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Act. Yes © No x

Indicate by check mark whether the Registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of
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chapter) is not contained herein, and will not be contained, to the best of the Registrant s knowledge, in definitive
proxy or information statements incorporated by reference in Part III of this Form 10-K or any amendment to this
Form 10-K. x

Table of Contents



Edgar Filing: Inogen Inc - Form 10-K

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of large accelerated filer, accelerated filer and smaller reporting
company in Rule 12b-2 of the Exchange Act.
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INOGEN, INC.
PART I
Forward-Looking Statements

This Annual Report on Form 10-K contains forward-looking statements that are based on our management s beliefs
and assumptions and on information currently available to our management. The forward-looking statements are
contained principally in the sections entitled Business,  Risk factors, and Management s discussion and
analysis of financial condition and results of operations. Forward-looking statements include information
concerning our possible or assumed future results of operations, business strategies, financing plans, competitive
position, industry environment, potential growth opportunities, and the effects of competition. Forward-looking
statements include statements that are not historical facts and can be identified by terms such as anticipates,
believes, could, seeks, estimates, expects, intends, may, plans, potential, predicts,
projects,  should, will,  would, or similar expressions and the negatives of those terms.

Forward-looking statements involve known and unknown risks, uncertainties, and other factors that may cause our
actual results, performance, or achievements to be materially different from any future results, performance, or
achievements expressed or implied by the forward-looking statements. We discuss these risks in greater detail in the
section entitled Risk factors and elsewhere in this Annual Report on Form 10-K. Given these uncertainties, you
should not place undue reliance on these forward-looking statements.

Forward-looking statements represent our management s beliefs and assumptions only as of the date of this Annual
Report on Form 10-K. Except as required by law, we assume no obligation to update these forward-looking
statements, or to update the reasons actual results could differ materially from those anticipated in these
forward-looking statements, even if new information becomes available in the future. You should read this Annual
Report on Form 10-K completely and with the understanding that our actual future results may be materially different
from what we expect.

ITEM 1. BUSINESS
General

We are a medical technology company that develops, manufactures and markets innovative portable oxygen
concentrators used to deliver supplemental long-term oxygen therapy to patients suffering from chronic respiratory
conditions. Traditionally, these patients have relied on stationary oxygen concentrator systems for use in the home and
oxygen tanks or cylinders for mobile use, which we call the delivery model. The tanks and cylinders must be delivered
regularly and have a finite amount of oxygen, which requires patients to plan activities outside of their homes around
delivery schedules and a finite oxygen supply. Additionally, patients must attach long, cumbersome tubing to their
stationary concentrators simply to enable mobility within their homes. Our proprietary Inogen One systems
concentrate the air around the patient to offer a single source of supplemental oxygen anytime, anywhere with a
portable device weighing approximately 4.8 or 7.0 pounds. Our Inogen One G3 and G2 have up to 4.5 and 5 hours of
battery life, respectively, with a single battery and can be plugged into an outlet when at home, in a car, or in a public
place with outlets available. Our systems reduce the patient s reliance on stationary concentrators and scheduled
deliveries of tanks with a finite supply of oxygen, thereby improving patient quality of life and fostering mobility.

Although portable oxygen concentrators represent the fastest-growing segment of the Medicare oxygen therapy
market, we estimate based on 2012 Medicare data that patients using portable oxygen concentrators represent
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approximately 4% to 5% of the total addressable oxygen market in the United States. Based on 2012 industry data, we
were the leading worldwide manufacturer of portable oxygen concentrators, as well as the largest provider of portable
oxygen concentrators to Medicare patients, as measured by dollar volume. We believe we are the only manufacturer
of portable oxygen concentrators that employs a direct-to-consumer
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strategy in the United States, meaning we market our products to patients, process their physician paperwork, provide
clinical support as needed and bill Medicare or insurance on their behalf. To pursue a direct-to-consumer strategy, our
manufacturing competitors would need to meet national accreditation and state-by-state licensing requirements and
secure Medicare billing privileges, as well as compete with the home medical equipment providers that many rely on
across their entire homecare business.

