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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K
(Mark One)

XI ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(D) OF THE SECURITIES EXCHANGE ACT
OF 1934
For the fiscal year ended June 30, 2005

OR
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(D) OF THE SECURITIES EXCHANGE
ACT OF 1934
For the transition period from to
Commission File Number 0-23125
OSI SYSTEMS, INC.
(Exact name of Registrant as specified in its chaet)
California 33-0238801
(State or Other Jurisdiction (I.LR.S. Employer
of Incorporation or Organization) Identification No.)
12525 Chadron Avenue, Hawthorne, Californie 90250
(Address of Principal Executive Offices! (Zip Code)

Registrant’s Telephone Number, Including Area Code(310) 978-0516
Securities registered pursuant to Section 12(b) dlfie Act: None
Securities registered pursuant to Section 12(g) tlie Act:

Common Stock, no par value
(Title of Class)

Indicate by check mark whether the Registranti(&ji fall reports required to be filed by Sectiondt3L5(d) of the Securities Exchange
Act of 1934 during the preceding 12 months (ordiech shorter period that the Registrant was reduadile such reports) and (2) has been
subject to such filing requirements for at leastplast 90 days. Ye&I No O

Indicate by check mark if disclosure of delinquiletrs pursuant to Item 405 of Regulation S-K i¢ ocontained herein, and will not be
contained, to the best of Registrant’s knowledgeldfinitive proxy or information statements incorgted by reference in Part 1l of this Form
10-K or any amendment to this Form 10-K1

Indicate by check mark whether the Registrant iacelerated filer (as defined in Exchange Act RiZb-2) Yes No O

Indicate by check mark whether the registrantsbel company (as defined in Rule 12b-2 of the A¢gs [ No

As of December 31, 2004 (the last day of the Reajiss second quarter of fiscal year 2005), thereg@te market value of the shares of
the Registrant’'s Common Stock held by non-affisateas approximately $340,696,169, based on the#es$ price of the Registrant’s
Common Stock on the NASDAQ National Market on sdate. Shares of Common Stock held by each officdrdirector and by each person
who owns more than 5% or more of the outstandingn@on Stock of the Registrant have been excludéinsuch persons may be deemed
affiliates. This determination of affiliate statissnot necessarily a conclusive determination fbebpurposes.

The number of shares of the Registrant’'s CommookStatstanding as of September 23, 2005 was 1&245,

DOCUMENTS INCORPORATED BY REFERENCE

Portions of the Registrant’s definitive Proxy Staéat relating to the 2005 Annual Meeting of Shalééws (to be filed subsequently) are

incorporated by reference into Part Ill.
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PART I

Forward Looking Statements

This report contains “forward-looking statementsthin the meaning of Section 27A of the Securides$ of 1933, as amended, and
Section 21E of the Securities Exchange Act of 1834amended. Forward-looking statements relategeatations concerning matters that are
not historical facts. Words such as “projects,”liees,” “anticipates,” “plans,” “expects,” “intesti and similar words and expressions are
intended to identify forward-looking statements. Bédieve that the expectations reflected in thevéod-looking statements are reasonable, but
those expectations may not prove to be correctottapt factors that could cause our actual resoltsffer materially from those expectations
are disclosed in this report, including, withoumiliation, in the “Risk Factors That May Affect Opéng Results” described in Item 7. All
forward-looking statements are expressly qualifietheir entirety by these factors and all relatadtionary statements. We do not undertake
any obligation to update any forward-looking stateis.

ITEM 1. BUSINESS

General

OSI Systems, Inc. and its subsidiaries is a valyicategrated, worldwide provider of security amgpection systems, medical monitor
and anesthesia systems and optoelectronic devickgadue-added subsystems. Our company was in@igebin 1987 in California. Our
principal office is located at 12525 Chadron Avendawthorne, California 90250.

We design, manufacture and market security anceotgm systems worldwide to end users under th@id®an Systems” brand name.
Rapiscan Systems products are used to inspect @pagemrgo, people, vehicles and other objects &apans, explosives, drugs and other
contraband. These systems are also used for tagagafurate and efficient verification of cargo ifests for the purpose of assessing duties
and monitoring the export and import of controliedterials. Rapiscan Systems products fall into éategories: baggage and parcel
inspection, cargo and vehicle inspection, hold lbgggscreening and people screening.

Our medical monitoring and anesthesia systems bss@s design, manufacture and market their produetdwide to end users under
several brand names. Our medical monitoring systests/ork and connectivity solutions, ambulatoryda pressure monitors and related
services are sold under the “Spacelabs Medicalidbreame. Our anesthesia systems and componerssldnender the “Blease” brand name.
Our arterial hemoglobin saturation monitors andseesy including hand-held and wireless monitorimgd, are sold under the “Dolphin” brand
name and our peripheral bone densitometers arabalind bone sonometers are sold under the “Ostedrbeand name.

Our optoelectronic devices and value-added sub®ygstee used in a broad range of applications, ditpuaerospace and defense
electronics, security and inspection systems, na¢diagnostics, fiber optics, telecommunicatioreaning, office automation, computer
peripherals and industrial automation. We desighraanufacture optoelectronic devices and value-éddbsystems worldwide for others
through original equipment manufacturer arranges)eatt well as for our own security and medical gapeint businesses.

In fiscal year 2005, revenues from the sale of sgcand inspection systems amounted to $123.Z4anillor approximately 32% of our
revenues. Revenues from the sale of medical mamif@nd anesthesia systems amounted to $195. Dmibr approximately 51% of our
revenues. Revenues from the sale of optoelectd®iices and value-added subsystems amounted tb #8iion, or approximately 17% of
revenues. Additional information concerning repaytsegments is available in Note 13 to our findratetements.
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Industry Overview

We sell our security and inspection systems andeakdhonitoring and anesthesia systems primarilgrtc-users, while we design ai
manufacture our optoelectronic devices and valueddubsystems primarily for original equipment ofanturers.

Security and Inspection Systems. A variety of technologies are currently usedldwide in security and inspection applications,
including: computed tomography, transmission artkbeatter x-ray, metal detection, trace detectimh>aray, gamma-ray and neutron
analysis. We believe that the market for securiiy mspection products will continue to be affedbgdhe threat of terrorist incidents and by
new government mandates and appropriations forisgeund inspection products in the United Stated iaternationally.

In the 1970s, principally in response to civilidriiae hijackings, the United States Governmenabkkshed security standards by setting
guidelines for the screening of carry-on baggagevieapons. The United Nations later mandated thselards for adoption by all of its
member states. Additionally, since 1998 the UnKatydom Department of Transport has required ttsat@mmercial airports deploy systems
for 100% screening of international checked bagg@pe International Civil Aviation Organization, arganization of 188 member states, has
agreed to implement screening of 100% of all chédiaggage by January 1, 2006 and the European/Giidtion Conference, an organizati
of 41 member states has agreed to implement 1008érsag of international checked baggage in theréutTo date, the imposition of these
and other standards has resulted in the installafi@ver 10,000 x-ray inspection systems worldwide

In the United States, largely in response to ti@aston of Pan Am Flight 103 in December 1988, Gesg enacted the Aviation Security
Improvement Act of 1990, which directed the ainsportation regulatory authorities to establish mmolement strict security measures and to
deploy advanced technologies for the detectiorxpfosives. Then, in July 1996, in response to atéVHouse commission report on aviation
safety and security, Congress enacted additiogal&ion appropriating monies for the initial deynent of advanced security and inspection
technologies at major airports throughout the cgunt

The September 11, 2001 terrorist attacks on thddMaade Center and the Pentagon using hijackdidexis has since led to nation-wide
shifts in transportation and facilities securityipes. Shortly following these attacks, Congreasged the Aviation and Transportation Security
Act and integrated many U.S. security-related agsnincluding the Federal Aviation Administratianto the U.S. Department of Homeland
Security. Under its directive from Congress, th8.Department of Homeland Security has since uakienthnumerous projects such as ones
designed to distinguish terrorists from benignteis entering the country, to prevent terroristerfrobtaining and trafficking in weapons of
mass destruction and their components, to secuasitise U.S. technologies and to identify and sareigh-risk cargo containers before they
are loaded onto vessels destined for the U.S., gratirers. These projects, known, for example, a®therica Shield Initiative, the Customs-
Trade Partnership Against Terrorism and the U.St@us and Border Protection Container Securityaltivie, have resulted in an increased
demand for security and inspection products bothénUnited States and other nations.

Projects underway in the United States, such ablt8eCustoms and Border Protection Container S$igduitiative and the Customs-
Trade Partnership Against Terrorism, have creatéplde effect in other areas of the world becahsg call on other nations to bolster their
port security strategies, including by acquiringroproving their security and inspection equipm@ifite international market for non-intrusive
inspection equipment, therefore, continues to edancountries that ship goods directly to the éthBtates are required to improve their
security infrastructure.

