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LETTER TO SHAREHOLDERS

DEAR VALUED SHAREHOLDER,

2015 was a dynamic year for
NuVasive, defined by solid
execution, as well as numerous
steps to establish an even
stronger foundation from which
to transform spine surgery with
minimally invasive, procedurally-
integrated solutions that are
expanding the boundaries

of modern healthcare.
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Disciplined execution of strategy
delivers exceptional results.

GLOBAL REVENUE (IN MILLIONS)

$850
$811.1
$800
$762.4
$750
$700  $685.2
$650
$600
2013 2014 2015

NON-GAAP OPERATING PROFIT MARGIN®

17%
15.4%

15%
13%
11.4%
1%
9.2%
9%
7%
5%

2013 2014 2015



LETTER TO SHAREHOLDERS

REPORT ON 2015

Our category-focused innovation continued to lead the
industry in 2015. In May 2015, we launched the biggest
innovation platform since the introduction of XLIF®

with Integrated Global Alignment, or iGA", to address

a critical element in successful spine surgery — proper
alignment. In conjunction with iGA, we also entered the
adult deformity market in a big way with Reline®, our
comprehensive posterior fixation system. Both helped
drive strong sequential improvements in the Company’s
lumbar performance throughout the year, ending 2015 with
our best U.S. results in years at nearly 10% growth for the
fourth quarter. Additionally, we experienced a powerful
resurgence in our cervical business with the success of
our differentiated Archon® anterior plate and VuePoint® Il
fixation system, delivering upwards of 15% growth during
the fourth quarter.

Our performance in Asia Pacific continued its growth
trajectory with exceptional expansion in NuVasive's largest
international markets of Japan and Australia, which offset
weakness in Latin America and the Middle East. We were
also very pleased with the positive momentum we are
experiencing in Western Europe due to localized business
plans that exploit the competitive advantage of our

differentiated XLIF lateral access technology. This success in

Europe, coupled with a fresh view of how we accelerate our
globalization efforts, is setting the Company up for strong
international performance in 2016.

The cumulative effect of these factors drove NuVasive's
topline performance higher, delivering growth at multiples
of the market — up 8.2% on a constant currency basis®,
ending 2015 with record revenue of $811.1 million.

We also delivered record profitability for the year, with a
400 basis point improvement in the Company’s non-GAAP
operating profit margin® to 15.4% for 2015. This was driven
by our continued dedication to capturing well-identified
operating efficiencies to meaningfully improve operational
execution, optimize global scale and rapidly bring
profitability in line with the peer group. Our full year non-

GAAP earnings per share” performance nearly doubled over
2014 results at $1.31, delivering on our commitment to grow

earnings at a rate significantly faster than revenue.

As we continue to capture margin expansion
opportunities and drive international scale,
we expect to deliver significant profitability
Improvements in the years to come.

STRONG FOUNDATION FOR FUTURE GROWTH

Over the past year, we also worked to build a stronger
foundation for growth, which included a number of
deliberate steps to position NuVasive for even better results,
starting with our leadership team. We made a number of
new executive appointments to create a world-class team,
including new leaders for International, Legal, Strategy &
Corporate Development, Human Resources & Corporate
Integrity, and Information Technology.

Set to drive NuVasive's next phase of growth
and success as the innovation pioneer

in spine, our leadership team reflects the
deep bench of talent and expertise within
NuVasive, as well as the addition of new
individuals who bring complementary
experience and proven records of execution.

We also attracted high caliber leaders to further enhance
the diverse skills of NuVasive's Board of Directors with
four exceptional new additions — Vickie Capps, Robert Friel,
Donald Rosenberg and Dan Wolterman. As we continue

to grow and mature as a Company, their collective years

of experience across important industries will add a
valuable perspective.

Additionally, we took a number of steps to enhance the
Company’s organizational alignment and accelerate our
market share-taking strategy in the global spine market.
This included the integration of the global products

and services function with supply chain operations to
ensure greater connection between procedural solution
development and the efficient delivery of our offerings to
the field. And, following the strategic integration of the
U.S. sales and service functions, this newly combined
organization emerged as U.S. Commercial, dedicated to
driving NuVasive’s multi-faceted share-taking strategies.

We also made changes to how we manage our business
on a day-to-day basis to bring enhanced oversight and
increased accountability to every level of the organization.
We have moved fast to put in place new processes

and systems to fundamentally improve execution.

This means a much more rigorous examination of

where we spend money today, and what return we

will get for the next incremental dollar of investment.

As a result, we entered 2016 as a much more disciplined
organization ready to do even bigger things.
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NUVASIVE SPECIALIZED ORTHOPEDICS

In February 2016, we completed the acquisition of Ellipse
Technologies, Inc., which now operates under a newly
created division called NuVasive Specialized Orthopedics”,
or NSO. Through this acquisition, we acquired a highly
scalable technology based on a MAGnetic External Control
(MAGEC®) platform, which has exceptional growth prospects
to redefine the entire concept of minimally invasive surgery.

With MAGEC, NuVasive enters the early-onset scoliosis
market with an important competitive advantage.

The MAGEC system is an expandable growing rod that can
be non-invasively distracted following implantation with
precise, incremental adjustments via an external remote
controller using magnetic technology. This cutting-edge
technology reduces the need for repeat surgeries every
six months which creates significant improvements to a
patient’s quality of life, while also generating cost savings
to the healthcare system. MAGEC not only provides us
with immediate access to the early-onset and adolescent
scoliosis market, which we did not participate in previously,
but also opens the door for additional growth with the
pull-through of NuVasive products into these procedures.

We think scoliosis is just the start for how our MAGEC
technology can be applied to spine and orthopedic
surgery. Already, the external magnetic control concept
has led to the launch of the PRECICE® limb lengthening
system, which allows for the correction of long bone limb
length discrepancy, as well as enhanced bone healing

in patients that have experienced traumatic injury.

The pipeline of products from NSO promises
to be strong as we look to exploit the

core MAGEC technology to meaningfully
broaden the surgical applications of its highly
differentiated expandable drive mechanism.