We believe our direct-to-consumer strategy has been critical to driving patient adoption of our technology. Other
portable oxygen concentrator manufacturers access patients by selling through home medical equipment providers that
we believe are disincentivized to encourage adoption of portable oxygen concentrators. In order to facilitate the
regular delivery and pickup of oxygen tanks, home medical equipment providers have invested in geographically
dispersed distribution infrastructure consisting of delivery vehicles, physical locations and delivery personnel within
each area. Because portable oxygen concentrators eliminate the need for a physical distribution infrastructure, but
have higher initial equipment costs than the delivery model, we believe converting to a portable oxygen concentrator
model would require significant restructuring and capital investment for home medical equipment providers. Our
direct-to-consumer marketing strategy allows us to sidestep the home medical equipment channel, appeal to patients
directly and capture both the manufacturing and provider margin associated with long-term oxygen therapy. We
believe our ability to capture this top-to-bottom margin, combined with our portable oxygen concentrators technology
that eliminates the need for the service and infrastructure costs associated with the delivery model, gives us a cost
structure advantage over our competitors.

Since adopting our direct-to-consumer strategy in 2009 following our acquisition of Comfort Life Medical Supply,
LLC, which had an active Medicare billing number but few other assets and limited business activities, we have
directly sold or rented our Inogen One systems to more than 40,000 patients, growing our revenue from $10.7 million
in 2009 to $75.4 million in 2013. In 2013, 22% of our revenue came from our international markets and 41% of our
revenue came from oxygen rentals. Our percentage of rental revenue increased from 35.8% in 2011, increasing our
proportion of recurring revenue. Additionally, we have increased our gross margin from 49.3% in 2012 to 51.7% in
2013 primarily due to the change in sales mix toward direct-to-consumer from provider sales, improving system
reliability, reducing material cost per system and lowering overhead cost per system. Our net loss was $2.6 million in
2009 transitioning to net income of $25.4 million in 2013. Adjusted net income excluding a one-time tax benefit was
$3.6 million in 2013.

Our solution

Our Inogen One systems provide patients who require long-term oxygen therapy with a reliable, lightweight single
solution product that improves quality-of-life, fosters mobility and eliminates dependence on both oxygen tanks and
cylinders as well as stationary concentrators. We believe our direct-to-consumer strategy increases our ability to
effectively develop, design and market our Inogen One solutions, as it allows us to:

drive patient awareness of our portable oxygen concentrator through direct marketing, sidestepping the home
medical equipment channel that other manufacturers rely upon across their homecare businesses, and that is
incentivized to continue to service oxygen patients through the delivery model;

capture the manufacturer and home medical equipment provider margins, allowing us to focus on the total
cost of the solution and to invest in the development of product features instead of being constrained by the
price required to attract representation from a distribution channel. For example, we have invested in features
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that improve patient satisfaction, product durability, reliability and longevity, which increase the cost of our
hardware, but reduce the total cost of our solution by reducing our maintenance and repair cost; and

access and utilize direct patient feedback in our research and development efforts, allowing us to innovate
based on this feedback and stay at the forefront of patient preference. For example, we have integrated a
double battery into our product offering based on direct patient feedback.
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We believe the combination of our direct-to-consumer strategy with our singular focus on designing and developing
oxygen concentrator technology has created the best-in-class portfolio of portable oxygen concentrators. Our two
current product offerings, the Inogen One G3 and Inogen One G2, at approximately 4.8 and 7.0 pounds, respectively,
are amongst the most lightweight portable oxygen concentrators on the market. We believe our Inogen One solutions
offer the following benefits:

Single solution for home, ambulatory, travel and nocturnal treatment. We believe our Inogen One solutions
are the only portable oxygen concentrators marketed as a single solution, by which we mean a patient can
use our Inogen One systems as their only supplemental oxygen source with no need to also use a stationary
concentrator regularly. Our compressors are specifically designed to enable our patients to run our portable
oxygen concentrators 24/7, whether powered by battery or plugged into an outlet at home or in a car while
the battery is recharging.