Furthermore, the U.S. Department of Homeland Sscsitscience and Technology Directorate has supgdite development of new
security inspection technologies and products. $2gurity and inspection systems group participatesnumber of such research and
development efforts, including projects to develop
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new radiation and nuclear materials detection,teriascreening and suicide bomber detection tedyie$. The Science and Technology
Directorate has also initiated programs for theeflgyment of technologies capable of protecting Ways, railways and waterways from
terrorist attack.

At the same time, the U.S. Department of Defenseréeently established Northern Command in ordértegrate many homeland
military defense missions that had previously beeriormed by various branches and departmentseahititary. Northern Command has sii
begun to harden U.S. military bases against tatrattack and has taken on missions to better safddocations within the United States that
are considered critical infrastructure sites. Baftthese activities often demand the purchase@frgg and inspection technologies. In addition
to these homeland protection activities, the U.&@tment of Defense has also begun to invest hemeily in technologies and services that
screen would-be attackers before they are ableatchrsoldiers and private-sector contractors deplay overseas war zones such as
Afghanistan and Iraq as well as other internati@mahs of operation and military bases.

Similar initiatives by international organizatiosisch as the European Union have also resultedjiovaing worldwide demand for
airline, cargo, port and border inspection techgias. For example, the European Union has mandiasall x-ray inspection systems used in
the screening of airline cargn baggage must, by July 2006, meet certain unifeerformance criteria. The European Union is alqmeeted t
issue uniform performance standards for peoplgazanail and parcel and hold baggage screeningreygsas well as new directives related
specifically to maritime security. We anticipatatlthe promulgation of these new standards willldigth performance baselines against which
our security and inspection systems group will ble o direct certain of its research and develapmspending and market its products to
customers located in the European Union.

As a result of these and other changes, salesrafemuirity and inspection products have grown aspesed to pre-September 11, 2001
levels. Major international projects recently ifige or currently underway include system instadias in Hong Kong, India, Jamaica,
Malaysia, Mexico, Romania, South Korea and Taiveanong others. These sites contain various cargeati®n product offerings including
mobile, fixed and relocatable high-energy x-raybiftogamma-ray and hybrid x-ray/thermo neutron gsialscanning systems. We anticipate
that there may be growing demand from governmermdscammercial enterprises for increasingly sopteséid solutions to screening vehicles,
trucks, ocean-going cargo, rail cars and air pabeitainers.

Medical Monitoring and Anesthesia Systems.Though a well established market, healthcagerapidly growing sector of the U.S.,
Asian and European economies. An aging populaliahis requiring a growing number of critical caetls is, in part, fueling this growth.

Many factors such as a severe nursing shortadeithited States and Europe, stricter governmepiinements affecting the staffing ¢
accountability and shrinking reimbursements froraltheinsurance organizations are forcing healthpaogiders to do more with less—
improving patient safety and economic efficiencigth fewer resources. Our medical monitoring andstimesia systems group designs,
manufactures and markets products that resporieese tnew economic forces by helping hospitals mdosts while maintaining or improving
the quality of care their physicians and nursesahte to deliver.

Our Spacelabs Medical, Inc. subsidiary is a globahufacturer and distributor of patient monitorargd clinical information systems for
use primarily in hospitals. It designs, manufacsumad markets patient monitoring solutions foricaitcare, emergency and perioperative areas
of the hospital, wired and wireless networks antheetivity solutions, ambulatory blood pressure ittye and medical data services, all air
at providing caregivers with instant patient infation. By making critical patient information maesadily accessible both inside and outside
the hospital, delays in decision-making can be cedulength of stay can be shortened and treatemsmts can be minimized.

In February 2005, we acquired Blease Medical Hgslihimited, a global manufacturer and distributbaesthesia delivery systems,
ventilators and vaporizers. Blease sells its prtglpgmarily to hospitals for use in
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operating rooms and anesthesia induction areaglhasvin magnetic resonance imaging (MRI) fa@stiln addition, as pharmaceutical
companies develop new anesthesia agents for tHdwide market, or as generic alternatives to patkahesthesia formulas become availe
Blease works closely with them to support their gaduct introductions. As a result, Blease aldls #8 systems and components, such as
anesthesia vaporizers and ventilators, directppharmaceutical companies and other manufactureaeeasthesia delivery systems.

Through our Dolphin Medical, Inc. subsidiary, wesidg, manufacture and market next-generation px{gaetry instruments and
compatible pulse oximetry sensors, which are usewh-invasively monitor oxygenation levels in digrat’s blood. Through our Osteometer
MediTech, Inc. subsidiary, we design, manufactune market x-ray and ultrasound densitometers, waietused to diagnose osteoporosis as
well as to provide follow-up bone density measunetsie

During fiscal year 2005, we began exploring strategternatives for our medical monitoring and dhesia systems group. This group
has grown from approximately $11 million in annt&lenues in fiscal year 2003 to approximately $it@l6on in fiscal year 2005, primarily ¢
a result of the acquisitions of Spacelabs MediodlBlease. In connection with these efforts, weageg a London-based investment bank to
pursue the public offering and listing of approxtetg 30% to 35% of the equity in Spacelabs Healthcnc., a newly formed subsidiary
comprising the business operations of Spacelabsddledlease, Dolphin and Osteometer. This offedng listing is planned in the United
Kingdom on the AIM Exchange, which is owned and adstered by the London Stock Exchange. The shar8pacelabs Healthcare will not
be offered or sold in the United States. Under 8tes and Exchange Commission regulations, U.Sdents are prohibited from participating
in this proposed offering, and any shares offemathot be acquired by U.S. residents for a peridsvefve months from the date of the
offering. We currently expect to complete the pgmbtransaction during the second quarter of figeat 2006. However, the completion of
listing remains fully subject to a number of fastancluding regulatory approvals and our satisfactvith the valuation, which may not occur.

Optoelectronic Devices and Value-Added Subsystem&ur optoelectronic devices and value-addedysiésis are used for a wide
variety of applications ranging from complex monitg, measurement and positioning functions, sugcim éndustrial robotics where our
optoelectronic devices and value-added subsystesnssad to detect the exact position, motion g efzanother object, to simple functions,
such as the detection of paper in the print pathlaker printer. Because optoelectronic devicdsvatue-added subsystems can be used in a
wide variety of measurement control and monitoapglications, they are used in a broad array aisivial applications and are key
components in the telecommunications and fibercsptidustries.

We believe that in recent years, advances in tdoggand reductions in the cost of key componehtgptoelectronic systems, including
computer processing power and memory, have broddéeemarket by enabling the use of optoelectrdeidces in a greater number of
applications. In addition, we see a trend amongimai equipment manufacturers to increasingly awts®e the design and manufacture of
optoelectronic devices and value-added subsysteffiudly-integrated, independent manufacturers, like us, mhg have greater specializati
broader expertise and the flexibility to respondlorter time periods than most original equipmmeahufacturers can accomplishhinuse. We
believe that our level of vertical integration, stamtial engineering resources, expertise in tieeans application of optoelectronic technology
and low-cost international manufacturing operatienable us to compete effectively in the markebfatoelectronic devices and value-added
subsystems. Our optoelectronic devices and vatided subsystems are also used in our securitingpection systems and medical monito
and anesthesia systems.

We have also penetrated several related markdtdepand on our optoelectronic device and subsystehnologies. For example, we
sell a series of higepeed photodetectors for use in fiber optic systamsh as Gigabit Ethernet, Fiber Channel and aéiecommunication ar
data communication applications. Through systeninemging, product development, rapid prototypind aalume manufacturing, we develc
manufacture and market laser-based weapons simukystems for the defense industry. Products dlectactical engagement simulation
systems, man worn laser detectors, small armsnhigiess, controller guns and a
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variety of targeting systems. We also develop, rfasture and sell lasdrased remote sensing devices that are used irutigrad and mappin
applications, as well as to detect and classifyicke$ in toll and traffic management systems. Fjnalur optoelectronic devices and value-
added subsystems group recently added and enh@scbdx build” manufacturing services and PC boasdembly capabilities utilizing state-
of-the-art automated surface mount technology lfoesise by customers in the medical electroniagraotive diagnostic electronics,
telecommunications and digital audio systems intkgstamong others.

Growth Strategy

Our primary objectives are to be a leading provimfesecurity and inspection products, cut-edge medical monitoring and anesthe
systems and specialized optoelectronic productsnit@nce our position in the international insectind detection marketplace, to capitalize
on our research to provide reliable and ag#imized medical devices and to leverage our digaein the optoelectronic technology industry
entering into new markets. Key elements of thiateyy include:

Capitalizing on the Growing Market for Security andhspection System.  Heightened attentiveness to terrorist and atkeurity
threats may continue to drive growth in the mafkesecurity and inspection systems, not only amgportation security, but in facilities
security, event security and materials inspecteowaell. In addition, the trend toward increasee@iinational transportation of goods may result
in growth in the market for cargo inspection syste¢hat are capable of screening shipping contafoersontraband and assisting customs
officials in the verification of shipping manifesackage screening by freight forwarders alscesgts a potential growing sector, as new
regulations in Europe require such screening arat@vess of the need for such screening grows i #BeWe intend to continue to expand
our sales and marketing efforts both domesticaily iaternationally, and to capitalize on opportigsitto replace, service and upgrade existing
security installations.

