit Participants and their
Affiliates (as hercinafter defined) to obtain products and services under purchasing agreements between HPG and its vendors, provided Participants comply
with the purchaser obligations stated in the purchasing agreements and Participants' obligations under the Participation Agreements; and

WHEREAS, Vendor desires to offer certain of its products and/or services to Participants.

NOW, THEREFORE, HPG and Vendor hereby agree that Vendor shall provide the products and/or services described herein to Participants in
accordance with the terms and conditions set forth herein:

1.0 Definitions

114 “Affiliates™ as applied to any particular entity, is defined as those entities, businesses, facilities, and enterprises, that are controlled by,
controlling, or under commen control with a stated entity, including, without limitation, all parent corporations and their respective
subsidiaries and affiliates, joint ventures, limited Liability companies and partnerships, together with any and all entities and businesses to
which any of the above—described entities provide management services or purchasing services. “Control™ as used herein means control
through ownership of more than a majority interest in an entity, or control by contract.

1.2 “Agreement” shall be defined as this purchasing agreement, including the Exhibits and attachments referenced herein.

13 “Distributor(s)” shall be defined as any product distributor designated by HPG, as described in Exhibit B, to distribute Products to
Purchasers.

Page 3 of 32




14

1.9

1.10
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1.13

1.14

1.15

1.16

1.17

“Dnal Source Award” shall be defined as an agreement by HPG not to contract with more than one alternative supplier pursuant to which
Participants ¢an purchase products and services comparable to those listed in Exhibit A during the Term.

“EDI” shall be defined as Electronic Data Interchange.
“Effective Date” shall be defined as the date first stated in the opening paragraph to this Agreement.
“Expiration Date” shall be defined as the date this Agrecment terminates and is designated in Exhibit B,

“Facility Agreement” shall be defined as the template agreement available for Purchasers to contract with Vendor to obtain certain
products under this Agreement, and which is titted: “Deferred Equipment Purchase Agreement™.

“GPOID” shall be defined as the unique identification oumber assigned by HPG to each Purchaser.

“Multi-Sonrce Award” shall be defined as Vendor being designated as an approved source of Preducts and/or Services, with no limitation
on HPG contracting for Participants to purchase comparable products and services from alternative suppliers pursuant to their contracts with
HPG.

“Optional/Preferred Source Award” shall be defined as Vendor being designated as an approved source of the Products and/or Services
listed in Exhibit A, with no limitation on HPG or Participants coatracting for purchasing comparable products and services from alternative |
suppliers or on Participants purchasing comparable products and services from alternative suppliers on a non—contract basis,

“Participant(s)” shall be defined as member(s) of HPG who have entered into a Participation Agreement.

“Participation Agreement” shall be defined as a written member agresment with HP(G that permits Participants and their Affiliates to
purchase products and services from various vendors having purchasing agreements with HPG; and which designates HPG as such
Participant’s exclusive GPO for the product category that covers Products available hereunder.

“Party” and “Parties” shall be defined as Vendor and/or HPG.
“Products” shall be defined as those goods listed in Exhibit A to this Agreement.
“Purchaser” shall be defined as any Participant obtaining Products and/or Services from Vendor under this Agreement,

“Services” shall be defined as those services listed in Exhibit A to this Agreement as well as any services provided by Vendor, its
subcontractors, and agents in connection with any Purchaser’s purchase and/or use of Products.
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“Sole Source Award” shall be defined as an agreement by HPG not to contract with any alternative supplicr pursuant to which Participants
can purchase products and services comparable to these listed in Exhibit A during the Term.

“Term” shall be defined, subject to the provisions of Section 16, as the period this Agreement is in effect, commencing on the Effective
Date and expiring on the Expiration Date specified in Exhibit B to this Agreement, or as extended pursuant to a written agresment signed by
both Parties.

General Purshasine Provisi

ions. HPG represents and Vendor recognizes that HPG is a group purchasing organization. The Parties acknowledge
that it is their intent to establish a business relationship in which payments by Vendor to HPG and Purchasers comply with the exceptions to
the Medicare and Medicaid Anti-Kickback statute set forth at 42 U.S.C. § 13202~7b(b}3) (A) and {C), the “safe harbor” regulations
regarding discounts set forth in 42 C.F.R. § 1001.952(h), and the “safe harbor" regulations regarding payments to group purchasing
organizations set forth in 42 C.F R § 1001.952(3); and the Partics believe that the relationship contemplated by this Agreement is in
compliance with those requirements,

Award Basis. HPG and Vendor hereby agree that they are entering into this Agreement pursuent to the award basis designated in Exhibit B
to this Agreement.

Eligible Purchasers. Commencing on the Effective Date, all Participants located in the United States or its territories shall be eligible to
obtain Products and/or Services from Vendor under this Agreement, including but not limited to acute care facilities, hospitals, ambulatory
surgery centers, imaging centers, alternate site entities, physician practices, rebabilitation facilities, psychiatric centers, clinics or any other
kind of healthcare providers, as well as any Participant distribution centers qualifying as a Participant and servicing other Participants and
Purchasers. In addition to being able to obtain Products from Vendor pursuant to the terms of this Agreement, Purchasers shall be able to
obtain Products from Vendor pursuant to the terms of the Facility Agreement. HPG sball update its list of cligible Purchasers on HPG's
secured website for its vendors twice monthly. Vendor agrees to check the updated list, located at:

https//scrubs heals S rvend listi lorxl
within five (5) business days following the 7" and the 21% of cach moanth, and to update its list of eligible Purchasers within such 5~day
period to accurately reflect the name, address, GPOID, and any other assigned identification code for each eligible Purchaser. Purchasers
obtaining Products and/or Services from Vendor under this Agreement shall be considered third party beneficiaries kereunder. In the event
Vendor's records show that a Purchaser is listed as a member of another GPO in addition to HPG, Vendor shall notify HPG and HPG will
contact the Purchaser and obtain appropriate documentation from the Purchaser that indicates HPG is such Purchaser’s exclusive GPO for
the product category that covers Products available hereunder. Until such documentation is furnished, Vendor shall withhold payment of
fees to any GPO for purchases by the
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26

2.7

Purchaser in question, and upon presentation of the appropriate documentation, Vendor shall pay the withbeld GPO Fees as appropriate.

Purchaser Obligations. Payment for purchases made by Purchasers under this Agreement shall be the sole responsibility of the Purchaser,
and Vendor agrees that HPG shall bave no responsibility or obligation for such payments or any other obligations of Purchasers under this
Agreement.

Direct Purchases. If purchases are to be directly from the Vendor, as noted in Exhibit B, then upon receipt of an order from Purchaser
{regardless of form or media used, or whether reference is made to this Agreement) Vendor agrees to sell and deliver to Purchaser the
Products and/or Services listed in the order at the prices set forth in Exhibit A (including amy discounts or rebates stated in Exhibit A),
subject to and in accordance with the terms and conditions stated in this Agreement. No minimum quantity or dollar amount shall apply to
any order unless expressly stated in Exhibit B to this Agreement. In the event Vendor charges a Purchaser a price higher than that stated in
Exhibit A, upen discovery of such overcharge and payment thereof by the Purchaser, Vendor shall issue Purchaser a refund (not a credit) in
the amount of such overcharge/over payment. If Vendor charges a Purchaser a price lower than that stated in Exhibit A, Vendor shall have .
the right to set—off the undercharge sgainst any refund due for an overcharge/over payment. Vendor agrees that it will not refuse to honor
any credit balance or refund obligation for any Purchaser based on such Purchaser’s non—payment or short payment of an invoice on an
unrelated purchase where the amount owed is not in dispute. No Purchaser may refuse to bonor any payment obligation to Vendor based on
an unrelated purchase by such Purchaser where the amount owed is not in dispute or by any other Purchaser. Vendor shalt provide regular
statements {at least quarterly} to Purchasers which list unapplied credits, and upon a Purchaser request, shall promptly refund lhc amount of
the unapplied credits.

Purchases Through Distributors. If any Product is available through a Distributor, as designated in Exhibit B, then the terms and conditions
of this Agreement which apply to shipment directly from Vendor to 2 Purchaser shall not be applicable to purchases of such Products
through a Distributor; and unless othcrwise designated herein, the prices listed in Exhibit A shall be the prices Vendor charges the
Distributor, with the ultimate price paid by Purchaser determmcd by HPG and the Distributor. Vendor shall provide Product pricing and
related information to HPG and Distributors, which s consistent with Exhibit A, any amendments to Exhibit A, and corresponding pricing
files for EDI and Intemet e~commerce transactions. Otherwise, with respect to purchases of Products through Dlsmbutors. all other terms
and conditions of this Agreement shall apply to cach purchase transaction by a Purchaser. Vendor shall assume total responsibility for
obtaining from Distributors purchase information for each Purchaser so that Vendors accurately pay and report on GPO fees and rebates (if

any).

Jcmm. Subject to the termination prov:swns of Section 16, this Agreement shatl have a Term commencing on the Effective Date and
expiring on the Expiration Date specified in Exhibjt B to this Agreement, with the obligation of Vendor to first make Products and/or
Services available hereunder beginning as of the Effective Date. Except as otherwise provided herein, the provisions of this Agreement,
including prices, shall be
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effective from the Effective Date through the Expiration Date. If Products and/or Services by Purchaser after the Effective Date are provided
by Vendor at a price higher than that provided by this Agrecment, then Vendor shall issue refunds for all purchases of Products and/or
Services, such that the net purchase price will equal that stated in this Agreement. Prices for Products and/or Services may not be increased
except pursuant to a written amendment to this Agreement that has been signed by both Parties, except as otherwise expressly stated in

Section 20.3 or Exhibit B.

Independent Contractor Relationship The Parties agree that Vendor is an independent contractor and that this Agreement does not create
any agency, employment, or joint venture relationship, or any right of cither Party to obligate the other Party to any legal or financial
obligation.

Capital lovestmenis. Vendor assumes the full and complete risk of any capital investments Vendor makes to enable or cohance its
capabilities to serve HPG and to provide Products and Services to Purchasers under this Agreement. In no event will HPG, apy Participant,
or any Purchaser assumne any financial or other risk associated with capital investments made by Vendor as a result of or related to this
Agreement.

Orders. The terms set forth in this Agreement shall apply to each order by a Purchaser, whether such order is communicated by Purchaser's
purchase order form, EDI, internet e—commerce, facsimile, orally, or any other method, or whether reference is made to this Agreement.

Multiple Product Purchasing Arrangements. The parties acknowledge that vital signs monitoring products such as pulse oximeters may be
considered as Clinical Preference Products as defined in the HIGPA Code of Conduct adopted July 24, 2002,

GPO Fees, Rebates, Reporting, Prices, Pavments

GPQ Fees. In consideration for the administrative and other services HPG shall perform in connection with purchases of Products and
Services under this Agreement by Purchasers, Vendor agrees to pay HPG GPO fees as provided in Exhibit B to this Agreement (“GPO
Fees”) for all purchases of Products and Services under this Agreement, whether such purchases are made directly from Vendor or through a
Distributor, or whether such purchases are made at prices other than those stated in Exhibit A, If a percentage is listed in Exhibjt B for the
GPQ Fee, the percentage shall be applied against the net dollar volume of purchases {excluding any added freight charges) of Products and
Services by Purchasers during the applicable time period (i.., total sales less refunds and credits on returns, rebates and discounts). The
payment of such GPO Fees is intended to be in compliance with the exception to the Medicare and Medicaid Anti—Kickback Statute set
forth at 42 USC § ]320&—7b(b)(3)(C) and the “safe harbor” regulations set forth in 42 C.F.R. § 1001.952(j). The GPO Fees for purchases
under this Agreement during each calendar quarter during the Term shall be paid by Vendor to HPG within thirty (30) days after the end of
cach calendar quarter. However, information on sales through distributors may be substantially delayed due to the distribetors” delay in
providing timely sales information. Vendor shall provide
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3.4

electronic reports with cach GPO Fee payment that accurately list purchases upon which GPO Fees are based by each Purchaser for the
applicable quarter and any other information that may be required to enable HPG to comply with 42 C.F.R. § 1001.952(j}. Electronic reports
shall be in a format and have content that is mutually acceptable by HPG and Vendor.

Rebates. If any rebates are to be paid under this Agreement, Vendor agrees to pay rebates based on purchases of Products and/or Services by
Purchasers in the amounts stated in Exhibit A to this Agreement. If a percentage is stated for the rebate, then the rebate shall be determined
by multiplying the stated percentage against the dollar amount actually paid by the Purchaser (excluding any added taxes, duties, freight,
packaging and insurance charges) for Products and Services purchased bereunder. Unless otherwise agreed in writing by Vendor and the
Participant/Purchaser {in which event Vendor shali disciose the existence and amounts of such rebates to HPG), rebates shall be payable
directly to HPG for payment to Participants/Purchasers, shall be based on purchases by Purchasers under this Agreement made dunng each
calendar quarter during the Term, and shall be paid within thirty {30) days after the end of cach calendar quarter. The payment of rebates is
intended to be in compliance with the exception to the Medicaid and Medicare Anti-Kickback Statute set for at 42 U.S.C.A.
§1320a~7b(b)(3)(A) and the “safe harbor” regulations set forth in 42 CFR §1001.952(h). For rebate payments made directly to HPG,
Vendor shall provide electronic reports with each rebate payment that contain sufficient detail to permit HPG to accurately allocate the
appropriate amounts to each Participant/Purchaser. For rebate payments made directly to Participants/Purchasers, Vendor shall provide
clectronic reports with each rebate payment that contain sufficient detail to permit the Participant/Purchaser to accurately account for the
rebates on its accounting records and its cost reports under any government healthcare plag, and provide a copy of such report to HPG at the
time payment is made to the Participant/Purchaser.

Yendor Reports. The Vendor reports submitted pursuant to Sections 3.1 and 3.2 shall include a listing of each Purchaser by the Purchaser
“GPOID” number supplicd with HPG's list of cligible Purchasers. If Vendor uses its own customer identification nurnber, then Vendor shali
also provide the GPOID for each Purchaser. The Vendor reports shall be sent by e—mail to:

vendorbackup{@healthtrustpg.com

If Vendor does not have internet access, then Vendor shall save the required reports on diskettes or compact disks and send them to HPG
along with the GPO Fee and rebate payments to the address listed in Section 3.6.

Promps Payment Acknowledgement Vendor acknowledges that failure to promptly pay rebates and GPO Fees, or to submit accurate reports
will delay HPG’s payment and/or reporting of rebates and/or GPO Fees to Participants and Purchasers, thereby potentially causing
Participants and Purchasers to be unable to accurately complete cost reports required under United States government reimbursed healthcare

programs.
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. HPG shall have the right to charge, and Vendor agrees to pay, a late fee equal to one percent (1%) per moath
(or the maximum allowed by law, whichever is less) of the amount of any GPO Fees, rebates, or other fees not paid by Vendor in
accordance with the payment terms stated herein or, if not otherwise stated herein, within thirty (30) days from receipt of an invoice therefor
and that remain unpaid for ten (10} days after HPG provides written notice of delinquency. Timely payment without the required reports
shall be considered as non—payment until reports meeting the above requirements bave been delivered to HPG.

Addresses for Paviments. GPO Fees and Rebates shall be sent to HPG as follows:

For delivery of checks that require proof of delivery:

HealthTrust Purchasing Group

¢/o Wachovia Bank

Attn: Wholesale Lockbox— P. O. Box 751576
Building 2C2-NC0802

1525 West WT Harris Blvd

Charlotte, NC 28262

Telephone No.: 704—590~-5382

For wire payments: HealthTrust Purchasing Group
¢/o Wachovia Bank
ABA #053000219
Account #2079900143067
Charlotte, NC 28275-1576

For all other mail deliveries: HPG C/O Wachovia Bank
Account Number: 2079900143067 -
P.O. Box 751576
Charlotte, NC 28275-1576

Electronic Reports. In addition to the Product pricing listed in Exhibit A, to this Agreement, on or prior to the Effective Date, Vendor agrees
to provide HPG with an electronic copy of Exhibit A that conforms to standards mutually acceptable by HPG and Vendor.

ED! and E-Commerce

Tmnsmission of Orders. Order placement, order confirmation, change orders and invoices for Products and Services obtained pursuant to
this Agreement shall be sent by use of EDI or by internet based e—commerce system, except where Vendor or a Purchaser does not have the
capability to use cither method, or as otherwise authorized pursuant to Exhibit B,

GHX. Vendor acknow!edges that: (a) HPG has entered into an arrangement with Global Health Exchange, LLC (“GHX”) for GHX to
provide to HPG and Participants internet—based e—commerce services associated with the ordering of products and services; (b) many
Participants will transition from EDI ordering systems to the GHX internct-based
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52
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6.1

6.2

electronic marketplace system for order placement and confirmation; {c) Vendor will reasonably cooperate with HPG and GHX in
facilitating cfficient transactions with Participants and Purchasers, and if applicable, any Distributor, through the GHX e-commerce system;
and (d} if it bas not already done so, Vendor will use commercially reasonable efforts to enter into an agreement with GHX on mutually
agreed terms, which will permit Products and Services to be obtained by Purchasers using the GHX intemnct—based c—commerce system.
Vendor acknowledges that Vendor will not have access to the GHX internet—based c—commerce system unless it negotiates a user
agreement with GHX.

Transaction Data. Vendor and HPG acknowledge and agree that, as to any transactions for Product and/or Services through the GHX
e—-commerce system, Vendor and the applicable Purchaser shall owa all transaction data, but that HPG shall have the right to have access to
such transaction data for performance of its group purchasing functions.

Price Warranty

Comparable Customers. Vendor represents and warrants that the prices charged for the Products and/or Services purchased hereunder, net of |
all discounts and rebates, do not exceed Vendor's net prices for the particular Products and/or Services charged to others who are the same
class of customer as are Purchasers and who purchase under substantially similar contract terms and purchase volume commitments,

Pdcc Decreases. If Vendor offers any price decreases for Products and/or Services to a substantial number of its customers during the Term, |
Vendor agrees to notify HPG of such price decreases and make such decreases available to similarly situated Purchasers immediately and in
like amounts.

State Sales or Use Taxes

Tax Collection. Vendor shall be registered in all taxing jurisdictions where it is legally required to register. Any federal, state, or local sales,
use, cxcise, or other similar tax imposed on Vendor by virtue of this Agreement or the Products and/or Services provided by Vendor
hereunder, or any such taxes imposed on Purchaser, shall be collected from Purchaser by Vendor, and paid to the appropriate taxing
jurisdiction by Vendor. Each invoice to Purchaser shall clearly and separately state the amount of such tax. Vendor shall promptly refund to
Purchasers in cash, any over—charges of taxes collected by Vendor from Purchasers.

Tax Reconciliation. Upon request, Vendor shall provide reasonable assistance to HPG and cach Purchaser to provide data and information in
Vendor’s possession to assist Purchaser’s reconciliation of its itemn files to Vendor’s files with regard to tax rates and taxability of Products
andfor Services, including the provision of the following information to the extent Vendor tracks and has actual knowledge of such
information:

(1 Is the product or package labeled in a manner that indicates it’s available only with a physician’s prescription (i.c., ts it a federal
legend item)? !
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) Is the item a kit, pack, or tray? If yes, list all items contained in the kit, pack, or tray and each item’s approximate percentage of
costs.

(3) Is the product for single patient use?
4 Does the product carry a National Drug Code (“NDC”) label or serve as a generic equivalent for a product carrying an NDC label?
(5 Is the product medicated? If yes, what is the primary active ingredient?

Tax Information. Vendor shall furnish to HPG and each Purchaser, upon request, & copy of Vendot’s registration certificate and number
within each taxing jurisdiction prior to collecting such sales or use taxes. If a purchase is tax—exempt, such Purchaser shall, prior to
purchase, furnish Vendor with any documents necessary to demonstrate its tax—exempt status, Vendor shall alse provide to cach Purchaser,
upon request, Vendor's Federal Tax Identification oumber.

Yendor Delivery Perfermance: Customer Service

. Vendor represents and warrants to HPG and Purchasers that it shall make commercially reasonable efforts
to maintain in inventory at appropriate locations sufficient quantitics of each Product and shall both choose a transportation mode and carrier
and provide said carrier with appropriate instructions to ensure that any Purchaser ordering Products will receive delivery within seven
{7) business days after the date the order is recetved by Vendor (execpt for build—to—order products) unless a different delivery schedule is
stated in Exhibit A or B, in which case the stated delivery schedule time period in Exhibit A or B shall apply to this warranty. This delivery
performance warranty shall become effective with respect to each such Product thirty (30) calendar days from the Effective Date of this
Agreement, if such Product is listed in Exhibit A, or from the date such Product is later added to Exhibit A of this Agreement,

i i . If Vendor anticipates that it will not be able to deliver any particular Product ordered by any Purchaser within the later of
(1) seven (7) business days following either the date of receipt of the order (or within the delivery schedule of Exhibit A or B, if applicable);
or (i) the date of delivery stated in the order, Vendor shall immediately notify the Purchaser and work with the Purchaser to resolve the
supply issue to Purchaser’s satisfaction. This resolution may include assistance in the identification and location of an acceptable substitute
at the same or lower pricing as the unavailable Product. Vendor shall be responsible for paying additional costs for any expedited shipment
of Products required to meet the delivery obligations stated in this Agreement. However, Purchaser shall be required to pay any additional
freight charges for any shipment where Purchaser requests a delivery period shorter than that stated in this Agreement, Payment of such
additional shipping charges shall be in accordance with the freight payment terms of Exhibit B,
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Remedies for Delivery Failures. If Vendor is unable to ship Product or pmv:de Services within the time periods specified in this Agreement
or applicable order, Purchaser shall have the right to either cancel the order, in whole or part, to accept alternative delivery dates, or to order
a replacement from another source, in addition to any other rights of Purchaser arising under this Agreement or by law. If Vendor
backorders Products for any crder or portion thereof which it is unable to ship for delivery within the required time period, Vender shall
notify the Purchaser and Purchaser the option of canceling the order with respect to the backordered Products.

Intentionally Omitted.

No Breach of Award. Neither Purchaser nor HPG shall be deemed to be in breach of any Sole Source Award or Dual Source Award tertns of
this Agreement (if any) as a result of the purchase of replacements for Product that Vendor is unable to provide as required by the terms of
this Agreement.

. Vendor shail provide customer service support staff for receipt of telepbone calls, e—mails and facsimiles from Purchasers
and HPG for the purpose of resolving issues related to transactions under this Agreement. Vendor’s service representatives shall be available
between 6:00 A.M. and 5:00 P.M. Pacific time, Monday through Friday, except for holidays.

Shipment. RIsk of Loss, Frefght Charges

Shmmgm_[mm Freight/shipping charges, including insurance for the full value of Product shipped, are not included in the Product price
and shall be “prepaid” by Vendor and added to the invoice as a separate line item that is identified as either “freight” or “shipping™ and
“insurance™ charges. Freight charges shalt be for the net charge by the carrier and shall not include any up—charges.

Packagine. Vendor assumes all responsibility for proper packaging of Products for safe shipment to Purchaser, in accordance with both the
packing and shipping regulations of the transportation service provider, and also, if applicable, the packaging, marking, labeling and
shipping paper requirements of the United States Department of Transportation®s Hazardous Material Regulations.

Risk of Loss. Products shall be shipped on an F.O.B. origin basis, with title and risk of loss or damage passing to the ordering Purchaser
upon Vendor's delivery of the Products to the carrier. In the event of a damaged, lost or missing shipment, Vendor shall, at Purchaser’s
request and discretion, and at no cost to the Purchaser, submit a claim on behalf of the Purchaser with the carrier, and ensure the claim is
resolved to Purchaser's reasonable satisfaction.

Shipping apd Handling. Except as set forth in Exhibit B, no “Handling” or “Shipping and Handling” charges shall be added to any invoice,
and Purchasers shall bave no obligation to pay “Handling” or “Shipping and Handling” charges for purchases under this Agreement.

Intentionally Omitted.
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Product Warrapties. Vendor represents and warrants to HPG and Purchasers that the Products when delivered:

9.1.1

9.1.2

9.14

9.1.6

9.1.7

are new and not used, remanufactured or reconditioned (unless specified in the order);
intentionally omitted.
are warranted to perform as set forth in Exhibit B;

do not contain latex, mercury, polyvinyl chloride (PVC), 2 di—cthyl hexyl phthatate (DEHP) or any other chemical or component
that has been determined to be a health and/or environmental hazard; except as noted below: (1) certain Masimo monitors,
including but not limited to the Radical and Radical 7 monitors, contain a scaled mercury switch, and (2) many Vendor Products
have PVC components that may contain DEHP as a plasticizer.

conferm to or exceed applicable United States government approved grading applicable at time of shipment to Purchaser;

and any Services provided, conform to or exceed the requirements of all applicable industry standards and federal, state and local
laws, regulations and ordinances, including Federa] Drug Administration (“FDA") rules, regulations, guidelines and required
approvals, requirements imposed by the Jeint Commission (“JC™) and Medicare/Medicaid conditions of participation, and any
amendmendti thereto; and that Products will not display or print out any information that contains any abbreviations prohibited by
JC standards;

if the Products are electrically powered, cach Product is provided with a heavy—duty grade power cord that meets the requircments
of UL—544, UL 606011, or NFPA 99 § 8—4.1 (and subsets) or the then most current UL, NFPA 99, NFPA 70, FDA, or other
applicable standard/code that addresses the safety and marking requirements of electrical medical devices; the adapters and
extension cords, if needed, for the use of this Product, meet the requirements of NFPA 59 § 8—4.1.2.5 or the then most current UL,
NFPA 99, NFPA 70, FDA, or other applicable standard/code that addresses the safety and marking requirements of electrical
medical devices; and to the extent other requirements of NFPA apply to any Product, whether or not specifically referenced in this
Agreement, Products will comply with such applicable NFPA standards;

carry a safety mark, if required by the Qccupational Safety and Health Administration (*OSHA"), from a National Recognized
Testing Laboratory (“NRTL™} for use of electrical equipment in a public facility (as specified in the OSHA 29 CFR Standards,
Part 1910, Subpart S—Electrical, Sec 1910.399.);
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9.1.11

9.1.12

are listed with Underwriters Laboratory (“UL™) or a nationally recognized testing laboratory as suitable for use in a bealthcare
facility, if such listing is available for Products; if Products include medical electrical equipment, Products shall meet or exceed the
requirements of either UL—544 or UL 60601—1Medical Electrical Equipment, Part 1: General Requirements for Safety, as
amended or superseded, or the then most current UL, National Fire Protection Association (“NFPA™) 99, NFPA 70, FDA, or other
applicable standard/code that addresses the safety and marking requirements of electrical medical devices;

if the Products are electrically powered, each Product is provided with a heavy—duty grade power cord that meets the requirements
of UL-544, UL 606011, or NFPA 99 § 8—4.1 (and subsets) or the then most current UL, NFPA 99, NFPA 70, FDA, or other
applicable standard/code that addresses the safety and marking requirements of ¢lectrical medicat devices; the adapters and
extension cords, if needed, for the use of this Product, meet the requircments of NFPA 99 § 8-4.1.2.5 or the then most current UL,
NFPA 99, NFPA 70, FDA, or other applicable standard/code that addresses the safety and marking requirements of electrical
medical devices; and to the extent other requirements of NFPA apply to any Product, whether or not specifically referenced in this
Agreement, Products will comply with such applicable NFPA standards; ;

to the extent applicable, meet the requirements of NFPA 99 for Health Care Facilitics, Chapter 8 or UL 544 or UL 2601-1 or the
then most current UL, NFPA 99, NFPA 70, FDA, or other applicable standard/code that addresses the safety and marking
requirements of electrical medical devices, with maximum leakage current not to exceed the values set forth in NFPA 99 § 7-5.1.3
or 7-5.2 or the then most current UL, NFPA 99, NFPA 70, FDA, or other applicable standard/code that addresses the safety and
marking requirernents of clectrical medical devices, as applicable. (Actual leakage current test vatues for Products shall be
furnishked by Vendor at the request of HPG or any Purchaser);

if the Products are equipment intended for use in an operating room environment or other location with anesthetizing equipment,
each Product is labeled in accordance with NFPA 99 § 9~2.1.8.3 or the then most current UL, NFPA 99, NFPA 70, FDA, or other
applicable standard/code that addresses the safety and marking requirements of electrical medical devices; each Product label shall
indicate whether it is suitable for use in anesthetizing locations under the requirements of NFPA 70 § 13—4.1 and 99 §7-5.1 or the
then most current UL, NFPA 99, NFPA 70, FDA, or other applicable standard/code that addresses the safety and marking
requirements of electrical medical devices; if Product is intended to be used in locations where flammable anesthetics are used, the
Product shall be marked in accordance with NFPA 70 § Article 5059 or the then most current UL, NFPA 99, NFPA 70, FDA, or
other applicable standard/code that addresses the safety and marking requirements of electrical medical devices, References to UL
or NFPA code sections in this Section 9.1 shall also be deemed to apply to any amendments or superseding sections thereto;
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92

93

9.1.13  if the Products are equipment, each Product is shipped with an operator or user manual which includes:

9.1.13.1

9.1.13.2

9.1.133

9.1.134

9.1.13.5

9.1.13.6

9.1.13.7

9.1.13.8

2.1.13.9

9.1.13.10

9.1.13.11

Mlustrations that show locations of controts.