Reliability. We have made product performance a priority and have improved reliability with each
generation. For example, we have introduced patented air-dryer and patent-pending user-replaceable sieve
beds to our products, which have improved product performance and, as a result, patient satisfaction.
Reliability is not only critical to patient satisfaction, but also cost management, as our minimal physical
infrastructure makes product exchanges more costly to us than providers with greater local physical
infrastructure.

Effective for nocturnal use. Our Intelligent Delivery Technology enables our portable oxygen
concentrators to provide consistent levels of oxygen during sleep despite decreased respiratory
rates. As a result, patients can rely on the Inogen One G3 and Inogen One G2 portable oxygen
concentrators overnight while sleeping.

Unparalleled flow capacity. Our 4.8 pound Inogen One G3 has at least 50% more flow capacity than other
sub-5 pound portable oxygen concentrators, and our 7.0 pound Inogen One G2 has at least 15% more flow
capacity than other sub-10 pound portable oxygen concentrators.

User friendly features. Our systems are designed with multiple user friendly features, including long battery
life and low noise-levels in their respective weight categories.
Our Inogen One systems

We market our current product offerings, the Inogen One G3 and the Inogen One G2, as single solutions for oxygen
therapy. This means our solutions can operate on a 24/7 basis for at least 60 months without a stationary concentrator.
We believe the technology in our Inogen One G3 and our Inogen One G2 is effective for nocturnal use. Our Inogen
One G2 and the Inogen One G3 are sub-5 and sub-10 pound portable oxygen concentrators that can operate reliably
and cost-effectively over the long period of time needed to service oxygen therapy patients without supplemental use
of a stationary concentrator or a replacement portable oxygen concentrator. To the extent our competitors portable
oxygen solutions require supplemental use of a stationary oxygen concentrator, their solutions are less cost-effective
and less convenient for patients. The following table summarizes our key product features:
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Key Product Specifications

Inogen One G3 Inogen One G2
840 1,260
4.8 (single battery) 7.0 (single battery)
5.8 (double battery) 8.4 (double battery)
Up to 4.5 hours (single battery) Up to 5 hours (single battery)
Up to 9.0 hours (double battery) Up to 10 hours (double battery)

User replaceable oxygen filtration cartridges & battery

Air dryer & user replaceable battery

Yes Yes
42 dBA 38 dBA
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We have focused our research and development efforts on creating solutions that we believe have overcome the
reputation of portable oxygen concentrators as being limited in durability and reliability as well as unsuitable for
nighttime or 24/7 use. We specifically designed our compressors for 24/7 use. We have worked to improve our
reliability and reduce service costs by equipping our portable oxygen concentrators with features such as membrane
air dryers and user replaceable filtration cartridges.

All of our Inogen One systems are equipped with Intelligent Delivery Technology, a form of pulse-dose technology
from which the patient receives a bolus of oxygen upon inhalation. Pulse dose technology was developed to extend the
number of hours an oxygen tank would last and is generally used on all ambulatory oxygen therapy devices. Our
proprietary conserver technology utilizes differentiated triggering sensitivity to quickly detect a breath and ensure
oxygen delivery within the first 400 milliseconds of inspiration, the interval when oxygen has the most effect on lung
gas exchange. During periods of sleep, respiratory rates typically decrease. Our Inogen One systems actively respond
to this changing physiology through the use of proprietary technology that increases bolus size. Our Intelligent
Delivery Technology is designed to provide effective levels of blood oxygen saturation during sleep and all other
periods of rest and activity that are substantially equivalent to continuous flow systems.

The Inogen One G3, our next-generation product, is among the most lightweight products on the market with
substantially higher oxygen production capabilities than the other sub-5 pound portable oxygen concentrators on the
market. We believe the performance parameters around the Inogen One G3 and Inogen One G2 allow us to serve
approximately 95% of the ambulatory oxygen patients and enable us to address a patient s particular clinical needs, as
well as lifestyle and performance preferences.

Our direct-to-consumer business model has enabled us to receive direct patient feedback, and we have used this
feedback to create portable oxygen concentrators that address the full suite of features and benefits critical to patient
preference and retention. Our products prevent patients from having to choose between lightweight size, suitability for
24/7 use, reliability, and key features such as battery life, flow and reduced noise levels.

