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Summary

• Medical Device Company with Razor/Blade 
Model Offering Benefits to Patients, Doctors and 
Payers

• Focused on technology that is superior to Pulse 
Oximetry

• Recent year’s financials were hurt by reduction 
in royalty rate from Covidien and the failure of a 
large military order to repeat.

• Entreprenuer/CEO has 9% equity ownership





Profile
Masimo develops innovative monitoring technologies that 
significantly improve patient care-helping solve "unsolvable" 
problems. In 1995, the company debuted Read-Through 
Motion and Low Perfusion pulse oximetry, known as SET and 
with it substantially reduced false alarms and increased pulse 
oximetry's ability to detect life-threatening events. More than 
100 independent clinical and laboratory studies have 
confirmed that Masimo SET technology allows clinicians to 
accurately monitor blood oxygen saturation in critical care 
situations. Our Masimo SET platform has significantly 
addressed many of the previous technology limitations, has 
substantially contributed to improved patient outcomes and 
has been referred to by several industry sources as the gold 
standard in pulse oximetry. In 2005, Masimo introduced 
Masimo Rainbow SET Pulse CO-Oximetry, which, for the first 
time, noninvasively monitors the level of carbon monoxide and 
methemoglobin in the blood, allowing early detection and 
treatment of potentially life-threatening conditions. Founded in 
1989, Masimo has the mission of "Improving Patient 
Outcomes and Reducing Cost of Care by Taking Noninvasive 
Monitoring to New Sites and Applications."

• Sector Health Care
• Industry Hc-Equipment
• Trading Exchange NASDAQ
• Options YES
• Fiscal Year End DEC
• Employees 2,548
• Market Value ($ Mil) 1,370
• Beta (S&P) 0.92
• Dividend Amount (LTM) 0
• Dividend Yield (LTM) 0
• Quality Ranking NR

Website:

http://ir.masimo.com/phoenix.zhtml?c=117065&p=irol-irhome

http://ir.masimo.com/phoenix.zhtml?c=117065&p=irol-irhome


Company History/Recent Events
• Founded in 1989
• Based in Irvine, CA
• SET:  Signal Extraction Technology
• 2005:  Rainbow SET launched for carbon monoxide testing
• 2006:  Launched methemoglobin test
• IPO 2007 = $17
• 2009:  Full launch of non-invasive hemoglobin test
• 2009:  RAM (Rainbow Acoustic Measurement) for respiration
• 2010:  Pronto-7 (handheld) in Europe
• 2010:  SEDline (Brain Monitoring)
• 2010:  HALO Index (Dynamic wellness index)
• 2011:  Pronto-7 in US
• 2011:  Restructured Covidien License Agreement – 7.75% through 3/2014



Strategy
1) be the leading choice for pulse oximetry in 

traditionally monitored areas in and out of the 
hospital; 

2) expand the use of pulse oximetry beyond the 
critical care settings including the general floor 
of the hospital; 

3) enable the use of breakthrough 
rainbow®measurements by our hospital 
customers; and 

4) bring rainbow® measurements to new markets 
such as the outpatient clinic. 



Products
Our products consist of a monitor or 

circuit board for use with our proprietary 
single-patient use and reusable sensors and 
cables. We sell our products to end-users 
through our direct sales force and certain 
distributors, and some of our products to our 
original equipment manufacturer, or OEM, 
partners, for incorporation into their 
products. As of December 31, 2011, we 
estimate that the worldwide installed base of 
our pulse oximeters and OEM monitors that 
incorporate Masimo SET® was 979,000 
units, based on an estimated 10 year field 
life assumption. 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 was over $1 billion in 
2011, the largest component of which was 
the sale of sensors. 



Customers

• 84% of product sales to OEMs
• OMI and CAH are 25% of sales
• 51% to 5 Top GPOs
• 74% Americas, 14% EMEA, 12% Asia



What is Pulse Oximetry
Pulse oximetry, considered the 5th vital sign, has gained widespread clinical acceptance as a standard 

patient vital sign measurement because it can give clinicians an early warning of low arterial blood oxygen 
saturation levels, known as hypoxemia. Early detection is critical because hypoxemia 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. Masimo pulse oximeters 
are used primarily in critical care settings, including emergency departments, surgery, recovery rooms, intensive 
care units, or ICUs, and alternative care settings, such as long-term care facilities and for home monitoring in 
patients with chronic conditions.