Explanation of the function of cach control.

INlustrations of proper connection to the patient and other equipment.
Step—by—step procedure for proper use of appliance.

Safety precautions (or considerations) in application and in servicing.
Effects of probable malfunctions on patient apd émp!oycc safety.

Difficulties that might be encountered, and care to be taken if the Product is used on a patient at the same time as other
electric devices.

Circuit diagrams for the particular Product shipped.
Functional description of the circuits in Product.

Power requirements, heat dissipation, weight, dimensions, output current, output voltage and other pertinent data for
the Product.

All other warnings and instructions necessary to operate the equipment safely, effectively, and efficiently.

8.1.14  if the Products are equipment, each Product contains;

9.1.14.1

9.1.14.2

9.1.14.3

9.1.144

9.1.14.5

Certification that it meets medical device labeling requirements under the applicable FDA regulation.
Condensed operating instructions clearly and permanently displayed on the Product itself.

Nameplates, warning signs, condensed operating instructions, labels, ctc. that are legible and will remzin so for the
expected life of the Product under the usual stringent hospital service cleaning conditions.

Labeling in compliance with the medical device labeling requirements under the applicable FDA rules, regulations,
and guidelines.

Labeling that provides all other warnings and instructions necessary to operate the equipment safely, effectively, and
cfficiently.

Product Failures. If any Product purchased hereunder fails to function in accordance with the express warrantics stated herein within the
warranty period stated in Exhibit B, then Vendor shall promptly repair or replace, at Purchaser’s option, the Product at no additional cost to
Purchaser. The terms and conditions of any warranty provided by Vendor hercunder, including the length of the warranty, shall not reduce
or eliminate any remedy available to Purchasers under Section 9.7 concerning any recall or provided by any federal, state, or local agency.

Good Title. Vendor further represents and warrants to HPG and Purchasers that Vendor has good title to the Products supplied and that the
Products are free and clear from all
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9.4

9.5

9.6

9.7

liens and encumbrances, and Purchasers shall quu:tly and peacefully possess the Products without interruption or disturbance by a third
party.

Vendor has no knowledge that the Products and the possession and the use thereof by Purchaser in the manner intended
by Vcndor infringe or misappropriate the patent, trade secret, trademark, copyrights or other intcllectual property rights of any third party.
To the extent Purchaser’s purchase, possession and/or usc of any Products is covered by any intellectual property rights owned by Vendor or
any Affiliates of Vendor, provided Purchaser has paid the purchase price for Products, Vendor hereby expressly grants Purchaser a
ron—exclusive, perpetual, irrevocable license under such intellectual property rights to possess and use the Products in the manner described
in Vendor’s Product documentation.

Services. If Vendor is required to provide any Services under this Agreement, Vendor expressly represents and warrants to HPG and
Purchascrs that such Services shall be performed timely, in a workman—like manner, consistent with industry standards; in compliance with
all applicable federal, state and local laws and regulations; and otherwise in conformance with any standards provided in any exhibit to this
Agreement. Vendor shall obtzin at its own cost any and all necessary consents, licenses, approvals, and permits required for the provision of
Services. Vendor represents and warrants that any of its representatives routinely visiting the premises of any Purchaser shall comply with
such Purchaser's credentialing and other policies, as applicable, provided that Purchaser shall obtain the consent of such representatives for
any testing or background checks.

Beneficiades; Survival. The express representations and warranties provided in this Agreement, together with any additional representations
and/or warrantics of Vendor, shall run to HPG, Purchaser and their successors and permitied assigns and shall survive the termination or
expiration of this Agreement. Vendor acknowledges and agrees that HPG would not exccute this Agreement and Purchasers would oot
purchase Products and/or Services but for the representations and warrenties set forth in this Agreement.

. In the event any Product or any of its components will be or are subject to recall, as that term is defined under 21 CF.R. Pant 7
(“Recall™), or subject to an FDA—initiated court action for removing or correcting violative, distributed products or components
(“FDA~initiated court action™), Vendor shall promptly notify Purchasers and HPG. Notices to HPG shall be sent by e—mait to:

yvendomrecall@healthtrustpg com, and the parties shall cooperate to the extent reasonably necessary to conduct such recall in accordance with
the policy and procedure established by the Vendor to address the recall, Vendor's liability for a Product recall shall be limited to, at
Vendor’s sole discretion and in full compliance with FDA requirements, the repair or replacement of the part that causes the recall, or the
return of the purchase price. Vendor shall be responsible for the cost it incurs for repairing and/or replacing the Product affected by the recall
and for the payment of all freight or shipping charges involved with such recall. This paragraph is not intended to further limit Masimo™s
liability for product failures as set forth clscwhere in this Agreement,
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including the warranty set forth in Exhibit B and the indemnification obligations set forth in Section {1,

98  To the extent such Recall precludes Vendor from supplying any Products or Services under this Agreement, any Purchaser compliance
requirements or purchase requirements under this Agreement or any facility agreement between any Purchaser and Vendor related to such
Products shall not be cifective for as long as Vendor is unable to supply such Products. In the event any Product pricing is dependent upon a
Purchaser meeting compliance or purchase requirements for designated Products, a Purchaser's pricing will not change for failure to meet
the compliance or purchase requirements during the time period when Vendor is unable to provide said designated Products. Disaster

. Vendor represents and warrants to HPG and Purchasers that it has and shall maintain a disaster recovery plan to ensure
delivery of Products upon the occurrence of any cvent or circumnstance beyond Vendor's reasonable control, including without limitation
acts of God, war or terrorist attack, riot, strike, labor disturbance, fire, explosion or flood at its primary manufacturing and distribution
locations, and agrees to review such plan with HPG upon request.

99 Documentation. Upon request, Vendor will supply HPG and Purchasers with written documentation, including certifications, operators
manuals, safety marks, and the like for Products, prior to a purchase or installation.

910 Safety Performance Testing Data. Upon request, Vendor will provide to HPG and Purchasers the safety performance testing data it
submitted to the FDA before a Product is purchased and documents demonstrating compliance with [EC 60601-1 + United States deviations
(UL2601-1/UL6061-1)

9.11  Limitgtions; Mitigation. Except as is otherwise provided herein and except as may arise from a Party's or any Purchaser’s GROSS
NEGLIGENCE, WILLFUL MISCONDUCT, BREACH OF SECTION 12 (“CONFIDENTIALITY ") OR OBLIGATIONS PURSUANT TO
SECTION 11.1 (“INDEMNITY™), NEITHER PARTY NOR ANY PURCHASER SHALL BE LIABLE TO THE OTHER FOR THE
QTHER’S SPECIAL, CONSEQUENTIAL, PUNITIVE, INCIDENTAL OR INDIRECT DAMAGES, HOWEVER CAUSED, ON ANY
THEORY OF LIABILITY, AND WHETHER OR NOT THEY HAVE BEEN ADVISED OF THE POSSIBILITY OF SUCH DAMAGES.
ANY COSTS AND EXPENSES INCURRED BY HPG AND ANY PURCHASERS OR BY VENDOR TO MITIGATE OR LESSEN ANY
DAMAGES OR HARM CAUSED BY ANY FAILURE OF PRODUCTS OR SERVICES TO COMPLY WITH THE WARRANTIES
REFERENCED IN THIS AGREEMENT SHALL BE CONSIDERED DIRECT DAMAGES.

10.0  Inspection
All Products shall be subject to inspection and acceptance for up to ten (10} days after receipt by Purchaser, (the “Acceptance Period”) to confirm
that such Product, as delivered, performs in material compliance with its published specifications. Any Products which do not comply with
Purchaser's purchase order; in any way fail to comply with the warranties provided under this Agreement; or are defective in any way at any time
prior to the end of the applicable
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Acceptance Period, may be rejected by Purchaser on written notice to Vendor irrespective of date of payment therefor. If Vendor has not received
such notice within the Acceptance Period, the Equipment is deemed accepted upon expiration of the Acceptance Period. Purchaser may hold any
Product rejected for reasons described herein pending Vendor's instructions, or Purchaser, by mutual agreement with Vendor may return such
Products to Vendor at Vendor's expense, F.Q.B. Origin, Freight Collect.

11.0

11.2

I.3

Indemnity

Bodily Injury. Vendor will defend, indemnify and hold HPG and Purchasers harmless against any and all liability, loss, damages, costs or
expenses (including reasonable attorney’s fees) that HPG and/or Purchaser may hereafter incur, as a result of any injury, illness or death of
any person which is czused by any Products, to the extent that such injury, illness or death resulted from (i) Vendor’s design or manufacture
of Products or {ii) failure of any Product to materially comply with its published specification. *“Product(s)” includes all those listed on
Exhibit A, including any Sensors and Equipment provided to Purchaser under this Agreement, including without limitation third party
monitors that contain Vendor SET or Rainbow SET technology under license from Vendor (“OEM Monitors™).

Infringement Vendor will defend, indemnify and hold HPG and Purchasers barmiess against infringement or alleged infringement directly
resulting from Products furnished under this Agreement as well as the use thereof in the manner specified by Vendor, of any patent,
copyright, trademark, trade sccret, or any other proprietary right of any third party. In the event of such claim, Vendor shall, at its sole
discretion, either (i) modify the particular Product to make it non—infringing, (ii) obtain a license to allow the continued use of the Product,
or (iii) terminate this Agreement, and take possession of and refund all fees paid for the infringing Products.

. As conditions for indemnification, HPG and Purchasers shall (i) promptly notify Vendor of any claims for indemnity under this
Section 11, (ii) give Vendor an adequate opportunity to defend, including complete control of such defense, and (iii) provide reasonable
assistance to Vendor, at Vendor's expense and request, in connection with the defense and settlement of any such claim. Vendor shall have
no liability for settiements made without Vendor's express written consent. Should HPG or Purchaser desire to have its own counsel
participate in any such action, provided Vendor has undertaken the defense of such action, the cost of such counse} shall be exclusively
HPG’s or Purchaser’s. Notwithstanding the above, Vendor shall not be liable for any infringement of intellectual property rights of third
parties or for any liability, loss, damages, costs or expenses which Purchaser may incur as a result of any injury, illness or death resulting
from (a) alterations or modifications to the Products made by Purchaser or third parties at Purchaser’s request and without the written
approval of a Vendor executive vice president or chief executive officer, (b) electrical/electronics, software/firmware, sensors, or product
interface not furnished by Vendor, (c) combination of the Products with other apparatus or technology not furnished by Vender, (d) use of
Products in combination with products or components not supplied by Vendor, (¢} use of Products expressly prohibited under this
Agreement (if any), or {f)
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11.4

115

12.0

12.1

for any claims not retated directly to the Products. The preceding Vendor indemnification obligations apply to claims arising out of Vendor
SET or Rainbow SET technology contained in OEM Monitors or the combination of such technology with Vendor Sensors and Equipment.

If Vendor fails to assume its obligation to defend an HPG Indemnitee, then an HPG Indemnitee may do 50 to protect its interest and seek
reimbursement from Vendor,

RMMWLWLMM With respect to any litigation when HPG is not a party thereto, in the event any
subpocna or other legally binding request on HPG is served by or on behalf of Vendor or any Affiliates of Vendor, requesting copies of
documents maintained by HPG, Vendor agrees to reimburse HPG for its out—of—pocket costs associated with compliance with such
requests. With respect to any litigation when Vendor is oot a party thereto, in the event any subpoena er other legally binding request on
Vendor is served by or on behalf of HPG, a Purchaser or any Affiliates thereof requesting copies of documents maintained by Vender, such
litigant agrees to reimburse Vendor for its cut—of-pocket costs associated with compliance with such requests.

Confidentiality; Software License & Use Restrictions.

Confidentiality Obligations During the Term and surviving its expiration or termination, the Party receiving confidential information
("Recipient”) will regard and preserve as confidential and not disclose publicty or to any third party all information related to the business
of the other Party (“Discloser”), Purchasers and their Affiliates, clients and paticnts that may be obtained as the result of performance under
this Agreement. Each Party agrees to hold the terms of this Agreement in confidence in accordance with the terms of this Agresment.
Vendor agrees that the list of eligible Purchasers, the terms of this Agreement, including the sales volumes of Products and Services, in the
aggregate or by Purchaser, shall also be held in confidence and not disclosed publicly. HPG shall hold in confidence as Vendor's
confidential information all pricing for Products and Services, except HPG may disclose pricing to its Participants in confidence on a need to
know basis in connection with the performance of this Agreement. Subject to the requirements of Section 12.3 HIPAA Requirements below
and any applicable law or regulation, the confidentiality obligations of this Section 12.1 do not apply to: (a) information that is publicly
known prior to the disclosure or becomes publicly known through no wrongful act of the Recipicnt; (b) information that was in lawful
possession of the Recipient prior to the disclosure and was not received as a result of any breach of confidentiality with respect to the
Discloser, Purchaser or their Affiliates; (c) information that was independently developed by Recipient outside the scope of this Agreement;
(d) information which Recipient is required to disclose by law, court order or regulatory agency request; or (¢) information that must be
disclosed to third parties in confidence for performance under this Agreement. In the event of a request for disclosure falling under part

(d) above, immediate notice of such request shall be provided to the Discloser in order to provide an opportunity to oppose such request for
disclosure.
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12.2  Exclusions. HPG shall have the right to use Vendor pricing information on Products and Services for HPG's internal analyses and for
creating pricing evaluations for disclosure to potential Participants pursuant to a confidentiality agreement. HPG shall also have the right to
disclose such information to third parties for performance of such analysis pursuant to a confidentiality agreeinent. HPG shall have the right
to disclose the terms of this Agreement to Participants and to also provide copies of this Agreement to potential purchasers of any Purchaser
or Participant, provided such disclosure is made pursuant to the terms of a confidentiality agreement. HPG and Purchasers shall have the
right to provide Product and Service pricing information in confidence to third party e—commerce companies which process orders between
Purchasers and Vendor

12.3  BIPAA Reguircments. Vendor acknowledges that many Purchasers are “covered entities” as that term is defined at 45 CF.R. § 160,103,
Vendor agrees to comply with the Administrative Simplification Provisions of the Health Insurance Portability and Accountability Act of
1996, as codified at 42 U.S.C. § 1320d ef seq. (“HIPAA™) and any current and future regulations promulgated thereunder including without
limitation the federal privacy regulations contained in 45 C.F.R. Parts 160 and 164 (the “Federal Privacy Regnlations™), the federal
security standards contained in 45 C.F.R. Parts 160, 162 and 164 (the “Federal Security Regulations™), and the federal standards for
clectronic transactions contained in 45 C.F.R. Parts 160 and 162 (the “Federal Electronic Transaction Regulations™), all as amended from
time to time and collectively referred to herein as the “HIPAA Requirements”. Vendor agress not o use or further disclose any Protected
Health Information (as defined in the Federal Privacy Regulations) or EPHI (as defined in the Federal Security Regulations) other than as
permitted by the HIPAA Requirements and the terms of this Agreement. Vendor will make its internal practices, books, and records relating
to the use and disclosure of Protected Health Information available to the Secretary of Health and Human Services (“HHS”) to the extent
required for determining Purchaser's compliance with the HIPAA Requirements.

12.4  Software License Grant The Products contain Vendor proprietary software (the “Software™), trade secrets and other proprietary information
(collectively, “Intellectual Property™). Vendor grants to Purchaser a non—exclusive, non—transferable, perpctual license to use the Software
and Inteflectual Property in connection with its use of the Products. This Agreement does not constitute a sale of the Software or any
Intellectual Property. The Purchaser may not reverse engineer, copy, modify, loan, rent, lease, assign, transfer, or sub—license the Software
or Intellectual Property without Vendor's prior written consent, which may be withheld at Vendor’s sole discretion; any attempt to do so will
render the license null and void and the right to use the Seftware and Intellectual Property invalid.

12.5 Limited Use of Equipment. [...***...]. HPG shall advisc
*Confidential Treatment Requested
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Purchasers that the monitors are not intended to be used by anyone other than the Purchaser’s qualified and trained personnel or third party
maintenance personne] trained by Vendor (or trained in accordance with Vendor’s maintenance processes in the case where Vendor trains the trainer
for the third party service provider). Except as is described in the applicable user documentation or pursuant to Vendor’s maintenance training, the
Purchaser may not modify or connect other monitors to the Vendor monitors, including software, hardware and related instruments without
Vendor's prior written authorization, which authorization may be withheld at Vendor's sole discretion, The Parties acknowledge that the monitors,
Software, sensors and related disposable accessories are intended for use for processes, procedures, experiments or any other uses for which are
cleared for use by the Food and Drug Administration (FDA).

13.0  Publicity

Vendor shall bave the right to issue a press release within thirty (30) days after the Effective Date announcing the exccution of this Agreement,
subject to obtaining HPG’s prior written approval on the text of such release, which shall not be unreasonably withheld. Except as stated above, no
advertisement, solicitation, or public announcement of the existence of this Agreement or the relationship created hereby may be made by Vendor,
unless Vendor is required by law to do so. In such event, the text of any proposed announcements should be first submitted in writing to:
Vice—President, National Agreements, HealthTrust Purchasing Group, 155 Franklin Road, Suite 400, Brentwood, TN 37027. Any violation of this
provision shall be considered a material breach of this Agreement, conferring on HPG the right to terminate this Agreement immediately without
any right of Vendor to cure such breach. .

140  Insurance

During the Term, Vendor shall maintain at its own expense commercial general iiability insurance for bodily injury, death and property loss and
damage (including coverages for product liability, completed operations, contractuzl Iiability and personal injury liability) covering Vendor for
claims, lawsuits or damnages arising out of its performance under this Agreement, and any negligent or otherwise wrongful acts or omissions by
Vendor or any employee or agent of Vendor, with HPG and Purchasers listed as additional insureds. All such policies of insurance may be provided
on cither an occurrence or claims—made basis, and shall provide limits of liability in the minimum amount of five million dollars ($5,000,000) per
claimant (“claimant” is defined as the injured person, his’her spouse, and children, if any) with an annual aggregate of ten million doliars
($10,000,000}. If such coverage is provided on a claims—made basis, such insurance shall continue throughout the Term and for a period of at least
five (5) years thereafter, and upon the carlier expiration or cancellation of the insurance, Vendor shall purchase or arrange for the purchase of either
an unfimited reporting endorsement (“Tail” Coverage) or “Prior Acts™ coverage from the subsequent insurer, with a retroactive date on or prior to
the Effective Date of this Agreement and for & period of not less than five (5) years following the termination or expiration of this Agreement.
Vendor shall also maintain Automobile Liability insurance with limits of two million dollars ($2,000,000) per accident, Worker's Compensation
with statutory limits as applicable and Employer's Liability insurance with limits of one million dollars ($1,000,000}. Upon HPG’s request, Vendor,
or Vendor’s agent, shall provide HPG with a copy of all such policies and/or certificates of insurance
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satisfactory to HPG, cvidencing the existence of all coverage required hereunder. Vendor shall require its insurance carriers or agents to provide
HPG, and Vendor shall also provide HPG, with not less than thirty (30) days prior written notice in the event of a change in the Liability policies of
Vendor (ten (10} days if any such policy is cancelled for failure to pay renewal premiums).

15.0  Order Cancellation

Purchaser may cancel any order arising out of this Agreement in whole or in part, without liability, if (i} Products have not been shipped as of the
date of Vendor’'s receipt of notice of cancellation (and, in the case of build—to—order products, production has not yet begun) ; (i) Product deliveries
are not made at the time and in the quantities specified; (iii) Products (or the possession and use thereof) infringe or misappropriate, or are alleged to
infringe or misappropriate any patent, trademark, copyright, trade secret or other intellectual property right; or (iv) the ordered Products (or the
possession and use thereof) fail to comply with the terms of this Agreement or with any applicable law or regulation. Also, Purchaser may
immediately cancel any order where the Vendor is in breach of the Warranty of Non—exclusion, as set forth in Section 17.7. To cancel, Purchaser
shall give notice to the Vendor in writing, and to the extent specified therein, Vendor shall immediately terminate deliveries under the order.

160  Termination of Agreement

16.1 Tgnmination with Cause. Vendor and HPG shall each have the right to terminate this Agreement in its entircty or with respect to certain
Products or Services, in the event of a matenial breach of the terms hereof by the other Party which is not cured within thirty (30) calendar
days following receipt of written notice thereof specifying the breach.

16.2  Termination without Cayse HPG shall have the right to terminate this Agreement in its entirety or with respect to certain Products or
Services without cause by providing at least sixty (60) days written prior notice, without any liability to Vendor for such termination.

16.3  Temnipation for Tvine Amangements. Vendor may terminate this Agreement for convenience on sixty (60) days notice if HPG enters into an
agreement with any other HPG contracted supplier that amounts to being a Tying Arrangement. In such event, termination of this
Agreement by Vendor shall be its sole remedy and HPG shall not be deemed to have breached this Agreement. As used in this paragraph, a
“Tying Arrangement” shall be defined as any discount program in which the Purchaser receives additional discounts or rebates in its
purchase of unrelated products or services in retumn for its purchase of vital signs monitoring products from a particular supplier.

16.4 Remedics. Subject to the provisions of Section 16.7, any termination by either Party, whether for default or otherwise, shall be without
prejudice to any claims for damages or other rights against the other Party, or between Vendor and any Purchasers, that preceded
termination. No specific remedy set forth i this Agreement shall be in licu of any other remedy to which a Party or any Purchaser may be
entitled pursuant to this Agreement or otherwise at law or equity.
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16.5

16.6

16.7

16.8

17.0

17.1

. HPG shall also have the right to terminate this Agrecment in its entirety or with respect to certain Products or Services,
upon sixty (60) days prior written notice upon the transfer, directly or indirectly, by sale, merger or otherwise, of substantially all of the
asscts of Vendor or its ultimate parent or any permitted assignee (upon assignment to such assignee) or in the event that more than
forty—nine percent (49%) of the ownership interest of Vendor, its ultimate parent or any such permitted assignee is transferred to an
independent third party entity.

Inventory Upon Termination. With respect to any Products that are available through a Distributor, upon termination or expiration of this
Agreement, Vendor agrees that it will, within thirty (30) days following termination or expiration, purchase from the Distnibutor the
Products remaining in Distributor’s inventory as of the effective date of termination or expiration, provided such inventory is new in its
original box and the date of shipment to Distributor is less than 90 days before the effective date of termination or expiration. Such
remaining product shall be shipped back to Vendor at Distributor’s expense.

Temnination of Sole / Dual Source Status Upon fifteen (15) calendar days notice, HPG shall have the right to convert any Sole or Dual
Source designation for any Product in this Agreement to an “Optional/Preferred Source” desigpation, with no change in pricing from the
Sole or Dual Source pricing, if Vendor fails to maintain at least a ninety—five percent (95%) fill rate for all purchases of such Product by all
of the Purchasers. “Fill rate™ as used herein shall be described as the average of the individual fill rates for all orders of the Product by all
Purchasers during any calendar month based upon the ratio of total units ordered for such Product divided into the total units delivered
within the delivery schedule requirements of Section 7 of this Agreement.

Survival of Terms. Sections 3.1 (GPO Fees) and 3.2 (Rebates) (to the extent any amounts are outstanding at the expiration or termination of
this Agreement), 9 (Warranties), 11 (Indemnity), 12 {Confidentiality), 14 {Insurance), 16.8 (Survival), 17 (Books, Records and Compliance),
25 (Controlling Law}, 26 (Legal Fees), and 29 (Notices), and any terms in this Agreement which by their nature must survive after the Term
to give their intended cffect shall be deemed to survive termination or expiration of this Agreement.

1s and Compliance Requi
Acgess to Vendor Records.

17.1.1  To the extent the requirements of 42 CFR 420.300 ef seq. are applicable to the transactions contemplated by this Agreement,
Vendor agrees to make available to the Secretary of HHS, the Comptroller General of the Government Accountability Office
(*GAO”) and their authorized representatives, all contracts, books, documents and records relating to the nature and extent of
charges hereunder until the expiration of six (6) years after Products and Services are furnished under this Agrecment if Products or
Services are of the fype reimbursable under Medicare or any other government healthcare program.
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17.2

17.1.2  If Vendor subcontracts with an organization “related” to Vendor to fulfill Vendor’s obligations under this Agreement and if said
subcontract is worth Ten Thousand Dellars ($10,000) or more over a consecutive twelve (12) month period, the subcontract will
also contain clauses substantially identical to the paragraphs in this Section 17 which permit access by HPG, the HHS, GAQ and
their representatives to the “related™” organization's books and records.

17.2.1  Vendor agrees to comply at all times with the regulations issued by the Department of HHS published at 42 CFR 1001, and which
relate to Vendor’s obligation to report and disclose discounts, rebates and other price reductions to HPG and Purchasers for
Products and/or Services purchased under this Agreement. Where a discount or other reduction in price of the Products is
applicable, the Partics also intend to comply with the requirements of 42 U.S.C. §1320a-7b(b}{3)(A) and the “safe harbor”
regulations regarding discounts or other reductions in price sct forth at 42 C.F.R. §1001.952(h).

17.2.2  The Parties acknowledge that Vendor will satisfy any and all requirements imposed on sellers by these laws and regulations and
Purchasers will satisfy any and all applicable requirements imposed on buyers by these regulations.

17.2.3 Intentionally Omitted.

17.2.4  Intentionally Omitted.

17.2.5 When Vendor sends Purchasers an invoice listing charges that include a capital cost component (¢.g., equipment that must be either

capitalized or reported as lease expense) and an operating cost component (¢.g., services and/or supplies), Vendor shall, as part of
the Facility Agreement that includes a capital cost component and an operating cost component, separately list the prices, shipping
fees and taxes applicable to equipment, supplies and services. The price for all capital component items must be reported on the
inveice at the net price, with no discount or rebate to be received separately or at a later point in time.
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17.3

17.4

Government Contractor Reguirements, HPG is not a federal government contractor; however, some of the Purchasers that will purchase
from Vendor under this Agrecment may be federal government contractors or subcontractors. Vendor acknowledges that purchase orders by
any such entities incorporate the contract clauses regarding equal employment opportunity and affirmative action contained in 41 CFR
60—1.4 (Executive Order 11246), 41 CFR 60-250.4 (Victnam Era Veternns Readjustment and Assistance Act), and 41 CFR 60—741.5
{Rehabilitation Act).