Sales and marketing

Our direct-to-consumer sales and marketing efforts are focused on generating awareness and demand for our Inogen
One systems among patients, physicians and other clinicians, and third-party payors. In the United States as of
December 31, 2013 we employed a marketing team of 5 people, an in-house sales team of 120 people, and a
field-based sales force of 15 people. Of the $59 million of our 2013 revenue derived from the United States,
approximately 52% represented direct-to-patient rentals, 30% represented cash pay sales to patients and 18%
represented sales to third-party home medical equipment providers.

Our Medicare and private insurance patients rent our systems, while a portion of our patients choose to purchase our
Inogen One products directly. Our ability to rent to patients directly, bill third-party payors on their behalf, and service
patients in their homes requires that we hold a valid Medicare supplier number, are accredited by an independent
agency approved by Medicare, and comply with the unique licensure and process requirements in the 49 states in
which we serve patients.

We use a variety of direct-to-consumer marketing strategies to generate interest in our solutions among current
oxygen therapy patients. After a patient contacts us, we guide them through product selection and insurance eligibility,
and, if they choose to move forward, process the necessary reimbursement and physician paperwork on their behalf, as
well as coordinate the shipping, instruction, and clinical setup process. In accordance with Medicare regulations we do
not initially contact patients directly and contact them only upon an inbound inquiry. The below chart describes our
United States direct-to-consumer sales process.
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In addition to the direct-to-consumer sales model, we are increasingly utilizing a physician referral model as a
complementary sales method. Under this model, our field sales representatives work with physicians in the
representative s territory to help physicians understand our products and the value these products provide for patients.
We believe that by educating physicians on our products, we can cost-effectively supplement our direct-to-consumer
sales and capture a greater number of patients earlier in the course of their oxygen therapy.

We engage in a number of other initiatives to increase awareness, demand, and orders for Inogen One systems. These
include attendance at oxygen therapy support groups, guest speaking arrangements at trade shows, and product
demonstrations as requested. Additionally, we are targeting private payors to become an in-network provider of
oxygen therapy solutions, which we expect will reduce or eliminate any additional patient co-insurance associated
with using our solution. We believe this will result in both increased conversion of our initial leads, as well as direct
referrals from insurance companies in some cases.

International

Approximately 22% of our sales were from outside the United States in 2013. We sell our products in 43 countries
outside the United States through distributors or directly to large house accounts, which include gas companies and
home oxygen providers. In this case, we sell to and bill the distributor or house accounts directly, leaving the patient
billing, support, and clinical setup to the local provider. As of December 31, 2013, we had four people who focused on
selling our products to distributors and house accounts worldwide. In fiscal year 2012, an international distributor
accounted for 12% of our revenue. However, no single customer represented more than 10% of our total revenue for
2013.

International sales have been a rapidly growing portion of our business, and we estimate there are 2 million long-term
oxygen therapy patients outside of the United States. We believe that the international market is attractive for the
following reasons:

More favorable reimbursement in certain countries, including France and the United Kingdom, where
portable oxygen concentrators receive more favorable reimbursement than in the United States.

Less developed oxygen delivery infrastructure in some countries. We believe that some countries outside the
United States have less developed oxygen delivery infrastructure than in the United States. As a result,
portable oxygen concentrators enable providers to reach and service patients they cannot economically reach
with the delivery model.

An absence of reimbursement for any ambulatory oxygen therapy modalities in some countries, resulting in
patients bearing all of the cost of ambulatory oxygen therapy and therefore becoming more involved in the
selection of the modality. In Australia, for example, patients shoulder the burden of all costs associated with
ambulatory oxygen therapy. In these cases, they tend to choose products like portable oxygen concentrators
that provide a higher level of personal freedom.