This will include ongoing innovation to fortify our
deformity portfolio, expand our tumor and trauma
offerings, in addition to exploring novel spinal applications
that further NuVasive's focus on improving spine care.

2016 MARKET OUTLOOK

There is no doubt we are operating in a rapidly changing
healthcare environment that is becoming ever more
complex. With an increasing amount of market influencers
to navigate, NuVasive's ability to clearly demonstrate clinical
and economic value has never been more important.

From a patient perspective, it is fair to say that spine surgery
is one of the most dreaded medical procedures, something
an individual will often put off as long as possible. And yet,
when a patient is well-selected and the procedure is done
correctly, it can restore the vitality of life like nothing else.

Our mission at NuVasive is to fundamentally
change both the reality and perception of
spine surgery by converting skilled surgeons to
ever-increasing minimally invasive techniques.

In time, we intend to take our message directly to the
patient to educate and instill confidence that those who
suffer from spine conditions can benefit from better
surgical outcomes that improve their quality of life.

We also have a new vision for comprehensive spinal health
that permeates our commercial strategies. Central to

this effort will be our strategic move from being a vendor
focused on transactions around products to becoming a
true partner focused on transforming how spine procedures
are approached, measured and valued from a clinical and
economic perspective. Today, we know that spine-related
procedures are a clear source of profitability for hospitals,
and yet the providers’ ability to accurately measure that
performance, let alone impact it for the better, can be
limited. We possess deep industry knowledge around the
true benefits of spine surgery and look to partner with

the leadership of healthcare systems to create highly
appealing and competitive spine franchises through the
implementation of our proprietary service line programs.

At the core of these service line programs is NuVasive's ability
to deliver an end-to-end, procedurally-integrated solution
where the defining success factors of the surgery can be
impacted like never before. Beginning with capabilities

to accurately diagnose spinal conditions, to empowering
surgeons with technology to plan surgeries in the least
disruptive way possible, to an intraoperative reconciliation
system to ensure the surgical plan is successful before
the patient leaves the operating room, to finally utilizing
post-operative protocols to measure clinical value.

We believe NuVasive's integrated approach and expertise
can fundamentally evolve spine care. These programs will
not only enable hospitals to survive turbulent healthcare
changes, but more importantly thrive and grow.
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2016 STRATEGIC AGENDA

Looking ahead to 2016 and beyond, we will continue
to execute against our clear formula for success:

1. Driving innovation that addresses unmet clinical needs
and improves clinical and economic outcomes.

2. Driving organic growth in the U.S. and internationally,
while also pursuing strategic M&A that strengthens
and deepens our leadership in spine.

3 Delivering increased profitability
through operational excellence.

INDUSTRY-LEADING INNOVATION

As a spine industry leader, NuVasive is dedicated to
developing disruptive technologies designed to provide
reproducible and clinically-proven surgical outcomes.
Addressing a variety of pathologies, from complex
spinal deformity to degenerative spinal conditions,

our highly differentiated solutions increase the value

of care by delivering a better patient experience and
better economics for the healthcare system.

There are those that say spine is destined to become

a commodity. It is what happens when complacency
overrides a company'’s curiosity to look deeper into its
environment. Curiosity — not complacency - resides

at the very heart of NuVasive and explains our fierce
competitiveness. When you consider the possibilities
of our iGA expert system, or the potential of imaging
and navigation technologies to allow for even greater
surgical clarity and precision, or designing implants that
uniquely fit the patient, at NuVasive we believe we have
barely scratched the surface of what can be achieved.

To that end, innovation will be our constant, enabling
NuVasive to operate at a generation above the competitive
set. In 2016, we expect to deliver innovation up and down
the spine with new products and line extensions for
NuVasive’s core anterior and posterior thoracolumbar
applications, as well as innovation for cervical offerings,
including iGA for cervical spine procedures. We also

look to fuel our R&D pipeline by further exploiting NSQO's
innovative MAGEC magnetic technology platform to
address broader spine and niche orthopedic applications.

We firmly believe that the future of spine surgery belongs

to those surgeons and hospital systems that can emphasize
minimally invasive surgery. NuVasive will remain the leading

innovator around less disruptive techniques and you will
see even more technology advancements forthcoming.

SHARE-TAKING REVENUE GROWTH

We will continue to drive revenue growth at
multiples of the market by remaining laser-focused
on our strategic market share-taking efforts.

Organic growth in our core spinal hardware business,

and pull-through of biologics and monitoring services,

will come through an unrelenting focus on unique
commercialization strategies. Our work will center on
compelling surgeon and hospital customers to use more
NuVasive technology and services by clearly demonstrating
the clinical and economic value of our procedurally-
integrated offerings. Key initiatives will include enhanced
surgeon conversion, a push to win national strategic
accounts, as well as securing service line partnerships.

Additionally, we will look to optimize our globalization
initiatives to nearly double revenue contribution from
our international business in the coming years. In

2016, this includes a deeper penetration in markets

like Japan, Australia, Italy, Germany and the United
Kingdom. This will be achieved by engaging more local
thought leaders in a “tip of the spear” approach that
begins to influence increased adoption of NuVasive’s
differentiated technology. We will deliver more in-market
training directly to existing and competitive surgeons
around the globe through expanded training capabilities
in Amsterdam, Australia, Hong Kong and Singapore.

We also have a very active corporate development
pipeline that includes acquisition targets, strategic
partnerships and out-of-the-box thinking to broaden
NuVasive's participation along the spine care continuum.
Top priorities include opportunities that complement

our technology leadership position in spine, targeted
geographic expansion, as well as ways to further
enhance our end-to-end offerings — just to name a few.

Most importantly, we intend to be disciplined
and highly selective in our M&A approach
and remain focused on shareholder value.

This means we will not only seek targets that are a
great strategic fit, but look to also meet our return
on invested capital goals — within three years for
smaller deals, and five years for larger transactions.