Augit Rights. HPG shall have the right, during normal business hours and with reasonable advance notice, to review Vendor’s books,
documents and records {whether in hard copy, electronic or other form) that reasonably pertain directly to the accounts of HPG, Participants,
Purchasers, and their Affiliates, their compliance with the terms of this Agrecment, the amounts payable to Vendor under this Agreement,
and the GPO Fees and rebates payable by Vendor for the Products and Services provided by Vendor hereunder. HPG may corduct no more
than one such audit in any 12 moath peried. The audit shall be conducted by employees of HPG or its Affiliates (including contract
employees) or by an external auditing firm selected by HPG and approved by Vendor which approval shall not be unreasonably withheld.
The auditors shall not use or disclose (either externally or within HPG), any audit materials provided by Vender hereunder except as needed
for purposes of the audit. All such auditors shall sign Vendor’s confidentiality agreement before accessing confidential information, which
agreement shall have terms comparable to those in this paragraph and in Section 12 of this Agreement. The Partics agree that the
methodology for such audit may include sampling and extrapolation in accordance with standard statistical estimations. In connection with
any such audit, Vendor shall provide an aging report, as well as a report containing the following data fields: GPOID, COID, Customer
Number, Facility/Customer Name, Street Address, City, State, Invoice Date, lnvoice Number, PO Number, HPG Contract Number, Internal
Vendor Contract ID Number, Contract Name and Description, Product/Item Number, Product/Item Description, Unit of Measure, Quantity
Shipped, Unit Price, and Extended Price, solely to the extent that such information is maintained in Vendor's order entry system and, in the
case of distributor transactions, to the extent such information is provided to Vendor by its distributors. At the request of HPG, the requested
records shall be provided to HPG in electronic form at the offices of HPG or HPG’s auditor. The cost of audit, including the cost of the
auditors and reasonable cost of copies of books, documents, and records shail be paid by HPG. HPG shall have no obligation to pay any
other costs incurred by Vendor, its employees or agents in cooperating with HPG in such audit. Upon completion of the audit, Vendor will
be notified in writing of the results (an “Audit Report™) within thirty (30) days. If an audit determines that Vendor has significantly
underpaid HPG or any Purchaser based on statistical methodology, or if Vendor desires to challenge the findings, Vendor's sole option shall
be to conduct its own audit of all applicable transactions and to share such findings and supporting detail with HPG and its auditors. If no
response to the Audit Report is received from Vendor within thirty (30} days
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17.5

17.6

17.7

following its issuance, the Audit Report shall be deemed accepted by Vendor. The Audit Report shall be distributed to HPG Participants,
and HPG will issue Vendor an invoice for any amounts due. Vendor shall pay to HPG for proper application and allocation, the amount of
any overcharges and unapplied credits (as 1o Purchasers) and underpayments (as to HPG) determined by the audit within thirty (30) days
from receipt of invoice from HPG, and not use the overcharges or underpayments as a set—off in any fashion. If an andit reveals that Vendor
has overpaid GPO Fees to HPG, Vendor may obtain refunds of such overpayments or apply the balance of such overpayment to future GPO
Fees payable to HPG on sales to all Purchasers. If an audit reveals that Vendor has undercharged any Purchaser (or overpaid any rebate),
then Vendor reserves the right to supplementally invoice the Purchaser for such amounts or set—off such amounts against any over charges
or rebates for any Purchaser within thirty (30) days of the Purchaser transactions in question. Payment by Purchasers of mutually negotiated
prices less than those listed for Products in Exhibit A shall not be considered to be an undercharge and shall not be applied to reduce the
amount of any overcharges by Vendor. The Parties agree to use good faith efforts to resolve any disputes arising from any Audit Report
issued pursuant to this Section 17.4. In the event that HPG and Vendor enter into any settiement with respect to an audit conducted
hereunder, cach Purchaser shall have the right to be excluded from such settiement, provided that the pro rata portion of such settlement
allocable to such Purchaser is refunded by HPG,

Wamanty of Non-Exclusion. Vendor represents and warrants to HPG, Purchasers and their Affiliates that Vendor and its directors, officers,
and employees (i) are not currently excluded, debarred, or otherwise ineligible to participate in the Federal bealth care programs as defined
in 42 USC § 1320a=7b(f) (the “Federal Healthcare Programs™); (ii) bave not been convicted of a criminal offense related to the provision
of healthcare items or services but have not yet been excluded, debarred, or otherwise declared ineligible to participate in the Federal
Healthcare Programs; and (iii) are not under investigation or otherwise aware of any circumstances which may result in Vendor being
excluded from participation in the Federal Healthcare Programs. These representations and warranties shall be ongoing during the Term and
Vendor shall immediately notify HPG of any change in the status of the representations and warranties set forth in this Section 17.5. Any
breach of this Section 17.5 shall give HPG the right to terminate this Agreement immediately.

No Remuneration. Vendor represents and warrants to HPG and its Purchasers that it has not made, is not obligated to make, and will not
make any payment or provide any remuneration to any third party io return for HPG entering into this Agreement or for any business
transacted under this Agreement.

. Vendor agrees to perform background checks on any Vendor employees hired on or after the Effective Date who have
access to, or may have access to, any Purchaser facility for the purpose of delivering, maintaining, servicing, or removing equipment and/or
Products, to ensure such employees: (i) are not currently excluded, debarred or otherwise ineligible to participate in any Federal Healthcare
Program; (ii) have not been convicted of a criminal offense related to the provision of healthcare items or services but have not yet been
excluded; {ili) have not been convicted of any felony; or (iv) as discovered through any background check or based
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upon Vendor's knowledge, bave not been terminated from employment by any employer or contractor for theft, misappropriation of
property, or any other potentially illegal or unethical acts, Vendor agrees not to use any employee or potential employee failing to meet the
criteria in items (i) through (iv) above to provide Services to any Purchaser under this Agreement. Any breach of this Section 17.7 shall give
HPG the right to terminate this Agreement immediately,

180 RBeports
In addition to the reporting obligations of Section 3.3, Vendor shall also be required to furnish to HPG the reports stated in Exhibit B,
190 Assignment

Neither Party shall assign this Agreement in whole or in part, nor subcontract its obligations hereunder, without the prior written consent of the other
Party, which consent shall not be unreasonably withheld. Any assignment or subcontract without such prior consent shall be void and have no cffect.
Notwithstanding the foregoing, cither Party may assign, without obtaining consent from Vendor, in whole or in part, the Party's rights and
obligations under this Agreement (i) to any entity which is an Affiliate of the Party; and (ii) to a suceessor cntity of the Party as part of an internal
reorganization of the Party which results in the Party being organized in a different legal entity or corporats form, whether through conversion,
merger, or otherwisc. Subject to the foregoing, all terms, conditions, covenants and Agreements contzined herein shall inure to the benefit of, and be
binding upon, any successor and any permitied assignees of the respective Parties hereto. It is further understood and agreed that consent by either
Party to such assignment in one instance shall not constitute consent by the Party to any other assignment. Notwithstanding anything else herein to
the contrary, some or all of Vendor’s rights under any Purchaser agreement may be assigned to an Affiliate or to a successor in interest resulting
from a merger or acquisition, or transferred to a third party for purposes of financing, provided Vendor remains secondarily liable for its obligations
under this Agreement.

20.0 Mﬂ:g:r_nﬂmnumiAmnnmmn

20.1  Eptirc Agreement; Prior Aercement; Amendments, This Agrecment constitutes the entire agrecment between the Partics and as of the
Effective Date, this Agreement terminates and replaces any existing agreement between HPG and Vendor (the “Prior Agreement”) for
purchases of products and services comparable to Products and Services by Purchaser. This Agreement shall exclusively govern the
purchases of Products and/or Services that occur following the Effective Date. The provisions of any Prior Agreement shall continue to
apply to the products and services purchased thereunder prior to the Effective Date of this Agreement, and such Prior Agreements shall
continue in full force and effect in accordance with their terms with respect 1o purchases made thercunder. This Agreement, as executed and
approved, shall not be modified except by written amendment, expressly stating an intent to modify the terms of this Agreement, and signed
by the Parties hereto.

202 Conflicts. In the event of any conflict between the terms herein and the terms of any Exhibit hereto, the priority for control, from first to last
priority, shall be Exhibit B,
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Exhibit A, any other Exhibit, and then the terms herein. The terms of this Agreement shall take priority over any conflicting terms contained
in any Vendor Product warranty, whether referenced herein, attached to this Agreement, included with any Product sold by Vendor, or
included as part of a facility agreement between Vendor and a Purchaser.

20.3  Exhibit A Revisions. Vendor reserves the right to delete Products shown on Exhibit A at any time, effective on sixty (60) days prior written
notice, only if Vendor is discontinuing its sales of such Product. Prices for Products are firm for the length of the Term. Any price increases
shall be subject to prior written approval by HPG in its sole discretion. Vendor shall provide a Form 832 for all Exhibit A revisions at the
time of notice to HPG

20.4  Exhibit E. Exhibit E attached to this Agreement is a summary for use by HPG in communicating the business terms of this Agreement to
Participants and Purchasers. The Parties agree that the content of Exhibit E shall have no legal effect and is only for informational purposes.

21.0  Partial Invalidity

In the event that any provision of this Agreement should for any reason be held invalid, unenforceable or contrary to public policy, the remainder of
the Agreement shall remain in full force and effect notwithstanding.

22.0 Other Documents

The terms of any purchase order issued by a Purchaser shall not apply to purchases of Products and Services hereunder, except as necessary to
designate specific Products and Services, quantities, delivery dates, and other similar terms that may vary from order to order; and the terms of this
Agreement, to the extent applicable, shall be deemed incorporated in such purchase orders. The terms and conditions contained in any inveice, bifl
of lading, or other documents supplied by Vendor are expressly rejected and superseded by this Agreement and shall not be included in any contract
with a Purchaser. No letter of commitment, Standardization Incentive Program Acknowledgement, or any other docurnent shall be required by
Vendor to be signed by a Purchaser in order to purchase Products and/or Services under this Agreement, unless expressly stated herein or later
approved in writing by HPG.

23.0 Persensl Inducements

No personal cash, merchandise, equipment or other items of intrinsic value shall be offered by or on behalf of Vendor to HPG or Purchasers and/or
their employess, officers, or directors as an inducement to purchase from Vendor.

240 Yendor Relations Policy .

Vendor acknowledges that HPG has a Vendor Relations Policy relating to ethics and compliance issues between suppliers and HPG, and that it has
received a copy of this policy. The Vendor Relatiens Policy is also available through the intemet at:
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http:/fwww healthtrustcorp.com/about—vendor—ethics. php

If Vendor becomes aware of any actions by any HPG employee or representative, which are not consistent with the provisions of Section 23 or of
the Vendor Relations Policy referenced above, Vendor shall so advise the Compliance Officer for HPG (either by phone to 615-344-3037, or in
writing to HPG’s principal place of business) or by calling the Ethics Hotline at 1-800—345—-7419. Vendor agrees to notify any Purchasers or
potential Purchasers of any possible conflict of interest between employees and representatives of Vendor selling Products and any Purchasers or
their employees or representatives possibly involved in the purchasing decision process.

25.0 Controlling Law

The performance of Vendor and HPG under this Agreement shall be controlled and governed by the laws of the State of Tennessee, excluding
conflicts of law provistons.

26.0  Legal Fees

In the event of any litigation between Vendor, Purchaser or HPG, that relates to this Agreement, the prevailing party shall recover from the other
party its own costs, expenses and legal fees (including but not limited to reasonable attorneys” fees and expert witness® fees).

27.0  Preduct Bar Coding
All Products when seld shall be marked with an industry standard barcode for each unit of measure associated with each Product.

238.0 Minerity and Women Ovned Business Enterprises

28.1 Policies. HPG and Vendor hereby acknowledge their respective corporate policies and practices to not only encourage, but to expand the
participation of Minority and Women Owned Business Enterprises (“MWBEs”) in their procurement processes and their desire to work
together to encourage their use of MWBEs in fulfillment of the obligations under this Agreement. As used in this Agreement, MWBEs shall
be defined to include any company certified as a minority or women owned business by the National Minority Supplier Development
Council or any local affiliates thereof, or any Federal, National, State, Municipal, or Local agencies that certify minority and/or women
owned businesses in accordance with PL. 95-507.

28.2 Contracting with MWBES. Vendor recognizes and acknowledges that in conjunction with HPG’s efforts to involve MWBEs in its
contracting process that HPG may enter into purchasing agreements with MWBEs which will enable Participants and their Affiliates to
purchase supplies and/or equipment comparable to thase listed as Products under this Agreement. In such event, notwithstanding any other
terms of this Agreement to the contrary, the Parties agree that, if HPG enters into any such agreement(s) with any MWBES, such will not be
deemed to be a breach of this Agreement by HPG, nor will any purchases by Participants or their Affiliates from MWBEs be deemed to be a
breach of this Agreement.
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283 WM}YBE,AM At HPG's request, Vendor shall, on a quarterly basis, identify and report in writing to HPG all MWBE
ectavities in which it participates, specifically identifying such activities and purchases relating to Products and Services obtained under this
Agreement. These reports shall be submitted using the format shown on Exhibit C of this Agreement. Quarterly reports shall be submitted
even if there have been no MWBE dollars expended during the applicable reporting period. Vendor shall only report those activities related
to goods and scrvices necessary for, and directly related to, the fulfillment of Vendor's obligations under this Agreement. Vendor shall
identify in such reports any first and second tier MWBES it or its subcontractors have used during the reporting period. The MWBE contact
for Vendor shall be the person listed in Exhibit B, All quarterly reports shall be sent to:

Director of Business Diversity
HealthTrust Purchasing Group
155 Franklin Road

Suite 300

Brentwoed, TN 37027

19.0 Notices

Notices under this Agreement shall all be in writing, effective upon receipt and shall be sent by any of the following metheds (i} facsimile with
return facsimile acknowledging receipt; (i) United States Postal Service certified or registered mail with return receipt showing receipt; (iii) courier
delivery service with proof of delivery; or {iv) personal delivery. Either Party hereunder may change the names and addresscs for receipt of notices
by notice given as provided for herein. Notices to Vendor shall be sent to the person and address listed in Exhibit B, Unless stated otherwise in this
Agreement, notices to HPG shall be sent as follows:

Vice President, National Agreements
HealthTrust Purchasing Group, LP
155 Franklin Road, Suite 400
Brentwood, Tennessee 37027

300 New Technology

The terms of this Section 30.0, New Technology, shall be applicable only to those Products and/or Services that are inchuded in any Dual Source or
Sole Source Award designated in Exhibit B. If, during the Term, new technology {more than an improvement or enhancement to an existing
Product) for a Product covered by this Agreement becomes available from any source including Vendor, which (f) offers technological
advancements; (it) would improve clinical outcomes or patient care; or (iii) would streamline work processes, as compared to existing Products
(hereinafter, “New Technology Product”), HPG shall have the right to evaluate and ultimately contract with another supplier so that HPG can offer
to Participants New Technology Products. Vendor shall provide HPG with the first opportunity to purchase, at discounts comparable to those
apphcablc;yto Products under this Agreement, New Technology Products offered by Vendor and not referenced in Exhibit A of this Agreement and
shall noti
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HPG of such at least thirty (30) days prior to New Technology Products being made available for purchase. Vendor shall also meet with HPG to
provide required product information to HPG and its clinical committees prior to the New Technology Product being made available to Purchasers
for purchase. HPG shall offer Vendor equal consideration and review for potential supply commitments for New Technology Products oo a Dual
Source basis. [n the cvent that HPG enters into any national or group agreement for Participants to purchase 2 New Technology Product on a Sole
Source, Duai Source or Optional Source Award basis from a source other than Vendor or any Dual Source supplier of Products {if applicable),
neither such agreement nor the purchase of the New Technology Product (by itself) shall constitute a breach of this Agreement or failure by HPG or
Purchasers to meet the purchasing requirements ueder this Agreement.
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IN WITNESS WHEREOF, the Parties hereby indicate their acceptance of the terms of this Agreement by the signatures of their authorized
representatives.

HealthTrust Purchasing Group, LP: Vendor: Masimo Americas, Inc.
a Delaware limited partnership

by CMS GP, LLC

a Delaware limited liability company

its general partner

By:  /s{Edward Jones By: {sf lim Beyer

Name: Edward Jones Name: Jim Beyer

Title: V.P., National Agrmts. Title: V.P. Sales, Strategic Accts.
Date:  1/17/08 Date:  Jan. 8, 2008

Vendor Federal Tax ID No.: 20-1901752
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Exhibit A

HealthTrust Purchasing Group

Purchasing Agreement
No. HPG-1331
Yendor: Masimo Americas, Inc.
February 1, 2008
MFG., UOM  HPGTier? EPGTierl
CATALOG SHORT DESCRIPTION Unit of Factor Base Unit IDN Unit
NIMBER = Maximum of 35 Characters) . Mezipre  (QTY)  __ Price Price
1859 _ . _.LNCS Adix, Adult Adhesive Sensors, 18.in, 20/box. . .. . BX L 200 L) [l
1860 _ . LNCS Pdtx, Pediatric Adhesive Sensors, 18in,20box_ . _ ... BX.  ___20___ {.*.]__ L[.**.]
2328 _ __ _LNCS Inof, Infant Adhesive Sensors, 18in, 20/box . . — .. : BX_ 20 _ __[..**).  [EF
2329 _ . LNCS Neo, Neonatal/Adult Adhesive Sensors, 18 in., 20/box e BX 20 [err) o [E]
2330 . . _LNCS NecoPT, Neonatal Preterm Adhesive, 18 in., 20/box .o — i nia A BX o 20 LR )[R
2317 ... LNCS Adtx=3, Adult Adhesive Sensor, 3 f,____ . BX. 20 _[.2el) e
2318.  — . LNCS Pdix=-3, Pediatric Adhesive Sensor, 3 fi.. - s SHR — BX_.. 20 [ )
2319_ . __ . LNCS Inf=3, [nfant Adhesive Sensor, 3 &, __ __ _ - s e BX 20 [ ) [
2320... .. . LNCS Neo-3, Neonatal/Adult Adhesive Sensor, 3 f. - @ o cooomewce oo l2l o CBX 20 [ aee e
2321 . . LNCS NeoPt—3, Neonatal Preterm Adhesive Sensor, 3 ﬁ. U - ), S || B PV [
1863_ _ _INCS DC=1, Adult Reusable Sensor, 3 fi. 1/box . . IR - : e BAL L) PR .
1864 ___ LNCS DC-IP, Pediatric Reusable Sl:nsor JRADOX. e e e e .- EAL . 1. _ . __f..ee>
1895 __ ___LNCS TC-L, Tip—Clip EAR, Ear Reusable Sensor, 3 fi. 1/box_- e SR e BA L e L RN P
1856 . __. LNCS TF-I, Reusable Forehead Sensor, 3 ft. 1/box ) SR - VENVIOUD VU FU%. o A (SN PPl SOOR
2258 in + . LNCS Y1, Multisite Reusable Sensor,3.ﬁ. V75 S . S PRESHIIINSECILS -7 WA DU N1 U N 1L
CleanShield™ Multisite Wrap, 100/box, Adult/Pediatric/Neonatal adhesive attachment
1596-_,_______wraps for LNOP Y1 Multisite Reusable Sensor . LLBX 100 ) L)
R Stanidard Multisite Wrap, 100/bex, Aduit/PedlachNeonatal adhesive’ attachment wmps T A oy
1597 .. . . _for LNOP YI Multisite Reusable Sensor ... ...t 3is ;i De ek PRI ES < ). QUNLINING 11+ NN RIS A 00 I O, L S
Standard Petite Wrap, 100/box, Adult slender digit/Pediatric/Neonatal adhesive
1598 . ... attachment wraps for LNOP. Y1 Multisite Reusable Sensor ] BX, b
1396.. .. —.LNOP DCSC; Adult Reusable Spotcheck Sensor, 3 Rt cable, 10K 2o b ot i bt . BA e
1969, — LNOP. DC—I—dch Adult Reusable Direct Conncct Sensor,,lz foot cable, Hbox EA lm — wee
20177 F%% LNC- 4 Cable,.4 fi..Patient Cable, . 1/boX e meenn. PP TR LW ATl o NIELY A0S TN [ hiks
1814 .LNC=10 Cable, 10 ft. Patient Cable, lfbox_wwm e [
20130 T LNGE14 Cablc. 141, Paticnt Cable, VBOX s e T heaah o o ST
AB16 . _LNCS to PC Series; LNCS Series to LNOP PC. Scncs Adapter Cablc 18 in.
2021. LNC=4=EXT: LNCS Extension Cable, 4ft..
2016, ......... LNC=10=GE; LNCS to GE Patient Cable, .10 ft., SET
2263____-. LNC 10" Patient Cable; LNCS Sensor.to- Philips 12-pin CMS SpOZ; Adapter.s:
2264____ . LNC 10! Patient Cable to GE conventional $p02, Adapter,. LA hat
2266 . . -..LNC'10 Patient Cable to SL conventional Sp02, Adapter-... " o teiidoce, fomet RICHORRELIT 7 WIS WIDGHN (NI S LN
2268, . -. LNC.10" Patient Cable to Nellcor 180 Oximeter, Adapter._.._ — EA. .1 [ )L
2269._« T LNC.10" Paticut Cable to Nellcor 395 Oximeter, AdAPLEr. - it s 32 B e i BA e e [ 2% e L2220
1001 LNOP Adt, Adult Adhesive Sensors, 20/box . _ BX 20 A )
1829_ 7. LNGF Adux, Adult Adhesive Scosors, u'a.nspamnt tape; 200X i ot E s i e rn s BX s 20 A e [
1025 LNQP Pdt, Pediatric Adhesive Sensors, 20/box BX 20 LAE R AL
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MFG. VoM HPG Tier 2 HPG Tier 1

CATALOG SHORT DESCRIPTION Unit of Factor Base Unit IDN Unit
NIMBER.. (Maximum of35 Characters) _ - ... Measore Y) . Price
1830. 5. . LNOP Pdrx, Pediatric Adhesive Scnsars, transparent tape, 20/0X o 2oor . ooiiivan oo BXu 2 20 0ns [0
1002 . LNOP Neo, Neonatal Adhesive Sensors, 20/box _ . ___. s pmemr e B wv_..ZO.__.,_? [...x%%... 1
1003-...... e LNOP NeoPt, Neonatal Sensitive Skin Adhcswc Sensors, 20/box . .Sl s BX 2 30 20 2L
1611_ _ LNOP Neo Bridge, Neonatal Adhesive Sensors, 20/box . — BX 20 2 T
1612 . LNOP NeoPt Brdge, Neonatal Adhesive SENSOTS, 20/B0X . woomomr e oo ot e BX £ 20T [k -
1798 ... _LNOP Neo—L, Neonatal Adhesive Sensors, 20/box | __ . TRV - . 4 20 . [._:' ¥
1651 _—__.. LNOB NeoPt—L, Neonatal Sensitive Skin Adhesive Sensors, 20/0K - . il CBX. T I0E T ..
1800._......— LNOP Inf-L, Infant Adhesive Sensors, 20/box .. .. . .. u .. .,.,_______BX.._._,.._. 20 ...
2203 .. . __ LNOP Newbarn Neonatal, Néonatal Scnsurs 20Mbox .. .. i cen cBX 200
2204 _ .. LNOP Newbomn Infant, Neonatal Sensors, 20/ox et e e e e e By 20 [P,
1970 ... .7 LNOP Blue; Neonatal/Infant/Pediatric Sensors, 10/box U A . 9 SEQIPSN (| R (o
1277 _ .. . LNOPv Ad: Adult valuc linc adhesive sensors, 24/box _ . __ e e e e . BX 24 __{.**
1832 ... . ... LNOPv In: Infant value line adhesive sensors, 240X -~ .. .. . ;e w = cmeen - oo -BXC N7 S L |
1831__ LNOPv Ne: Neonpatal value line adhesive sensors, 24/box __ ___ —— BX 24 ___ [...**=..
1269-_ .  LNOP DCI, Adult Reusable Sensor, I/box_ .. R S 1 ; W, LU JCL.hk S
1396 ___ .LNOP DCSC, Adult Reusable Spotcheck Sensor, 3 ﬁcablc lfbox — _EA L[
1969 . _.LNOP DC—I-dcl2, Adult Reusable Direct Connoct Sensor, 12 foot cz cable, 1box. o BA. L1 LT[
1276 -, LNOP DCIP, Pediatric Reusable Sensor, 1/box _ _ _____ S e _EA __ i
1794.7 " "LNOP TC-1 Tip~Clip, Reusable Sensor, 1/box U U -7 W PN
1793 _ _  LNOP TF-I Transflectance Forehead Scnsor Reusable, lfbox e e e - EA A
1560 ... .. LNOP DC-195 (LNOPv-150), 1/box L T TS RA,
1544 . ... LNOP YI, Muldsite Reusable Sensor, 1/box I w,..ﬂ..‘_EA wvwrre o [ 2R
oo CleanShield™ Multisite Wrap, lOOlbox, Adult/Pediatric/Neonata! adhesive attachment PR ’ B .
1596.. -. - wraps for LNOP YI Multisitc Reusable Sensor e e e BX D100 LA Je [
Standard Multisite Wrap, 100/box, Adult/Pediatric/Neonatal adhesive attachment wraps
1597,. e for LNOP YI Multisite Reusable Semsor . _. e i _,,_,‘_A_MBXHHH - ,,[ ke, L__[ ki |
o . Standard Petite Wrap, 100/box, Adult slender nganndlamclNconaLaj adheswe . : LA
1598_ - .. attachment wraps for LNOP YT Multsite Reusable Sensor .. .. - ... .- . —._ 100__. . '*' ) ORI (S, 0 L N |
1173 | . PCO4 Cable, l/box, 4 ft. LNOP Patient Cable . _ . _. e en o e e e omgar e dem o LB ][]
1005. - . PCOB Cable, 1/box, 8 . LNOP Patient Cable... ... . . . s cn comm v o~ - PSR SNERSY S S St M JOI L |
1006,_MM ..PC12 Cable, l/box, 12 ft. LNOP Patient Cab!c — e e e e e m e L [¥%2 0[]
1619~ .. PCD4—Ext Cable, 1/box, 4 ft. LNOP Extension Cable. . .. L TR LT EBADL T T e YT Lrrr ]
1520__ . . PXC16 LNOP Mountable Extension Cable, 1/box, 16 ft. Extension Cable . . . . . . _ P i P I b PO |
1555 .. " PXC30 LNOP.Mountable Extcnsion Cable, 1/box, 30 ft. Extension Cable . o ioi Tt e EA s o Doae L 8% o [ %220 ]
2263, ... .. LNC 10’ Patient Cable; LNCS Sensor to Philips 12—pin CMS .5p02, Adapt:r e e meeeBA L L] [%e)
2264 . -*» LNC 10’ Patient Cable to GE conventional SpO2, Adapter- - - ool i o BACT S VI [ o [ ]
2266 . - LNC 10’ Paticot Cable to SL copvcntmnal SpO2, Adapter. .. .. _ ... . e .- - ..a)
2268. . .LNC 10’ Patient Cable to Nellcor 180 Oximeter, Adapter. .. . . .. __. ]
2269 . LNC 10’ Patient Cable to Nellcor 395 Oximeter, Adapter.. — e o]
& R Rainbow DCI-dc3, Adult Reusable Direct Com:nccl Sensor, 3 &, [ l/'box (Sp02 SpCO and - “}
23015 _mspMet) : RS I WO 2]
Rainbow DCI—dch Adult Rcusablc Direct Conncct Scnsor, 12 ft, 1/box {(Sp02, SpCO
2202 s nd SpMet) | IR 7. X ve-]
=+ N Raibow DCIP=dE3, Pedlamc/AduIt Slcndr:r Rcusablc Dm:ct Connccl Scnsor 3ﬁ llbox o Cod
2069 e (Sp02, SpCO and SpMct) B e el L]
Rainbow DCIP—de12, Pcdlamc/Adult Slcnder Reusable Direct Connect Sensor. 12&.
2070. _1/box (Sp02, SpCO and SpMet) . -]
RED DCI—dc3, Adult Reusable D:rsct Conncct Scnsor, 3 ﬁ. (No Cable ch 5
2053510 Rad-57 & RAAICAI-T), LBOR.S. + ¢ 1 e o o oot b L s hsiomen o St oo s 2]
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UoM HPG Tier 2 HPG Tier 1
SHORT DESCRIPTION Unit of Factor Base Unit IDN Unit
QU0 P Price

(Maximnm_of 35 Characters)

RED DCl-dc12, Adult Reusable Du'cct Conncct Sensor 12 11 (N o Cable Req d&: for

Rad=57 & Radical-7), I/box ... nt. sB5AS 5 b

. Red LNC-04, LNCS 20-pin Sp02 Pauent Cablc 4 ﬁ l/box

TRed- LNC~10, LNCS 20~pin Sp02 Patient Cahle, 10 ﬂ 1/box:

vorn.oed LNC=14, LNCS 20-pin SpO2 Patient Cable, 14 ft, 1/box,
“Red PC—04: LNOP 20-pin Sp02; LNOP Patient Cable for Rad 7.4

Red PC-08: LNOP 20-pin SpO2; LNOP Patient Cable for Rad-57 or Radical=7, 8 .

: Red PC=12; LNOP 20—pin Sp02; LNOP Patierit Cable for Rad~57.ar. Radical=7, 12 fi T

9019. 4 Configurable, Rad-§, Honzontalmq s .

R (I R

R IR T

- g~

9020 Thas e Configiirable, Rad—8, Verticalis
_Configurable Rad—9, Pulsc Oximeter, .
¥ Configurable; Radical Docking Station RDS~1. 2
o Rdical-7 Handheld, Blue Screen ... -
" 2¥7 Radical Dockinig Station RDS=1B (w/Ext Battery
.Configurable, Radical Docking Station RDS 3
Y45 Radical-7 Handheld, Blite Screenfs 4./ .
. Radical-7 Handheld, TFT Color Dlsplay -
-'Rad—57m Handheld CO-Oximeter with SpMet mclud Rambow DCI— s 3
2 Sensor and Ops Mannal . T e ;¢
Configurable, Rad—5 Handheld Pulse Oxlmeter mcl LNOP DCSC Reusable sensor and
.. Ops Manual, Premium, World Wide, DCSC (fka #1883 or #1802) .
“Conﬁgurable, Rad—5v Handheld Pulse Oximeter; inck, LNOP DCSC R
and Ops Mahnual, World Wide, DCSC (fka #1884 or #1705) i i
Rad-5 Hand.hcld Pulse Oximeter, Premium, PC—04 Patient Cable & LNOP Adhcswe
., Sensor kit and Ops Manual | .
Rad—-Sv Haridtield Pulse Oxl.mc:cr PC-()4 Pancnt C lc & LNOP Ad.hesx‘ sensor ht
‘and Ops Manual- . L 4 it N S
Rad—5 Handheld Pulse 0x1meter Prcmmm DC-IP Pedlamc Reusable Sensor & PC—04
. Patient Cable and Ops Mamual -

Water Res1sr.ant Ha.ndheld Carrymg Case for Rad—S? B[ac
" Water Resistant Handheld Carrying Case for Rad-37, Red
é_Rad—S.’Sv Handheld Soﬁ Camrying Case_ ... .. .