We will continue to focus on building out our international sales efforts.
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Customer support and order fulfillment

Our procedures enable us to package and ship a system directly to the patient in the patient s preferred configuration
the same day the order is received. This enables us to minimize the amount of finished goods inventory we keep on
hand. Our primary logistics partner is United Parcel Service, or UPS. UPS supports both our domestic and
international shipments and provides additional services that support our direct-to-consumer oxygen therapy program.
The UPS pick up service is used to retrieve patient paperwork, products requiring repair and systems that are no
longer needed by the patient. Additionally, UPS, when necessary and requested by us, will go into a patient s home to
remove a replacement product from the box, box the failed device and return it to us. In this manner, we are able to
operate as a remote provider while maintaining the level of customer service of a local oxygen therapy provider.

We believe it is crucial to provide patients with the highest quality customer support to achieve satisfaction with our
products and optimal outcomes. As of December 31, 2013, we had a dedicated client service team of 24 people who
were trained on our products, a clinical support team of 16 people who were licensed nurses or respiratory therapists,
and a dedicated billing services team of 50 people. We provide our patients with a dedicated 24/7 hotline that is only
given to our Inogen One patients and is not published publicly. Via the hotline, patients have direct access to our
client services representatives, who can handle product-related questions. Additionally, clinical staff is on call 24/7
and available to patients whenever either the patient or the client services representative deems appropriate. Our
dedicated billing services team is available to answer patient questions regarding invoicing, reimbursement, and
account status during normal business hours. We receive no additional reimbursement for patient support, but provide
high-quality customer service to enhance patient comfort, satisfaction, compliance, and safety with our products. We
believe our focus on providing the highest level of customer service has helped drive our sustained patient satisfaction
rating of approximately 95%.

Third-party reimbursement

Medicare or private insurance rentals represented approximately 41% of our revenue in 2013. In cases where we rent
our oxygen therapy solutions directly to patients, we bill third-party payors, such as Medicare or private insurance, for
monthly rentals on behalf of our patients. We process and coordinate all physician paperwork necessary for
reimbursement of our solutions. A common medical criterion for oxygen therapy reimbursement is insufficient blood
oxygen saturation level. Our team in sales and sales administration are trained on how to verify benefits, review
medical records and process physician paperwork. Additionally, an independent internal review is performed and our
products are not deployed until after physician paperwork is processed and reimbursement eligibility is verified and
communicated to the patient. As of December 31, 2013, our sales and sales administration consisted of 135 people.

We are authorized by Medicare to bill for oxygen therapy, and we believe that more than 60% of oxygen therapy
patients have Medicare coverage. Our Inogen One systems are reimbursed under HCPCS codes E1390 and E1392.
E1390 covers stationary/nocturnal oxygen therapy systems, while E1392 provides additional reimbursement for
portable oxygen concentrators for the treatment of ambulatory patients. Even though E1390 is a stationary oxygen
code, we bill under both the E1390 and E1392 codes for our portable oxygen concentrators, assuming that the patient
qualifies for portable oxygen, as well as stationary oxygen. Only in the event the patient solely qualifies for portable
oxygen would we exclusively bill under the E1392 code, which is not typical. Currently, Medicare reimburses oxygen
therapy as a monthly rental for up to 36 months. We retain equipment ownership at all times. After 36 months,
paymentis capped, meaning the monthly payment amounts are discontinued. After five years or another qualifying
event, the patient is eligible for replacement equipment and a new capped rental period.

As of January 1, 2011, Medicare has phased in a program called competitive bidding. Competitive bidding impacts
the amount Medicare pays suppliers for durable medical equipment, including portable oxygen concentrators. The
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program is defined geographically, with suppliers submitting bids to provide medical equipment for a specific product
category within that geography. Once bids have been placed, an individual
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company s bids across products within the category are aggregated and weighted by each product s market share in the
category. The weighted average price is then indexed against competitors. Medicare determines a clearing price out of
these weighted average prices at which sufficient suppliers have indicated they will support patients in the category,

and this threshold is typically designed to have theoretical supply two times greater than expected demand. Bids for

each modality among the suppliers that made the cut are then arrayed to determine what Medicare will reimburse for
each product category. The program has strict anti-collusion guidelines to ensure bidding is truly competitive.
Competitive bidding contracts last three years once implemented, after which they are subject to re-bidding or
competitive bidding re-compete.