3
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INCREASING PROFITABILITY

We remain committed to driving profitability much

higher. Plans are in place to deliver nearly 1,000 basis
points of improvement in our non-GAAP operating profit
margins” as we move beyond $1 billion in revenues. This
significantly increased profit performance will be driven
by a tighter management of our business, including a clear
focus on reducing the cost to manufacture our products,
asset utilization and improving sales force efficiencies.

There are tremendous efficiencies we can gain by
improving the management of spine surgical sets that
are delivered to support each surgery. We are pleased
to report that in the last twelve months we have made
substantial progress reducing back orders and late
deliveries. More importantly, these early changes are
setting the foundation for a dramatic improvement in
our supply chain efficiency over the next 36 months.

Additionally, increasing our in-house manufacturing
capabilities to 100% of select products will be a particularly
meaningful source of margin expansion — delivering
approximately 400 basis points of improvement over

the next several years. Key to our efforts will be the
development of our newly acquired facility in West
Carrollton, Ohio. Improvements to the building have

begun and recruiting efforts are well underway as we
work to have our manufacturing facility up and running by
the end of 2016 and at full capacity by the end of 2017.

International scalability will be another profitability driver
in 2016. With our localized and differentiated surgeon
conversion plans now in place in Western Europe, we have
experienced particularly encouraging results. In markets
like Germany, we saw near 30% growth in revenue for the
fourth quarter 2015 - setting us up for a strong international
performance in 2016 as these strategies take hold. We are
layering in the added benefit of the geographic strength

we gain from NSO'’s highly differentiated offerings to

drive volume growth in certain countries as well.

“Indicates non-GAAP financial information. Please refer to accompanying
“Non-GAAP Information” included at the end of this annual report.

NUVASIVE SPINE FOUNDATION

As an organization, we are dedicated to driving our financial
performance. However, beyond the dollars and cents,

we are also operating at an even deeper level. NuVasive
has an incredibly strong corporate culture and one that
exemplifies an “attitude of gratitude” spirit that embraces
giving back to the community. It is this core value that
served as the basis for forming the NuVasive Spine
Foundation™ in 2009. The NuVasive Spine Foundation is a
non-profit organization dedicated to supporting medical
missions across the globe, training spine surgeons in
disadvantaged communities, working with local teams

to develop sustainable spine treatment programs and
providing assistance to spine patients in the U.S. Since
its inception and through 2015, we are pleased to report
that the NuVasive Spine Foundation has been able

to provide life-changing surgeries for more than 850
patients in need in over 30 countries, in addition to more
than 600 hours spent training local surgeons so they

can continue to serve their communities. We are very
gratified to be able to continue our work in regions of need
across the globe and provide advanced care through the
tremendous efforts of the NuVasive Spine Foundation.

CONFIDENCE IN THE FUTURE

We are set up for a strong 2016 and are bullish about our
long-term prospects. Our positive outlook is driven by a
focus on reimagining the spine space - thinking in terms of
transformation at every level to deliver exceptional clinical
and economic value. The need for spine surgery is not going
away, and the drive to improve the patient experience and
change lives for the better has never been more relevant.

NuVasive has an impressive history built on blazing
innovative paths in the spine industry that created an

entirely new way to do spine surgery with our first-to-market
lateral access technology. At the time, virtually every thought
leader in the game believed it could not work, and even

the largest incumbent competitors dismissed the concept.
That heritage of not listening to what is conventional, or what
others believe cannot be done, permeates our NuVasive
culture. It powers our future and fuels our unrelenting belief
that we can be the best in spine, and someday, become first.

Thanks for your continued interest and support.

Gregory T. Lucier
Chairman and Chief Executive Officer

< —

Patrick S. Miles
President and Chief Operating Officer
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PART I

This Annual Report on Form 10-K (“Annual Report”) contains forward-looking statements that involve risks, uncertainties,
assumptions and other factors which, if they do not materialize or prove correct, could cause our results to differ from historical
results or those expressed or implied by such forward-looking statements. In some cases, you can identify these forward-looking
statements by words like “may”, “will”, “should”, “could”, “expect”, “plan”, “anticipate”, “believes”, “estimates”, “predicts”,
“potential”, “intends”, or “continues” (or the negative of those words and other comparable words). Forward-looking statements
include, but are not limited to, statements about:

e our intentions, beliefs and expectations regarding our expenses, sales, operations and future financial performance;,

® our operating results;

o our plans for future products and enhancements of existing products;

o anticipated growth and trends in our business;

o the timing of and our ability to maintain and obtain regulatory clearances or approvals;

o our belief that our cash and cash equivalents and investments will be sufficient to satisfy our anticipated cash requirements;
® our expectations regarding our revenues, customers and distributors;

e our beliefs and expectations regarding our market penetration and expansion efforts;

e our expectations regarding the benefits and integration of recently-acquired businesses and our ability to make future
acquisitions and successfully integrate any such future-acquired businesses;

e our anticipated trends and challenges in the markets in which we operate; and
e our expectations and beliefs regarding and the impact of investigations, claims and litigation.

These statements are not guarantees of future performance or events. Our actual results may differ materially from those
discussed in this Annual Report and the documents incorporated by reference to this Annual Report. The potential risks and
uncertainties that could cause actual results to differ materially include, but are not limited to, those set forth in Part I, Item 1(A)
under the heading “Risk Factors”, Part II, Item 7 “Management’s Discussion and Analysis of Financial Condition and Results of
Operations” and elsewhere throughout this Annual Report and in any other documents incorporated by reference to this Annual
Report. Readers are cautioned not to place undue reliance on such forward-looking statements. We assume no obligation to update
any forward-looking statements to reflect new information, future events or circumstances or otherwise, except as required by law.