~"Rad-57 PRONTO Trend download serial cable’.
e re. Handheld Protective Boot — Gray .

* R 7Y Handheld Protéctive Boot = Yeliow -
198 lwm_\7 _Handheld Protective Boot — Red
1982...0 ¢ Handheld Protective Boot — Ordnge

2097 ,V,Handheld Protective Boot — Royal Blue . e

20985 - Handheld Protectivé Boot ~ Light Blue; {ise W/RadS, Rad—5v

209 Handheld Protective Boot — Pmk, use w/RadS Rad—Sv and Rad 57
g, : Cs

S e s e ELE AR SATEY SRR r: ¥ L PR DU ¥ L
M.AC l Adaptzr Cab]c LNOP Sensor to Ncllcor device, Patient Cable or LNCS Senes
Patient Cables, 18 in. .
¥ MAC—1" Adapter Cable, ‘LNOP Sensor 16 Nellcor device or LNCS Series, Panent t Cablcs
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MFG. uoM HPG Tier 2

CATALOG SHORT DESCRIPTION Unit of Factor Base Unit
NIIMBER (Maximum of 35 Characters) _ _ — . Measure  OTY)
1937 _ - ... Sample Kif, MAC—1 Adapter Cable, LINOPDC— ___«..  _ .. .. e .oa2iBAL o oo 1. [,
1805 .. .. MAC-1 & LNOP DC-195 Sample Kit __ - SRRV -, VRPEI SO (. S
1806 — -._.Sample Kit, MAC~1 Adapter Cable, 2 LNOP AGE, 2 LNOP Pt e emaink - ; S [... 2.
1807, .. ... Sample Kit, MAC—1 Adapter Cable, 2 LNOP Neo—L,2LNOPInf-L.. . ... . EA___ 1 L]
1849 -.en: AC=1 LNOP Sensor to Philips CMS Instrument Adapter Cable, 12 pif, 12 ft. 1ot o oo S EAX S
230'L- ) chlaccmcnt adhesive tapes for LNCS Inf and Inf-3 sensors, lOObeX et o ‘:f'
2308 . Replacement adhesive tapes for LNCS Neo and Neo™3 sensors,. 100/OX - et - heh il
2309, . . chlaccment adhesive tapes for LNCS NeoPt and NeoPt—3 sensors, 10/pack.. e e
1053~ . ..,,chlaccmcnt Posey Wrap Bag for LNOP NeoPt and NeoPt-Bridge Sensors, 12/pack ... = .o e 120 [ “"..., ..
1054 .. Replacement Tapes Bag for LNOF. Neo and Neo—Bridge SensorS, IOOIpack et e e e PK .. 100 _ BT D |
1926 chlaccm:n:wrap for 1651 LNOP NeoPt—L sensor .. .. e e - PO 0T [T
1799 . _ .. Replacement Tapes for 1798 LNOP Neo—L Sensors, lOO/pack (RS DURUUR  Sy |1 | B PP A SO RN (.
1801... . .. ... Replacement Tapes for 1800 LNGP Inf-L Sensors, 100!packmv DU IS o W ||, | FEOR [0 Y
CleanShield™ Muttisite Wrap, 100/box, Adult/Pediatric/Neonatal adhesive attachment
1596 . _wraps for LNOP YI Multisite Reuseble Sensor . _ o BX U100 [
: ;. Standard Multisite Wrap, 100/box, Adu]t/Pcdmhcmecnatal adhcswe anachmcnt wraps S
1597.. . ... for LNOP Y1 Multisite Reusable SEnS0T . v voomidiv cm = oo coemcemmm = o om mmeebori BX e o 100 [
Standard Petite Wrap, 100/box, Adult slender dlglt/Pcdxamchcona.ml adhesive
1598.... .. ... attachment wraps for LNOP Y[ Multisite, Reusable Scnsor e e LBX 100 | [
1602 . . .. Foam Wraps for LNOP YI Sensors, 12/pack. . - elaef o o . e PRIl 12 0wl [LLE¥
1601 ... .. ... Accessory Clothing Clips, S/pack . b e e o e e LPK L L L
1600 <..eau Accessory Adhesive Squares, (144 squares per pack)m I S PR SANY o QURDPUING L. © SRS DU - U N
1608 _, _ _ Headband for LNOP/LNCS TF=L S/pack . . e e eeeampornin - wramrconge B e 3 [P 2EL)
1903.. -« Adhésive Pad LNOP/LNCS TF=L 20/pack - - .+ < < masn s o om o s LTTEIPR ST 20T e
2215 _ ... .Headband for LNOP/LNCS TF— I, 12/box . ._H,__,yﬂ_,_.z,,wBX Lo G200 Creel]
: . LNOP Sensor Application Training Pack, l—Adt, I—Pdt, l—Nco, - NcoPt, 2 cotton e . S
12B2... . . ~.-swabs; 2 alcohol swabs, 1-foot w/app. Card v . e et e e e cmrr i 2 BA L L L]
116 .. _ LNOP Sensor Sample Pack, 4-Adt, 2-Pdt, 2-Neo, 2-NeoPt Adhesive Sensors | ... EA. . 1. _ [..*22...
- '~ LNCS Sensor Training Kit, I-Adtx, 1-Pdtx, 1-Inf, I—Neo 1-NeoPt Adhesive Sensors ~ - - - - '
2345 . and 1-foot w/application Card . e e PO . [l
LNCS Sensor Sample Pack, 3 ft. 1 Adx-3, 1 PdD(—B TInf-3 and | Nco—3 Adhm:ve
2346 . . _ _ Sensors _.___ Y e m CPEL L
2347. _ .. LNCS Adult Sa.mple Pack, I—Adtx l—Pdtx, and 1-Néo Adhesive Sensors .. ... ... - oo PK_. . 1. .
2348 _ _.LNCS Neo Sample Pack, 1-Inf, 1-Neo and 1-NeoPt Adhesive Scnsors e = e gPK,_. R
1229.. .. .: LNOP Neo Sensor Sample Pack. 3—Neo, 1-NeoPt e iins wne —n . - e ime vx wnlBALL Ll
1283 ... .. LNOP Sensor Sample Pack, 2—Adt, l—Ped, 1—Nco o mnir g eppeimine i BAL b LR
1228 [.__ ... LNOP Adult Sensor Sample Pack, 3—Adt/ 1-Pdt Adhesive SEnsors &~ ve o oaveniis ions B s oL oo [
1774 .. ... SPO2.COM A, Adult Adhesive Sensors, 284D e e — e BX 24 [
1775. 2.7 SPO2.COM P, Pediatric Adbesive Sensors, 24/D0R com i nd. 4 ne 4 252 simoiin: Lo kd sioed BXet stz 24 I wws ) EY
1776, _ ... .SPO2.COM N, Neonatal Adhesive Sensors, 24/box
17772 2. sPo2.COM I, Infant Adhesive Sensors, 24/box .- o [
1778. .. .. SPO2.COM RS-I Reusable Finger Clip . _
1851 . . _ SPO2.COM Sensor Sample Pack (1 ea. Ad, Pd, Ne'and In) e : 1
1810. _.. NRC-180 Paticnt Cable, Nellcor 180 to SPO2.COM, lDﬁ,l/box er e e e - EA N SR
1811. .. . NWNRC—395 Patient Cabl::, Nellcor 395 to SPO2LCOM, 10 f, 1/box e e BALL 1 .
1854, . .. . NRC—GE Patient Cable, GE to SPO2.COM, 10 ft, Libox _ e e EA 1 [
1853 . . NRC-P12 Patient Cable, Philips }2—pin to SPO2.COM, 10 ft, i/box .. SR A 7. U (R
1852 NRC-P§ Patient Cable, Philips 8—pin to SPO2.COM, 3 3f EA 1

LU PN
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MFG. uoMm HPG Tier 2 HPG Tier 1
CATALOG SHORT DESCRIPTION Unit of Factor Base Unit IDN Unit
mﬂn_ Maximnm nf 38 Characters) i — — } Price o Price
1886.- : . .NRC—P8 EXT Extension Cable, 2m, 1/box . . AT WP P SN A S LT

1900 .~ NRC-SL Patient Cable, Spachabs to SPO2. COM lOﬁ . - L

1595.. 7 SatShare Cable, ATOY, MASIMO. - . oo oo o oo i oo B B i F TR EA LU ey

1324, SatShare Cable, DOOI, Masimo e e R 1. LR
1326 . — .. SatShare Cablc, DOOZ, Masimo .. oo . e T T T U REBAL 1 L4 O
1528 ... _ SatShare Cable, DO03, Masimo _ . _ .. .__._. . SRS EA ... 1 L.
1533 _ .. . --SatShare Cable, DOO4, Masimo . .. . S =SS AT Lott -7 WA B w4
2023 ., . SatShare Cable, DOO0S, Masimo . e e e e e e ~-—EA L L1 L bl
2223 __ ... SatShare Cable, DO06, Masimo . . . . SRR I EBAL L]
1325 . _ | SatSbare Cable, DSOI, Masimo . .. | SRS -7 CUNIES PR A0LL o
1539 . .  SatShare Cable, DS02, Masimo. . e e e S NI SN UVERNCRS 7. CUDUTEED (RN JO. .. 20 B
1365 | . SatShare Cable, DS03, Masimo _ _ ___ _ | . . N -7. VNN I P by
1357 . -~ . . SatShare Cable, HPO3, Masimo. .. . . . . . . . «. ..& . et w BA w1 L
1321, . _ SatShare Cable, MQOI, Masimo .. .. .. | . e e mcomreee—— BEAL L[
1789 .. ... SatShare Cable, MS01, Masimo . . ... — s i e = fettnne et EA ol LR
1367 __ _ . SatShare Cable, NKOl , Masimo _ _ __ _ _ e e ] e EA_ 1 [,
1368 ... ... . SatShare Cable, NKO2, Masimo ... .. c.ooo ot o oo e e e fmaiat B e e i o B e it e [ %%
1366_ . _ .. _SatShare Cable, OHOl, Masimo . _ . . __ .. __.__. _. ot s gty e SEA L1 [Lrerll]
1646.. ... . SatShare Cable, OHO2, Masimo ... . .. . . ... _. .. ...i.3 S EALL L1l [ ]

1323, .. . SatShare Cable, SLO1, Masimo . _ e e
1362. . . .. SatShare Cable, SL02 Masimo . -~ _.. . . e e e A KBS
1322__ _ __ _SatShare Cable, SM0O], Masimo e et e e — -
1605 _. ... SatShare Extension Cablc Masimo. _ ...~ I S
1846_ - — .., Masimo SET IntelliVue Module (Module and NfPl2 Pancnt Cab]e) e et oo

£ %, "LNC MP10 (LNCS to IntelliVue Modulc and MMS) (New prod; repla.ccs PN#1902 and M
2281 n e PNE1949) . o R ks

LNOP MP12 (LNOP to IntelliVue Module ad MMS) (New prod; replaces pu#1847 and
2282 _ _ _#1848) )
1881 2 7. ~Masimo SET VueLink Module w/cable (Module and VueLink cable)>.

1341. VucLink cable; for use with Masimo SET, 3 ft.__. ., ., ..

7

12949.. - GE Tram 'upgrade {see note: Minimum 10 units rcquwed)
13108 . . GE Dash upgrade (see note; Minimum 10 units required)
2016..... "LNC—10-GE, LNCS to GE Paticnt Cablg, 10 f., 1/box... .
1592 _.. ProCal cable; Masimo 1.5m, Drager/Siemens . ., .. -

12994, . RadLink serial cable ~ RadLink to Radical, 125 . wni o rfin s o0 s
30859, ... Radlink scrial cable — RadLiok to Radical, 18" . . . ...

1593.% - 3 ¥ Masimo Tester - for Oximeter SPO02 & PR Tcsu.ng R A - S
1795, SES— Masimo Testerwithcable | ... .. . . I
-~ R.cpla.ccmcnt Battery, Radical Handheld . 5.7 :
1317 ... . Redical PoleClamp _, . . . i oo o
1395% . "7 Radical Handbeld Lock s —ome v i s o
1584. ... . Radical Power Cord Lock, 5/pack . - . e
1904:. .. Rad—9 Power Cord Lock, Sfpack... .. R .

11601, . _. __ Radical User Manual - English, Masuno . e e s

30502 .. ... Eagle Bracket (Radical} B N ot T 3 0~ BA
30503 . ... Right Angle Bracket (Radlcal) m e st e e e o e g e EA.
30512, ... - Box Bracket (Radical) . .. ~. UL, USRIt -

30579__ .. ¥—Block (Radical and Rad-8 in con_;uncnon wi Bascplatc or L—Brackct)m S EA
30580 .- - Bascplatc (Radical and Rad—R8). --.7. . L. Lok s e e deaie oo BA

Page A—1(5)

M _';air - e

1 T [ ees

D TR T
e b " R

SSUURSUD ISV [Pl ) SN (g

RSN TDUAY 00 L1 S L

*Confidential Treatment Requested




MFG. VoM HPG Tier 2 HPG Tier 1
CATALOG SHORT DESCRIPTION Unit of Factor Base Unit IDN Unit
NIMRBER . _ _(Maximum of 3§ Characters) .. Measure | (QTY) | __Pree
30581 .. .. L Bracket (Radical).. -.. e i e i L BANL S LR
30583_. _Radical Slide Plate (Radical and Rad—S)__.__ e e e+ et s e BALL ,.___.l-.,_,.‘[ e
30750wmwleckct(Radlcal and Rad=8) .ot il s i e s e mme oo BA e e [ L
30751 Left Angle Bracket (Radical and Rad-S) SOOIV -7 VISR FUPUY POt O
30801 — _ - C=Clamp (Radical}. . ...~ . :
30807 . . MerlinYolk (Radical) . . oo e —...EA
2097_. - - Handheld Protective Boot--Roya.l Blee ._ . . LT LT LI T EA
2227 . Rad-8 Mounting Bracket _ e - e e e e e . EA
2228 ©. . Rad-8 Power Cord Lock ... . - - . T A7 S LEEE )
11773 _ .. WallMountExlms:ouA.ml(Radlcal) e e e D -7 U R bty
EA - -
EA
EA
EA

JRURPR N 7. YA FENONI P
1 e

v

P s T T LRI T EER VS P

R DY ...

13833 - _... Medium Duty Roll Stand with Handle & Basket =~ . e m e e 4 e
12114___ _ __Radical Service Manual, Masimo _ ___ _ e e e e e e s
12262 . . Opérator’s Manual, Rad-9. ... T T e
13017 _______Operator's Manual, Rad=5/5v._. ... . . _ ... o e e e e BA L [

13106 . . . Operator’s Manual, IntelliVue =English . - ... .0l o o - an - BA LT
13279_____ Operator’s Manual, Rad~57__ . _ . _ _ . .. o e e BA 1%L
31068 . ._..Opemaior's Magual, Rad-57cm . ... ... ..o .. . oL~ o . e BA L 10
30475 __ . __ Radical SeriesHandheldCase . .. .. _ . .. . (. .. .o e e mam o BAL ) [l
30534 . .. Radical Series HandheldLock Key.. .. - . . . . . .- . ... ..BA L Lol Al

HPG________
Vendor_______
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Exhibit B

HealthTrust Purchasing Group
Purchasing Agreement
No. HPG-1331
Vendor: Masimo Americas, Inc.
February 1, 2008

Specific Purchasing Terms
Product Sub—Categsory; Pulse Oximetry (menitors and sensors}
Avward Basis: Dual Source
Compliance:

If any Products are being made available under this Agreement on a Sole Source, Dual Source, or Multi—Source Award basis, then HPG and Vendor agree
to use the process outlined in Exhibit D to address any Participants who do not substantially mect any applicable compliance level.

Effective Date:

The Effective Date is: February 1, 2008
Expirstion Date;

The Expiration Date is: January 31, 2011

Prior Aereement: Not applicable
GPO Fees: [.-.***...] percent ([...***...]%)
Product Warranty and Daration:

Warranty;: Limitation of Eiability. Vendor warrants to Purchaser that the Vendor monitors, sensors and other accessories provided will conform to
the published product specifications of Vendor in all material respects and be free from material defects in materials and workmanship; [...***...].
Provided that payments arc current and Purchaser is not otherwise in breach of this Agreement, Vendor’s obligation if eny Vendor monitors, sensors
ar other accessories found upon examination by Vendor, to be defective during the warranty period shall be limited to repair or replacement. This
warranty is subject to the following exclusions, exceptions and limitations: a) repair and majntenance necessitated by neglect, misuse or

*Confidentizl Treatment Requested
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improper operation of the monitors, Software, or device; b) modification of monitors, sensors and Software without the express written authorization
of Vendor or as otherwise provided in the Product documentation; c) supplies, devices or clectrical work external to the Vendor monitors or not
manufactured by or for Vendor; d) use of sensors or other accessories other than those manufactured by or for Vendor and disiributed by Vendor; and
e) use of the monitors and sensors for uses and/or in environments for which they are not intended. For monitors manufactured by third—parties and
pot sold under Vendor's pame or trademark, Vendor will pass on to Purchaser all terms and rights provided by the manufacturer. Vendor is oot
responsible and will charge the Purchaser for repair, replacement, or maintenance necessitated by neglect, misuse, improper operation, accident, fire,
water immersion, vandalism, weather, war, or any Act of God, and unauthorized non-Vendor monitors attached to Vendor monitors, or unauthorized
modification of Vendor monitors or software. Warranty does not extend to any equipment, or software not manufactured by or for Vendor and that
does not have Vendor’s name or Trademark. EXCEPT AS OTHERWISE PROVIDED IN THE HPG AGREEMENT WITH MASIMO, THE
FOREGOING WARRANTY, IS IN LIEU OF AND EXCLUDES ALL OTHER EXPRESS OR IMPLIED PRODUCT WARRANTIES, ARISING
BY OPERATION OF LAW OR OTHERWISE, AND NO OTHER WARRANTIES EXIST, INCLUDING, WITHOUT LIMITATION, THE
IMPLIED WARRANTIES OF MERCHANTABILITY OR FITNESS FOR PARTICULAR PURPOSE. VENDOR WILL NOT BE LIABLE FOR
ANY INCIDENTAL OR CONSEQUENTIAL DAMAGES, EXPENSES, LOST PROFITS, OR OTHER DAMAGES ARISING OUT OF THE USE
OR INABILITY TO USE THE EQUIPMENT AND SOFTWARE, EVEN IF VENDOR HAS BEEN ADVISED OF THE POSSIBILITY OF SUCH
DAMAGE. Some jurisdictions may not permit the limitation of liability under certain circumstances; the foregoing limitations and cxclusions are not
applicable to the extent not permitted under the laws of the relevant junsdiction.

Freduet Information Reguests
At the request of HPG or a Purchaser, Vendor shall provide information on Products related to the following subjects:

. Latex free

. Mercury free

. Polyvinyl Chloride (PVC) free

. Di—ethylhexyl phthalate (DEHP) free

. Certified by Green Seal or Environmental Choice Program

. Compliance with U.S. Government's Comprehensive Procurement Guidelines for recycled content (Product)
. Compliance with U.S. Government’s Comprehensive Procurement Guidelines for recycled content {Packaging)
. Energy Star Qualified

. Halogenated organics free

. Persistent Bioaccumulative Toxin (PBTs) free

. Carcinogens and reproductive toxin free (CA Prop 65)

. Full disclosure on product insert of all Product ingredients
Page B-2




Ordering Process:
EDI

Purchase Order
Verbal

Facsimile

Ravment Terms:

Net due thirty (30) days from the receipt of invoice, Vendor shall have the right to charge, and Purchaser agrees to pay,  late fee equal to one percent
(1%} per month (or the maximum allowed by law, whichever is iess) of the amount of any fees not paid by Purchaser within thirty (30) days from reccipt of
ag invoice therefor.

Deli Time:
Seven (7) business days from receipt of order except for build—to—order products
Ordering Point:
O Either Vendor Direct or Distributor
Distributors;
Includes any HPG—designated distributor that has entered into a written distribution agreement with Vendor. If a Participant requests the use of an

HPG—designated distributor with which Vendor does not already have a distribution agreement, then Vendor will negotiate contract terms in good faith with
the distributor.

E.O.B. Designation:
Shipments shall be:
F.0.B. Origin

Erelght/ Shipping and Insurance Charges:
Freight/shipping and insurance charges are not included in the Product price and shall be “prepaid” by Vendor and added to the invoice as a separate line
item that is identified as either “freight” or “shipping” charge and insurance charge.

Training. Repair. Safetv:
{Indicate for each item whether Vendor is to provide or enter Not Applicable ("NA™).)
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Openator Training provided to each Purchaser by Vendor: n/a
Preventative maintenance and repair instruction to be supplied to each Purchaser by Vendor: a/a
Repair and replacement parts lists, ordering instructions, and alternative sources of parts to be supplied to each Purchaser by Vendor: n/a,

Vendor shall provide each Purchaser Material Safety Data Sheets (MSDS) for all material/chemical Product purchases in compliance with OSHA standards
and those of any other applicable federal, state or local law or regulation.

Yendor Contacts for Notjces:
Vendor’s MWBE Contact:
Enter contact information here

YP of Sales, Strategic Accounts
M N

40 Parker

Irvine, CA 92618

Vendor's contact for notices under the Agreement:
Enter contact information here

{same}

Initial:
Vendor,
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HealthTrust Purchasing Group
Purchasing Agreement
No. HPG-1331
Vendor: Masime Americas, Inc.
Febroary 1, 2008

Supolier Diversity Sub ine R

HPG Vendor Name:
Reporting Period: (Qu/Yr)
List each MWBE Subcontractor (Name/Address/Phone) and provide the following for each:

= Minority/Woman Owned Business (use Diversity Codes listed below)
«  Applicable HPG Agreement No.
»  Products/Services Provided

+  Spend (state applicable period)
Total Spend for all MWBE’s

Diversity Codes:
. MBE (Minority Business Enterprise)
»  Affican
+  Hispanic
*  Native
+  Aslan—Pacific & Hasidic Jewish Americans
. WBE (Women Business Enterprise)(Noo—minority Woman—Owned Business)

. DIS (Disabled)

NOTE: Submit form to;
1. Do not include contractors with less than $1,000 Director of Business Diversity
in spend HealthTrust Purchasing Group
2. An clectronic copy of a Supplier Diversity 155 Franklin Road
Subcontracting Report is available upon request  Suite 300
Brentwood, TN 37027
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Exhibit D

HealthTrust Purchasing Group
Purchasing Agreement
No. HPG-1331
Vendor: Masime Americas, Inc.
February 1, 2008

Contract Compliance Process

In the event Vendor identifics a Participant that is not meeting its designated commitment requirement for specific Produci(s) as stated in a writing between
Participant and a Vendor (*Commitment Level™), the following steps are to be followed for eddressing the compliance issues:

1. Vendor shall notify HPG of the non—compliance via the compliance form aitached as Exhibit D—1. {The issue should not be sent directly to HPG by !
the Vendor representative in any other format}. Vendor must verify that their local representative has met with the Materials Manager or the ;
applicable Department Director for the Participant to discuss the issue of non—compliance prior to submission to HPG. !

2. Upon receipt of the compliance form at HPG, the compliance team will contact the Participant to verify the Vendor representative has recently met
with the Materials Manager or the applicable Department Director to discuss the issue. Vendor will be notified if HPG finds the Vendor
representative has pot discussed the issue directly with the Participant and place the process on hold until such discussion has occurred.

3 HPG will then ask the Participant if it agrees that it is oot meeting the Compliance Level required. If the Participant is in agreement, HPG will move
the Participant to a lower Commitment Level with corresponding higher prices based on Vendor’s suggestion, if such pricing is available under this
Agreement. This move will not occur until thirty (30) days from the date of the original receipt of the compliance form by HPG.

4. If the Participant does not agree with Vendor's assessment, Participant will provide to HPG usage aumbers for that Product area for the previous six
(6) months. HPG will calculate the overall percentage based on contract guidelines. If the Participant is meeting its commitment over the six
(6) month period, Vendor will be notified that no pricing change should occur.

5. If HPG determines the Participant is not meeting its Commitment Level, the HPG compliance team will coordinate with Vendor and Participant in
an effort to determine the applicable new pricing tier. Participant shall be moved to the new pricing tier on a date mutually agreed to by Vender,
HPG and the Participant, or as specified in any SIP Acknowledgement or Letter of Commitment between Vendor and the Participant.

6. In any cvent, all compliance resolution issues will be addressed by HPG within sixty (60) days, with HPG using commercially reasonable efforts to
resolve such issues within such time period.

’
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Vendor Name:
Contact Name:
Phone Number:
Date:
Enier information here

Division/Product Arca:
Enter information here

Facility Name:
Address:
City:
State:
Group or Parent:
Enter information here

SIP Acknowledgement or LOC?

If yes, attach copy.

Compliance Problem/Product Area:
(current compliance level vs. contract compliance requirement—state the dollar impact and projected lost savings opportunity)

Primary Facility Contact(s):

Name:
Title:
Phone Number:

Email Address (if available):

What has been done to resolve the issue locally?

HealthTrust Purchasing Group
Purchasing Agreement
No. HPG-1331
Vendor: Masimo Americas, Inc.
February 1, 2008

Compliznce Form

Page D2
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(Include details suck as: (i} meeting dates and with whom, (ii} evaluation results if any; (iil)expected decision date for product area; and (iv) last
interface date with the facility)

What are your recommended next steps for this account?

Enter information here

Internal Use Only:
COom:
Assigned to:
Contract Number:
Issue Status:
Record Activity:
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Exhibit E

HealthTrust Purchasing Group
Purchasing Agreement
No. HPG-1331
Vendor: Masimo Americas, Inc.
February 1, 2008

C ication for C T
This Contract Summary Sheet has been created for communicating information on this referenced agreement to HPG members. It is not to be considered as
part of the agreement or to have any legal effect relative to the agreement.

1. Types or Categories of Products on Contract

Pleasc list specific examples of the types of products on this agreement.
This should not be a repeat of the contract description.

—Pulse Oximetry technology and related accessories

2. Customer Service Hours
What are the hours of operation of the vendor’s customer service contact?
1-800-326—48%0 #1 ~ Cusiomer Service: 6am — 5pm PST
1-800-326—4890 #2 — Technical Support: 24 hours/day, 7 daysfweek
3 Pricing Through Term of Agreement
Describe if the pricing is firm through the term of the agreement
Yes, pricing is firm through the Agreement term

4. Freight Charges, Shipping and Delivery Time Period
Describe how freight charges are billed (&.g., included in price; paid by Vendor and added to inveice; etc.).
Freight/shipping charges, including insurance for the full value of Product shipped, are not included in the Product price and shall be

“prepaid” by Vendor and added to the invoice as a separate line item that is identified as either "freight” or “shipping” and
“Insurance” charges.

Vendor represents and warrants to HPG and Purchasers that it shall make commercially reasonable cfforts to maintain in inventory at appropriate
locations sufficient quantities of each Product and shall both choose a transportation mode and carier and provide said carrier with appropriate
instructions to ensure that any Purchaser ordering Products will receive delivery within seven (7) business days after the date the order is received
by Vendor
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Indicate if delivery is FOB Destination or FOB Origin.

FOB Origin: In the event of a damaged, losi or missing shipment, Vendor shall, at Purchaser’s request and discretion, and at no cost to
the Purchaser, submit a claim on behalf of the Purchaser with the carrier, and ensure the claim is resolved to Purchaser's reasonable
satisfaction.