Developing New Security and Inspection TechnologiesWe intend to continue to develop new securnity Baspection technologies
such as our proprietary pulsed fast neutron arebysil real time tomography products. These andttiex technological advances we make
allow us to offer customers the broadest varietgdyfanced security solutions. In addition, throvegearch and development and selective
acquisitions, we may enhance and expand our cupreduct offerings to better address new applicat@and security industry demands.

Enhancing the Global Presence of our Security angspection Systems Group. In March 2005, we announced that the brandfng o
security and inspection systems, which had preWydasen sold under various brand names includingctke,” “Eagle,” “Metor,” “Rapiscan,”
and “Secure,” would be consolidated under one dveame—"“Rapiscan Systems”. Since the announceraéirdf the products of our security
and inspection systems group of companies, inctudaggage and parcel inspection, cargo and vehigpection, hold baggage screening and
people screening systems are being marketed umeléRepiscan Systems” umbrella. We undertook tficatein order to improve brand
recognition for the broad range of complementapusgy products and technologies that we have aedun recent years.

Exploring Strategic Alternatives During fiscal year 2005 we began exploring rs¢wategic alternatives for our business groups. In
connection with these efforts, we announced in&aper 2005 our intention to pursue the public affgand listing of approximately 30% to
35% of the equity in Spacelabs Healthcare, In@wynformed subsidiary comprising the business afp@ns of our medical monitoring and
anesthesia systems group. Our medical monitoridgaaesthesia systems group has grown from appréedyrel1 million in annual revenues
in fiscal year 2003 to approximately $196 millionfiscal year 2005, primarily as a result of thguasitions of Spacelabs Medical and Blease.
This offering and listing is planned in the Unitésthgdom on the AIM Exchange, which is owned and adstered by the London Stock
Exchange. The shares in Spacelabs Healthcare atibenoffered or sold in the United States. Underusities and Exchange Commission
regulations, U.S. residents are prohibited fromipi@ating in this proposed offering, and any skavéfered
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cannot be acquired by U.S. residents for a peridd@ve months from the date of the offering. Wect to complete the proposed transac
during the second quarter of fiscal year 2006. Harethe completion of the listing is fully subjeota number of factors, including regulatory
approvals and our satisfaction with the valuatishich may not occur.

Improving and Complementing Existing Medical Diagstic Technologies. Spacelabs Medical develops medical monitorirsgesns
aimed at lowering false alarm rates, thereby redutime demands on physicians and nurses, and vimgrpatient identification accuracy,
thereby reducing physician and nursing errors.dbrkary 2005, we acquired Blease, for its anesttdsivery systems, ventilators and
vaporizers to expand our product offerings in teegperative marketplace and because we beliexadtk products of Blease and the proc
of Spacelabs Medical could, in certain importantkats, be sold together through existing salesmélarand distribution networks. At the
same time, Spacelabs Medical and our Dolphin sidrgidre also working together, pursuing cable-freslical sensors and other wireless
solutions that will allow for medical monitoringafpent data, transmission, alarm notifications atigér information to be instantly transmitted
at any time to any location. Finally, our medicainitoring and anesthesia systems group also cagitaiimprove and develop its medical
diagnostic tools aimed at bone metabolic diseaset) as osteoporosis, and patient monitors angsamdées that utilize pulse oximetry
technologies. Overall, our efforts at improving existing medical diagnostic and anesthesia deglitesshnologies will continue to concentrate
on the development of devices that make it poséilenstitutions from large hospitals to smallnitis and physicians’ offices to obtain
accurate, precise, reliable and cost-effectiveltesu

Leveraging the Optoelectronic Design and Manufactug Expertise to Address New Applications. We believe that one of our primi
competitive strengths is our expertise in desigr@ind manufacturing, at cost-effective rates, sgieeid optoelectronic devices and value-added
subsystems for our own end products both in secaritl medical businesses and for the products robginal equipment manufacturer
customers. Our optoelectronic devices and subsygsteaup currently designs and manufactures dewiedsubsystems for numerous
customers serving hundreds of applications.

Acquiring New Technologies and Companies.Our success depends in part on our abilityotdinually enhance and broaden our
product offerings in response to changing techriegygustomer demands and competitive pressuretidiedeveloped expertise in our
various lines of business and other areas thrautghnial research and development efforts as welirasigh selective acquisitions.

In 1987, we formed Opto Sensors (Singapore) Pte.thtmanufacture optoelectronic devices and vallded subsystems.

In 1990, we acquired UDT Sensors, Inc. to broaderegpertise and capabilities in developing and ufecturing optoelectronic devices
and value-added subsystems.

In 1993, we acquired Rapiscan Security Productgteoh(since renamed Rapiscan Systems Ltd.) in thieed Kingdom and, through
Rapiscan Security Products (U.S.A.), Inc., commdrme operations as a provider of security andéngpn systems in the United States.

In 1993, we acquired Ferson Optics, Inc. (sincamed Ferson Technologies, Inc.) for its passivee agthnologies.

In 1994 we, together with an unrelated third péotyned ECIL-Rapiscan Security Products Limitedndia for the purpose of the
manufacture, assembly, service and testing of >seayrity and other products.

In 1994, we commenced operations of Opto Sensoasaffdia) Sdn. Bhd. to take advantage of lower mastufing costs in Malaysia.
In 1997, we acquired Advanced Micro Electronicsfasits hybrid optoelectronic capabilities and tgpand our presence in Europe.

6
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In 1998, we acquired Osteometer MediTech A/S, aishamanufacturer of diagnostic scanners used etrly detection of symptoms
of osteoporosis. We acquired this business to alg@ton certain vertical integration opportunitégsl to gain marketing and sales access ti
users in the healthcare market. In August 199%laged the operations of Osteometer in Denmarkrelodated certain of those operations to
our Hawthorne, California facilities.

In 1998, we purchased the security products busiobEsletorex International Oy (since renamed RapisBystems Oy) of Espoo,
Finland. This acquisition brought a complete sagurietal detection product line to complement ousting security and inspection systems

group.

In 1998, we acquired all the outstanding stockib€@ Microstructures, Inc., a silicon pressuressa manufacturer, from Exar
Corporation located in Fremont, California. On MaBd, 2001, we sold all of the outstanding stockititon Microstructures, Inc. to EImos
Semiconductor AG of Germany.

In 1998, we acquired substantially all of the ess@id assumed certain liabilities of Corrigan Canad. in order to enhance the market
presence of our security and inspection systen@aimada.

In 1998, we purchased a minority equity stake ingg One, Inc., a developer and manufacturer odiiefl-based patient monitoring
medical subsystems. In 2000, we acquired subsligraibof Square One, Inc.’s assets in order teetadvantage of certain vertical integration
opportunities and expand our medical product affggiand customer base.

In 1999, we acquired Aristo Medical Products, lioe.its pulse oximeter probe technologies for usthe healthcare field, thereby further
enhancing our medical product operations.

In 1999, we formed OSI Medical, Inc. as a develagearext generation pulse oximeter instrumentsothes for use in the healthcare
field in order to take advantage of our growing extige in this area.

In fiscal year 2000, we formed RapiTec, Inc., asaority-owned subsidiary, in order to design, depeand engineer laséased trainini
systems for the defense industry. The establishoifethis company allowed us to better penetraterbedwide defense optoelectronics
market. In January 2004, the minority shareholdéRapiTec accepted an offer by us to purchasghaltes of RapiTec common stock held by
them. As a result of the transaction, we now whollsn RapiTec. Consideration paid for the share lpase transaction consisted of an initial
cash payment of approximately $820,000 paid irafigear 2004, of which $536,000 was allocated todgdll, and a second cash payment of
approximately $279,000 paid in January 2005, whitlount was also allocated to goodwiill.

In 2001, we contributed most of our medical momitgrand anesthesia systems to a newly formed sabgiDolphin, for the purpose of
consolidating our various medical devices intorgla subsidiary. We merged OSI Medical, Inc. in@hin in March 2002. In December
2003, we entered into a stock purchase and opgoeeanent with Conmed Corporation, whereby Conmeg@ation purchased a 9% interest
in Dolphin and an option to purchase all of the agring assets and the business of Dolphin. In ExfgiConmed Corporation and Dolphin
entered into a distribution agreement, which presi@onmed Corporation with distribution rights déertain Dolphin products within certain
defined territories.