This Annual Report and the documents incorporated by reference into this Annual Report refer to trademarks, such as Absolute
Responsiveness®, Acuity®, Affix®, Armada®, AttraX®, Back Pact®, Bendini®, Better Back Alliance®, Better Insight. Better
Decisions. Better Medicine®, Brigade®, CerPass®, CoRoent®, Creative Spine Technology®, DBR®, Embody®, Embrace®,
ExtenSure®, Formagraft®, Gradient Plus®, Halo®, ILIF®, InStim®, Leverage®, MAGEC®, MAGEC-EOS™, MAS®, MaXcess®,
NeoDisc™, Nerve Avoidance Leader™, NuvaMap™, NuvaLine™, NuvaMap™ O.R., NuVasive®, NVM5®, Osteocel®, Precept®,
PRECICE®, PROPEL®, Radian®, Reline™, Speed of Innovation®, SpheRx®, The Better Way Back®, Traverse®, Triad®,
VuePoint®, X-Core®, and XLIF®, which are protected under applicable intellectual property laws and are our property or the
property of our subsidiaries. Solely for convenience, our trademarks and tradenames referred to in this Annual Report may appear
without the ® or ™ symbols, but such references are not intended to indicate in any way that we will not assert, to the fullest extent
under applicable law, our rights to these trademarks and tradenames.

Item 1. Business
Overview

We are a leading medical device company in the global spine surgery market, focused on developing minimally-disruptive
surgical products and procedurally-integrated solutions for spine surgery. Our currently-marketed product portfolio is focused on
applications for spine fusion surgery, including biologics used to aid in the spinal fusion process. For the year ended December 31,
2015, we generated global revenues of $811.1 million, including sales in over 30 countries.



Our principal product offering includes a minimally-disruptive surgical platform called Maximum Access Surgery, or MAS.
The MAS platform combines three categories of solutions that collectively minimize soft tissue disruption during spine fusion surgery,
provide maximum visualization and are designed to enable safe and reproducible outcomes for the surgeon and the patient. The
platform includes our proprietary software-driven nerve detection and avoidance systems, NVMS5, and Intraoperative Monitoring, or
IOM, services and support; MaXcess, an integrated split-blade retractor system; and a wide variety of specialized implants and
biologics. Many of our products, including the individual components of our MAS platform can also be used in open or traditional
spine surgery. Our spine surgery product line offerings, which include products for the thoracolumbar and the cervical spine, are
primarily used to enable surgeon access to the spine to perform restorative and fusion procedures in a minimally-disruptive fashion.
We also recently launched Integrated Global Alignment, or iGA, in which products and computer assisted technology under our MAS
platform help achieve more precise spinal alignment. Our biologics products, which are used to aid in the spinal fusion process or
bone healing process include allograft (donated human tissue) and synthetic offerings. In addition, following our acquisition of
Ellipse Technologies, Inc., or Ellipse Technologies, which closed in February 2016, we now offer magnetically adjustable implant
systems based on the MAGnetic External Control, or MAGEC, technology platform. We continue to focus significant research and
development efforts to expand our MAS product platform and advance the applications of our unique technology into procedurally-
integrated surgical solutions that improve clinical and economic outcomes. We have dedicated and continue to dedicate significant
resources toward training spine surgeons around the world; both those who are new to our MAS product platform, as well as ongoing
education for MAS-trained surgeons attending advanced courses.

We believe our MAS platform and its related offerings provide a unique and comprehensive solution for the safe and
reproducible minimally-disruptive surgical treatment of spine disorders by enabling surgeons to access the spine in a manner that
affords both direct visualization and detection and avoidance of critical nerves. The fundamental difference between our MAS
platform, which is sometimes referred to in the industry as “minimally invasive surgery” or “MIS”, is the ability to customize safe and
reproducible access to the spine while allowing surgeons to continue to use instruments that are familiar to them and effective during
surgery. Accordingly, the MAS platform does not force surgeons to reinvent or learn new approaches that add complexity and
undermine safety, ease of use and/or efficacy. An important ongoing objective of ours has been to maintain a leading position in
access and nerve avoidance, as well as to pioneer and remain the ongoing leader in minimally invasive spine surgery. Our MAS
platform, with the unique advantages provided by our nerve monitoring systems, enables an innovative lateral procedure known as
eXtreme Lateral Interbody Fusion, or XLIF, in which surgeons access the spine for a fusion procedure from the side of the patient’s
body, rather than from the front or back. It has been demonstrated clinically that XLIF and other procedures facilitated by our MAS
platform decrease trauma and blood loss, and lead to faster overall patient recovery times compared to open spine surgery.

Our corporate headquarters is located in San Diego, California where we occupy approximately 146,000 square feet, including a
six-suite state-of-the-art cadaver operating theatre designed to accommodate the training of spine surgeons. Our location in
Amsterdam, the Netherlands, serves as our international headquarters. Our IOM services and support business is operated through our
subsidiary, Impulse Monitoring, Inc., or Impulse Monitoring, which is located in Columbia, Maryland. Our primary distribution and
warehousing operations are located in our facility in Memphis, Tennessee. Our business is facilitated by rapid delivery of products and
surgical instruments for surgeries involving our products. Because of its location and proximity to overnight third-party transporters,
our Memphis facility enhances our ability to meet demanding delivery schedules and provide a greater level of customer service.
Additionally, we have a manufacturing facility located in Dayton, Ohio that produces spinal implants. In furtherance of our initiative
to increase the amount of products that we self-manufacture, in 2015 we added an approximately 179,000 square foot manufacturing
facility in Dayton, Ohio and announced our plans to build out and equip the new facility in order to expand our internal manufacturing
efforts.

Our Strategy

We are a leading provider of innovative medical products that provide comprehensive solutions for the surgical treatment of
spine disorders. We continue to pursue the following business strategies in order to improve our competitive position:

® FEstablish our MAS Platform as the Standard of Care. We believe our MAS platform has the potential to become the standard
of care for spine surgery as hospitals, providers and spine surgeons continue to recognize its many benefits and adopt our
products and procedures. We also believe that our MAS platform has the potential to dramatically improve the clinical results
of spine surgery. Because of this belief, we dedicate significant resources to researching clinical outcomes data as well as
educating spine surgeons, hospitals, and other providers and their patients on the clinical and financial benefits of our
products, and we intend to capitalize on the growing demand for minimally-disruptive surgical procedures.