The competitive bidding program effectively reduces the number of oxygen suppliers that can participate in the
Medicare program. We believe that more than 75% of existing oxygen suppliers were eliminated in round one of
competitive bidding implemented January 1, 2011 in 9 U.S. Metropolitan Statistical Areas. Round two of competitive
bidding was implemented July 1, 2013 in 91 U.S. Metropolitan Statistical Areas and we believe the impact on the
number of oxygen suppliers will be similar when released. Combined with the round one of competitive bidding, we
believe that approximately 59% of the market was covered by round one and two. The following table sets forth the
current standard Medicare reimbursement rates and the weighted average of reimbursement rates applicable in
Metropolitan Statistical Areas covered by rounds one and two of competitive bidding. The round one re-compete was
completed in the same Metropolitan Statistical Areas as round one for the next three year period starting January 1,
2014 when the original contracts expire.

Round one
Medicare Round one Round two recompete
standard weighted weighted weighted
allowable average average average
effective 1/1/11- 7/1/13- 1/1/14-
1/1/14 12/11/13 6/30/16 12/31/16
E1390 $ 178.24 $ 116.16 $ 93.07 $ 9574
E1392 51.63 41.89 42.72 38.08
Total $ 229.87 $ 158.05 $ 135.79 $ 133.82
% of standard 69% 59% 58%

Medicare has not announced specific plans to implement competitive bidding nationwide, but by 2016 Medicare must
implement competitive bidding or competitive bidding pricing for included items in non-competitive bidding areas. In
February 2014, Medicare solicited public comment on the methodology it would use to comply with this statute.

As of December 31, 2013, we had contracts with 44 non-Medicare payors. These contracts enable us to become an
in-network provider for these payors, which enables patients to use our systems at the same cost as other in-network
solutions, including the delivery model. Based on our patient population, we believe non-Medicare payors represent at
least 30% of all oxygen therapy patients. We believe that private payor reimbursement levels will generally be reset in
accordance with Medicare reimbursement level determined by competitive bidding.

We cannot predict the extent to which reimbursement for our products will be affected by competitive bidding or by
initiatives to reduce costs for private payors. The unavailability of third-party coverage or inadequacy of
reimbursement for our current or future products would adversely affect our business, financial conditions, and results
of operations.
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We have been developing and refining the manufacturing of our Inogen One systems over the past eight years. While

nearly all of our manufacturing and assembly process was originally outsourced, assembly of the manifold,
compressor, sieve bed and concentrator is now conducted in-house in order to improve quality control
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and reduce cost. Additionally, we use lean manufacturing practices to maximize our manufacturing efficiency.
Bringing manufacturing and assembly largely in-house, combined with our consistent focus on driving efficient
manufacturing processes, has enabled us to reduce our cost of revenue per system by 40% over the past four years.

We rely on third party manufacturers to supply several components of our Inogen One systems. We typically enter
into supply agreements for these components that specify quantity, quality requirements, and delivery terms, which, in
certain cases, can be terminated by either party upon relatively short notice. We have elected to source certain key
components from single sources of supply, including our batteries, bearings, carry bags, motors, pistons, valves, and
molded plastic components. While alternative sources of supply are readily available for these components, we
believe that maintaining a single-source of supply allows us to control production costs and inventory levels, and to
manage component quality. In order to mitigate against the risks related to a single-source of supply, we qualify
alternative suppliers and develop contingency plans for responding to disruptions. If any single-source supplier were
no longer able to supply a component, we believe we would be able to promptly and cost-effectively switch to an
alternative supplier without a significant disruption to our business and operations. We have adopted additional
contingency plans to protect against an immediate disruption in supply of our battery and motor components, and any
potential delay that may result from a switch to a new supplier. These contingency plans include our own inventory
management, along with a requirement that each supplier maintains specified quantities of inventory in multiple
locations, and our maintenance of back-up tooling that can easily be transferred to the new supplier. We believe that
these contingency plans would limit any disruption to our business in the event of an immediate termination of either
our battery or motor supply.

We currently manufacture in two leased buildings in Goleta, California and Richardson, Texas, which we have
registered with the FDA and for which have obtained ISO 13485 cer