In July 2002, we acquired substantially all thee¢ssf Thermo Centro Vision, Inc., based in NewhRayk, California, for its
optoelectronic devices and value-added subsystesigmdand manufacturing capabilities. The acqoisitias made through a newly formed,
wholly owned subsidiary, Centro Vision, Inc.

In July 2002, we purchased a 6% interest in Im@igishnologies, Inc., a company that develops faedgnition software for security
applications, in order to enhance the portfolipfducts offered by our security and inspectioniesys group. At this time, its products are
under development. Based on the continued traditgagis common stock below the original purchaseepfor a prolonged period of time,
we recognized an other-than-temporary impairmeti@fcarrying value of this investment during fispsar 2004.
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In August 2002, we purchased a minority equityriesein CXR Limited, a United Kingdom based resbaed development company
that develops real time tomography systems. Thesterss, if successfully completed, could providmBicant improvements over current h
baggage screening technologies. In June 2004, avedgsed our equity interest in CXR to approxima#&9 and in December 2004 we
acquired the remaining 25%. As compensation teéting shareholders for this remaining interesthaee agreed to make certain royalty
payments based on sales of CXR’s products.

In November 2002, we acquired all the outstandiqgjtel stock of Ancore Corporation (since renamagiBcan Systems Neutronics and
Advanced Technologies Corporation), a Santa C@aéifornia based company for its advanced inspacigtems for aviation security, port
and border inspection and counterrorism. Consideration paid for the acquisitiemsisted of a combination of our Common Stock aagh®
approximately $10.4 million including professiofeés associated with the acquisition. In additthng the five years following the close,
contingent consideration is payable based on tles sd certain of its products. The contingent édestion is capped at $34.0 million. As of
June 30, 2005, no earn-out payments have been made.

In August 2003, we acquired the military, laserdzhaining business of Schwartz Electro-Optics, in a bankruptcy-court supervised
auction in order to augment the defense optoeleicsacapabilities of our RapiTec subsidiary. At these of the transaction we paid
approximately $3.7 million including professionakf associated with the acquisition. The acquisitias made through a newly formed,
wholly owned subsidiary, OSI Defense Systems, LTLRe acquired business develops and manufacturésaiaeangagement simulation
systems, man worn laser detectors, small armsniigiess, controller guns and a variety of targetsiygtems for the defense industry. Then, in
November 2003, we acquired substantially all reingiassets of Schwartz Elec-Optics, Inc. in a bankruptcy-court supervised eunctWe
paid approximately $1.6 million, including the assiion of certain liabilities and bankefg'es. The acquired assets comprise a businedse
design, sales and manufacturing of laser-basedragstised in traffic management, precision agricalllmanagement and precision mapping
and surveying, all of which offered us certain igattintegration opportunities. The business, ledah Orlando, Florida, now operates under
the name OSI Laserscan.

In October 2003, we acquired the assets of a matwfag services company specializing in surfaceimidechnology lines and PC boi
assembly operations for approximately $4.5 milliociuding professional fees associated with theussitipn. The acquisition was made
through a wholly owned subsidiary, OSI Electronies, in order to improve and expand the manufaoguservices offered by our
optoelectronic devices and value-added subsysteoupg

In December 2003, we acquired substantially athefassets of J&D Engineering (UK) Limited, a compeegistered in England and
Wales. We paid approximately £367,000 (or approfaiye649,000) including acquisition costs. A fuaiti£93,000 (or approximately
$171,000) was paid during the quarter ended Mat¢t2@04. The acquired assets comprise a busineigefdesign, manufacture and sale of,
among other products, metal frames for x-ray scamm@ur security and inspection systems group te=e metal frames in certain of its
baggage and parcel and inspection systems.

In January 2004, we completed the acquisition ofékated Research & Applications Corp. (since renaRegaiscan Systems High
Energy Inspection Corporation), a privately helthpany located in Sunnyvale, California. Considerafor the acquisition consisted of an
initial cash payment of approximately $17.6 millipret of cash acquired), including acquisition soSurthermore, during the seven years
following the close, contingent consideration iggdale based on its net revenues, provided ceréginirements are met. The contingent
consideration is capped at $30.0 million. As ofel@A, 2005, approximately $8,000 has been earng@aid as part of this contingent
consideration. This acquisition broadened our sgcproduct portfolio with the addition of the Eagla mobile x-ray inspection system that is
designed to scan shipping containers at busy stsapor

In March 2004, we completed the acquisition of ®ees Medical, based in Issaquah, Washington, fratnumentarium Corporation,
now a subsidiary of General Electric Company. T¢guésition price was
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approximately $47.9 million in cash (net of cashuired), including acquisition costs. Spacelabs igkdds a leading global manufacturer and
distributor of patient monitoring systems for @i care and anesthesia, wired and wireless nesyolikical information connectivity
solutions, ambulatory blood pressure monitors andioal data services. These are areas in whichawe tonsiderable interest as they
represent a natural extension of our engineerinignaanufacturing expertise and will add to our pnesen the medical device industry. The
installed base of Spacelabs Medical’s patient nooinigy systems consists of approximately 100,006sumorldwide, with 60,000 in the United
States, 30,000 in Europe and 10,000 in Asia. Ire 2004, we notified General Electric Company, afoaking capital and retention bonus
adjustment resulting in what we believe to be amward adjustment of the purchase price in the atnou$25.9 million. In September 2004,
General Electric Company responded that it beliehesamount of the downward adjustments to be aqpeately $7.8 million. In June 2005,
we filed suit in Delaware seeking specific perfono@ of our agreement with respect to an indeperntkgetmination of the amount of the
purchase price adjustment. The action is currgyglyding. No amounts have been recorded in thediabstatements in relation to the expe:
reduction in the purchase price.

In February 2005, we completed the acquisition leBBe for $9.3 million in cash (net of cash acai)irencluding acquisition costs.
Furthermore, during the three years following tlese, contingent consideration is payable baselease’s net revenues, provided certain
requirements are met. The contingent consideraicapped at £6.25 million (approximately $11.2liovl as of June 30, 2005). The
acquisition of Blease expands the portfolio of prtd offered by our medical monitoring and anesshggstems companies, enabling us to
develop and market products for the perioperatiaeket.

Capitalizing on Vertical Integration. Our vertical integration provides several adages in our security and inspection, medical
monitoring and anesthesia and optoelectronic dewdoe value-added subsystem segments. These agivsirialude reduced manufacturing
and delivery times, lower costs due to our acags®inpetitive international labor markets, diremirging of raw materials and quality control.
We also believe that we offer significant addedueab our original equipment manufacturer custorbgrproviding a full range of vertically-
integrated services including component designcastbmization, subsystem concept design and atiplicangineering, product prototyping
and development, efficient pre-production and shamtand high volume manufacturing. We believe thatvertical integration differentiates
us from many of our competitors and provides vatueur original equipment manufacturer customere @émn rely on us to be an integrated
supplier of optoelectronic devices and value-adtldzbystems. We intend to continue to leverage etically integrated services to create
greater value for our customers in the design aadufacture of our products. We believe that thistegy better positions us for penetration
into other end markets.

Capitalizing on Global Presence. We operate from locations in North America,aand Europe. We view our international operations
as providing an important strategic advantage owerpetitors in each of the security inspection, isednonitoring and anesthesia delivery
and optoelectronic devices and subsystems marieteree primary reasons. First, international nfiacturing facilities allow us to take
advantage of competitive labor rates in order ta b@wv cost producer. Second, our internationdte$f strengthen our sales and marketing
efforts and our ability to service and repair ogstems by providing direct access to growing faneigarkets and to our existing international
customer base. Third, multiple manufacturing lamadiallow us to reduce delivery times to our glahedtomer base. In the future, we intend to
develop new sources of manufacturing and saleshd#jes to maintain and enhance the benefits afinternational presence.

Selectively Entering New Markets. We intend to selectively enter new markets tioaplement our existing capabilities in the design
development and manufacture of security systemdjaakproducts and optoelectronic devices and vatiged subsystems. We believe tha
manufacturing other end products that rely on aistimg technological capabilities, we will leveegur integrated design and manufacturing
infrastructure to capture greater margins and tltaularger presence in those new end marketstiesent attractive competitive dynamics.
We intend to achieve this strategy through integnaivth and through selective acquisitions of ensdpct manufacturers.
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Products and Technology

We design, develop, manufacture and sell prodaetging from complex security and inspection systemmedical monitoring an
anesthesia systems to discrete optoelectronic el@waicd value-added subsystems.