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 remain 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 tissue 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 that transmit red and infrared light from one side of the extremity through the tissue to a 
photodetector on the other side of the extremity. The photodetector in the sensor measures the amount of red and 
infrared light absorbed by the tissue. A microprocessor then analyzes the changes in light-absorption to provide a 
continuous, real-time measurement of the amount of oxygen in the patient’s arterial blood. Pulse oximeters 
typically give audio and visual alerts, or alarms, when the patient’s arterial blood oxygen saturation level or pulse 
rate falls outside of a designated range. As a result, clinicians are able to immediately initiate treatment to prevent 
the serious clinical consequences of hypoxemia and hyperoxemia. 



Masimo SET vs. Pulse Oximetry
What makes Masimo SET different than other (conventional) pulse oximetry?

Conventional pulse oximetry assumes that arterial blood is the only blood moving 
(pulsating) in the measurement site. During patient motion, the venous blood also moves, which 
causes conventional pulse oximetry to under-read because it cannot distinguish between the 
arterial and venous blood. Masimo SET signal processing identifies the venous blood signal, 
isolates it, and using adaptive filters, cancels the noise and extracts the arterial signal. It then 
reports the true arterial oxygen saturation and pulse rate.

• Conventional Pulse Oximetry provides inaccurate monitoring or signal dropout during:
• Patient Motion or Movement
• Low Perfusion (low signal amplitude)
• Intense Ambient Light (lighting or sunlight)
• Electrosurgical Instrument Interference

Masimo SET pulse oximetry works accurately where conventional pulse oximetry tends to 
fail. More than 100 independent and objective peer-reviewed clinical studies published and 
presented in internationally respected forums and numerous additional studies in progress 
document the significantly superior performance of Masimo SET Pulse Oximetry. The technical 
innovations that are the basis of the Masimo SET Pulse Oximetry system and Masimo 
LNOP® SpO2 sensors are addressed by approximately 200 patents issued and pending in the 
United States and other key countries.



Pronto-7 Handheld
Traditional invasive lab testing provides delayed 
results and requires a painful needle stick and time- 
consuming blood draws.
The Pronto-7 offers noninvasive and quick spot- 
check testing of total hemoglobin (SpHb), SpO2, 
pulse rate, and perfusion index, which may provide 
the following benefits:

CLINICIAN
> Facilitates timely patient assessment
> Reduces the need to wait for lab results

STAFF
> Easy-to-use — Improves efficiency
> Decreases risk of accidental needle stick and 
exposure to blood-borne pathogens
> Requires no lab consumables or waste disposal

PATIENT
> Reduces painful needle sticks and time- 
consuming blood draws
> Enables immediate face-to-face counseling with 
clinician



Competition

• Covidien (Nellcor) is 
the market leader

• There are others as 
well

Masimo SET® $1 Million Performance Guarantee

In keeping with Masimo’s mission to 
improve patient care, and to help clinicians separate 
fact from fiction, Masimo is renewing and expanding 
its performance guarantee. If Masimo SET is 
proven not to be more accurate than Nellcor 
OxiMax/N-600x pulse oximetry during motion 
artifact and low perfusion, we will pay up to 
$1,000,000 to help your hospital acquire that pulse 
oximetry.



Covidien Royalty Issue

• Old Agreement -13%
• Current Agreement - 7.75% thru 3/2014
• Future – Unclear if Royalties will extend 

beyond 3/2014

• Royalty 2011 = 7.4% of all sales, 38% of 
operating profit

• Royalty 2007 = 22% of sales, 84% of 
operating profit



Cercacor Issue
• In 1998, Cercacor (Masimo Labs) was spun out to existing (pre-IPO) 

shareholders, creating a potential conflict-of-interest for CEO Kiani.
• Cercacor owns the technology for Rainbow, which is built on SET
• There are cross-licensing agreements
• As Rainbow takes off, royalties (10% of sales) will exceed $5mm minimum
• Cercacor is a separate entity with 20 engineers in a separate facility – Kiani 

is there less than a day per week according to the company.
• “From Cercacor’s inception in 1998 through December 31, 2011, we paid 

Cercacor $36.1 million for both exclusive licensing 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 
measurements, including bilirubin for an additional $500,000 and blood 
glucose for an additional $2.5 million. As of December 31, 2011, feasibility 
on these measurements has not been attained. From its inception in 1998 
through December 31, 2011, Cercacor has incurred a total of $29.2 million 
in expenses.”



Cross-License Agreement

We have a cross-licensing agreement, or the Cross-Licensing 
Agreement, with Cercacor 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 
measurements.

End User Markets

Measurements Professional Caregiver and Alternate Care Market Patient and Pharmacist
Vital Signs Masimo (owns) Cercacor (non-exclusive license)
Non-Vital Signs Masimo (exclusive license) Cercacor (owns or exclusive license)



Why not Merge?