® Continue to Develop and Introduce Procedurally-Integrated Solutions and New Innovative Products. One of our core
competencies is our ability to rapidly develop and commercialize innovative spine surgery products and procedures to fulfill
an unmet clinical need. In the past several years, we have introduced a continual flow of new products and product
enhancements. We have additional products and procedural offerings currently under development that should expand our
presence in fusion surgery. With our comprehensive portfolio of product and service offerings, we believe that we can offer
our customers a comprehensive procedural solution for spine surgery that distinguishes us from traditional spine implant
companies. We intend to continue to build upon our procedural solution with new and enhanced technology offerings, as
well as product expansions. We believe that through continued innovation and a focus on providing comprehensive
procedural solutions for our customers, we will increase our market share while at the same time improving patient care. As
part of this strategy, the Company must continue to protect and defend its intellectual property related to our innovative
products.

® Expand the Reach of Our Exclusive Sales Force. We believe that having a sales force dedicated to selling only our products
is critical to achieving continued growth across our various product lines, driving greater market penetration and increasing
our revenues. In the United States, we have an exclusive sales force consisting of a mix of directly-employed sales
representatives and exclusive sales agents that are responsible for particular geographic regions of the country. Outside of the
United States, our sales force consists of directly-employed sales representatives, independent sales agents and territory-
based distributors. We believe that continuing to expand the range of such teams will allow us to increase our market share
while and drive adoption of our products and procedures.

® Provide Tailored Solutions in Response to Surgeon Needs. Responding quickly to the needs of spine surgeons, which we
refer to as “Absolute Responsiveness”, is central to our corporate culture, critical to our success, and we believe differentiates
us from our competition. We solicit information and feedback from our surgeon customers and clinical advisors regarding the
utility of, and potential improvements to, our products. For example, we have an on-site machine shop to allow us to rapidly
manufacture product prototypes and a state-of-the-art cadaver operating theatre in San Diego, California to provide clinical
training and validate new ideas through prototype testing. We also maintain regional training facilities and centers for
excellence in strategic locations around the globe. Absolute Responsiveness goes beyond product development to include
active support in all areas, including clinical research and payer relations. We believe that continuing to remain connected
and responsive to the collective voices of the surgeon community will allow us to increase our market share and drive
adoption of our procedurally-integrated spine solutions.

o Selectively License or Acquire Complementary Products and Technologies and Drive our International Presence. In addition
to building our company through internal product development and global expansion efforts, we intend to selectively license
or acquire complementary products and technologies that we believe will keep us on the forefront of innovation and to pursue
opportunities that allow us to expand our presence in emerging geographical opportunities. For example, following our
February 2016 acquisition of Ellipse Technologies, we now offer innovative products based on the MAGEC technology
platform. With this acquisition, we accelerated our entry into the pediatric and idiopathic spine deformity segment and
expanded our international presence. By acquiring complementary products and executing on domestic and international
footprint opportunities, we believe we can leverage our expertise at bringing new products to market that are intended to
improve patient outcomes, simplify or better integrate techniques, reduce hospitalization and rehabilitation times across the
globe, and, as a result, reduce overall costs to the healthcare system and continue to grow our global presence.

® Provide Intraoperative Monitoring Capabilities. Monitoring the health of the nervous system during spinal surgery has been
a key component of our strategy of product differentiation since early in our development. Over time, surgeon and hospital
demand for nerve monitoring has increased along with the advancement of technologies and techniques used in IOM. We
believe that our proprietary NVMS platform is a differentiator in the market and is unique in its ability to provide information
about the directionality and proximity of nerves. We intend to continue to expand the utility of such platforms and broaden
our IOM offerings to further our value to our customers and increase adoption and usage.



Industry Background and Market

The spine is the core of the human skeleton, and provides a crucial balance between structural support and flexibility. It consists
of 33 separate bones called vertebrae that are connected together by connective tissue (defined as bone, muscle, or ligament) to form a
column and to permit a normal range of motion. The spinal cord, the body’s central nerve system, is enclosed within the spinal
column. Vertebrae are paired into what are called motion segments that move by means of three joints: two facet joints and one spine
disc. The four major categories of spine disorders are degenerative conditions, deformities, trauma and tumors. The largest market and
the focus of our business historically are degenerative conditions of the facet joints and the intervertebral disc space. These two
conditions can result in instability and pressure on the nerve roots as they exit the spinal column, causing back or neck pain or
radiating pain in the arms or legs.

The prescribed treatment for back or neck pain depends on the severity and duration of the disorder. Initially, physicians will
prescribe non-operative, conservative procedures including bed rest, medication, lifestyle modification, exercise, physical therapy,
chiropractic care and steroid injections. In many cases, non-operative treatment options are effective; however, some patients
eventually require spine fusion surgery. The vast majority of spine fusion surgeries are done using traditional open surgical techniques
from either the front or back of the patient. These traditional open surgical approaches generally require a large incision in the
patient’s abdomen or back in order to enable the surgeon to access and see the spine and surrounding area. These open procedures are
invasive, lengthy and complex, and typically result in significant blood loss, extensive tissue damage and lengthy patient
hospitalization and rehabilitation.

We believe that the market for procedurally-integrated spine surgery solutions will continue to grow over the long term, and we
also believe that our market share will increase, because of the following market dynamics:

® Demand for Surgical Alternatives with Less Tissue Disruption. As has been proven in other surgical markets, we anticipate
that the broader acceptance of surgical treatments with less tissue disruption and patient trauma will result in increased
demand.

® Favorable Domestic Demographics. The population segment most likely to experience back pain is expected to increase as a
result of aging “baby boomers” (people born between 1946 and 1965). We believe this large population segment will
increasingly demand a quicker return to activities of daily living following surgery than prior generations.