What is delivery time period from receipt of order?
Seven (7) business days after the date the order is received by Vendor except for Build—to—Order products

5. Rebates
Describe the rebate structure for this agreement. Do not include actual rebate percentages.
NA
6. Other Fees
Describe any other fees (besides rebates and admin fees) for this agreement.
NA

7. Warranty Policy
Describe the warranty for this agreement. Please include the warranty period.

. Portable Tabletop and Handheld Pulse Oximeters: I Year from date of first use, not to exceed 14 monthks from shipment
. Batteries, reusable cables, sensors and accessories: 6 months from first use, not to exceed 8 months from shipment

*  Disposable Single Patient Use Jdhesive Sensors: Single patient use within 120 days afier shipment

The following is the specific warranty and limitation of liability language provided by the Vendor:

Warranty: Limitation of Liability. Vendor warrants to Purchaser that the Vendor monitors, sensors and other accessories provided will conform to
the published product specifications of Vendor in all material respects and be free from material defects in materials and workmanship; [...***...]
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[...***...]. Provided that payments are current and Purchaser is not otherwise in breach of this Agreement, Vendor's obligation if any Vendor
monitors, sensors or other accessories found upon examination by Vendor, to be defective during the warranty period shall be limited to repair or
rcplacv:mcnt. This warranty is subject to the following exclusions, exceptions and limitations: a) repair and maintenance necessitated by neglect,
misuse or improper operation of the monitors, Software, or d:v:cc, b) modification of monitors, sensors and Software without the express written
authorization of Vendor or as otherwise pmwdcd in the Product documentation; ¢) supplics, devices or electrical work external to the Vendor
monitors or not manufactured by or for Vendor; d) usc of sensors or other accessories other than those manufactured by or for Vendor and
distributed by Vendor; and ¢} use of the monitors and sensors for uses and/or in cnvironments for which they are not intended. For monitors
manufactured by third—parties and not sold under Vendor’s name or trademark, Vendor will pass on to Purchaser all terms and rights provided by
the manufacturer. Vendor is not responsible and will charge the Purchaser for repair, replacement, or maintenance necessitated by neglect, misuse,
improper operation, accident, fire, water immersion, vandalism, weather, war, or any Act of God, ard unauthorized nen~Vendor monitors attached
to Vendor monitors, or unauthorized modification of Vendor monitors or software. Warranty does not extend to any equipment, or software not
manufactured by or for Vendor and that does not have Vendor's hame or Trademark. EXCEPT AS OTHERWISE PROVIDED IN THE HPG
AGREEMENT WITH MASIMO, THE FOREGOING WARRANTY, IS IN LIEU OF AND EXCLUDES ALL OTHER EXPRESS OR IMPLIED
PRODUCT WARRANTIES, ARISING BY OPERATION OF LAW OR OTHERWISE, AND NO OTHER WARRANTIES EXIST, INCLUDING,
WITHOUT LIMITATION, THE IMPLIED WARRANTIES OF MERCHANTABILITY OR FITNESS FOR PARTICULAR PURPOSE. VENDOR
WILL NOT BE LIABLE FOR ANY INCIDENTAL OR CONSEQUENTIAL DAMAGES, EXPENSES, LOST PROFITS, OR OTHER
DAMAGES ARISING QUT OF THE USE OR INABILITY TQ USE THE EQUIPMENT AND SOFTWARE, EVEN [F VENDOR HAS BEEN
ADVISED OF THE POSSIBILITY OF SUCH DAMAGE. Some jurisdictions may not permit the limitation of liability under ¢ertain circumstances;
the foregoing limitations and exclusions are not applicable to the extent not permitted under the laws of the relevant jurisdiction,

Order Cancellation / Return Goods Policy
Describe the order canceltation or return goods policy for this agreement.

Returp Policy (non—warranty)
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Call Masimo Corporation at 1-800-362~-4890 and s¢lect option #2 to request an RMA aumber to return your product. Products must be unopened and in
original packaging. A restocking fee of 25% will be charged, subject to change by Masimo.

Return Policy (warranty returns)

Call Masimo Corporation at 1-800—362-4890 and sclect option #2 to request &n RMA number to return your product. Please clean contaminated/dirty
product before retumning and make sure it is fully dry before packaging the product. Package the product securely and enclose the following information and
itemns:

» A letter describing in detail any difficultics experienced with the product. Please include the RMA number in the letter.
»  Refercnce a contact person’s name, telephone, and or fax for any questions about the product.
* A certificats stating the oximeter or other product has been decontaminated for bloodbome pathogens.

»  Non—warranty equipment repairs require a purchase order.

All Products shall be subject to inspection and acceptance for up to ten (10} days after receipt by Purchaser, (the “Acceptance Period”} to confirm that
such Product, as delivered, performs in material compliance with its published specifications. Any Products which do not comply with Purchaser’s
purchase order; in any way fail to comply with the warranties provided under this Agreement; or are defective in any way at any time prior 10 the end of the
applicable Acceptance Period, may be rejected by Purchaser on written notice to Vendor irrespective of date of payment therefor. If Vendor has not
received such notice within the Acceptance Period, the Equipment is deemed accepted upon expiration of the Acceptance Period. Purchaser may hold any
Product rejected for reasons described herein pending Vendor's instructions, or Purchaser, by mutual agreement with Vendor, may return such Products to
Vendor at Vendor's expense, F.Q.B. Origin, Freight Collect.

9. Backorder/Fili Rates
What are the back order / fill rates for this agreement?
At least 95% fill rates

10.  Value Added Services
Describe any value—added services for the members on this agreement.
NA

Page E~4



1.

12.

13.

Bulk-Buy

Describe the bulk—buy program for this agreement.
NA

Price Tiers

Tier 2 = All HPG members
Tier I = IDN Tier identified as [ ... ***... ] hospitals committing to purchase a minimum of {...***...] of Masimo Pulse Oximetry products
(Direct or through Distribution)

What tier will new members be loaded to?

Tier 2, with the exception of members that previously executed Deferred Equipment Purchase Agreements whereby the terms of these
Agreements will remain in affect unless the parties agree to amend the Deferved Equipment Purchase Agreement.

How will vendor decide whether facility is in compliance with tier requirements?

Tier 2 requires no minimum compliance levels
Tier I is IDN committing a minimum of {... ***...] of their pulse oximetry purchases to Masimo. Any IDN not in compliance [...***...]
afier agreement will be reverted to Tier 1 pricing.

How often does vendor review compliance?
Quarterly
Describe grace period for compliance, if applicable.
f...***...] afier IDN agreement executed
What notification will vendors provide before changing a member’s tier designation?
30 days following written notice per the Contract Compliance process listed in Exhibit D of this Agreement

Define each tier on this agreement, including what compliance level a member must achieve to qualify. Please list the tiers in order from best to
worst.

Tier I = IDN Tier identified as [...***...] hospitals committing to purchase a minimum of [...***...] of Masima Pulse Oximetry products

(Direct or through Distribution)
Tier 2 = All HPG members

Letters Of Commitment {LOCs)

If this agreement requires an LOC please complete this section.
*Confidential Treatment Requested
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What are the benefits of signing the LOC? Please provide detail,

An LOC only applies to member Health Systems that include [ ... ***... ] hospitals who indicate that Masimo is their preferred oximetry supplier and commit
that a minimum of [...***...] of their oximetry purchases will be from Masimo.

What is the deadline for existing members to sign the LOC?
Anytime during the term of this Agreement
What is the deadline for new members to sign the LOC?
No deadline, anytime during the term of this Agreement
If this is a tiered agreement, what tier will 2 member be loaded to if they do not submit an LOC?
Tier 2
How often can a member submit & new LOC form with a new tier designation?
Anytime during the term of this Agreement
How long after the vendor receives an LOC will the distributor have pricing loaded?
30 Days
What's the cutoff period for the LOC after which a member cannot submit an LOC or receive best tier pricing?
NA
Should the LOC for this agreement be returned to HPG or the vendor?
LOC should be submitted to Vendor
Does the LOC require the signature of the vendor’s local rep?
It requires signature from the applicable Masimo Regional Vice President

Group Letters of Commitment

If this agreement has an option for Groups to sign an LOC complete this section. If there is & Group LOC option on this agreement, does it have
a separate LOC form?

An LOC only applies to member Health Systems that include ... *** .. ] hospitals who indicate that Masimo is their preferred oximetry
supplier and commit that a minimum of [ ... ***...] of their oximetry purchases will be from Masimo.
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15.

How is a group defined for commitment to this agreement?

identified as [...***...] hospitals indicating Masimo as their preferred pulse oximetry manufacturer of choice by committing to a
minimum of ... ***...] of their pulse oximetry purchases from Masimo

What are the benefits of a group commitment for this agreement?
Enhanced Pricing

Should the form be returned to HPG or the vendor?
Vendor

Standardization Incentive Program (SIP}

If this agreement has an SIP complete this section.
What are the benefits of participating for this agreement?

NA
Should the form be returned to HPG or the vendor?
NA

Group Standardization Incentive Program

If this agreement has a Group SIP complete this section.
What are the benefits for a group participating for this agreemeat?

" NA
Should the form be returned to HPG or the vendor?
NA

Other Forms

If this agreement has any other form complete this section.
If there are any other types of forms that a facility might need to sign, for example a CPRR or lease documem what are the benefits for an HPG
member of signing any other forms {aside from the LOC and/or SIP) on this agreement?

A Facility Agreement is available to assist in financing the Equipment.

If there arc any other types of forms that a facility might need to sign, for example a CPRR or lease document, should other forms (aside from
the
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18.

20.

21.

22,

LOC and/or SIP) related to this agreement be submitted to HPG or the vendor?
NA

Other Group Forms
If this agreement has any other group form complete this section.

What are the benefits for an HPG member group of signing any other group forms (aside from the LOC and/or SIP} on this agreement?

NA
Should other group forms (aside from the LOC and/or SIP) related to this agreement be submitted to HPG or the vendor?
NA
Strategic Sourcing Opportunities

For specific HPG members
" Please summarize the Strategic Sourcing opportunities for this agreement?

NA

Pricing Supplement

If there is capitated pricing, please provide pricing details and options.
NA

If there are upcharges, please provide details and options.
NA ‘

If there are other discounts, please provide details and options.
NA

If there are other loaner or instrument fees, please provide details and options.
NA

If there are any other fees, please provide details and options.
NA

Consignment
Describe the consignment policy and process for this agreement,
. NA

Formulary Program
Describe the formulary program for this agreement.
NA
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23.  Trade-In Policy
Describe the trade—in policy for this agreement
NA

24, Indigent Care program
Summarize the indigent care program for this agreement.
NA

25. Additional Contract Information

Please provide any additicnal contract information you believe would be of value to HPG membership that was not captured by any of the
specific questions.

Note the following provisions:

= Vendor shall not be liable for any infringement of intellectual property rights of third parties or for any liability, loss, damages, costs or expenses which
Purchaser may incur as a result of any injury, illness or death resulting from (a) alterations or modifications to the Products made by Purchaser or third
partics at Purchaser’s request and without the written approval of a Vendor executive vice president or chief executive officer, (b) electrical/electronics,
software/firmware, sensors, or product interface not fumnished by Vendor, (¢) combination of the Products with other apparatus or technology not furnished
by Veador, (d) use of Products in combination with products or components not supplied by Vendor, {¢) use of Products expressly prohibited under this
Agreement (if any), or (f) for any claims not related directly to the Products. The preceding Vendor indemnification obligations apply to claims arising cut
of Vendor SET or Rainbow SET technology contained in OEM Monitors or the combination of such technology with Vendor Sensors and Equipment.

. The Products contain Vendor proprietary software (the “Software™), trade sccrets and other proprietary information (collectively,
“Intellectual Property™). Vendor grants to Purchaser a non—cxclusive, non—transferable, perpetual license to use the Software and Intellectual Property in
connection with its use of the Products. This Agreement does not constitute a sale of the Software or any Intellectual Property. The Purchaser may not
reverse engineer, copy, modify, loan, rent, lease, assign, transfer, or sub~license the Software or Intellectual Property without Vendor's prior written
consent, which may be withheld at Vendor's sole discretion; any atternpt to do so will render the license null and void and the right to use the Software and
Intellectual Property invalid.

Limited Usc of Eguipment [...***...]
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[...***...]. HPG shall advise Purchasers that the monitors are not intended to be used by anyonc other than the Purchaser’s qualified and trained personnel
or third party maintenance personne] truined by Vendor (or trained in accordance with Vendor's maintenance processes in the case where Vendor trains the
trainer for the third party service provider). Except as is described in the applicable user documentation or pursuant to Vendor's maintenance training, the
Purchaser may not modify or connect other monitors to the Vendor monitors, including software, bardware and related instruments without Vendor's prior
written authorization, which authorization may be withheld at Vendor’s sole discretion. The Parties acknowledge that the monitors, Software, sensors and
related disposable accessories are intended for use for processes, procedures, experiments or any other uses for which are cleared for use by the Food and
Drug Administration (FDA).
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MASIMO PULSE OXIMETRY SUPPLY AGREEMENT
f+o.***...] DEFERRED EQUIPMENT PURCHASE PLAN

i
aee

HealthTrust Purchasin.é'Group Members
This Agreement is dated as of the, day of , 200__, (the “Effective Date”), by and between:

Masimo Americas, Inc. (“Masimo”™)
40 Parker
Irvine, CA 92618

and

(“Purchaser™)

[..***...] Whereas, the Purchaser and Masimo desire (o enter into an agreement pursuant to which Masimo will provide certain equipment to Purchaser
(the “Equipment”} in exchange for a sensor purchase commitment over the Term, as defined herein;
e

Now, therefore, for good and valuable consideration, the receipt of which is acknowledged, the parties agree as follows:

1. Purchase and Sale of Sensors,

Masimo shall sell to Purchaser and Purchaser shall buy from Masimo, under the terms and conditions of this Agreement, /... ***...] of pulse
oximetry sensors (hereinafter referred to as the “Sensor(s)”") during the Term, as defined herein.

2 Sensor Commitment; Additional Products.
[...***...] The attached Schedule 4 lists the price of the Sensors and Equipment (if applicable) sold and purchased hereunder and defines the

Annual Minimum Sensor Purchase Commitment from Purchaser for Purchaser's facilities as listed in Schedule 4, and is incorporated herein by
oy

Purchaser may make additional purchases by mutual agreement with Masimo upon execution of additional Schedules that reference this Agreement.
Masimo may inform Purchaser of new Sensors and products (“Additional Products”) that it wishes to make available to Purchaser after the
Effective Date of this Agreement by providing & wnitten notice of the availability of the Additional Products, the part oumber and the price for such
Additional Products. Masimo acknowledges that Purchaser is not obligated to purchase such Additional Products, but if Purchaser chooses to do so,
the terms of sale for such Additional Products shall be the terms set forth in this Agreement or per the terms of an amendment to this Agreement. No
change to the Annuzl Minimum Purchase Commitment, as defined on Schedule A, is made as a result of the addition of Additional Products unless
agreed to in writing by the parties through an amendment to this Agrecment. If any of the Additional Praducts are at a considerably higher price
point, the parties agree Lo renegotiate pricing and Masimo will submit these renegotiated priced products to Purchaser for written approval,

3. Terms of Sale,
[...***...] The attached Schedule B, describes the terms of sale of the Sensors and Equipment, and is incorporated herein by reference,
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[0 ]

This Agreement also incorporates all applicable provisions of the agreement entitled Purchasing Agreement, by and between Masimo and
HealthTrust Purchasing Group (the “GPO Agreement”) as set forth in Schedule C, No other terms will apply to this Agreement and any additional
or varying terms supplied by Purchaser with any order or otherwise shall be disregarded and ineffective. In the event of any conflict between the
terms of the GPO Agreement and those in this Agreement, the terms of this Agrecment shall control.

Invoice Payment,

Masime shall invoice Purchaser for Sensors as shipments of Sensors arc made.

Purchase Orders,

All Sensors purchased pursuant to this Agreement shall be implemented by Purchaser’s issuance of purchase orders to Masimo, No terms in such
purchase order shall amend or supplement the terms of this Agreement. This paragraph does not limit Purchaser’s obligation under the Annual
Minimum Purchase Commitment.

Jerm,

This Agreement is binding and effective as of the Effective Date set forth above. Purchaser’s obligation to buy Sensors and the start date for its
initial Annual Minimum Purchase Commitment {the “Start Date"™) shall be the earlier of (1) 60 days afier the Effective Date or (i1) the first

deployment of Equipment. This Agreement shall continue in effect until the anniversary of the Start Date (the “Term™). The parties shall
each make commercially reasonable efforts to deploy the Equipment within 45 days after the Effective Date.
Accepance,

The parties agree that Masimo's record of shipment/delivery and Purchaser’s acceptance of such number of Equipment shall be presumptive
evidence of such delivery and acceptance by Purchaser.

Press Rejease,

Either party may issuc a press release announcing the cxistence and general content of this Agreement and the reasons the Purchaser has chosen
Masimo, provided that the issuing party receives written approval from the other party in advance of its publication. Except for the press release or
as n:qmrcd by law, neither Party shall, without the other Party’s prior written approval, disclose any terms of this Agreement.

! Validity Pericd
The terms of this Agreement arc subject to Masimo's receipt of this Agreement exccuted by Purchaser on or before the _ day of
2007.

This Agreement is dated as of the Effective Date above,

Parchaser Masimo Americas, Inc.
By: By:
Print: Print
Title: Title:
Date: Date:
*Confidential Treatment Requested
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SCHEDULE A

[N
This Schedule applics to the following facilities (the “Facilities™, collectively, “Purchaser™): List the name of each Hospital Facility.

[

Masimo agrees to provide the use of the following Equipment and accessories to Purchaser at [...***._.] cost during the Term of this Agreement
(acquisition prices shown for information purposes only and are the price under the GPO Agreement).

MFR/ Extended
Bartd Item Description, - — Ay Unit Price il
Masimo 9031 Radical—7 Qximeter with LCD ‘Display, Masimo SET Sp02 and Rainbow * P L -
Lomwie s menaeen < SET.Pulse CO-Oximetry technology platform. Lo —ool womzm i, et D
Masimo 9086 Radical-7 Oximeter with TFT Color Display, Masimo SET Sp02 aad Rainbow SET Pulse

et e 20— Oxiretry technology platform ., _ et e+ e e in e g et e e e

Masimo 9030 —. _ Radical Handheld Oximeter with Masimo SET SpOZL...H VUV SO JUNUSISUF S SY O
Maxima 9021 . _ RDS1 Oximeter Docking Station with SatShare Capablllty _— . - -

Masimo 9023 ._. RDS3 Oximeter Docking Station . .. . .
Masimo 9015 ___ Rad—8 Oximeter w/ Masimo SET and Horizontal LED Dlsplay .
Masimio 9028 _ .. Rad~9 Oximetér w/.Masimo SET and LCD Display ... oo -
GE ~12949 _ ____ GE Solar/Tram Internal Upgrade to Masimo. SET. Sp02 . e e e
GE=13108 - ... GE Dask Iriternal Upgrade to Masimo SET Sp02 5. i e e

GE o GE Dinamap Internal Upgrade to Masimo SET Sp02 ____ o e . ] -
Welch Allyn . Weéich' Allyn Propaq Internal Upgrade.to Masimo SET SpOZ . - o - e« - o conin G & vt < Ve o i e B
Philips —1846______ Philips IntelliVue Masu'no SET Sp02 smglc parametcr module ... . » . [ I et
SUBTOTAL: Capital Equipment.... ... S S ST A 1L 1 N R T T T . SUBTOTAL
Masimo . .__ .. SatShare Cables . ... e . e - I N —
Masimo ... ...Mdunting Brackets = SutShared Redical OXIMEtess -« = oo o o rn - RN S i S
Masimo.2281 __ ___LNC 10" Dual-Key Patient Cable for Philips Intethuc Series . . . U T S
Masimno 2263 __ LNC 10’ Adapter Cable to Philips 12—pin “CMS$” §p02 Socket . . . o 2 -Zsafwcio — ol o e o
Masimo 2264 LNC 10! Adapter Cable to GE Conventional Sp02 Socket B . e e e - e Lo,
Masimo 12525____ProFox Software __. B C U U IR SN IPEY SIS |
Masimo 1795 _____ Tester for Masimo SET Sp02 a.ud Pulsc Ra.tc- U [

Masimo 1395.— — Radical Series HandBeld LOCKS - — —wmr -2 cmoae - ooen o de o o oo e oo+ m ot b e
Masimo 1863 . . LNCS DC-1 Adult Reusable FiogerSensor..,_ ... . ... .. . . | S g
Masimo 1864 . LNCS DC-IP Pediatric Reusable Finger Sensor el o v o wmave - om R amen e
Masimo 1896 ____ LNCS TF-I Reusable Forehead Sensor | _ . . . | L. s e v o o sy I-u__,,___,_,___wwy
Masimo 1895.__*.LNCS TC~L Tip Clip Reusablc Ear.Sensor ;.. LR IET G DA

SUBTOTAL: Accessories. .. .. .. .. ..... o
MaSimo .. ..ii . Installation and. Tmlmng Services. 7. i
Masimo ... .. ... Extended Warranty for Masimo Tabletop Oxlmctcrs S —
SUBTOTAL: Thstallation and. Warranty Services ..l f SUBTOTAL

TOTAL: Equipment, Accessories and Services TOTAL
Sensor Purchase Commitment: [...***...]
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Purchaser agrees to purchase Sensors in the minimum quantities set forth below cach year beginning on the Start Date or any anniversary thereof (the
“Annual Minimum Purchase Commitment”) during the Term of the Agreement.

Part Bascline Guaranteed
Nomber _  Description ,anmx,,,____(hantinf_w it Price . Extended Price
1859. 5. 7 LNCS ADT Adult Adhesive SERSOE. ~ 7 oo 8T .t oo i oot oen oo st i rerere B e 8 g™ ] - o -+ $.. —]
1860 WLNCS PDT Pediatric Adhesive S . : ‘ e O S [ ,_S________—
1861557 " LNCS INF-L Tnfant AdBesive SENS0T i . st St b od oo s G s [AEEL I Sy
1862 LNCS NEO-=L Neonatal Adhesive Sensor i . , N 0. .S[.0 l,m.,...sh_.,__._“—_‘
190157 < LNCS NEO=PT Neonatal SofTouch Adhesive Sensor..... ... RN RIS | V. [-—--—~ -l S =l
TOTALS: 0 0 s —_

ik

Sites: This Agreement is based on Purchaser’s agreement to convert pulse oximetry sites at the Facilities to utilize Masimo Sensors. Purchaser agrees
to use best efforts to make all its clinicians who will be using the Equipment available for on~site training or to complete Masimo’s online e—Leaming
tutorial in the use of Masimo SET eximetry and Sensors.

Annval Minimum Purchase Comupitment. Purchaser may adjust the mix of adhesive sensors purchesed from the quantities listed in the above table
provided the Annual Minimum Purchase Commitment in “dollars” is achieved. {...***...]

The value of any Equipment provided by Masimo to Purchasers may be considered to be a discount, rebate or other reduction in price to the Sensors
obtained under the Agreement. Purchasers may have an obligation to disclose and/or appropriately reflect any such discounts, rebates or price reductions in
any costs claimed or charges made to Medicare, Medicaid, or health insurers requiring disclosure by separately stating Purchaser's costs for Equipment and
Senscrs. A worksheet for Purchaser to calculate its equipment and supply costs under this Agreement is available through the HealthTrust Purchasing Group
SCRUBS website or by calling Customer Service for HealthTrust Purchasing Group (888-222~1172).
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SCHEDULE B
TERMS AND CONDITIONS

1. [...*%s...] Equipment Ownership, Purchaser acknowiedges that Masimo has and retains title to the Equipment until Purchaser has met all its
obhgarrons under the contract, including the aggregated Annual Minimum Purchase Commitment. Title (o the Equipment automatically transfers to
Purchaser on completion of all such obligations.

[.*.]

[-- ..] Purchaser will not sell, assign, sublet, transfer, abandon, part with contract, create, incur, assume or suffer to exist any claim mortgage, pledge,
l:en. secunty interest or other chargc or encumbrance of any kind upon or with respect to the Equipment or any part thereof or any of Purchaser’s rights
under this Agreement, without Masimo's written consent. Masimo shall have the option to make, and require Purchaser to execute, any and all information
and/or lien filings Masimo deems appropriate under the Uniform Commercial Code to perfecta sccu.rity interest in the Equipment. During the term of this
Agreement, Purchaser shall bear the entire risk of loss and damage to the Equipment from any and every cause whatsoever, except for acts by Masimo.
Except for loss of use caused by a Masimo material breach of contract that is not timely cured, no loss or damage to the Equipment (or any part thereof), or
any failure of operation, shall impair any obligations of Purchaser (including, without limitation, payment obligations) under this Agreement, which shail
continue in full force and effect.

2. Software License Grant. The Sensors and Equipment contain Masimo proprictary software (the “Software™), trade sccrets and other proprietary
{nformation (collectively, “Intellectual Property”). Masimo grants to Purchaser a non—cxclusive, non—transferable, perpetual license to use the Software
and Intellectual Property in connection with its suthorized use of the Equipment and Sensors. This Agreement does not constitute a sale of the Software or
any Intellectual Property. The Purchaser may not reverse engineer, copy, modify, loan, rent, lease, assign, transfer, or sub—license the Software or
Intellectual Property without Masimo's prior written consent, which may be withheld at Masimo's sole discretion; any attempt to do so will render the
license null and veid and use of the Software and Intellectual Property invalid.

3. Confidentiality. Neither party shall disclose to any unrelated third party or to any related party that is not bound by the obligations of confidentiality sat
forth herein or in its applicable participation agreement with HealthTrust Purchasing Group, or use for any purpose other than performance of this
Agreement any information and proprictary material disclosed to it without the prior written consent of the disclosing party. The cbligations of
confidentiality shall not apply to information that at the time of disclosure or subsequently (i} is a matter of general public knowledge other than by a breach
of this Agreement, (i} is rightfully communicated to the recipient free of any obligation of confidence, or (i) is made public by the disclosing party; or to
information that is required to be disclosed by applicable law, provided however, that the recipient shall promptly notify the disclosing party of such
requirement.

4. Limited Use of Equipment. [... ..] The monitors are not intended to be used by anyone other than the Purchaser’s qualified and trained personnel or
third party maintenance personnel tramcd by Masimo (or trained in accordance with Masimo's maintenance processes in the case where Masimo trains the
trainer for the third party service provider). Except as is described in the apphcablc user documentation or pursuant to Masimo’s maintenance training, the
Purchaser may not modify or connect other monitors to the Masimo monitors, including software, hardware and related instruments without Masime's prier
written authorization, which authorization may be withheld at Masimo's sole discretion. The Parties acknowledge that the monitors, Software, sensors and
related disposable accessories are intended for use for processes, procedures, experiments or any other uses for which are cleared for use by the Food and
Drug Administration (FDA).

5. Deliverv; Pavment. Prices are shown on Schedule A and are FOB shipment origin, with freight and packaging added to invoice. Risk of loss shall pass
to the Purchaser FOB shipment origin. Purchaser shall pay all sales, use, property, excise, import or export, value added or similar taxes (except Masimo’s
income or franchise taxes) levied upon the delivery, transport, use or possession of the products. Payment terms are net 30 days from shipment date, Service
charges of 1 1/2 % per month or the maximum rate permitted by law, if lower, may be charged on past due amounts. Masimo reserves the right to make
partial deliveries. The carrier shall not be construed to be an agent of Masimo. Masimo shall not be held respensible for delays by carrier to make deliveries
for any causc.

6. Service, Installation and Training, Installation and training are scheduled by mutual consent between Masimo and the Purchaser. Telcphonc support is
provided to the Purchaser twenty—four (24) hours per day, seven (7) days per week. If the Purchaser experiences difficulty using the Equipment or sensors
the Purchaser should call Masime's telephone support number.