In 2010, a Special Committee of 
Independent Directors evaluated 
combining Cercacor and Masimo and 
concluded that it would not be in the best 
interests of MASI shareholders.  
Apparently, Cercacor is a big call option 
on non-invasive glucose monitoring.



Why MASI Now?

• 2011 was optically poor due to reduction in 
royalty rate – product revenue was strong 
(+14%)

• Large Military order didn’t repeat
• PHG and now GE have adopted rainbow
• Pronto 7 was delayed but now launched – 

opens hemoglobin to doctors offices
• New technology (X-Cal) could decrease 

competition from reprocessing



Management
• CEO – Joe Kiani (47), since 1989, Engineer from SDSU
• CFO – Mark de Raad (52), since 2006, joined company from Avamar Technolgies (software) and 

Quantum Storage
• COO – Tony Allan (46), since 2010 – former Jabil exec
• President, WW Sales – John Coleman (48), since 2011, joined company in 2008
• President, WW OEM – Rick Fishel (54), since 2011, joined company 2004
• EVP, Engineering – Anand Sampath (45), since 2007, joined company from Motorola  in 2006

• CEO Salary is about $700K, other officers about $315K
• Bonus is based on product sales and on GAAP EPS
• Bonus Targets are low – 50% for CEO and 40% for other officers
• But there are also three-year cash programs
• Company issues options only, and they vest over 5 years (this is positive)
• 72% of CEO pay 2008-2010 was in options, 36% for other officers
• Negatively, CEO has rich travel reimbursement

• The Company’s Chief Executive Officer is also the Chairman of the Masimo Foundation for Ethics, Innovation and Competition in Healthcare, or the 
Masimo Foundation, a non-profit organization which was founded during the first quarter of 2010 to benefit worldwide healthcare. The Company’s Chief 
Financial Officer is also a Director of the Masimo Foundation. For the year ended January 1, 2011, the Company contributed a total of $10.3 million to 
the Masimo Foundation, which has been recorded within selling, general and administrative expenses in the consolidated statements of income. During 
the year ended December 31, 2011, no contributions were made to the Masimo Foundation. 



Ownership Issues

• Insiders own 12.1%, CEO 9.5%
• CEO was seller of 200K at 33 in March, 

buyer of 100K below 20 in Q4
• 7% Short position (9 days)
• Institutions > 5%:  1 (Janus)
• Member Russell 2000  and S&P 400



Long-Term Revenue Growth



Income Statement Ratios



Balance Sheet (Q4-2011)
• Cash and Investments: $130mm
• Inventory:  $46mm (up 2% y-o-y on 14% product sales 

growth)
• AR:  $64mm (+4%)
• PPE Net: $15mm
• Goodwill $12mm

• Debt: $0mm
• Total Liabilities = $89mm
• Equity = $277mm ($265mm tangible)
• Current Ratio:  3.5X



Cash Flow
• 2011:  CapEx of $8mm and D&A of $7mm
• For past 5 years, FCF = 97% of NI (NI+D&A-CapEx)

• Past 5 years (2007-2011):
– NI+D&A=$296mm
– Special Dividends in 2010 of $2.75 per share:  $162mm
– Net Share Repurchase: $36mm
– CapEx:  $40mm
– Acquisitions:  $2mm
– Debt Decrease:  $20mm
– Cash Increase:  $33mm

Share repurchase plan authorized August 2011 for 3mm shares – 
repurchased 1.845mm at 19.61 in Q4



Technicals

• Bottoming action after rough 2 years
• Stock made post-IPO lows but never broke $17 IPO price
• Support = 22 then 21, Resistance 24.50



Valuation



Estimate Revisions



Price vs. Earnings



Risks/Opportunities

Risks
• Med Device Tax
• Cercacor Relationship
• Covidien Royalties 

end in 2014
• Competition from 

reprocessors

Opportunities
• New Rainbow OEMs 

like GE and PHG
• Non-invasive 

Hemoglobin
• International 

expansion



Target
• Consensus sales estimate is $482m for 2012 

(+10%).
• Consensus 2013 Sales is $533mm (+10%)
• Consensus 2012 EPS = 1.19 (+14%)
• Consensus 2013 EPS is 1.38 (+16%)
• Target Basis:  3.5X EV/S
• Sales to 2/28/13 (I year) = $490mm
• EV Target = $1.715bln, Cash = 130mm, shares 

= 60mm
• Target to 2/28/13: 30.75 (also = 21.7 PE)



Conclusion

• Technology-driven company
• Value proposition to users, good biz model 

for investors
• Coming off tough year that hit earnings 

and valuation, but new products should 
drive growth

• CEO is a problem solver – very well 
aligned despite Cercacor potential conflict
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