® Access to Care in Emerging Markets. Health care reforms in many emerging markets are expanding access to treatments to a
greater proportion of their populations, which we believe will continue to drive strong increases in demand for healthcare-
related product volumes. Increasing economic affluence in key developing regions will further drive demand for health care
treatments.

Although we believe that the market for procedurally-integrated spine surgery solutions will continue to grow over the long
term, economic, political and regulatory influences are subjecting our industry to significant changes that may slow the growth rate of
the spine surgery market.

Surgical Alternatives with Less Tissue Disruption

The benefits of minimally invasive surgery procedures in other areas of orthopedics have significantly contributed to the strong
and growing demand for surgical alternatives with less tissue disruption of the spine. Surgeons and hospitals seek spine procedures
that result in fewer operative and postoperative complications and decreased patient hospitalization periods. At the same time, patients
seek procedures that reduce trauma, allow for faster recovery times and result in more favorable clinical outcomes. Despite patient and
doctor demands, the rate of adoption of alternative surgical procedures with less tissue disruption has been relatively slow with respect
to the spine. Currently, the majority of spine surgery patients are treated with traditional open and invasive techniques.

We believe the principal factor contributing to spine surgeons’ slow adoption of traditional minimally invasive spine alternatives
has been inconsistent outcomes driven by the limited or lack of direct access to and visibility of the surgical anatomy, and the
associated complex instruments that have been required to perform these procedures. Most traditional minimally invasive spine
surgery systems do not allow the surgeon to directly view the spine and the relevant pathology point and, as such, provide only
restrictive visualization through a camera system or endoscope, while also requiring the use of complex surgical techniques. In
addition, most traditional minimally invasive spine surgery systems use complex or highly customized surgical instruments that
require special training and the completion of a large number of trial cases before the surgeon becomes proficient using the system,
which is an impediment and/or deterrent to their adoption.



Our Commercial Products

Our MAS platform allows surgeons to perform a wide range of minimally-disruptive spine procedures in all regions of the spine
and from various surgical approaches, while overcoming the shortcomings of traditional minimally invasive spine surgical techniques.
The MAS platform is designed to treat a wide range of spinal pathologies while accommodating a surgeon’s preferred surgical
technique. We believe our approach improves clinical results and should continue to drive an expanded number of minimally-
disruptive procedures performed, lead the market movement away from open surgery and make less invasive techniques the standard
of care in spine fusion and non-fusion surgery.

Our products facilitate minimally-disruptive applications of the following spine surgery procedures, among others:

e Lumbar and thoracic fusion procedures in which the surgeon approaches the spine through the patient’s back, side or
abdomen,;

e Cervical fusion procedures for either the posterior occipito-cervico-thoracic region or the anterior cervical region; and

e Decompression, which is removal of a portion of bone or disc from over or under the nerve root to relieve pinching of the
nerve.

Our MAS platform combines three product categories: our MaXcess retractors, our specialized implants and fixation products,
and our nerve monitoring systems and service offerings that collectively enable surgeons to detect and navigate around nerves while
directing customized access to the spine for implant delivery. Biologics are used to complement procedures by assisting in the bone
healing process.

MaXcess

MaXcess retractors have a split-blade design consisting of three blades that can be positioned to customize the surgical exposure
in the shape and size specific to the surgical requirements rather than the more traditional fixed tube or two-blade designs of
traditional minimally invasive spine surgical systems. This split-blade design also provides customizable access to the spine, which
allows surgeons to perform surgical procedures using instruments that are similar to those used in open procedures but with a smaller
incision and less tissue disruption. The ability to use familiar instruments reduces the learning curve for our procedures and facilitates
the adoption of our products. Our system’s illumination of the operative corridor aids in providing surgeons with better direct
visualization of the patient’s anatomy, without the need for additional technology or other special equipment such as endoscopes.
Over the years, several improvements to our MaXcess systems have been made, including incorporating integrated neuromonitoring
technology and improving the blade systems, and the MAS approach has broadened from the lumbar to the thoracic region. Our
MaXcess products are used in the cervical spine for posterior application and anterior retraction, the lumbar spine for decompressions,
transforaminal lumbar interbody fusions, or TLIFs, and posterior lumbar interbody fusions, or PLIFs, the thoracolumbar spine for
eXtreme Lateral Interbody Fusion, or XLIFs, and the thoracic region for tumors and trauma, as well as in adult degenerative scoliosis
procedures.

Implants and Fixation Products

We have many implants and fixation devices designed to be used with our MAS platform. Our portfolio of implants used for
interbody disc height restoration include implants made from allograft, titanium and polyetheretherketone, or PEEK. Our CoRoent
family of implants, which are made from PEEK, are available in a variety of shapes and sizes to accommodate specific approach,
pathology and anatomical requirements of the patient and the particular fusion procedure. Our implants are designed for insertion into
the smallest possible space while maximizing surface area contact for fusion. Our fixation products, including pedicle screws, rods
and plates, have been uniquely designed and include a highly differentiated percutaneous minimally invasive solution with advanced
guide technology, superior rod insertion options, and multiple reduction capabilities to be delivered through our procedures to provide
stabilization of the spine. Our fixation offerings include our Precept and ReLine posterior fixation portfolios.



Nerve Monitoring

Our nerve monitoring systems utilize electromyography, or EMG, as well as proprietary software hunting algorithms and
graphical user interfaces to provide surgeons with an enhanced and intuitive nerve avoidance system. Our systems function by
monitoring changes in electrical signals across muscle groups, which allows us to detect underlying changes in nerve activity.
Through the NVMS5 platform, we give surgeons the option to connect their instruments to a computer system that provides discrete,
real-time, surgeon directed and surgeon controlled feedback about the directionality and relative proximity of nerves during surgery.
Our systems analyze and then translate complex neurophysiologic data into simple, useful information to assist the surgeon’s clinical
decision-making process. The health and integrity of the spinal cord and related nerves can also be assessed using motor evoked
potentials, or MEPs, and somatosensory evoked potentials, SSEPs. Both of these methods of IOM involve applying stimulation and
recording the response that must travel along the motor or sensory paths of the spinal cord. Surgeons can connect certain instruments
to our nerve monitoring systems, thus creating an interactive set of instruments that better enable the safe navigation through the
body’s nerve anatomy during surgery. The connection is accomplished using a clip that is attached to the instrument, effectively
providing the benefits of our nerve monitoring systems through an instrument already familiar to the surgeon. The system’s
proprietary software and easy to use graphical user interface allows the surgeon to make critical decisions in real time enabling safer,
faster, and more reproducible procedures with the design for improved patient outcomes.