Security and Inspection Systems We design, manufacture and market securityirspection systems worldwide to end users under
the “Rapiscan Systems” name. Rapiscan Systems qiodte used to inspect baggage, cargo, peoplieleglnd other objects for weapons,
explosives, drugs and other contraband. Thesersgsaee also used for the safe, accurate and efficezification of cargo manifests for the
purpose of assessing duties and monitoring theregpd import of controlled materials. Rapiscant8ys products fall into four categories:
baggage and parcel inspection, cargo and vehisfeeition, hold baggage screening and people sogeeni

As a result of the terrorist attacks of Septemlier2001 and subsequent attacks in Africa, EurdpeMiddle East and Southeast Asia,
security and inspection products have increasibghn used at a wide range of facilities other #igrorts such as border crossings, railway
stations, seaports, cruise line terminals, govermraed military installations and nuclear facilitids a result of the additional markets, we
have successfully diversified sales channels forseaurity and inspection products

Many of our security and inspection systems in e#dhe baggage and parcel inspection, cargo ahitlegnspection, hold baggage
screening and people screening product categaviebioe the use of x-ray technology with our optoelmic capabilities. For example, some
of our products include dual- or multi-energy x-taghnology with computer software enhanced imaggegnology to facilitate the detection
of materials such as explosives, weapons, nar¢aticsency or other contraband. While all x-rayteyss produce a two-dimensional image of
the contents of the inspected object, the dualggneiray systems also measure the x-ray absorpfitime inspected object’s contents at two x-
ray energies to determine the atomic number, nad®ther characteristics of the object’s contehi® various organic and inorganic
substances in the inspected object appear to apgmatthe inspection systems in various colorstaiglvisual information can be used to
identify and differentiate the inspected materi@ar baggage and parcel inspection, cargo and leehigpection and hold baggage screening
inspection systems range in size from compact taplsystems to large systems comprising entiraimgs in which trucks, shipping
containers or pallets are inspected.

Our cargo and vehicle inspection applications, ivicl trucks, shipping containers, pallets and olige objects can be inspected, are
designed in various configurations, including fixgte, gantry, relocatable, portal and mobile systeThese products are primarily used to
verify the contents of trucks or cargo containerd # detect the presence of contraband. They siif@ificant improvements over past
methods of cargo screening, such as manual seaahear cargo systems are faster, more thorougjld@amot subject the cargo to pilferage.
Entire shipping containers or trucks containingssy packed goods can be screened rapidly.

Many of our cargo and vehicle inspection systerige@tonizing radiation, such as high-energy x-taygamma-ray beams, in
conjunction with digital imaging equipment to nortrusively inspect objects and present images togpector, showing shapes, sizes,
locations and relative densities of the contentanvlof these systems, such as the Rapiscan Edgjleh was designed and developed under
contract with U.S. Customs and Border Protectiashtae U.S. Department of Defense, have been louitiget specific customer inspection
requirements.

Other cargo and vehicle inspection products autimalt and non-intrusively detect explosives ankestcontraband through the use of
pulsed fast neutron and thermal neutron technaogie opposed to ionizing radiation. Pulsed fastroa and thermal neutron technologies
permit the operator to inspect cargo, vehiclesamdainers based on the distinctive chemical coitipof various forms of contraband. Our
pulsed fast neutron analysis technology uses atfagtimg beam of fast neutrons to measure the ele&heontents (oxygen, nitrogen, etc.)
within scanned objects (cargo containers, trucks) and identify elemental signatures of explosjiwdrugs or other contraband. The systems
utilizing this technology then display to the systeperator a
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threedimensional image of the scanned object, identifyire location and type of suspect material fo@ur. systems utilizing thermal neut
analysis technology use a similar method to dételit quantities of explosives and drugs concealetduicks or cargo containers.

Our security and inspection systems group is the mrovider among its competitors currently offgrix-ray, gamma-ray and neutron-
based material specific technologies. As a readtbelieve we offer the broadest technology platfar the cargo and vehicle inspection
systems industry. This broad platform also permntso offer customers hybrid solutions utilizingotar more of the technologies together,
thereby optimizing flexibility, performance and t¢s meet the customer’s unique application regquéets. Cargo and vehicle inspection
systems recently installed or currently underwayude system installations in the United Statesn&Hong Kong, India, Malaysia, Mexico,
Romania, South Korea and Taiwan, among others.

Our security and inspection systems group alsa®ffeople screening products such as a line of dMdrand walk-through metal
detection products for use at security checkpahtsrports, amusement parts, banks, courthousgsrigment buildings, sports arenas and
other venues. It also offers the “Rapiscan SecQ@®1personnel screener, which uses extremely losedackscatter x-ray imaging to detect
contraband and weapons concealed underneath daththhair. The “Rapiscan Secure 1000” providesieodd screening compared to metal
detectors as it displays anomalies caused by veayl amounts of metal as well as non-metallic iteAsa result, the “Rapiscan Secure 1000”
can simultaneously locate and detect conventiomthimveapons, as well as ceramic knives, explosillie#t drugs, precious metals, cameras,
recording devices and other contraband or sectimigats.

The following table sets forth certain informatiaiated to the standard security and inspectiodysts that we currently offer. We do,
however, also customize our standard productsitegecific applications and customer requirements:

PRODUCT NAME /

PRODUCT LINE PRODUCT FAMILY TECHNOLOGY MARKET SEGMENT
Baggage and Parcel Inspectio Rapiscan 500/600 serie-ray Dual-energy -ray Checkpoint inspection i
systems airports, prisons, border

crossings and government
buildings. Postal facilities for

mail screening
Cargo and Vehicle Inspectior Rapiscan Eagl High energy -ray Cargo and vehicle inspection
Rapiscan VED¢ Thermal Neutron Analysi Sgﬁgrts, border crossings and
Rapiscan GaRD Gamma ray
Rapiscan PFN/ Pulsed Fast Neutron Analys
Hold Baggage Screeniny Rapiscan MVXR 500! Multi-view, dual energy-ray Baggage inspection at airpo
Rapiscan XRD 100 Dual energy -ray diffraction
People Screening Metor series of metal detectc  Metal detector: Checkpoint inspection i
airports, border crossings,
Rapiscan Secure 10! X-ray Backscatte stadiums, prisons and

government facilitie:

Medical Monitoring and Anesthesia Systems.Our medical monitoring and anesthesia systamsibsses design, manufacture and
market their products worldwide to end users ursgeeral brand names. Our medical
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monitoring systems, network and connectivity salogi, ambulatory blood pressure monitors and relsgedces are sold under the “Spacelabs
Medical” brand name. Our anesthesia systems ang@oemts are sold under the “Blease” brand nhame a@erial hemoglobin saturation
monitors and sensors, including hand-held and @dsemonitoring tools, are sold under the “Dolptirdnd name and our peripheral bone
densitometers and ultrasound bone sonometers lararsder the “Osteometer” brand name.

The “Ultraview” patient monitors of our Spacelabgdital subsidiary are used in perioperative, @&itt@mre and emergency ward
environments. We also offer patient monitors fatually all applications in the hospital, includingonatal, pediatric and adult critical and
emergency care, as well as anesthesia and subeareteOur patient monitoring systems comprise toomand central nurse stations
connected either wirelessly or through hospitaivoeks, as well as stand alone monitors where ttienqgadata can be transported physically
from one monitor to another as the patient is moWis ensures that hospital staff can accessmiataa where and when it is required. In
addition, these products are “open architecturghat they are designed to interact with hospitidrimation systems acquired from other
vendors. WinDNA, based on Citrix application serigmhnology, is a feature of many of these prodwtish allows clinicians to view and
control Microsoft Windows applications on the patienonitor’s display, eliminating the need for segia terminals in the patient’s room.
Attending nurses can thereby check laboratory tesuld other reports, enter orders, review prosoantl do charting right at the patient’s
bedside. Inputs can be made using a mouse, keybodrtbuchscreen.

For electrocardiograph monitoring or multiparametemnitoring of ambulatory patients, we offer a thfjtelemetry system. The system
operates between 608 and 614 MHz, a band not osedlifate land mobile radio, business radio sewior broadcast analog and digital
television. The “Ultraview” Digital Telemetry soloh offered by our Spacelabs Medical subsidiary poses a lightweight and compact
transmitter that enables monitoring of heart r&e segment, arrhythmia and continuous SpO2 (Putsméry). The multiparameter
transmitter also integrates with the Spacelabs téddUltralite” ambulatory blood pressure monitor the transmission of non-invasive blood
pressure values to a central station or a multito$ésire and information system.

We believe we are also a world leader in ambulalbdopd pressure monitoring, which is a routine pohare in many European countries
and is increasingly being used in the United Sta¢esy physicians are using ambulatory blood presswnitoring to detect “white coat”
hypertension, a condition in which people expergealevated blood pressure in the doctor’s officenmt in their daily lives. Hypertension
affects approximately 50 million Americans and éstjularly prevalent in the Medicare populatiomBulatory blood pressure monitoring is
also used to adjust drug therapies for hyperternsatients. It is estimated that as many as 20%epersons diagnosed with hypertension &
on blood pressure measurements taken in their gihysi offices are not actually hypertensive. Angbaty blood pressure monitoring helps
improve diagnostic accuracy and minimize the asgedicosts of treatment.