7. Masimo warrants that the Masimo Equipment, Sensors and other accessories provided will materially conform to the
published product spemﬁcatmns of Masimo and be free from material defects in materials and workmanshlp [...***...]. Provided that payments are current
and Purchaser is not otherwise in breach of this Agreement, Masimo’s obligation'if any- Masimo Equipment, :
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Sensors or other accessories found upon examination by Masimo, to be defective during the warranty period shall be limited to repair or replacement. This
warranty is subject to the following exclusions, exceptions and limitations: a) repair and maintenance necessitated by damage, neglect, misuse or improper
operation of the Equipment, Software, or device; b) modification of Equipment, Sensors and Software without the express written authorization of Masimo;
¢} supplies, devices or electrical work external to the Masimo Equipment or not manufactured by Masimo; d) use of sensors or other accessories other than
those manufactured and distributed by Masimo; and ¢) use of the Equipment and Sensors for uses andfor in environments for which they are not intended.
For Equipment manufactured by third—parties, Masimo will pass on to Purchaser all terms and rights provided by the manufacturer. Masimo is not
responsible and will charge the Purchaser for repair, replacement, or maintenance caused by damage, neglect, misuse, improper operation, accident, fire,
water, vandalism, weather, war, or any Act of God, and unauthorized Equipment attached to Masimo Equipment, or unauthorized modification of Masimo
Equipment or software. Warranty does not extend to any equipment, or software not manufactured by Masimo. THE FOREGOING WARRANTY IS IN
LIEU OF AND EXCLUDES ALL OTHER EXPRESS OR IMPLIED WARRANTIES, ARISING BY OPERATION OF LAW OR OTHERWISE, AND
NO OTHER WARRANTIES EXIST, INCLUDING, WITHOUT LIMITATION, THE IMPLIED WARRANTIES OF MERCHANTABILITY OR
FITNESS FOR PARTICULAR PURPOSE. MASIMO WILL NOT BE LIABLE FOR ANY INCIDENTAL OR CONSEQUENTIAL DAMAGES,
EXPENSES, LOST PROFITS, OR. OTHER DAMAGES ARISING OUT OF THE USE OR INABILITY TO USE THE EQUIPMENT AND SOFTWARE,
EVEN IF MASIMO HAS BEEN ADVISED OF THE POSSIBILITY OF SUCH DAMAGE,

8. Indemnuification.

8.1 Bodily Injury. Masimo will defend, indemnify and hold Purchaser harmless against any and all liability, loss, damages, costs or expenses that Purchaser
may hereafter incur, as a result of any injury, illness or death of any person which 1s caused by any Products, to the extent that such injury, illness or death
resulted from (i) Masimo's design or manufacture of the standard Products or (ii) failure of any Product at the time of shipment to Purchaser to materially
comply with its published specification. “Product(s)” means any Sensors, accessories and Equipment provided to Purchaser under this Agreement, including
without limitation third party monitors that contain Masime SET or Rainbow SET technolegy under license from Masimo (“OEM Moaiters™).

8.2 Infringement. Masimo will defend, indemnify and hold Purchaser barmiless against infringement or alleged infringement directly resulting from
standard Products furnished under this Agreement, of any patent, copyright, trademark, trade secret, or any other proprietary right of any third party. In the
event of such claim, Masimo may, at its sole discretion, (i) modify the particular Product to make it non—infringing, (ii) obtzin a license to allow the
continued use of the Product, or (iii) terminate this Agreement, and take possession of and refund all fees paid for the infringing Products.

8.3 Exclusions. Masimo shall have no lability or responsibility of any kind to Purchaser under this Section (“Indemnification™) unless Purchaser

(i) promptly notifies Masimo of such claims, (ii) gives Masimo an adequate opportunity to defend, including complete control of such defense, and

(iii) provides reasonable assistance to Masimeo, at Masimo's expense and request, in connection with the defense and setttement of any such claim. Masimo
shall have oo liability for settlements made without Masimo’s express written consent. Should Purchaser desire to bave its own counsel participate in any
such action, the cost of such counsel shall be exclusively Purchaser's. Notwithstanding the above, Masimo shall not be liable for any infringement of
intellectual property rights of third parties or for any liability, loss, damages, costs or expenses which Purchaser may incur as a result of any injury, illness
or death resulting from (a) alterations or modifications to the Products made by Purchaser or others (or by Masimo, in the case of an infringement claim) at
Purchaser’s request, (b) electrical/clectronics, software/firmware, sensors, or product interface not furnished by Masimo, (¢) combination of the Products
with other apparatus or technology not furnished or, in the case of infringement ¢laims, specified in writing by Masimo, (d) use of products or components
not supplied by Masimo, (¢} use of Products not permitted under this Agreement, or (f) for any claims not related directly to the Products. The preceding
sentence does not exclude Masimo’s indemnification obligations for claims arising out of Masimo SET or Rainbow SET technology contained in OEM
Monitors or the combination of such technology with Masimo Sensors end Equipment. If Masimo fails to assume its obligation to defend Purchaser, then
Purchaser may do so to protect its interest and seek reimbursement from Masimeo.

9. Termination. In the event of a breach of a material obligation of this Agreement by either party, the other party will provide written notice including all
supporting documentation of the breach. If the breach is not cured within thirty (30) days of receipt of such notice (ten (10) days in the event of breach of
payment obligations), the notifying party shall be entitled, in addition to all other remedies available to such party, to terminate this Agreement for cause
and without penalty by providing written notice in accordance with the Agreement. Termination of this Agreement for material breach shall be without
prejudice to all accrued rights and remedies the parties may have, and shall not affect any continuing rights and obligations the parties may have under this
Agreement. All payments made before the date of termination are non—refundable, Purchaser shall pay any outstanding balances due Masimo for services
performed or products delivered prior to termination, except for those, if any, that are related to Masimo’s breach. [...***...].

10. Power and Authority: Amendments. Masimo and Purchaser cach represent to the other that each has full and complete power and authority to execute
this Agreement and that this Agreement constitutes 2 valid and binding obligation of Masime and Purchaser, respectively, entorceable in accordance with its
terms. Amendments to this Agreement (other than the addition of Additional Products), which includes without limitation any additional terms not set forth
herein, may only be made via a written amendment signed by Masimo and by Purchaser, Oaly an executive vice—president or the president of Masimo has
the authority to sign this Agreement or any amendment or schedule hereto.

it. General This Agreement contains the entire understanding between Masimo and the Purchaser and supersedes all prior understandings, written or oral,
regarding the subject of this Agreement. Notwithstanding anything else herein to the contrary, some or all of Masime’s rights under this agreement may be
assigmed to a third party for purposes of financing, an affiliate, or a successor in interest resulting from a merger or acquisition. If any provision of these
Terms and Conditions is found to be unenforceable, it will not affect the validity of the remainder of these Terms and Conditions, which shall remain valid
and enforceable according to the terms hereof, This Agreement shall not be binding until approved by Masimo at its home office, The courts and substantive
faws of the states of both partu:s home offices shall have non~exclusive jurisdiction to resolve any disputes between the parties. The prevaxlmg party in any
litigation between the parties shall receive from the other party all reasonable costs incurred by the prevailing party, including attorneys® fees. This
Agreement may be signed by facsimile copies and in counterparts.

*Confidential Treatment Requested
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SCHEDULE C
ADDITIONAL TERMS APPLICABLE TO HPG PURCHASERS

This Agreement incorporates by reference all applicable terms and conditions from the sections of the GPO Agreement identified below:

7.0

8.0

9.0

10.0

110

12.0

14.0

15.0

17.0

Vendor Delivery Pecf C Servi

ki Risk of Loss. Frzight C1

Insurance

Order Cancellation (as to specific orders and not as to this Agreement in its entirety)

Books R | { Compli Requi
(exciuding Sections 17.2.5, and 17.3 - 17.7)

By mutual agreement with Purchaser, Masimo may include the actual terms listed above in licu of incorporating them by reference. If Masimo needs to
disclose the terms of this Agreement in the course of its business, such terms shall not be deemed confidential to HPG for purposes of such disclosure.

Impliementation. Masimo will use commercially reasonable efforts to deliver and distribute all squipment listed in Schedule *A” including pulse oximeters
and internal upgrades or replacements in accordance with a mutually agreed upon implementation schedule. The parties agree to use commerciatly best
efforts to jointly develop and complete an implementation plan that is comprehensive, but also includes the efficient use of Purchaser’s resources to
complete the process in an agreed upon, expeditious timeframe. Masimeo will provide 2 comprehensive training program for designated staff for all products
provided. Purchaser will designate a Project Manager with responsibility for high level planning and coordination of the Implementation with the Masimo

Project Manager.
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AMENDED AND RESTATED CROSS-LICENSING AGREEMENT
THIS AMENDED AND RESTATED CROSS—LICENSING AGREEMENT (the “Agrecment™), effective as of January 1, 2007 (the “Effective
Date'™), is an amendment and restatement of the CROSS-LICENSING AGREEMENT originally made and entered into as of the 2nd day of May, 1998 (as

subsequently amended, the “Original Agreement"”), by and between MASIMO LABORATORIES, a Delaware corporation (“LABS™), and MASIMO
CORPORATION, a Delaware corporation (“MASIMO™), with reference to the following:

BRECITALS
A MASIMO has developed a technology (“MASIMO Technology™ as defined herein). MASIMO Technology incorporates circuitry and software
which, among other things, acquires and detects signals generated by red and infrared LEDs, and which is designed to extract arterial oxygen saturation and
pulse rate values from such signals.
B. Pursuant to the Original Agreement, as previously amended, LABS has an exclusive license to MASIMO Technology for certain applications.

C. Pursuant to the Original Agreement, as previously amended, LABS has a license to make, use and sell devices which incorporate MASIMO
Technology subject to certain restrictions for distribution throughout the world.

D. Pursuant to the Original Agreement, as previously amended, MASIMO has an option to license to certain technology developed by LABS for use
in blood glucose monitoring and total hemoglobin/hematocrit applications, and MASIMO desires to have an option to license certain technology developed
by LABS for use in certain other Non—Vital Signs Monitoring in the professional caregiver market.

E. MASIMO has acquired substantial Know—How (as defined below) in extracting signals from signals contaminated by noise.

F. MASIMO has acquired and expects to continue to acquire a reputation for excelience, and its trademark has and will continue to acquire valuable
goodwill.

G. Labs bas acquired substantial Know—How (as defined below) in extracting signals from interfering signals.
H. Labs has acquired and expects to acquire a reputation for excellence.

I. MASIMO and LABS entered into three amendments of the Original Agreement relating to increasing funding to LABS and extending the period
for execution of the option to license certain technology developed by LABS.

J. MASIMO and LABS entered into a Fourth Amendment to the Original Agreement to enable MASIMO to have its option to blood glucose
monitoring and total hemoglobin/hematocrit applications be separately exercisable and to obtain 4 license to carboxyhemoglobin and methemoglobin, which
Fourth Amendment superseded al earlier amendments to the Agreement.




K. The Parties desire to enter into this Agreement to amend and restate the Original Agreement and the terms of the Fourth Amendment, to include
additional terrns, and to have this Agreement supersede the Original Agreement and the Fourth Amendment.

NOW, THEREFORE, it consideration of the premises and the mutal covenants set forth in the Original Agreement and hereinafier set forth, LABS
and MASIMO hereby agree as follows:

L DEFINITIONS. As used in this Agreement, the following terms, whether used in the singular or the plural shall have the following meaning:
1.1, Accessory means cables or any other accessories manufactured by a Party for use with any of the Products.

1.2. Affiliate means, with respect to each Party, any legal entity that is, directly or indirectly, controlling, controtled by or under common
coatrol with the Party. For purposes of this definition, a Party shall be deemed to control another entity if it owns or controls, directly or indirectly,
more than fifty percent (50%) of the voting equity of the other entity {or other comparable ownership intarest for an entity other than a corporation).

1.3. Average Selling Price means the total amount, in dollars (based upon the first sale to arms—length customers), for a device, sensor,
accessory or other product divided by the number of devices, sensors, accessories or other products sold during the relevant period, or quarterty if ot
otherwise stated, on a product—by—product basis.

1.4. Change ip Control means, with respect to a Party, the occurrence of any of the following: (i) the direet or indirect sale, transfer, conveyance
or other disposition (including by merger, consolidation, operation of law or otherwise), in one or a serics of related transactions, of all or
substantially all of the properties or assets of such Party to a non—Affiliate third party; (ii} any non—Affiliate third party becomes the ultimate
beneficial owner, directly or indirectly, of 50% or more of the voting power of the voting stock of such Party; (iii) Joe E, Kiani is not the CEQ of
either company; or (iv) such Party consolidates with, or merges with or into, any third party, or any third party consolidates with, or merges with or
into such entity.

1.5. Distgbutor means, as applicable, (i} a party that markets LABS Licensed Devices or Stand Alone Licensed Devices to End—Users on
behalf of LABS, (ii) a customer of LABS that buys LABS Licensed Devices or Stand Alone Licensed Devices from LARBS, private labels such
devices, and markets such LABS Licensed Devices or Stand Alene Licensed Devices to End—Users, (iii) a party that markets MASIMO Licensed
Devices to End—Users on behalf of MASIMO, or (iv) a custotner of MASIMO that buys MASIMO Licensed Devices from MASIMO, private labels
such devices, and markets such MASIMO Licensed Devices to End—Users.

1.6. Enabled means that a parameter is actually activated such that it measures the parameter when an appropriate sensor is attached.
1.7. End User is, as applicable, & direct user of LABS Licensed Devices, Stand Alone Licensed Devices or MASIMO Licensed Devices.
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1.8. [mprovement means any invention, adaptation, modification or change, except for those that are purely acsthetic as trade dress.

1.9. LABS Combo Device means a LABS device that incorporates Masimo Technology for monitoring Non~Vital Signs Parameters and Vital
Signs Parameters.

1.10. LABS Confidential Information means confidential information and proprietary material of LABS, including, but not limited to, (i) the
LABS Tecb.uology, (it} any Improvements, patents, copyrights, trade secrets, and any other intellectual property and proprietary rights owned by
LABS in accordance with Article 11, and (iii) the following types of information and other information of a similar nature: ideas, concepts, materials,
techniques, models, data, designs, documcmanon, flow charts, budgets, projections, forecasts, marketing and development plans, commumnication
protocols and testing procedures.

1.11. LABS Licensed Devige means a LABS’ device (finished product, chipset or board containing circuitry or software, software, or any
combination) that incorporates Masimo Technology for monitoring Non—Vital Signs Parameters or a LABS Combo Device.

1.12. LABS Market means any product market in which the product is intended to be used by a patient or pharmacist rather than by a
professional medical caregiver, regardless of the particular location of the sale. For example, the LABS Market includes sales to doctors, hospitals,
EMS professionals or otherwise, provided the product is intended to be recommended, or resold, for use by the patient or pharmacist.

1.13. LABS Technolpgy means any of the following Rainbow Technology rights (i) owned by LABS as of the Effective Date, or (i) developed
or conceived by LABS during the Term and owned by LABS in accordance with Article 11: Technical information, inventions, concepts, products,
components, trade sccrets, know—how, techniques, designs, processes, communications protocols, software, Improvements, whether patentable or not,
patents, patent applications, including any patents issuing thereon and any and all divisions, continuations and continuations—in—part thereof, and any
and all reissues and reexaminations of any such patents, copyrights, copyright registrations ‘and applications, and all other intellectual property rights.
LABS Technology excludes (i) any technology owned by a third party and licensed to LABS, and (ii) the MASIMO Technology. Notwithstanding
Section 11.3, Labs Technology also includes the glucose measurement technology acquired from Argose.

1.14. Current Licensed Device means a device that incorporates Rainbow Technology for measurement of carbon monoxide (HbCO),
methemoglobin (HbMet), total hemoglobin and/or fractional arterial oxygen saturation (whether Enabled or not). A Current Licensed Device includes
boards or software for integration into devices of third parties, such as original equipment manufacturers.

1.15. MASIMO Board means a circuit board or chip set manufactured or distributed by or for MASIMO, that incorporates MASIMO
Technology, and/or Rainbow Technology and/or Optioned Technology.

1.16. MASIMO Confidential Infonmation means confidential information and proprictary material of MASIMO, including, but not limited to,
(i) the MASIMO Technology,



(ii) any Improvements, patents, copyrights, trade secrets, and any other intellectual property and proprietary rights owned by MASIMO in accordance
with Article 11, (iii) the MASIMO Software, and (iv) the following types of information and other information of a similar nature: ideas, concepts,
materials, techniques, models, data, designs, documentation, flow charts, budgets, projections, forecasts, marketing and development plans,
communication protocols, and testing procedures.

1.17. MASIMO Licensed Device means a Current Licensed Device or an Optioned Technology Device.

1.18. MASIMO Licensed Trademarks means the MASIMO SET, Rainbow, and other Rainbow related product designation and word mark(s)
set forth on Exhibit B.1.

1.19. MASIMO Market means any product market where the product is intended to be used by a professional caregiver, including but not
limited to hospital caregivers, surgicenter caregivers, paramedic vehicles caregivers, doctor’s offices caregivers, EMS facilitics caregivers and
vehicles where emergency medical services are provided.

1.20. MASIMO Sensor means a sensor manufactured or distributed by or for MASIMO for use in SpO2 Measurement and/or Non—Vital Signs
Monitoring.

1.21. MASIMO Product Design means all product design rights other than those that are purely aesthetic, including industrial designs, tooling,
process and manufacturing designs, all for products that include Masimo SET.

1.22. MASIMO SET has the meaning set forth in Exhibit A.

1.23. MASIMO Software means any and all computer/instrument software and/or firmware owned by MASIMO that is used or useful in
connection with MASIMO Technology for use in Vital Signs Monitoring or Non—Vital Signs Mogitoring, including any and all Improvements
thereto, all in source code and object code format, and all written documentation relating to such software.

1.24. MASIMO Technology means any of the following MASIMO SET, Masimo Product Design rights, or Masimo Sensor rights, as initially
licensed to LABS on May 2, 1998, as the same has been Improved by MASIMO since that time, (i) owned by MASIMO as of the Effective Date, or
(ii} developed or , conceived by MASIMO during the Term and owned by MASIMO in accordance with Article 11: technical information, inventions,
concepts, products, components, trade secrets, know—how, techniques, designs, processes, communications protocols, whether patentable or not,
patent applications, copyright applications, patents, copyrights and all other intellectual property. MASIMO Technology excludes (i) any technology
owned by a third party and licensed to MASIMQ, and (ii) the Rainbow Technology.

1.25. Net Selling Price of a Product means the total sales revepue for such Product {including any amouats for rental or leasing of such
product), excluding charges for returns, rebates, credits, post—sale adjustments, including adjustments for doubtful accounts, outbound prepaid or
allowed transportation charges, sales taxes, tariffs or duties directly imposed with reference to particular sales or similar items.

1.26. Nop—Vital Signs Monitoring means non—invasive measurement Non—-Vital-Signs Parameters using Masimo Technology.
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1.27. Non~Vital-Signs Parameter means any noninvasive or minimally invasive measurement of body fluid constitnents other than Vital Signs,
including, but not limited to, blocd glucose, fractional arterial oxygen saturation (defined as the correction to SpO2 by eliminating one or more
dysfunctional hemoglobins (: e., CO, methemoglobin and/or [...***...]), total hemoglobin, hematocrit, carbon monoxide (HbCO), methemoglobin
(HbMet), [...***.. ], bilirubin, [...***...].

1.28. Optioned Techpology means LABS Technology developed using MASIMO Technology and Improvements owned by Labs for use in
Noor-Vital Signs Monitoring other than moritoring of carbon monoxide (HbCO}, methemoglobin (HbMet), total hemoglobin and/or fractional arterial
oxygen saturation.

1.29. Optioned Technology Device means a device that incorporates Rainbow Technology for measurement of any Non—Vital Signs Parameter
(whether Enabled or not) for which MASIMO has exercised one or more of the options under Section 4.1. An Optioned Technology Device includes
boards or software for integration inte devices of third parties, such as original equipment manufacturers (OEM).

1.30. Pamameter means a Vital Signs Parameter or a Non—Vital-Signs Parameter, as applicable.
1.31. Party means LABS or MASIMO; Partjcs means LABS and MASIMO.

1.32, Products means {i) in the case of MASIMO, MASIMC Boards, MASIMO Sensors and Accessories, and (ii) in the case of LABS, LABS
Licensed Devices and Stand Alone Licensed Devices.

1.33. Rainbow Sensor means a sensor incorporating Rainbow Technology for measuring Non—Vital—Signs Parameters and possibly one or
more Vital Signs using Masimo Technology.

1.34. Rainbow Technology means LABS technology for Non—Vital Signs Monitoring using Masimo Technology and at least 6 wavelengths.

1.35. SpQa Measurement means noninvasive measurement of arterial oxygen saturation (accounting for at least Hb and HbO:z ), fractional
saturation, plethysmographic waveforms, and/or pulse rate from neonate, pediatric and adult subjects.

1.36. S1apd Alope Licensed Devices means LABS® complcted patient monitor devices that are not capable of Non—Vital Signs Monitoring but
that incorporate a MASIMO Board as the exclusive method to obtain SpO2 Measurement.

1.37. Standard Cost, or Cost, means the cost for direct materials and labor, overbead and administration, in accordance with generally accepted
accounting principles.

1.38. ¥ital Signs Monpitoring means measurement and/or monitoring of Vital Signs Parameters.

*Confidentizl Treatment Requested



1.39. Vil Signs Parameters means SpOz, peripheral venous oxygen saturation, mixed venous oxygen saturation, fetal oximetry, Sudden Infant
Death Syndrome (*SIDS™), ECG, blood pressure (non—invasive blood pressure, invasive blood pressure and continuous non—invasive blood
pressure), temperature, respiration rate, CQOz, SvOy, pulse rate, respiration rate, cardiac output, EEG, perfusion index {“PI™), depth of anesthesia,
cerebral oximetry, tissue oximetry and/or EMG, and associated features derived from these parameters, such as 3D Alarms, Pleth Variability Index
(“PVT™}, and other features.

Z LICENSE GRANTS
2.1. Licenses Granted to LABS.

2.1.1. MASIMO grants to LABS an exclusive (including of MASIMO, subject to Section 2.2.1), royalty—bearing, perpatual, worldwide
license (i) to use the MASIMO Technology to develop Non—Vital Signs Monitoring and to develop LABS Licensed Devices, (if) to make, have
made, use, offer to sell and sell LABS Licensed Devices , including on an OEM basis, (iii) to sublicense MASIMO Technology for the
development of or for use in Non—Vital Signs Monitoring and LABS Licensed Devices, and (iv) to sublicense the use, manufacture and sale of
LABS Licensed Devices.

2.1.2. MASIMO further grants to LABS an exclusive, perpetual, worldwide license (i) to copy, modify, and make derivative works of the
MASIMO Software for incorporation inte LABS Licensed Devices, (ii) to distribute the MASIMO Software in conjunction with a transfer of a
LABS Licensed Device to End—Users and Distributors, and (iii) to sublicense the right to copy and modify the MASIMO Software for
incorporation into LABS Licensed Devices,

2.1.3. MASIMO further grants to LABS the non—exclusive right to incorporate MASIMO Boards inte LABS Licensed Devices and Stand
Alene Licensed Devices and to make, have made, use and seil the same (including, but not limited to, in a private label contract which does not
include LABS name, but which includes MASIMO's name as provided herein), in the case of Stand Alone Licensed Devices, outside the
MASIMO Market. LABS shall also have the right to sublicense to one Affiliate only its rights under this Section, provided that, (i) LABS shall
procure that such Affiliate complies with the terms and conditions of this Agreement, and (i) LABS and such Affiliate shall be jointly and
severally liable for any non—performance or breach by such Affiliate. -

2.1.4. Masimo further grants the option, for distribution inside the Labs Market, to Labs to license or obtain any and all additional Vital
Signs parameters that MASIMO develops during the course of this Agreement on terms no less favorable than any other third party non—exclusive
licensee. In the event that Masimo does not have a license with any other third party, then Masimo agrees to negotiate for a license for such
parameters with LABS in good faith, This option does not apply if Masimo licenses the additional Vital Sigo Parameter on an exclusive basis to a
third party prior to Labs exercising this option.

2.1.5. LABS agrees to distribute and to have its sublicensees distribute (i) Stand Alone Licensed Devices and (ii) LABS Licensed Devices in
conjunction with and by providing the end—user with an end—user agreement materially equivalent to the “License Agreement” that is attached
tereto as Exhibit D.



2.1.6. LABS’ license under this Agreement does not include the right to sell MASIMO Boards or MASIMO Sensors on an OEM basis
except in connection with an OEM sale for integration in LABS Licensed Devices, or in connection with a sublicense of Stand Alone Licensed
Devices.

2.2. Licenses to MASIMO.

2.2.1. License Back to Masimo. I.ABS grants back to MASIMO a non—exclusive royalty—bearing, worldwide license (i) to use the
MASIMO Technology to develop, Non—Vital Signs Monitoring, (ii) to make, have made, use, offer to sell and sell products incorporating any
such developed Non Vital Signs Monitoring for distribution solely outside the LABS Market. Labs consents to any agreement entered by Masimo
prior to the date of this Agreement, relating to Non—Vital Signs products

222, e saturation, LABS grants to MASIMO a license to make,
have made, use, offer to sell and sell Cu.rrcnt Llcensed Dc\'lccs only (1) for d.lStI'lb‘L'lElOﬂ outside the LABS Market, and (ii) to LABS. Such license is
exclusive (on a parameter—by—parameter basis) in the MASIMO Market until the later of (A) 20 years from the Effective Date or (B) expiration of
the last to expire of any LABS patents covering the applicable parameter. Such license shall include the right to sell Current Licensed Devices on
an OEM basis,

2.2.3. License to Rainbow Sensors. LABS further grants to MASIMO a license to make, have made, use, offer to sell and sell Rainbow
Sensors enly (i) for distribution outside the LABS Market, and (i) for sale to LABS. Such license is exclusive in the MASIMO Market until the
later of {A) 20 years from the Effective Date, or (B} expiration of the last to expire of any LABS patents covering the Rainbow Scnsors.

2.3. Trademarks, Lewends and Logos.

2.3.1. No Implied License. Each of LABS and MASIMO agrees to include the following legend on the exterior of or in manuals or other
documentation provided with products that contain technology licensed from the other Party which it sells directly.

NO IMPLIED LICENSE

Possession or purchase of this device does not convey any express or implied license to use the device with replacement parts which
would, alone, or in combination with this device, fall within the scope of one or more of the patents relating to this device.

A sample label is shown in Exhibit B. LABS agrees to use reasonable commercial efforts to cause all sublicensees to include this or a similar
legend on devices containing MASIMO Technology or in the use manuals or other documentation shipped with such instruments.

2.3.2. Trademark License Crant by MASIMQ. MASIMO bereby grants to LABS a nonexclusive license, including the right to grant
sublicenses, to use the MASIMOQ Licensed Trademarks in connection with the Labs Licensed Devices and Stand Alone Licensed Devices, and in
connection with the design, manufacture, distribution, advertisement, promotion, sale and offering for sale of such devices; provided,
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however, that such trademarks are used to indicate the source of incorporated technology and do not indicate that MASIMO is the manufacturer of
any such devices,

2.3.3. Ouality Control—Devices. LABS agrees that any products bearing any Masimo Licensed Trademark shall be of a high standard of
quality, so as to protect and enhance the goodwill pertaining to the Licensed Trademarks. Masimo has the right to inspect the manufacturing and
distribution points of LABS for products bearing Masimo Licensed Trademarks, at any reasonable time, to ensure the ongoing quality of any
product bearing that Party's Licensed Trademarks, Should Masimo at any time determine that the quality of any product bearing a Masimo
Licensed Trademark does not adhere to these quality standards, Masimo will provide written detailed notice to LABS. LABS shall have three
months from such notice to bring the quality of such product up to standard or to cease any further use of the Masimo Licensed Trademark in
connection with the promotion or sale of such device or product until MASIMO has indicated that it is satisfied that the deficiencies in quality of
the particular product has been corrected. For any sublicenses granted under the Masimo Licensed Trademarks, LABS agrees to use reasonable
commercial efforts to coordinate quality control consistent with this Section over the manufacture, advertisement, promotion and sale of any
products offered by the sublicensee using the MASIMO Licensed Trademarks.

2.3.4. LABS Trademark Marking, LABS agress that it shall use the MASIMO SET product designation set forth in Exhibit B (i) on all
LABS Combo Devices that are marketed directly by LABS, and (ii) all Stand Alone Licensed Devices that are marketed directly by LABS, in each
case, on a front panel site associated with the Vital Signs Monitoring. Prior to any such use, LABS shall obtain consent from MASIMO as to the
use and location of the Licensed Trademark, which consent shall not be unreasonably withheld. LABS shall use reasonabie efforts to cause all
sublicensees and Distributors to include such MASIMO Product Designation in accordance with this provision. Labs may, but is not required, to
mark products that include Non—Vital Signs Monitoring with any of the Rainbow associated logos (Rainbow, Rainbow SET, SpCO, ...), at LABS
discretion.

2.3.5. Labs Name, LABS agrees 1o change its name to climinate the term “Masimo” at such time that LABS begins selling any product.

2.3.6. Advertising. All advertising directly by LABS for LABS Combo Devices or Stand Alone Licensed Devices shall include one or more
of the MASIMO SET Licensed Trademarks. LABS agrees to use reasonable efforts 1o have sublicensees and Distributers comply with the
provisions of this section.

2.3.7. No Other Use. Neither Party shall use the trademarks of the other Party in direct combination with other trade names, trademarks or
symbols of such Party or its sublicensees or Distributors.