In addition to our MAS platform, our comprehensive procedural solution includes our biologics products, IOM services, and
iGA technology.

Biologics

Biologics are used to aid in the spinal fusion process or bone healing process. The global biologics market in spine surgery
consists of autograft (autologous human tissue), allograft (donated human tissue), a varied offering of synthetic products, stem cell-
based products, and growth factors. We currently offer Formagraft, a collagen-based synthetic bone substitute, AttraX, a synthetic
bone graft material delivered in putty form, Propel DBM, a highly moldable demineralized bone matrix putty, and Osteocel Plus and
Osteocel Pro, an allograft cellular matrix designed to mimic the biologic profile of autograft that includes mesenchymal stem cells and
osteoprogenitors to aid in fusion.

Intraoperative Monitoring Services

Monitoring the health of the nervous system during spinal surgery has been a key component of our strategy of product
differentiation since early in our development. Over time, surgeon and hospital demand for nerve monitoring has increased along with
the advancement of technologies and techniques used in IOM. We believe that our proprietary NVMS5 platform is a differentiator in
the market and is unique in its ability to provide information about the directionality and proximity of nerves. Through our IOM
services business, we provide onsite and remote monitoring of the neurological systems of patients undergoing spinal and brain-
related surgeries. Our neurophysiologists are present in the operating room during procedures and work in partnership with
supervising physicians who remotely oversee and interpret neurophysiological data gathered via broadband transmission over the
Internet. Through this service, data can be analyzed in real time by healthcare professionals for additional interpretation of
intraoperative information and oversight, which we believe further improves the safety and reproducibility of the vast array of our
spine procedures.

Integrated Global Alignment

Current and emerging data illustrates a direct correlation between proper spinal alignment and long-term clinical outcomes. Our
iGA platform offers a global approach for assessing, preserving, and restoring spinal alignment in an effort to promote surgical
effectiveness and efficiencies, lasting patient outcomes, and improved quality of life. Using our NuvaPlanning portfolio of three
software solutions, NuvaMap, NuvalLine and NuvaMap O.R., surgeons can preoperatively calculate and evaluate alignment
parameters and implant integration by accurately modeling surgery to create a reliable plan with clear results, and then conduct a real-
time interoperative assessment in order to correct the anterior and posterior column alignment in line with the surgical plan. Following
a procedure, surgeons can use our solutions to confirm the success of the procedure and effect on alignment by reviewing surgical
results and easily comparing those results to the surgical plan. In addition to our software solutions, we also offer specific products
that are designed to restore alignment, including our ReLine posterior fixation portfolio and our Bendini spinal rod bending system.

Following our acquisition of Ellipse Technologies in February 2016, we now offer products that leverage the MAGEC and
PRECICE technology to treat the unmet clinical needs of children who suffer from early onset scoliosis and patients who suffer from
limb length discrepancies.



MAGEC-EOS Spinal Bracing and Distraction System

Early onset scoliosis, or EOS, refers to severely deformed curvatures of the spine diagnosed before the age of ten. EOS is a
challenging health issue and can lead to more severe progressive deformities. Surgical treatments for early onset scoliosis include the
use of surgically adjustable expandable rods to control the spine deformity while still allowing the spine to grow until a child reaches
an appropriate size or age for a more permanent solution, such as spinal fusion. Surgeries to adjust spinal rods are highly invasive and
associated with significant scarring, long recovery times, high infection rates, post-operative pain and impaired mobility as the child
heals from surgery. Surgical adjustments to traditional growing rods are typically made every six to nine months to accommodate the
growth of the spine. The MAGEC-EOS system is designed to overcome the limitations of conventional adjustable rod treatments for
EOS. By enabling non-invasive adjustments, we believe MAGEC-EOS results in lower rates of complications associated with surgical
procedures and repetitive exposure to general anesthesia. Our non-invasive adjustment technology enables physicians to perform more
frequent adjustments in an outpatient setting, thereby improving deformity correction and allowing for optimal spinal growth.

PRECICE Limb Lengthening System

Limb length discrepancies, or LLDs, refer to a congenital deformity or injury resulting in one leg being shorter than the other.
Large LLDs often require complex treatments including limb lengthening surgery to create equal limb length. The traditional limb
lengthening surgical procedure includes the creation of a gap in the bone, or osteotomy, the attachment of wires or pins to the
fractured bones, and the passing of the wires or pins through the skin to an external fixator, a scaffold-like frame that surrounds the
limb. The external fixator distracts the bone when the patient or a family member manually turns the knobs on the fixator. These
adjustments must be performed several times each day such that the bone is lengthened approximately one millimeter per day.
Adjustments of the external fixator are very painful and associated with soft tissue disruption, disturbance of the wound healing
process of the skin and soft tissue and high rates of infection. In addition, traditional external fixation can result in significant
psychosocial comorbidities that reduce quality of life for patients undergoing treatment, including anxiety, social disengagement, sleep
disorders, depression and addiction to pain medication. The PRECICE LLD system uses the MAGEC technology to enable non-
invasive and painless adjustments using a pre-programmed ERC. As a result, PRECICE LLD enables physicians to customize therapy
to the needs of the patient over time without the need for surgical re-intervention and provides improved quality of life and satisfaction
for patients in need of surgical limb lengthening.

In addition, we intend to continue development on a wide variety of projects intended to broaden surgical applications for
greater procedural integration of our MAS techniques and additional applications of the MAGEC technology. Such applications
include tumor, trauma, and deformity, as well as increased fixation options and sagittal alignment products. We also expect to
continue expanding our other product and services offerings as we execute on our strategy to offer our customers a procedural solution
for spine surgery that distinguishes us from traditional spine implant companies.