Our Blease subsidiary is recognized as a leadis@der and manufacturer of anesthesia deliveryesystanesthesia vaporizers and
ventilators. Its “Focus,” “Genius” and “Sirius” astbesia delivery systems provide flexible anesthsslutions for most operating room
environments, anesthesia induction areas, day guogéts, maternity suites, magnetic resonance ingafacilities and other areas where the
administration of anesthesia is required. Its “Datanesthesia vaporizers and its line of anesthesiélators are also designed to be
compatible with the anesthesia delivery systensewéral other manufacturers. At the forefront iesthesia ventilation, Blease recognized the
needs of clinicians and the clinical benefits ¢dwing patients to breathe without the assistarf@ewentilator (.e., on their own) as much as
possible while undergoing anesthesia. As a reisult999 Blease became the first company to offetilsors that allowed patients to breathe
spontaneously while under anesthesia with the naspy support of the ventilator used only whenessary to overcome the effects of general
anesthesia. In addition, by incorporating spirogn&tops into its ventilators, which produce grapthidisplays about the adequacy and state
patient’s ventilation, clinicians were able to dally monitor their patients and ensure the effica€ the mode of ventilation provided. Blease
continues to
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works closely with clinicians as well as with phageutical companies in order to support the devetoy of new technologies and the
introduction of new anesthesia agents into theajlotarketplace.

Our medical monitoring and anesthesia systems ga@gpmanufactures and distributes the “DTX-200d &bexaCare G4” dual energy
x-ray forearm densitometers. These products are tasdiagnose osteoporosis as well as to provitiewWeup bone density measurements. We
also manufacture and distribute the “DTU-One,” E&@aeus ultrasound bone sonometer. The “DTU-Ones' thia first commercially available
ultrasound bone sonometer to use an imaging catydibil osteoporosis screening.

We develop next-generation digital pulse oximetrstiuments and compatible pulse oximetry sensaeruthe “Dolphin-one” product
line. “Dolphin-one” products include the “VoyagefDolphin-2100” and “Dolphin-2150”. The Voyagertise first pocket PC-based pulse
oximetry product on the market. Our medical momitprand anesthesia systems group also manufacncedistributes, under the “Dolphin
2000/3000” product line, sensors that are compatith products made by other manufacturers ofgpaiémetry technologies.

Finally, we believe that a substantial market exist disposable supplies such as patient elecirepecialty graph paper, sensors and
connecting lead wires that are used with medicaicgs. As a result, we sell a broad line of sugbpties as an adjunct to our medical device
sales. In most cases, these products are obtaimmdofriginal equipment manufacturers and are mantuifad to our specifications.

The following table sets forth certain informatiaiated to the standard medical products we cuyreffer:

LIKELY
MODEL (Technology) APPLICATIONS INSTALLATIONS
Datum Vaporize Vaporization of inhalational anesthe Ambulatory surgery centers Operating roc

DexaCare G4 DEXA Bon
Densitometer

Dolphin-2000/3000 Pulse
Oximeters

Dolphin-2100 Pulse Oximete
Dolphin-2150 Pulse Oximeter

DTX-200 DEXA Bone
Densitometer

DTU-one Ultrasound Scann

Focus Anesthesia Delivery
System

Genius MRI Anesthesia Delive
System

Detection, diagnosis and follup of Medical clinics
treatment of osteopenia and osteoporosis Physician offices
Small hospital

Continue or Periodic monitoring of oxygenAll hospital care areas
saturation in arterial blood (compatible witlPhysician offices
the products of other manufacture

Continuous monitoring of oxygen saturati All hospital care aree

in arterial blooc Physician office:
Periodic monitoring of oxygen saturation irAll hospital care areas
arterial blooc Physician office:
Detection, diagnosis and follow-up of Medical clinics

treatment of osteopenia and osteoporosis Physician offices
Small hospitals

Detection of osteopenia and osteopor Medical clinics
Physician offices
Small hospitals

Delivery of inhalational anesthesia Ambulatory surgery centers Operating rooms

Delivery of inhalational anesthes
MRI scanning facilities
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LIKELY
MODEL (Technology) APPLICATIONS INSTALLATIONS
Intesys Clinical Suite IC. Solutions to make patient data availa All hospital care arez
anytime, anywhere, even from outside the
hospital
Maternal Obstetrical Monitor Monitoring of mother and fetus, as well asLabor and delivery areas within hospitals
newborn
Sirius Anesthesia Delivel Delivery of inhalational anesthes Ambulatory surgery centers Operating roc
System
Ultraview SL 240(C Patient monitoring at the bedside ant All hospital care aree
transport
Ultraview SL 270(C Patient monitoring at the bedsi All hospital care aree
Ultraview SL 280( High-end patient monitoring at the beds All hospital care aree
Ultraview SL 380(C Centralized, rei-time monitoring Central nurse’ stations within hospital
surveillance of patient
Voyager Pulse Oximett Periodic monitoring of oxygen saturation All hospital care aree

arterial blooc Physician office:

Optoelectronic Devices and Value-Added Subsystem@ptoelectronic devices generally consist ohlaattive and passive components.
Active components sense light of varying waveleagthd convert the light detected into electrorgoals, whereas passive components
amplify, separate or reflect light. The active caments we manufacture consist of silicon, galliuseaide and indium gallium arsenide
photodetectors. Passive components include lepssms, filters, mirrors and other precision optjmanducts that are used by us in the
manufacture of our optoelectronic products or atd ® others for use in telescopes, laser printapgiers, microscopes and other detectior
vision equipment. The devices we manufacture atle ftandard products and products customized fxiBp applications and are offered
either as components or as subsystems.

In addition to the manufacture of standard andinaigequipment manufacturer products, we also gfieeiin designing and
manufacturing customized optoelectronic devices\eatde-added subsystems for use in a wide rangeodiucts and equipment. An
optoelectronic subsystem typically consists of onmore optoelectronic devices that are combingt ather electronic components and
packaging for use in an end product. The compasdica subsystem can range from a simple assemigrimus optoelectronic devices that
are incorporated into other subsystems (for exangpteinted circuit board containing our optoelenic devices) to complete emieducts (fol
example, medical pulse oximeter probes that we fiaatuwre and package on behalf of an original eqeiptnmanufacturer and then ship
directly to the customer or the customer’s distidios). We manufacture subsystems for a varietyppfieations, such as fiber optics, imaging
electronics for medical CT scanners, disposableransiable medical probes for use with medical podsmetry equipment, components and
subsystems for laser gyroscopes used in militadycammercial aviation, optoelectronic subsystemsliat machines, laser subsystems in
military helicopter gun sighting equipment, posgifitg subassemblies for computer peripheral equipnaignment subsystems for laser heads
in optical disc drives and detection subsystemsdtmarines.

We have recently developed two-dimensional backrlhated detector technology for security, medécal other industrial applications.
This technology overcomes the limitations of cortieral detectors by providing finer detector pittdnsity. We expect that this technology
will be used in high-resolution multi-slice CT scans and other applications requiring improved ienggsolution.
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Markets, Customers and Applications

Security and Inspection Product:  Since entering the security and inspection pectsimarket in 1993, we have shipped over 10
baggage and parcel inspection and over 40,000 @soptening systems to over 75 countries. ThevWdllp is a representative list of certain
customers and/or installations that have purchasedecurity and inspection products:

OVERSEAS DOMESTIC

Chek Lap Kok Airport, Hong Kon California Department of Correctiol
CKS International Airport, Taiwa Cunard Line

Domodedova Airport, Moscow, Rus: Federal Bureau of Prisol

Dubai Airport, United Arab Emirate Federal Protective Servit

Gatwick Airport, United Kingdon Federal Reserve Ban

Heathrow Airport, United Kingdor New York City Police Departmel
INFRAERO airports, Brazi Royal Caribbean Cruis¢

Japanese Embassies, worldw United States Air Forc

Korean Customs Service, South Ko United States Customs and Border Protec
Kremlin, Russie United States Department of Agricultt
Malaysian Airport Board, Malays United States Department of Correctic
Narita Airport, Japal U.S. Department of Homeland Secul
New Zealand Customs, New Zeale U.S. Marshals Servic

Pudong Shanghai International Airport, Ch
TNT Freight, United Kingdon

United Kingdom Prison System, United Kingd:
Vatican City

Most security and inspection products were devalapeesponse to civilian airline hijackings. Cogsently, a significant portion of our
security and inspection products have been andreanto be sold for use at airports. Recently, h@meour security and inspection products
have been used for security purposes at locatioaddition to airports, such as courthouses, ofjigikdings, mailrooms, schools, prisons, high-
profile locations such as Buckingham Palace, treniin and the Vatican and for high-profile evenistsas the Olympic Games. Furthermore,
as terrorist attacks such as the March 2004 borstmhgassenger trains at Atocha railway statioMadrid and the July 2005 bombings of the
London underground and commuter bus systems cantonaccur, overall transportation and travel indusector demands have increased,
resulting in heightened attention for our secuaityl inspection products. In addition, our secuaitg inspection products are increasingly b
used for norsecurity purposes, such as for cargo inspectiaetect narcotics and contraband and to verify reatsf prevention of pilferage
semiconductor manufacturing facilities, qualitywssice and the detection of gold and currency.