38 i . Each Party agrees not to use the trademarks of the other Party in any way which might endanger the owners’ rights
in or ownership of the rademarks.,

2.3.9. Trademark Expenscs. The expense of obtaining and maintaining Masimo Licensed Trademarks registrations shall be borne by
MASIMO.
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2.3.10. Trademark Rights on Change in Control. In the event of a Change in Control of MASIMO, if the acquiring or resulting entity or
party permancatly ceases to use MASIMO as a company name and as trademark, all rights to the MASIMO trademark shall be and are hereby
assigned to LABS including all goodwill associated with the trademark. For the avoidance of doubt, the purpose of this paragraph is to assign the
MASIMO mark if MASIMO is no longer using it, therefore so long as the acquiring or resulting entity or party is using MASIMO as either 2
company name or as a trademark, no assignment under this Section shall apply.

2.3.11. Patent Marking. Each Party agrees to mark products sold under license from the other Party in accordance with the Statutes of the
United States relating to marking of patented articles. Each Party agrees to use reasonable efforts to cause its sublicensees and Distributors to
comply with this provision.

2.3.12. Maintepance of Licensed Patents. Each Party is responsible for determining whether, where, and on what to pursue patent protection
for its technology. Either Party (the “Licensor Party™) may discontinue prosecution or maintenance, abandon, or dedicate to the public any of
patents and patent applications included in the MASIMO Technology or LABS Technology, as applicable, owned by such Party and in its sole
discretion, provided, however, that the Licensor Party shall take reasonable efforts to provide the other Party (the *Licenses Party”) with at least 15
days notice prior to abandonment or other dedication to the public of any patent or patent application in the United States or Western Europe.
Upon such notice, the Licensee Party shall have 7 days to notify the Licensor Party, in its sole discretion, that such licensed patent should not be
abandoned or otherwisc dedicated to the public. In such event, the Licensee Party shall be responsible for payment of any costs of maintaining
such licensed patents or controlling prosecution at its expense of any licensed patent applications. While there is a single CEO, no written notice to
the other company is required. In addition, failure to provide the notice in this paragraph is not a material breach of this Agreement.

3 RESEARCH AND DEVELOPMENT/LICENSE FEES

3.1. Previous Research & Development. The Parties acknowledge that MASIMO has funded research and dzvelopment conducted by LABS
related to, among other things, methemoglobin, fractional arterial oxygen saturation, blood glucose, and/or total bemoglobin measurement in a
cumulative amount of seven —million —five —hundred —thousand dollars ($7,500,000), and that in consideration of such payment, MASIMO has been
granted the options in this Agreement.

3.2, License Fees for Rainbow Technology. MASIMO agrees to pay a license fee of five million dollars (§5,000,000) for the license to carbon
monoxide (HbCO), methemoglobin (HbMet), and fractiopal artcrial oxygen saturation pranted and two million five hundred thousand dollars
($2,500,000) for the license 1o total hemoglobin, under Section 2.2.2. MASIMO acknowledges that it has exercised its option to license total
kemoglobin and has licensed fractional arterial oxygen saturation. LABS agrees to use such license fec primarily for the development of Non—Vital
Signs Monitoring applications. Such license fee shall be payable in monthly payments, as requested by LLABS in accordance with the following
sentence. LABS will request payment of the license fee in an amount corresponding to such development costs no more ofien than monthly, and
MASIMO shall pay LABS the license fee in an amount corresponding to such
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development costs within 30 days following receipt of such request for reimbursement. At LABS” option, some or all of the license fee can be paid in
the form of contracted development work done by MASIMO on LABS” behalf pursuant to written request by LABS, MASIMO understands that
LABS has no proof of concept for any Non—Vital-Signs Parameters other than those delivered as of this date and makes no representation that proof
of concept will ever be achieved for any other Parameter. Except as provided in Section 4.3, upon payment of the license fee described above, no
further monthly payment shall be due under this Section. Notwithstanding the above or anything else contained herein to the contrary, LABS may
request that any licensing, royalty, option or other fees due to LABS be paid on a quarterly basis. As of December 31, 2006, MASIMO has paid
approximately $3,600,000 of the $7,500,000 described above.

4 MASDMO OPTION
4.1. Option Grant. LABS grants to Masimo an option to license Optioned Technology as further set forth in this Article 4 (the “Option™).

4.2, Optioned Techpology. The “Option™ shall be exercisable scparately for each parameter included in the Optioned Technology within 180
days of delivery of written notice by LABS to MASIMO stating that proof of feasibility has been achteved separately for such parameter, which
notice will include written and reasonably support of such feasibility. The option period shall be extended if MASIMO provides written notice
disputing proof of feasibility and during the time period thereafter, during which the partics will work in good faith to agree on whether or not proof
of feasibility has been achieved. If the parties can not agree within 90 days, the matter will be submitted to an independent three—member panel (the
“Panel”). Each Party shall select one member of the Panel, and the two members shall select a third member. No Panel member may be an employee,
officer, director, or owner of any shares of either Party, or related 10 any employee, officer, director or owner of any shares of cither Party, or
otherwise affiliated with either Party such that such affiliation would tend to influcnce such person’s ability to independently evaluate this issue. The
determination of the Panel shall be binding upoa the Parties.

4 3. License Terms. Upon exercise of the Option, LABS hereby grants to MASIMO a license to make, have made, use, offer to sell and sell
applicable Optioned Technology Devices for distribution only (i) outside the Labs Market and (ii) to Labs. The foregoing license shall be
sutblicensable to any MASIMO Affiliate. Such license shall be exclusive in the Masimo Market until the later of (i) 20 years from the exercise date, or
(ii) expiration of the last to expire of any LABS patents covering the Optioned Technology at issue. Such license shall include the right to sell
applicable Optioned Technology Devices on an OEM basis. However, Masimo does not have the right to provide Licensed Devices or Optioned
Technology to any OEM for sale into Labs Market without Labs” approval, which will be in Labs sole discretion.

4.4. Exercise of Option. In order to exercise the Option for each Qptioned Technolegy, MASIMO agrees to pay LABS for each application for
which the option is exercised as follows (it being understood that the option rights to total hemoglobin have previously been exercised):

(2) $2,500,000 for Glucose
12



(b) $500,000 for any other Non—Vital Sign Parameter. However, if 2 Non—Vital Sign Parameter is merely a combination of already licensed
Non—Vital-Sign Parameters, such will not require this additional exercise fee.

Such payments will be made in monthly instaltments in accordance with and subject to Section 3.2.

4.5, Certain Exceptiops. The Parties understand that the exclusivity in the licenses to MASIMO under this Article will in no way preclude
LABS from conducting testing and studies in the MASIMO or LABS Market relating to the Optioned Technology and making inadvertent sales to the
MASIMO market. Notwithstanding the foregoing, except as expressly provided herein, ncither LABS nor MASIMO shall knowingly seil any
Products in the other Party’s Market.

4.6. ngun_ﬁqnm Upon any Change in Coatrol of MASIMO, the option for glucose shall be automatically exercised. Upon
such Change in Coatrol, MASIMO agrees to pay LABS the license fee for glucose immediately.

4.7. Temmination of Exclusivity.

4.7.1. Reasonable Efforts. Subject to Section 4.7.2, the exclusivity of Section 2.2 and 4.2 and 4.3 shall terminate, as applicable, if MASIMO s
not exercising commercially reasonable efforts to develop or marketing a device incorporating the applicable Optioned Technology or Rainbow
Technology on a parameter—by—parameter basis within one (1) year of the grant of any such license.

4.7.2. Notification and Cure. L.ABS must first potify MASIMO of its intent to cancel the exclusivity under Section 4.7.1. MASIMO shall have
ninety {50) days to cure its failure to take commercially reasonable efforts to develop or market such devices. If MASIMO has not cured its failure
within such period, LABS may terminate the exclusivity on written notice to MASIMO of such termination. In the event that LABS and MASIMO
disapree as to whether MASIMO is reasonably marketing such devices, the Party shall submit the disagreement to an independent three—member
panel (the “Panel™. Each Party shall select one member of the Panel, and the two members shall select a third member. No Pancl member may be an
employee, officer, director, or owner of any shares of either Party, or related to any employee, officer, director or owner of any shares of cither Party,
or otherwise affiliated with either Party such that such affiliation would tend to influence such person’s ability to independently evaluate this issue,
The determination of the Panel shall be binding upon the Parties, and the cost of the proceedings are bom by the losing party.

4.8, Delivery of MASIMO Systems to LABS MASIMO agrees to make available to LABS upon request, one (1) sample of each MASIMO
Licensed Device. LABS will have the right to test this device and to approve the functionality of LABS Technology in such device, Such approval
will not be unreasonably withheld. After such testing, the device may remain with LABS, at LABS’ option, for further technical assistance and as a
demonstration unit as long as this Agreement is in effect.
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5 ROYALTIES

5.1. Rovalties to MASIMO For Licensed Devices. Without limiting Section 5.2, the Parties acknowledge that no royalties shall be payable to
MASIMO for the distribution or sale of LABS Licensed Devices or Stand Alone Licensed Devices.

5.2. Rovalties to MASIMO for Integrated Consumable, LABS shall pay to MASIMO royalties in the amount of ten percent {10%) of Sp02
sensor or accessory value of LABS' Average Seliing Price of sensors or accessories that measure Vital Signs Parameters for use in LABS Licensed
Devices or Stand Alone Devices. The SpO2 sensor value of sensors that arc capable of Non—Vital Signs Monitoring, shall be LABS average selling
price for its sales of comparable sensors that only measure SpO2. At the later of (A) 20 years from the Effective Date or (B) expiration of the tast to
expire of any Masimo patents covering Masimo Technology, the'royalty shall be reduced by 2%.

5.3. [Intentionally Omitted.]

5.4. Rovalty on Rainbow Technology. MASIMO wilt pay to LABS royalties in the amount of ten percent (10%) of the Rainbow Royalty Base
(as defined below) for MASIMO Licensed Devices, and sensors and accessories for measuring Non—Vital-Signs Parameters in MASIMO Licensed
Devices in accordance with the following.

(a) Except for the handheld products, the “Rainbow Royalty Base™ will include that portion of (i) a MASIMO Licensed Device Enabled to
measure a Non—Vital-Signs Parameter, and (ii) sensors and accessories for measuring Non—Vital—Signs Parameters in MASIMO Licensed
Devices. In other words, if a Masimo Licensed Device, sensor or accessery is Enabled to measure more than Vital Sighs Parameters, then the
difference between that standard product (the one that measures only Vital Signs Parameters) and the price charged for a similar type product
that can also measure the Non—Vital Signs Parameter/s is the amount that will be multiplied by the 10% royalty. The differential is calculated
base on the ASP on & region by region and product by product basis.

(b) For handheld products, such as Rad—57, the entire price of the product is multiplied by the 10% royalty.

(c) For multiparameter devices (i.c., 4 device that uses more than one scosor at a time), the Royalty Base will be (i} the Net Selling Price of the
device, times (ii) the oumber of Noo—Vital-Signs Parameter that the device is Enabled to measure, divided by (iii) the total number of
Parameters that the device is Enabled to measure (excluding insignificant parameters such as temperature, PI, PV, and Pulse Rate).

(d) Hospital Contracts. MASIMO will pay a 10% royalty on the fraction of all revenue from the contract signed after January 1, 2009 for the
placement of Masimo Licensed Devices (for a committed sensor contract} in relation to the fraction of Enabled rainbow devices compared
Masimo Licensed Devices with only Vital Signs Parameters Enabled as follows:

(10%)(Total revenue invoiced under contract on running basis)(# Masimo Licensed Devices on average with Non—Vital Signs Parameters
Enabled.
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{# Masimo Licensed Devices on average with Non—Vital Signs Parameters cnabled + # Masimo Licensed Devices on average with only
Vital Signs Parameters enabled).

(e) Non—Vital Signs Parameter upgrades and sensors sold separately or in addition by Masimo shall be considered a separate revenue source for
which a 10% royalty shall apply. Royalties shall not be paid up front but shall be due after payments are made under the contract, on a quarterly
basis, 30 days after each quarter end.

(f) At the later of (A} 20 years from the Effective Date or (B) expiration of the last to expire of any LABS patents covering the applicable
parameter, the royalty rate shall reduce by 2%.

{g) Notwithstanding the foregoing, beginning on a Change in Control, the royalty due to LABS from MASIMO on a particular product will not
be less than the following minimum amount:

$0 per completed MASIMO Licensed Device

50 on OEM Boards

$2 per disposable senser capable of CO andfor MET

$3 per disposable sensor that includes hemoglobin capability

$25 per reusable sensor capable of CO and/or MET

$50 per reusable sensor that includes hemoglobin capability

$10 per cable if it permits a Non—=Vital Sign Parameter

$50 per Non—Vital Signs Parameter to OEM for each Enabled parameter, $100 to end users for each parameter when Enabled

Royalties are payable within 30 days of the close of each quarter.

5.5. Minimum Rovalties. MASIMO agrees to the aggregated minimum yearly royalties specified below (whether based on actual sales or in

make—up payments by MASIMO) for the license to Rainbow Technology and/or the license back for Masimo Technology for use in Nop—Vital Signs
Monitoring developed by LABS or by MASIMO. Such royalties shall begin upon the first commercial sale of any MASIMO Licensed Device.
Subsequent year payments are due within thirty (30) days after the end of each year. Failure to pay the minimum royalties by January 1, 2015 shall be
a breach of this Agreement, subject to the notice and cure provisions herein, and if such cure is not provided, shall thereafter automatically convert
MASIMO's license to 2 non—exclusive license as the exclusive remedy. After January 1, 2015, failure by MASIMO to pay minimum royalties shall
be considered a material breach of this Agreement. The minimum royalties shall be an advance on that year’s running royalty obligations, but
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shall not carry forward from year to year. While the CEO of Labs and Masimo are the same, the Minimum Royalties are payable to Labs as nceded by
Labs, with any amounts not paid in a given year carried forward. Minimum royalties are eliminated after the license becomes non—exclusive by the
terms of this Agreement.

2010 and
b - . | . B W“Wm ORI ..
$3.15 M__ $3ISM__ T esAaM_ . $5M

5.6, Notwithstanding Section 5.3, on 2 Change in Control of MASIMO, the acquiring entity shall pay the minimum royalties in accordance with
the tables below instead of the table in Section 5.5 {with no maximum ceiling for aggregated Non—Vital-Signs Parameters). Minimum royaltics are
climinated after the hccnse becomes non—exclusive by the terms of this Agreement.

2010 and
200z, ——— . ZO00R 2009 heyond

SSML::H.,W- STM SO Mo T a815M

Year5 &
Xearl* =~ =000 Year2 0 _Yeard  XYeard .. -Beyond
$75000 . ._.$250,000 .. . . ..$500,0007. < .31 M._,..____. - 82M

Year 1 refers to the first year of commercial release of such parameter.

5.7. Rovaltics on Other Markets. LABS will pay to MASIMO a royalty of 10% on cach product that includes Vital Signs Monitoring that is
sold outside of both the LABS Market and the MASIMO Market, unless MASIMO licenses a third party the right to market outside of both the
MASIMO Market and LABS Market, at which time the royalty is reduced to 3%. Similarly, MASIMO will pay LABS a royalty of 10% on each
product that includes Non—Vital Signs Monitoring that is sold outside of both the LABS Market and the
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MASIMO Market, unless LABS licenses a third party the right to market outside of both the MASIMO Market and LABS Market, at which time the
royalty is reduced to 3%.

5.8. Quarterly Accounting. Each Party shall provide the other Party with a quarterly accounting of total Product shipments upon which a royalty
is payable to the other Party, along with an accounting of the Net Selling Price for such products, if applicable.

5.9. Audit Rights. Each Party shall have the right to verify, at the requesting Party’s expense, and not more frequently than once per year and
upon not less than tea (10) business days prior written notice to the other Party, the accuracy of the accounting reports provided by the other Party
hereunder, through inspection of the other Party’s pertinent records and books of accounts maintained in the ordinary course of business. Such audit
shall be conducted by a certified public accountant (the “CPA") chosen by the requesting Party in its reasonable discretion, and which CPA is
reasonably acceptable to the Party being audited. The requesting Party shall pay all costs, expenses and fees of the CPA unless the audited Party has
understated royalties or other payments owing to the requesting Party by more than five percent (5%) during the period audited, in which event the
CPA’s costs, fees and expenses shall be paid by the audited Party.

& LICENSE FOR OTHER USES

6.1. MASIMO Techpolopy. In the event LABS desires to use MASIMO Technology to develop any application ot included within Vital Signs
Monitoring and Non—Vital Signs Monitoring, LABS is non—exclusively licensed to use MASIMO Technology to develop such application. All
Improvements in connection with the foregoing made during the period that the CEOs of LABS and MASIMO are the same, shall be owned by
MASIMO. All Improvements in connection with the foregoing made during the period that the CEOs of LABS and MASIMO are different, shall be
owned by the Party that made such Improvements.

6.2. LABS Technology. In the event MASIMO desires to use LABS Technology to develop any application oot included within Vital Signs
Meonitoring and Non~Vital Signs Monitoring, MASIMO is non—exclusively licensed to use LABS Technology to develop such application. All
Improvements in connection with the foregoing made during the period that the CEQOs of LABS and MASIMO are the same, shall be owned by
LABS. All Improvements in connection with the foregoing made during the period that the CEQs of LABS and MASIMO are different, shall be
owned by the Party that made such Improvements.

L1 PURCHASE AND SALE OF PRODUCTS

7.1. Products Available for Purchasc. The provisioas of this Article 7 shall apply to each Party to the extent such Party {the “Supplying Party™)
is supplying Products to the other Party (the “Ordering Party”). Each Supplying Party will sell the Products listed in Exhibit C to the Ordering Party in
accordance with this Article 7. Upon mutual agreement of the Parties, the Parties shall amend Exhibit C to include any additional Products availzble
for supply by either Party to the other Party under this Agreement, including applicable pricing, minimum order quantities, and any other provisions
applicable to the supply of such Product.
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7.2. Purghase of Products. The purchase and sale of Products between the parties shall be made by means of purchase orders placed by one
Party or its designee to the other Party. Purchase orders issued before termination of this Agreement calling for delivery in ninety (90) days or less are
non—cancelable. Purchase orders calling for delivery in more than ninety {90) days shall be alterable and cancelable by the Ordering Party until ninety
(90) days pn'or to the shipment date, after which such purchase orders become binding.

13. . The minimum quantity of Products that may be purchased on a purchase order for the Products listed on
Exhibit C as of the Effective Date is 50 units of 2 cable—part number, reusable sensor or MASIMO Board and 500 units of disposable sensors,

7.4, Price. The Supplying Party's transfer price for the Products delivered to the Ordering Party in accordance with the terms of this Agreement
shall be as set forth on Exhibit C. All prices are F.O.B. the Supplying Party’s manufacturing facility or distribution point in the United States, The
transfer price for SpO2 Scnsors and Accessories includes packaging and labeling complying with MASIMO standard packaging guidelines provided
to LABS from time—to—time, The transfer price does not include custom packaging or labeling. If custom labeling is desired and feasible as
detetmined by the Supplying Party, all costs associated with such labeling will be paid by the Ordering Party. Payment by the Ordering Party to the
Supplying Party shall be made thirty (30) days following receipt of an invoice by Ordering Party.

7.5. Currency Basis. Prices for the sale of Products hereunder shall be in United States dollars.

7.6. Taxes and Levies. All payments for Products under this Article 7 are exclusive of taxes and each Party shall be responsible for paying all
taxes relating to products marketed by that Party (except taxes based upon the other Party’s income), including but not limited to al} sales, use,
personal property, customs, duties, assessmeats, levies, and othet government impositions of any nature.

7.7. Transportation. The method of transportation and carrier selected for Products purchased by a Party shall be as specified by such Party in
its purchase orders. Unless otherwise agreed, all transportation charges for Products, including insurance, levies, and taxes, shail be paid by the
Ordering Party.

7.8. Packaging. The Supplying Party shall package the Products for shipment. Each shipment shall include a packing list containing:

(i) purchase order number; {ii) model number of the Products; {iii) quantity; (iv) serial number or lot code of shipped Products; and {v) certificates of
compliance for the applicable quality assurance test performed for the Products being shipped.

7.9. Delivery. The Supplying Party shall use reasonable commercial efforts to fill all purchase orders for Products by delivery dates and in the
quantity specified by the other Party in its purchase orders. Notwithstanding the above, the Supplying Party shall have no obligation to deliver
Products in less than ninety (90} days from confirmation. If a purchase order calls for more than a 25% increase as compared to the previous three
(3) month average of Products ordered, on 2 Product—by—Product basis, the Supplying Party shall use reasonable commercial efforts to deliver an
amount at least equal to the i
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previous three (3) month average within ninety (90) days, and shall use reasonable commercial efforts to ship the remainder within one hundred
twenty (120) days of receipt of the purchase order.

7.10. Emergency Orders. Nothing herein shall prevent a Party from placing emergency orders for Products for delivery in less than ninety
(90) days. The Supplying Party agrees to use reasonable efforts to deliver such Products on the requested schedule.

8 COMPATIBILITY

8.1. MASIMO Probes. LABS agrees that it will not modify Masimo's SpO ; Sensors to be used with other than the MASIMO Boards, other
boards designed by MASIMO for Vital Signs Monitoring or boards made by Labs under the licenses herein, LABS will purchase Sensors for Vital
Signs Monitoring applications exclusively from MASIMO unless the measurements for Vital Signs Monitoring applications and Non—Vital Signs
Monitoring are best integrated in one sensor, 25 determined by LABS in its sole discretion. In such case, LABS may design, develop and manufacture
(including manufacturing according to any MASIMO design) integrated sensors and pay MASIMO a royalty of ten percent (10%) of LABS® Vital
Signs Monitoring Portion of the Net Selling Price of intcgrated sensors; provided, however, that LABS undertakes ail regulatory, service and warranty
obligations with respect to such sensors and that such sensors pass MASIMO’s validation and verification process such that the full capability of
MASIMO SET is obtained. LABS will pay for such validation and verification services at MASIMO's standard rates then in effect for third party
OEM products. MASIMO SET will be enabled for these SpOz2 Sensors or other sensors which include MASIMO Technelogy for Vital Signs
Monitoring. The Vital Signs Monitoring Portion is the average selling price for the similar product that measures enly Vital Signs Parameters. The
differential is calculated base on the ASP on a region by region and product by product basts.

8.2. Engincering Support. During the period that MASIMO is funding LABS® research and development, or there has been no Change of
Control, MASIMO shall provide reasonable engincering suppert to LABS for the integration of MASIMO SET into LABS Licensed Devices and
Stand Alone Licensed Devices and for the manufacturing of any Masimo Products as permiited under this Agreement, by assisting Labs with
engineering and technical resources, sharing lab equipment, providing prototyping parts and components, legal and financial services, delivering a
copy of all MASIMO Software for MASIMO Technology and sufficient information and documentation (such as circuit diagrams, source code and
specifications) to permit LABS to reasonably make, use and modify such MASIMO Software and to reasonably make, use and modify the MASIMO
Technology. After 2 Change in Control, MASIMO shall continue to deliver, as reasonably requested by LABS, sufficient information and
documentation to permit LABS to reasonably use MASIMO Technolegy in accordance with the terms of this Agreement. After a Change of Control,
if Labs asks MASIMO for more than what MASIMO belicves in its sole discretion is reasonable engineening assistance, MASIMO may charge LABS
for those services at its actal costs for such support. To the extent necessary, engineering support will apply in reverse with respect to any LABS
Technology licensed to MASIMO on a pari passu basis,
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9. INSPECTION AND ACCEPTANCE

9.1. Inspection/OA. Each Supplying Party shall provide and maintain an inspection procedure and quality assurance program for its Products
and its production processes. Complete records of all inspection and quality assurance work done by a Supplying Party shall be made available to the
Ordering Party upon its request at reasonable times during the term of this Agreement.

9.2. Product Defects and Returns.

9.2.1. Retum Authorization. Any of the Products or lots of Products (“Lot™) which materially fail to meet the specifications set forth in
Exhibit C or otherwise applicable to such Products may be rejected by the Ordering Party and retumed to the Supplying Party for replacement,
Prior to returning any Products to the Supplying Party, the Ordering Party shall notify the Supplying Party by facsimile that the Ordering Party has
rejected the Products, inclusive of the reason or basis of such rejection. Within five (5) working days of the receipt of the notification, the
Supplying Party will issuea Return to Vendor” (“RTV") number to the Ordering Party by facsimile, which RTV pumber wiil be the Ordering
Party’s authorization to return the Products.

9.2.2. Product Replacement. Subject to Section 9.2.1, Products which do not conform to the applicabie specifications shall be returned by the
Ordering Party to the Supplying Party freight collect and insured for full replacement value. Within twenty (20) days after the date of receipt of the
nonconforming Products, replacement Product will be shipped to the Supplying Party at the Supplying Party’s expense. Should the Supplying
Party fail to replace rejected Products by shipping conforming Products within thirty (30) days of its receipt of the nonconforming Products, the
Ordering Party shall have the option to cancel the purchase of such Products without cost or liability and receive, at the Ordering Party’s option, a
credit or rebate if payment has been made. The Ordering Party shall pay freight charges, insurance and other customary charges for transportation
for improperly rejected Products.

9.2.3. Costs. All costs to replace including transportation with respect to the defective Products shall be the sole responsibility of the
Supplying Party.
9.2.4. Unauthorized Correction. If the Ordering Party attempts to correct deficiencies to the Products purchased under this Agreement

without prior written authorization from the Supplying Party, then the Supplying Party shall have no further obligations with respect to such
Products,

9.3."Nonconforming Acceptance. The Ordering Party may choose to accept Products which fail to conform in a minor aspect to the
specifications established by this Agreement without prejudice to its right to reject nonconforming items in the future. If the Ordering Party so
chooses, the Ordering Party will notify the Supplying Party of its intent to accept nonconforming items. However, the Supplying Party accepts no
responsibility for nonconforming items accepted by the Ordering Party.

10, CONFIDENTIALITY

10.1. Confidentiality. Each Party shall maintain in confidence alt Confidential Information of the other Party received in the course of
performance under this
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Agreement, and shall not disclose such Confidential Information to any third party. In maintaining the confidentiality of Confidential Information of
the other Party, each Party shall exercise the same degree of care that it exercises with its own confidential information, and in no event less than a
reasonable degree of care, Each Party shall ensure that each of its officers, directors, employees, subcontractors, consultants, representatives and
agents holds in confidence and makes no usc of the Confidential Information of the other Party for any purpose other than those permitted under this
Agreement or required by law.

10.2. Exceptions. Neither Party's obligations under this confidentiality provision shall apply to information that:

a. prior to the transmittal was of gc:;cral public knowledge;

b. becomes a matter of general public knowledge otherwise than as a consequence of a breach under this Agreement;
c. is made public by the Party claiming confidentiality;

d. is required to be disclosed by applicable law; provided however, that the Party who may be required to disclose such information shall
notify the other Party in sufficient time for the owner of such Confidential Information to file the appropriate documents with the count
to obtain a protective order to enforce the confidentiality requirements of this Agreement;

e. information which the receiving Party can establish by competent proof was in its possession at the time of disclosure by the disclosing
Party and was not acquired, directly or indirectly, from the disclosing Party; or

f. information which is received from a third party; provided, however, that the receiving Party has no reason to know such information
was obtained by said third party, directly or indirectly, from the other Party under a nondisclosure agreement.

1L PROPRIETARY RIGHIS

11.1. MASIMO Technology. MASIMO retains all right, title, and interest in the MASIMO Technology, including, without limitation, all
patents, copyrights, trade secrets, and any other intellectual property and proprictary rights. Nothing in this Agreement should be construed as a sale
of the MASIMO Technology or any copy of the MASIMO Software to LABS.

11.2. LABS Technology. LABS retains all right, title, and interest in the LABS Technelogy, including, without limitation, all patents,
copyrights, trade secrets, and any other intzllectual property and proprictary rights. Nothing in this Agreement should be considered as a sale of the
Labs Technology or any copy of the LABS Software to MASIMO.
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11.3. Development for Non~Viial Signs Monitoring. Any development using or Improvement to proprietary MASIMO Technology ar LABS
Technology made by LABS or by MASIMO that relates to Non—Vital Signs Monitoring, and any new technology acquired by LABS during the term
of this Agreement shall be the sole property of LABS, and LABS has the right to apply for copyrights, patents (including utility and design patents),
or other protection for intellectual property rights anywhcrc in the world under its own name and at its own expense. Without limiting Section 11.1,
MASIMO hereby assigns to LABS all right, title, and interest in the foregoing. Any acquisition of products or technology by MASIMO for
Non—Vital Signs Monitoring or Vital-Signs Monitoring or Improvements thereto by MASIMO, before or after the date hereof, is not assigned to
LARBS and is exclusively retained by MASIMO, except for the assets of Argose, which are to be assigned to Labs.