Research and Development

Our research and development efforts are primarily focused on developing further enhancements to our existing products and
improving and further integrating our procedural solutions to address unmet clinical needs while improving patient and economic
outcomes. Our research and development group has extensive experience in developing products to treat spine pathologies and this
group continues to work closely with our clinical advisors and spine surgeon customers to design products and procedural solutions
designed to improve patient outcomes, simplify techniques, and reduce patient trauma and the subsequent hospitalization and
rehabilitation times, and - as a result - reduce overall costs to patients and the healthcare system.

International

We believe a spine market shift towards minimally invasive surgery and increases in international access to healthcare will
provide us with an opportunity for accelerated growth outside the United States. Because our procedurally-integrated solutions and
technologies treat similar pathologies around the world, we are focused on expanding our operations in select developed and emerging
international markets. We are investing to tailor our products and technologies to meet varying international patient, surgeon and
market requirements. We are also investing in expanding our global infrastructure to adapt to alternative distribution channels, to
support differing language and customer service requirements, and to provide training and surgeon education in our MAS surgical
techniques, our complementary instruments and our implants to our international customers. During 2015, we expanded many offices
across the world as part of our focus on increasing our commercial footprint outside the United States. We have continued to expand
our available product offerings internationally and accelerated our international product offerings with our acquisition of Ellipse
Technologies in February 2016. Our geographic expansion efforts will enable us to accelerate our global market share position and
change patient’s lives, not just in the United States, but around the world. Our international revenue, which excludes Puerto Rico, was
$96.3 million or 12% of total revenue for the year ended December 31, 2015.



Sales and Marketing

In the United States, we currently sell our procedurally-integrated solutions through a combination of exclusive independent
sales agents and directly-employed sales force. Each member of our United States sales force is responsible for a defined territory,
with our independent sales agents acting as our sole representative in their respective territories. The determination of whether to
engage a directly-employed sales representative or an independent sales agent is made on a territory—by-territory basis, with a focus on
aligning the sales team with the best skills and experience with local surgeons’ needs. Our international sales force is comprised of
directly-employed sales representatives, as well as exclusive distributors and independent sales agents. The split between directly-
employed sales force and independent sales agents and distributors in our sales force is approximately equal.

Surgeon Training and Education

We devote significant resources to training and educating surgeons regarding the safety and reproducibility of our MAS surgical
techniques and our complementary instruments and implants. We maintain state-of-the-art cadaver operating rooms and training
facilities to help educate surgeons regarding our products at our corporate headquarters in San Diego, California. We continue to train
surgeons on the XLIF technique and our other MAS platform products including: our proprietary nerve monitoring systems, MaXcess,
biologics, and specialized implants. The number of surgeons trained annually includes first-time surgeons new to our MAS product
platform as well as surgeons previously trained on our MAS product platform who are attending advanced training programs.

Manufacturing and Supply

We rely on third parties for the manufacture of a majority of our products, their components and servicing, and we maintain
alternative manufacturing sources for a majority of our finished goods products. We also manufacture certain implants internally at
our facility in Dayton, Ohio. We have identified or are in the process of identifying and qualifying additional suppliers, on a per
product basis, for our highest volume products to best enable us to be able to maintain consistent supply to our customers. Our
outsourcing strategy is targeted at companies that meet FDA, International Organization for Standardization (ISO), and quality
standards supported by internal policies and procedures. Supplier performance is maintained and managed through a supplier
qualification, performance management and corrective action program intended to ensure that all of our product requirements are met
or exceeded. We believe that these types of manufacturing relationships historically have balanced our capital investment, helped
control costs and provided manufacturing capacity necessary to compete with larger volume manufacturers of spine surgery products.
As our business has continued to scale, we have determined to increase the amount of products that we self-manufacture. In 2015 we
added an approximately 179,000 square foot manufacturing facility in Dayton, Ohio, and announced our plans to build out and equip
the new facility in order to expand our internal manufacturing efforts. As we shift to the manufacturing of more of our products in
house, we will look to ensure adequate raw materials suppliers, sourcing alternatives and adequate supply to support our operations.

Our products are inspected, packaged and labeled, as needed, at either our San Diego headquarters or our Memphis distribution
facility. Under our existing contracts with third-party manufacturers, we reserve the exclusive right to inspect and assure conformance
of each product and product component to our specifications.

We currently rely on several tissue banks as our suppliers of allograft tissue implants, including two for our Osteocel Plus and
Osteocel Proproduct lines. Like our relationships with our device manufacturing suppliers, we subject our tissue processing suppliers
to the same quality criteria in terms of selection, qualification, and verification of processed tissue quality upon receipt of goods, as
well as hold them accountable to compliance with FDA regulations, state requirements, and as-voluntary industry standards (such as
those put forward by the American Association of Tissue Banks).

We rely on one, exclusive supplier for PEEK, which comprises our CoRoent partial vertebral body replacement and interbody
product lines. We also rely on one, exclusive supplier for our NVMS5 neuromonitoring system, and rely on one, exclusive supplier for
our neuromonitoring equipment that is used outside of the NV platform.

We, and our third-party manufacturers, are subject to the quality system regulations of the U.S. Food and Drug Administration
(FDA), state regulations (such as the regulations promulgated by the California Department of Health Services), and regulations
promulgated by foreign regulatory bodies (such as in the European Union). For tissue products, we are FDA registered and licensed in
the States of California, New York, Florida, Maryland and Oregon. For our device implants and instruments, we are FDA registered,
California licensed, CE marked and ISO certified. CE is an abbreviation for “Conformité Européenne” or European Conformity, and
is the registration marking designating that a device can be commercially distributed throughout Europe. Our facilities and the
facilities of our third-party manufacturers are subject to periodic announced and unannounced inspections by regulatory authorities,
and may undergo complia