In April 2000, the U.S. Government awarded us daremhto provide baggage and parcel inspectioregystat selected airports througt
the United States. Under the original contract,Ul®. Government had the right to purchase frompt 800 systems, for which the aggret
purchase price would be approximately $40 millionJanuary 2005, this contract was extended andllion in additional spending was
allocated for the purchase of our systems. As@tran fiscal years 2001 through 2005, our ingtddbase totaled approximately 1000 systems
under this contract. In addition, we currently havgeparate contract to service these systems.

Since 2001, we have completed the delivery of figieel, relocatable, or mobile cargo and vehiclpétsion systems to governments and
government agencies in the United States, Hong Klortlip, Jamaica, Mexico, Malaysia, Romania, Sddhea, Taiwan and other locations.

Medical Monitoring and Anesthesia Systems.Our medical monitoring and anesthesia systems areifactured and distributed
globally for use in critical care, emergency andqyeerative areas within hospitals
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as well as physicians offices, medical clinics amtbulatory surgery centers. We also provide wirgdlwireless networks and clinical
information access solutions, ambulatory blood sues monitors and medical data services.

In the last twelve years, our medical monitoring anesthesia delivery systems group has sold dv&0Q0 patient monitors, 35,000
ambulatory blood pressure monitors and 10,000 hesist delivery systems. Our medical monitoring anelsthesia systems business has
distributors in over 70 countries and subsidiarpi@nch offices in the United States, Austria, @anéinland, France, Germany, Greece, Ir
Italy, Singapore, Malaysia and the United Kingdom.

In December 2004, Palmetto Health System in ColagfBouth Carolina agreed to purchase patient mamgtequipment from us in
order to outfit its new heart and vascular towehijol is scheduled to open in early 2006. This n&®,@00 square-foot facility will be among
the most comprehensive, patient-centered, physihiemen cardiac care centers in the nation.

In April 2005, our medical monitoring and anesthesistems group was awarded a fygar contract to supply the University of Missc
Health Care System, which includes University Htd@nd Clinics and Columbia Regional Hospital iml@nbia, Missouri and the Missouri
Rehabilitation Center in Mt. Vernon, Missouri wipatient monitors and software in a statewide nfaltility equipment replacement project.
University Hospital serves as the flagship hosgdakthe University of Missouri Health Care systasffering the only Level | trauma center in
central Missouri.

In July 2005, Alfred I. duPont Children’s Hospitldcated outside Wilmington, Delaware, agreed paee all of its patient monitoring
equipment with Spacelabs Medical products. Thereohts expected to result in the sale of up to @@faview SL 2800 monitors. Alfred .
duPont Children’s Hospital, which is owned and aeped by the Numours Foundation, is a patient eahecation and research facility that
treats children that are experiencing acute, clerand complex health problems. The Nemours Foundaiperates one of the largest
subspecialty group practices devoted to pediattept care, teaching and research in the UnitateSt

The following is a representative list of certairstomers and/or installations that have purchasedhedical monitoring and anesthesia
products:

OVERSEAS DOMESTIC
Diaconessenhuis Meppel, Netherlal Albany Medical Center, Albany, N

Evangelisches Krankenhaus Bethesda, Gerr Condell Medical Center, Liberty, |

Klinik St. Josef, Belgiun Duke Univ. Medical Center, Durham, N

LKW Villach, Austria Harborview Medical Center, Seattle,

Ramaguiel University Hospital, Fran Lakeland Regional Medical Center, Lakeland,
Schiichtermannklinik, Germat Methodist Hospital, Houston, T

St Vincen’s Hospital, Australii Northside Hospital, Atlanta, G.

St. Elisabeth Ziekenhuis, Netherlar Spartanburg Reg. Healthcare System, Spartanbur
Ulleval Sjukhus, Norwa' Tulane Univ. Hospital and Clinic, New Orleans,
Universitatsspital Zirich, Switzerlar Women & Infants Hospital, Providence,
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Optoelectronic Devices and Value-Added Subsystem&ur optoelectronic devices and value-addedysiésis are used in a broad
range of products by a variety of customers. Thiedang table illustrates the major product categsifor which we provide optoelectronic
products and certain representative customerscin eategory. We expect that the list of producegaties, the amount of business derived
from each such product category, and the compasiti@ur major customers will vary from period terjpd.

PRODUCT CATEGORY

Aerospace and Avionics

Analytical and Medical Imaging

Fiber Optics/Telecommunications

Gaming Industry

Homeland Securit

Industrial

Medical Monitoring

Military/Defense and Weapons Simulations

Office Automation

Toll and Traffic Management

Marketing, Sales and Service

REPRESENTATIVE MAJOR CUSTOMERS

Honeywell
ITT Industries
Raytheon
TME Systems

Abaxis

Beckman Coulter
Johnson & Johnson
Phillips Medical
Siemens Medice

Bookham
JDS Uniphas:

Bally Gaming

BIR
GE Infrastructure, Security
Gilardoni

Baumer Electric

Dr. Johannes Heidenhain
Metrologic Instruments
Symbol Technologies
Trimble

Waterpik Technologie

Datascop

Invivo Research
Newport Medica
Smiths Medical
Somanetics Corporatic

Cubic Defense Systems
EDO Corp.

Lockheed Martin
Raytheor

Eastman Kodak
Xerox

Computer Sciences Corporation
Florida Department of Transportation
TransCol

We market and sell our security and inspection petslworldwide through a direct sales and marketiaff of approximately 6
employees located in North America, Europe and Asiaddition to an expansive global network ofdpdndent and specialized sales

representatives. This sales staff is supporteddgnace
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organization of approximately 90 persons locatécharily in North America, Europe and Asia, as wadla global network of independent
distributors. We also support these sales and mestoelations efforts by providing operator tragicomputerized training and testing
equipment, in-country service support, softwareraggs and service training for customer technicians

We market and sell our medical monitoring and dre=sa systems worldwide through a direct salesaentketing staff of approximately
245 sales personnel and 260 service personneélb@alNorth America, Europe and Asia, in additioratglobal network of independent
distributors. We also support these sales and mesteervice efforts by providing operator in-seeviaining, software updates and upgrades
and service training for customer biomedical stafd distributors.

We market and sell our optoelectronic devices alderadded subsystems, through both a direct aalésarketing staff of
approximately 25 employees located in, North AmreerlEurope and Asia, and indirectly through a glateivork of independent sales
representatives and distributors. Most of our indesales staff is based in the United Statesewndlst of our independent sales
representatives and distributors are located abiiad sales staff is supported by an applicatemgineering group whose members are
available to provide technical support. This supparludes designing applications, providing custowling and process integration, defining
solutions for customers and developing productsrtieet customer defined specifications.

We consider our maintenance service operations niimportant element of our business. After ttgration of our standard product
warranty periods, we are sometimes engaged byusiomers to provide maintenance services for arurgg and inspection products through
annual maintenance contracts. We provide a vaoiesgrvice and support options for our medical nwirig and anesthesia systems custor
ranging from complete on-site repair and maintera®vice and telephone support to parts exchamgegms for customers with the internal
expertise to perform a portion of their own servieeds. We believe that our international mainteeaervice capabilities allow us to be
competitive in selling our security and inspectsystems as well as our medical monitoring and &es&t systems. Furthermore, we believe
that as the installed base of both our securityiasglection systems and medical monitoring andtaasi& systems increases, revenues
generated from such annual maintenance serviceaotstand from the sale of replacement parts néliéase.

Research and Development

Our security and inspection systems are designedrdtcilities in Hawthorne, Santa Clara and Swahg, California, and international
in Finland, Malaysia, India and the United Kingdohhese products include mechanical, electricattedaic, digital electronic and software
subsystems, which are all designed by us. In addit product design, we provide system integrasinvices to integrate our products into
turnkey systems at the customer site. We suppogpem@tive research projects with government agerasié, on occasion, provide contract
research for our customers and government agencies.

Our medical monitoring and anesthesia systemsesigided at our facilities in Hawthorne, Califorissaquah, Washington, and
internationally in Malaysia and the United KingdoBuch systems include mechanical, electrical, @igiectronic and software subsystems
of which are designed by us. We are also curréntiglved, both in the United States and abroadgeweral research projects aimed at
improving our medical systems and at expandingcament product line.