11.4. Improvements for Vital Signs Mopitoring. Any development using or Improvement to proprietary MASIMO Technology or Labs
Technology made by MASIMO or LABS that relates to Vital Signs Monitoring, and any new technology acquired by MASIMO during the term of
this Agreement, shall be the sole property of MASIMO, and MASIMO has the right to apply for copyrights, patents (Including utility and design
patents), or other protection for intellectual property rights anywhere in the world under its own name and its own expense. Without limiting
Section 11.2, LABS hereby assigns to MASIMO all right, title, and interest in the foregoing. Any acquisition of products or technolegy by LABS for
Non~Vita! Signs Monitoring or Vital-Signs Monitoring or Improvements thereto by LABS, before or afier the date hereof, is not assigned to
MASIMO and is exclusively retained by LABS, unless LABS uses Masimo Technology to improve such acquired products or technology to provide
8 Noo—Vital Signs Parameter, in which case such Non—Vital Signs Parameter shall be included within the license or opticn and other terms provided
to MASIMO herein.

11.5. Futther Action. LABS and MASIMO agree to take such further action and execute such further documents as reasonably necessary to
establish ownership as set forth in Section 6.2, and Sections 11.1 through 11.6.

12, INDEMNIFICATION

12.1. MASIMO ipdemnpification. MASIMO will defend, indemnify and hold LABS harmless against any and all liability, loss, damages, costs
or expenscs which LABS may hereafter incur, as a result of any injury, illness or death of any person which is caused by any Product or device
manufactured by MASIMO and purchased by LABS from MASIMO, to the extent that such injury, illness or death results directly Erom such
products mannfactured or technology provided by MASIMO.

12.2. LABS indemnification. LABS will defend, indemnify and hold MASIMO harmless against any and all liability, loss, damages, costs or
expenses which MASIMO may hereafier incur, as a result of any injury, illness or death of any person which is caused by any Product or device
manufactured by LABS and purchased by MASIMO from LABS, to the extent that such injury, illoess or death results directly from such products
manufactured by LABS. For purpeses of clarity, Labs shall have no liability of any kind for technology it has only licensed to Masimo as compared to
provided in a product sold to Masimo,
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12.3. Infringement for Vital Siens Monitordng, MASIMO shall settle or defend, at MASIMO’s own expense, and pay any direct damage, costs
or fines resulting from all proceedings, threats of proceedings or claims against LABS or its customers for infringement or alleged infringement by the
Vital Signs Monitoring application(s) in LABS Licensed Devices or Stand Alone Licensed Devices, to the extent relating to the Masimo Technology
licensed to LABS in this Agreement, of intellectual property rights of third parties. LABS agrees to notify MASIMO promptly in writing of any such
proceeding, and to give MASIMO necessary assistance where practical, to modify the applicable Product to make it noninfringing or, where practical,
to obtain licenses under such intellectual property rights. MASIMO makes no representation that Masimo Technology is not limited by any patent for
Nomr—Vital Sign Measurements.

12.4. Tender of Defepsc The indemnifying party shall have no liability or responsibility of any kind to the indemnified party under this Section
unless the Party secking indemnity shall have notificd the other Party within a reasonable time of such claims, and the indemnifying Party shall have
been given an adequate opportunity to defend, including complete control of the defense and any settlement. Should the Party secking indemnity
desire to have its own counsel participate in any such action, the cost of such counsel shall be exclusively Party seeking indemnity,

12.5. Notwithstanding the foregoing, the Party that owns intellectual property licensed to the other Party under this Agreement shall have the
first right to enforce such intellectual property, even in the market of the other Party, including the right to prosecute and settle all intellectual property
claims. If the licensor is unable to or unwilling to enforce intellectual propenty that relates to the other Parties market, as defined in this Agreement,
the licensee will then have the right to enforce any inteliectual property licensed exclusively in the licensee’s market. The non—enforcing party will
have no right to any recoveries from such enforcement. Notwithstanding the above, LABS shall not have the right to enforce U.S. Patent
No. 6,263,222,

12.6. Patent Valjditv. During and afier the term of this Agreement, each Party agrees not to challenge the validity of any of the patents of the
other Party to which this Agreement relates.

12.7. LIMITATION OF LIABILITY. EXCEPT FOR THE EXPRESS WARRANTIES SET FORTH ABOVE, MASIMO AND LABS GRANT
NO WARRANTIES, EITHER EXPRESS OR IMPLIED, ON THE PRODUCTS OR TECHNOLOGY PROVIDED TO EACH OTHER, AND EACH
SPECIFICALLY DISCLAIMS ALL IMPLIED WARRANTIES OF MERCHANTABILITY AND FITNESS FOR A PARTICULAR PURPOSE,
THE STATED EXPRESS WARRANTY IS IN LIEU OF ALL LIABILITIES OR OBLIGATIONS OF MASIMO OR LABS FOR DAMAGES,
INCLUDING, BUT NOT LIMITED TO, CONSEQUENTIAL DAMAGES OCCURRING OUT OF OR IN CONJUNCTION WITH THE USE OR
PERFORMANCE OF THE PRODUCTS QR TECHNOLOGY. IN NO EVENT SHALL MASIMO OR LABS BE RESPONSIBLE FOR
CONSEQUENTIAL, INCIDENTAL, SPECIAL DAMAGES OR LOSS OF PROFIT SUFFERED BY THE OTHER PARTY IN CONNECTION
WITH THIS AGREEMENT.

13 REGULATORY COMPLIANCE

13.1. LABS U5, Repulatory Approvals. LABS shall be solely responsible for identifying and obtaining, at its sole cost and expense, all FDA
and United States safety agency approvals and any other agency or regulatory approvals which are required for the development, manufacture or sale
of LABS Licensed Devices and Stand Alone
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Licensed Devices. MASIMO will reasonzbly cooperate with LABS by providing at no charge to LABS any MASIMO data in its possession that is
reasonably required to obtain the regulatory approvals, including but not limited to 510(k} application materials submitted by MASIMO for its own
products that incorporate MASIMO Techmology. Disclosure to LABS of any such data shall be subject to the confidentiality provisioas of Section 10
(“CONFIDENTIALITY™).

13.2. Qther LABS Regulatory Aporovals. LABS shall be solely responsible, at its sole cost and expense, (i) for identifying and obtaining any
necessary approvals or certifications by any non—U.$. governmental, safety or regulatory entity, including testing or other procedures, for the sale by
LABS of LABS Licensed Devices and Stand Alone Licensed Devices, (ii) for identifying and complying with any safety precautions, safety
rnarkings, labels or consumer notices required for LABS Licensed Devices in any country other then the United States, and (jii) for assessing the
appropriateness of the LABS Licensed Devices for any particular Customer application. MASIMO will cooperate with LABS by providing any data
in its possession that is reasonably required to obtain such approvals or certifications. Disclosure to LABS of any such data to any third party shall be
subject to the confidentiality provisions of Section 10.

13.3. MASIMO ULS, Regulatory Approvals. MASIMO shall be solely responsible for identifying and obtaining, at its sole cost and expense, all
FDA and United States safety agency approvals and any other agency or regulatory approvals which are required for the development, manufacture or
sale of Products by MASIMO in the MASIMO Market. LABS will rezsonably cooperate with MASIMO by providing at no charge to MASIMO any
LABS data in its possession that is reasonably required to obtain the regulatory approvals, including but not Iimited to 516(k} application materials
submitted by LABS for its own products that incorporate LABS Technology for Products in the MASIMO Market. Disclosure to MASIMO of any
such data shall be subject to the confidentiality provisions of Section 10.

13.4, Other MASIMO Regulatory Approvals MASIMO shall be solely responsible, at its sole cost and expense, (i) for identifying and
cbtaining any necessary approvals or certifications by any non—U.S. governmental, safety or regulatory entity, including testing or other procedures,
for the sale by MASIMO of MASIMO Licensed Devices, (ii) for identifying and complying with any safety precautions, safety markings, labels or
consumer notices required for MASIMO Licensed Devices in any country other then the United States, and (iii) for assessing the appropriateness of
the MASIMO Licensed Devices for any particular Customer application. LABS will cooperate with MASIMO by providing any data in its possession
that is reasonably required to obtain such approvals or certifications. Disclosure to MASIMO of any such data to any third party shall be subject to the
confidentiality provisions of Section 10.

13.5. Export Controls. Regardless of any disclosure to one Party by the other Party of an ultimate destination of the product obtained from the
one Party, the other Party shall not transfer or re—export, whether directly or indirectly, any software or hardware containing the technology of the
other Party, the related documentaticn, or other related proprietary information to anyone outside the U.S. as to which export may be in violation of
the United States export laws or regulations without first obtaining the appropriate license from the U.S. Department of Commerce and/or any agency
or department of the U.S. government, as required.
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14, INCIDENT REPORTING

14.1. By LABS. LABS represents that in addition to being responsible for all regulatory approvals for its Products, that should any material
incidents of failure of any LABS Licensed Devices which include Vital Signs Monitoring or Stand Alone Licensed Devices or injury related to such
Products be reportad to LABS, that it will take good faith efforts to promptly (i.e., within two (2) business days) notify MASIMO of any such
performance problems or deficiencies relating to Vital Signs Monitoring licensed from Masimo.

14.2, By MASIMQ. MASIMO represents that in addition to being responsible for all regulatory approvals for its Products, that should any
material incidents of failure of any MASIMO Licensed Device which includes Non—vital Signs Menitoring or injury related to such Products be
reported to MASIMO, that it will take good faith efforts to promptly (i.e., within two (2) business days) notify LABS of any such performance
problems or deficiencies relating to Non—Vital Signs Monitoring licensed from LABS.

15 TERM AND TERMINATION

15.1. Tertm. The term of this Agreement shall commence on the Effective Date and shail continue in effect until terminated in accordance with
this Article 15,

15.2. Temmination for Breach. The default by one Party of a material obligation of such Party under this Agreement shall entitle the other Party
to give the Party in default written notice describing such default in detail {including all supporting documentation) and requiring it to remedy such
default. If such default is not fully remedied within ninety (90) days after the date of such notice, the notifying Party shall be entitled to, in addition to
all other remedies available to such Party, exercise its rights under the Escrow, as contemplated by Article 17, or terminate this Agreement by a
written notice to the defaulting Party. A Party may not continue to exercise its rights under the Escrow if it terminates this Agreement.

15.3. Tepnination on Liguidation. Either Party may terminate this Agrecment at any time after the involuntary institution of any proceedings
for the liquidation or winding up of the other Party”s business which have not been terminated within 180 days after institution,

15.4. Rights Upop Termination. In the event of any valid termination of this Agreement [under Section 15.2 (“Termination for Breach “) or15.3
{“Termination on Liquidation },] each the breaching or liquidating Party’s rights under this Agreement shall be terminated except as follows:

15.4.1. No termination of this Agreement shall terminate or otherwisc impact LABS’ rights under Sections 2.1.1,2.1.2, 2.1.4, 2.3 or any
sublicenses and private label patient monitoring company contracts under 2.1.3.

15.4.2. No termination shall effect the rights of customers that have already purchased products to continue to use such products, or the
rights of the licensee to continue to sell sensors and accessories to meet the needs of such purchased products.
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15.4.3. No termination shall impact either Party’s rights to collect for accrued royalties or the licenses granted in this Agreement, which
continue after termination on the terms and conditions existing upon termination.

15.4.4. For any termination for breach, only the rights of and licenses to the breaching Party are terminated, and rights and licenses to the
non-breaching Party remain in effect, as well as the obligations of the breaching Party to the non-breaching Party.

15.5. Survival. The rights and obligations of the Parties hereto under Sections 10 (“Confidentiality™}, 11 (“Proprietary Rights™), 12
(“Indemnification”), 13 (“Regulatory Compliance™), 14 (“Incident Reporting™), 2.1.1, 2.1.2, 2.1.4, and 2.3 { “Trademarks, Legends and Logos™), or
any sublicenses and private label patient monitoring company contracts under 2.1.3, and 4 (“Masimo Option™) of this Agreement shall survive and
continue after termination of this Agreement and shall bind the Parties and their representatives, successors, heirs and assignees.

16, DISPUTE. If any dispute or difference shall arise between the Parties concerning the construction of this Agreement or the rights or obligations of
cither Party, the Parties shall strive to settle the same amicably. If LABS and MASIMO have the same CEO, and the common CEQ determines that a
conflict exists that he cannot resolve due to the diverging interests of Labs and Masimo, the common CEQ at his option, will either 1) appoint an
independent board member (if one exists) to represent each Party to discuss and negotiate resolutions to conflicts arising under this Agrecment, with the
CEQ, or 2) the common CEO will resolve the issue to his best capability to balance the needs of both Masimo and Labs and seck Board approval of both
Masimo and Labs for his decision. If the Parties are unable to reach agreement or amicably settlz the dispute or difference within ninety (90) days after such
dispute or difference bas arisen, such dispute will be resolved through binding arbitration, applying the AAA rules. The prevailing Party will be entitled to
recover, in addition to any other award of the arbitrators, its attorney’s fees and costs associated with the arbitration.

17 ESCROW

17.1. Escrow Deposit. When LABS and MASIMO no longer have the same CEQ, either Party may request that each of MASIMO and LABS
place in escrow with an independent third party copies of the LABS Technology and MASIMO Techpology, respectively, pursuant to the terms of an
escrow agreement on commercially reasonable and standard terms. Such escrow agreement will be negotiated and agreed to by the Parties at such
time as either party makes a written request upon the other. Each Party will pay its own fees and costs to establish the escrow, except that the Party
requesting the escrow shall pay all costs of the escrow agent during the term of the escrow, notwithstanding the fact that both Parties will have
technology placed in the escrow and both Parties will have rights to technology under the escrow. The escrow will include drawings and all necessary
information available to each such Party for use of the technology pursuant to the License in Section 17.2. Each Party shall update its deposit in
accordance with the escrow agreement.

17.2. License upon Release. In the event that a Party is in breach of an obligation under this Agreement that inhibits the other Party’s ability to
make, use, offer for sell or sell products licensed under this agreement, and such breach is not cured within the time period provided herein, the
oonbreaching Party is granted by the
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breaching Party a revocable, license to use, maintain, develop and improve the technology in escrow for the intended purposes of this Agreement,
provided that, the other Party shall have no right to access, maintain, develop or possess the deposited technology except in accordance with the terms
of the escrow agreement; and provided further, that all royalties and other obligations due under this Agreement shall not be reduced, waived or
climinated in any way during the time peried that such license remains in effect. The license under this paragraph shall enly apply during the
continuation of the breach, and oot after it has been cured, cxcept that where significant investment of funds was made by the licensed Party, the
period of license shall run until the investing party has recovered the amount invested, or the breaching party reimburses the licensed Party for its out
of pocket costs associated with establishing its own manufacturing due to the failure to supply.

17.3. Intentions of Escrow. As a matter of clarity, the purpose of the escrow is only to reduce the risk of unavailability of necessary information
to allow a licensed Party to continue to achieve the purposes anticipated by this Agreement by having the temporary license to such information in
situations where there has been an uncured breach of this Agreement, and not alter existing economic or other obligations under this Agreement, or
allow or provide for any permanent transfer of any rights or assets from one Party to the other as a result of a release of information from the escrow
contemplated in this Article 17.

18 MISCELLANEQUS

18.1. Nonassignability, Neither MASIMO nor LABS may assign this Agreement except in connection with the sale of atl or substantially all of
the assets or business of such Party to which this Agreement relates. This Agreement will inure 1o the benefit of and bind cach Party's successors and
assigns.

18.2. Failure to Enforce. The failure of either Party to enforce at any time or for any period of time the provisions of this Agreement shall not be
construed to be a waiver of such provisions or of the right of such Party to enforce each and every such provision.

18.3. Goveming Law. This Agreement shall be deemed to have been made in the State of California, United States of America, and shall be
governed by and construed according to the laws of the State of California.

18.4. Severability, [n the event that any of the provisions of this Agreement shall be held by a court or other tribunal of competent jurisdiction

to be unenforceable, such provisions shall be deleted from this Agreement and the remaining portions of this Agreement shalt remain in full force and
effect, except where the economic equity of both Parties hereto is materially affected by such unenforceability.

18.5. Notice, Except as either Party may hereafter notify the other in writing with respect to itself, the addresses of the Parties for all purposes
of this Agreement shall be:

MASIMO: MASIMO CORPORATION
40 Parker
Irvine, CA 92618
Attention: Chief Executive Officer
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LABS: MASIMO LABORATORIES
50 Parker
Irvine, CA 92618
Attention: Chief Executive Officer

All notices and communications pursuant to this Agreement shall be addressed as set forth above and shall be delivered to the Party for whom
intended by hand or by postage prepaid, first class, registered or certified mail, return receipt requested. Such notices and communications shall be
deemed to have been given and delivered as of the date of receipt.

18.6. Force Maijeure. Neither Party shall be liable to the other Party hereto for any loss, injury, delay, damages or other casualties suffered or
inctrred by such other Party due to strikes, riots, storms, fires, acts of God, or war or any other cause beyond the reasenable control of either Party.

18.7. Headings. Headings to paragraphs and sections of this Agreement are to facilitate reference only, do not form a part of this Agreement,
and shall not in any way affect the interpretation hereof.

18.8. Exhibits. All exhibits to which this Agresment refers are hereby incorporated into and made a part of this Agreement.

18.9. Entire Agreernent. This Agreement constitutes the entire agreement between LABS and MASIMO, and expressly supersedes the Original
Agreement and all previous amendments , and there are no other understandings, agreements or representations, express or implied, written or oral,
not specified herein. This Agreement may only be amended by express written agreement and signed by authorized representatives of both Parties.

18.10. Bapkmuptcy. Each of MASIMO and LABS is a licensee under 11 U.S.C. §365(N) and is entitled to the protections as a licensee provided
therein.

IN WITNESS WHEREOF, the Parties hercto have executed this Agreement as of the date set forth above.

MASIMOQ CORPORATION MASIMO LABS
By s/ _BeanlancDate By fsf Jop E Kiant
Brad Langdale, EVP, Marketing Joe E. Kiani, Chief Executive Officer
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EXHIBIT A

MASIMO SET® DEFINITION

MASIMO SET‘m includes the following MASIMO Technology, as it relates to pulse oximetry:
™
LNOP”, AutoProCal |, ProCal™, DST™, FST™ Technology, SST, Proprietary Engine number 4, APOD, PVI, P1, FastSat, and Paralle] Engines;

Transducers (sensor/probe) designed to reduce cost, reduce noise and improve accuracy;
The technique of building a reference generator for calculating substantially a noise or signal reference;

Use of a noise reference or signal reference to minimize the effect of unwanted noise components (¢.g., motion artifacts) from phys:ologmal waveforms
(e.g., photo—plethysmographic waveforms);

Use of a reference generator along with a correlation canceler (e.g., Joint Process Estimator) to map natural photo—plethysmographic waveforms into
oxygen saturation space;

Use of a saturation transform, which is the technique of mapping plethysmographic waveforms into saturation space (e.g., saturation vs. power or
probability and saturation vs. frequency or pulse rate); and/or

Use of transducers, circuitry, general digital signal processing teckniques, mathematical algorithms for processing physiological signals and providing one
or more final results (e.g., arterial blood oxygen saturation, pulse rate and/or phote—plethysmographic wave forms).
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EXHIBIT B
Exhibit B1: to include Masimo Licensed Trademarks. See 1.20.

Panatone Red / PMS Black

1850 MAT
(MASIMO WILL PROVIDE CAMERA READY ARTWORK UPON REQUEST)

NO IMPLIED LICENSE LABEL
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EXHIBIT C
Erice of Products
Price for MASIMO Boards: MASIMO's transfer prices to LABS for the MS2000 Boards shall be $175.00:

Price for Rainbow Boards:

All Rainbow Boards and Rainbow sensors at cost of goods sold up to 10% of MASIMO’s anticipated annual volume, determined on an annual basis.
Thereaiter, Labs will manufacture such Rainbow Boards or Rainbow sensors itself, or may purchase from Masimo at COGS plus Masimo's regular margin.
When Labs wishes to manufacture, Masimo will provide reasonable assistance consistent with this Agreement, including providing Labs with access to
Masimo veadors (Masimo vendors will be instructed to transfer to Labs the products at the same price they supply them to Masimo), tools, manufacturing
process procedures and training,

Trapsfer Price for Sensors and Accessories; MASIMO’s initial baseline transfer prices to LABS for the Sp0O2 Sensors and Accessories delivered in
accordance with this Agreement shall be at the most favored OEM prices.

LABS shall receive the best price offered by MASIMO to any other person or entity for Products. In the event that MASIMO provides more favorable
pricing to another person or entity, MASIMO shall notify LABS of such better pricing within thirty days, and LABS shall have the option of accepting the
more favorable pricing, effective immediately.
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EXHIBIT D
Epd-User License Agrcement

THIS DOCUMENT IS A LEGAL AGREEMENT BETWEEN YOU, THE “PURCHASER”, AND LABS. [F YOU DO NOT AGREE TO THE
TERMS OF THIS AGREEMENT, PROMPTLY RETURN THE ENTIRE PACKAGE, INCLUDING ALL ACCESSORIES, IN THEIR ORIGINAL
PACKAGE, WITH YOUR SALES RECEIPT TO LABS FOR A FULL REFUND.

1. Grant of License

In consideration of payment of the license fee, which is part of the price paid for this product, LABS grants to Purchaser a nonexclusive,
nontransferable license, without right to sublicense, to use the copy of the incorporated software/firmware, and documentation in conaection with
Purchaser’s use of the Products for their labeled purpose. LABS reserves all rights not expressly granted to Purchaser.

2. Ownership of MASIMO Software/Firmware

Title to, ownership of, and all rights and interests in, any MASIMO software and/or firmware and the documentation, and all copies thereof, remain at
all times vested in MASIMO Corporation, licensor to LABS, and they do not pass to Purchaser.

3. Assignment
Purchaser shall not assign or transfer this License, in whole or in part, by operation of law or otherwise, without LABS’ prior written consent; any
attempt without such consent, to assign any rights, duties or obligations arising hereunder shall be void.

4. Copy Restrictions

The software/firmware and the accompanying written materials are copyrighted, Unauthorized copying of the software, including software that has
been modified, merged, or included with other software, or other written materials is expressly forbidden. You may be held legally responsible for any
copyright infringement that is cause or incurred by your failure to abide by the terms of this license. Nothing in this license provides any rights beyond those
provided by 17 US.C. § 117.

5. Usc Restriction

As the Purchaser, you may physically transfer the products from one location to another provided that the software/firmware is not copied. You may
not electronically transfer the software/firmware from the products to any other device. You may not disclose, publish, translate, release or distribute copies
of the software/firmware or accompanying written materials to others. You may not modify, adapt, translate, reverse engineer, decompile, disassemble, or
create derivative works based on the software/firmware. You may not modify; adapt, translate, or create derivative works based on the written materials
without the prior written consent of LABS.

6. Tmosfer Restrictions

The software/firmware is licensed to the Purchaser, and may not be transferred to anyone, except other end—users, without the prior writtan consent of
LABS. In no event may you transfer, assign, rent, lease, sell, or otherwise dispose of the software/firmware or the products on a temporary basis.
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7. Beneficiary
MASIMO Corporation is a Beneficiary of this Agreement and has the right to enforce its provisions.

RESTRICTED RIGHTS LEGEND

The software/firmware and documentation is commercial computer software as defined in DFARS § 252.277.7014(a)(1). The Government shall have
only those rights specified in this Agreement. DFARS § 227.7202-3(a).
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MASIMO CORP (MASI)

40 PARKER

IRVINE, CA 92618
949-297-7000
htto:/Awww.masimo.com

EX-21.1

LIST OF REGISTRANT'S SUBSIDIARIES
10-K Filed on 03/04/2008 — Pericd: 12/29/2007
File Number 001-33642
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The following are wholly—owned subsidiaries of the registrant, Masimo Corporation, a Delaware corporation:

Name of Subsidiary

Masimo Americas, Inc.

Masimo Japan Corporation

Masimo Europe Lid.

Sp02.com, lnc.

Masimo Canada ULC

Masimo Australia Pty Ltd

Masimo Importacao ¢
Distribuicao de Produtos
Medicos Ltda,

Masimo Hong Kong Limited

Subsidiaries of the Registrant

State ar Jurisdiction of Incorporation or Oreantzatian,

Exhibit 21.1

Delaware

Japan

England and Wales
Delaware

Nova Scotia
Australia

Brazil
Hong Kong
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Exhibit 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC
ACCOUNTING FIRM

We have issued our report dated February 29, 2008, accompanying the consolidated financial statements included in the Annual Report of Masimo
Corporation on Form 10K for the year ended December 29, 2007, We hereby consent to the incorporation by reference of said report in the Registration
Statements of Masimo Corporation on Forms 58 (File No. 333—148149, effective December 19, 2007 and File No. 333149138, cffective February 11,
2008).

/s/ GRANT THORNTON LLP

Irvine, California
February 29, 2008
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Exhibit 31.1

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
Pursuant to Rule 13a—14(a) adopted pursnant to Section 302 of the Sarbanes—Oxley Act of 2002

1, Jo¢ E. Kiani, certify that:
1. I have reviewed this Form 10—K of Masimo Cerporation;

2. Based on my knowledge, this report does not contain zny untrue statement of a matcrial fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4, The registrant’s other certifying officer and I are responsible for establishing and maintaining disclesure controls and procedures (as defined in Exchange
Act Rules 13a—15(e) and 15d-15(g)) for the registrant and have:

(2) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to
ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

(b) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(¢} Disclosed in this report any cbange in the registrant’s internal control over financial reporting that occurred during the registrant's most recent
fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant’s internal control over financial reporting; and

5, The registrant’s other certifying officer and I have disclosed, based on cur most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control ever financial reporting which are reasonably
likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

() Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control
over financial reporting.

Isllne E Kiani

Joc E. Kiani

Chaijrman of the Board and Chief Executive Officer
(Principal Executive Officer)

Dated: March 4, 2008



MASIMO CORP s

40 PARKER
IRVINE, CA 92618
845-297-7000

EX-31.2

CERTIFICATION OF MARK P. DE RAAD, CHIEF FINANCIAL OFFICER, SECTION 3.
10-K Filed on 03/04/2008 - Period: 12/29/2007
File Number 001-33642

GSl&

- LIVEDGAR?® Information Provided by Global Securities Information, Inc. -
. : 800.5_59.1‘154 N -

www.gsionfine.com




Exhibit 31.2

CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER
Pursuant to Rale 13a—14(a) adopted pursuant to Section 302 of the Sarbanes—Oxley Act of 2002

1, Mark P. de Raad, certify that:
1. I have reviewed this Form 10-K of Masimo Corporation;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
staternents made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report,

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange
Act Rules 13a—15(e) and 15d—15(e)) for the registrant and have:

(2) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to
ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;.

(t) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(c) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent
fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant’s internal control over financial reporting; and

5. The registrant's other certifying officer and [ have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit cornmittee of the registrant’s board of directors {or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control
over financial reporting.

fs/Mark P de Baad

Mark P. de Raad

Executive Vice President and Chief Financial Officer
(Principal Financial Officer)

Dated: March 4, 2008
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Exhibit 32.1
CERTIFICATIONS

Each of the undersigned, in his capacity as the principal executive officer and principal financial officer of Masimo Corporation (the “Company™), as the
case may be, hereby certifies, pursuant to the requirement set forth in Rule 13a—14(b) of the Securities Exchange Act of 1934, as amended (the “Exchange
Act™) and Section 1350 of Chapter 63 of Title 18 of the United States Code (18 U.S.C. §1350), that, to the best of his knowledge:

1. This Annual Report on Form 10-K for the period ended December 29, 2007 fully complies with the requirements of Section 13(a) or 15(d) of
the Exchange Act; and

2.  The information contained in this Annual Report fairly presents, in all material respects, the financial condition and results of operations of the
Company for the period covered by this Annual Report,

A signed original of this writien statement required by Section 906 has been provided to the Company and will be retained by the Company and fumnished to
the Securitics and Exchange Commission (“SEC™) or its staff upon request.

This certification accompanies the Form 10~K to which it relates, is not deemed filed with the SEC and is not to be incorporated by reference into any filing
of the Company under the Securities Act of 1933, as amended, or the Exchange Act (whether made before or after the date of this Annual Report),
irrespective of any general incorporation language contained in such filing.

IN WITNESS WHEREOF, the undersigned have set their hands hereto as of the 4® day of March 2008.

st Toe FXian,

Joe E. Kiani

Chairman of the Board and Chief Executive Officer
{Principal Executive Officer)

Mark P. de Raad
Executive Vice President and Chief Financial Officer
(Principal Financial Qfficer)