Our optoelectronic devices and value-added sub®gstee primarily designed and engineered at otlitias in Camarillo, Hawthorne,
Newbury Park and Upland, California, Orlando, FdariNorth Andover, Massachusetts and Ocean Spilitigsissippi, and internationally
India, Malaysia and Norway. We engineer and martufacsubsystems to solve the specific applicateeds of our original equipment
manufacturer customers. In addition, we offer enginbsystem design and manufacturing solutionscésider our engineering personnel to
be an important extension of our core sales andtetiag efforts.
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In addition to close collaboration with our customin the design and development of our currendlypets, we maintain an active
program for the development and introduction of peaducts, enhancements and improvements to ostirexiproducts, including the
implementation of new applications of our technglog/e seek to further enhance our research andagewent program and consider such
program to be an important element of our busiaessoperations. As of June 30, 2005, we engaget@prately 255 full-time engineers,
technicians and support staff in research and dpwetnt. During fiscal year 2003, our research analbpment expenses were $8.9 millior
2004 they were $14.6 million and in 2005 they w&36.5 million. The increases in fiscal years 200d 2005 reflect increased research and
development spending by our security and inspedystems businesses and the inclusion of reseatttevelopment expenses following our
acquisitions of Spacelabs Medical and the traffmagement, agricultural management, mapping angwag business assets of Schwartz
Electro-Optics, Inc. that are now operating untier®SI Laserscan tradename. We intend to contmirevést in our research and development
efforts in the future.

Manufacturing and Materials

We currently manufacture our security and inspecsigstems in Hawthorne, Santa Clara and Sunny€aliifornia and Ocean Spring
Mississippi, and internationally in India, FinlarMalaysia and the United Kingdom. We currently mfacture our medical monitoring and
anesthesia systems in Hawthorne, California arablssh, Washington, and internationally in Indiajd&aia, Singapore and the United
Kingdom. We currently manufacture our optoelectcatevices and value-added subsystems in Camafiflethorne, Newbury Park and
Upland, California, North Andover, Massachusettd @tean Springs, Mississippi, and internationallynidia, Malaysia and Norway. Our
principal manufacturing facility is in Hawthorneal@ornia. However, most of our high volume, lalitensive manufacturing and assembly is
performed at our facility in Malaysia. Since mogbar customers currently are located in the Uniéates, Europe and Asia, our ability to
assemble products in these markets and providesfedih service from offices located in these regigren important component of our global
strategy.

Our global manufacturing organization has expeitisgptoelectronic, microelectronic and integrataetle-added assemblies for
commercial, medical, aerospace and defense indagpljcations. Our manufacturing includes silicoafev processing and fabrication,
optoelectronic device assembly and screening ahchthick film microelectronic hybrid assembliegtface mounted and thru-hole PCB
electronic assemblies and value-added servicesdimg complete turn-key and box-build manufacturMée outsource certain manufacturing
operations, including our sheet metal fabricatiod eertain plastic components. The manufacturinggss for components and subsystems
consists of manual tasks performed by skilled amdisskilled workers as well as automated tasks.

The principal raw materials and subcomponents irspdbducing our security and inspection systenrssish primarily of x-
ray generators, linear accelerators, detectora, atajuisition and computing devices, conveyor systand video monitors. A large portion of
the optoelectronic devices, subsystems and cicanit assemblies used in our inspection and detesyistems are manufactured in-house. The
x-ray generators and certain metal enclosures insear baggage and parcel inspection systems soengdnufactured in-house, while the x-ray
generators and linear accelerators used in ounaargd vehicle inspection systems are purchased diraaffiliated third party providers. We
purchase the x-ray tubes, computer hardware angicestandard mechanical parts and some of ourl etéosures from unaffiliated third
party providers.

The principal raw materials and subcomponents irspdbducing our medical monitoring and anesthsgitems consist of printed circ
boards, housings, mechanical assemblies, pneud®tices, cables, filters and packaging materials.pichase certain devices, including
computers, peripheral accessories and remote gssfriam unaffiliated third party providers.

The principal raw materials and subcomponents uspdoducing our optoelectronic devices and valdéeal subsystems consist of
silicon wafers, ceramics, electronic subcomponéigist emitting diodes, phototransistors, printéatait boards, headers and caps, housings,
cables, filters and packaging materials. The
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silicon-based optoelectronic devices manufactusedsbare critical components in most of our sulsyst Since 1987, we have purchased
substantially all of the silicon wafers we use tanuafacture our optoelectronic devices from Siltcoorp.

For cost, quality control and efficiency reasons,generally purchase raw materials and subcompswoaht from single vendors with
whom we have ongoing relationships. We do, howeyeslify second sources for most of our raw makeaad critical components, or have
identified alternate sources of supply. We purchihsanaterials pursuant to purchase orders plaoed ime to time in the ordinary course of
business. Although to date none of our groups kpsreenced any significant shortages or materikdydein obtaining any of its raw materials
or subcomponents, it is possible that they may $aod shortages or delays in one or more maténidte future.

Patents, Trademarks, Tradenames and Licenses

Trademarks and Tradename We have used, registered and applied to registéain trademarks and service marks to diststgour
products, technologies and services from thosaioEompetitors in the United States and in foreigantries. We enforce our trademark,
service mark and trade name rights in the UniteteStand abroad.

Patents. We hold a number of U.S. and foreign paterittirg to various aspects of our security and ispa products, medical
monitoring and anesthesia systems and optoelectdmvices and subsystems. Our current patentexpglre at various times between 2006
and 2021. However, it remains possible that pengatgnt applications or other applications that iayiled may not result in issued patents.
In addition, issued patents may not survive chgharto their validity. Although we believe that @atents have value, our patents, or any
additional patents that may be issued in the futmagy not be able to provide meaningful protecfrom competition.

Licenses. Our security and inspection systems, medicalitoong and anesthesia systems and optoelectdmvices and value-added
subsystems groups have each entered into a vafiébense arrangements under which they are perdhib manufacture, market, sell and/or
service various types of software, data, equipmeamponents and enhancements to our own proprittaiyology.

We believe that our patents, trademarks, tradename¢icenses are important to our business. Téedbsome of our patents,
trademarks or licenses might have a negative imgaciur financial results and operations, howewerpperate in a competitive environment
with a known customer base and rely mainly on phimg our consumers with quality products and sewito ensure continuing business. T
with the exception of the loss of either the Spalos? or Rapiscar? trademarks, the impact of the loss of any singteqgatrademark,
tradename or license would not likely have a materilverse effect on our business. We considebplaeelab8 trademark an important asset
and have registered it in approximately forty coi@st In addition, following the recent re-brandisfgour security and inspection systems
group under the “Rapiscan Systems” name, we hatilted a similar registration program for the Rapn® trademark.

Regulation of Medical Products

The medical monitoring and anesthesia systems wrifaeture and market are subject to regulationlogerous federal government
agencies, principally the U.S. Food and Drug Adstmattion (“FDA”), and by certain state and foremputhorities. They are also subject to
various U.S. and foreign electrical safety stanglard

The FDA has broad regulatory powers with respegtréaclinical and clinical testing of new medicabgucts and the manufacturing,
marketing and advertising of medical productsetiuires that all medical devices introduced inrtiarket be preceded either by a pre-market
notification clearance order under section 510{khe Food, Drug and Cosmetic Act, or an approvweshparket approval application. A 510
pre-market notification clearance order indicated the FDA agrees with an applicant’s determimeatiat the product for which clearance has
been sought is substantially equivalent to andtgally marketed medical
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device. The clearance of a pre-market approvaliegmn, on the other hand, indicates that the Fia8 determined that the device has been
proven, through the submission of clinical triatadand manufacturing quality assurance informatiome safe and effective for its labeled
indications. The process of obtaining 510(k) cleaeatypically takes between three and six monthscan take substantially longer. The pre-
market approval application review process, orother hand, can last more than a year. To datef #lle medical monitoring and anesthesia
systems we manufacture and sell in the United Stedge required only 510(k) pre-market notificatidearance.

Such regulatory approvals, when granted, may elintgthtions on the indicated uses for which a pratdmay be marketed, and such
product approvals, once granted, may be withdrdwroblems occur after initial marketing. Manufaetts of FDA-regulated products are
subject to pervasive and continuing governmentallegion, including extensive recordkeeping requieats and reporting of adverse
experiences associated with product’s manufactudeuae. Compliance with these requirements isy;astid failure to comply can result in,
among other things, fines, total or partial susmenef production, product recalls, failure of thBA to review pending marketing clearances
or approval applications, withdrawal of marketingazances or approvals or even criminal prosecution

We are also subject to regulation in the foreigantdes in which we manufacture and market our geddonitoring and anesthesia
systems. For example, the commercialization of nadlevices in the European Union is regulated uadsystem that presently requires all
medical devices sold in the European Union to leaCE mark—an international symbol of adherencgutality assurance standards. Our
manufacturing facilities in Hawthorne, Californlasaquah, Washington and Chesham, United Kingdenalacertified to the International
Organization for Standardization’s ISO 13485 staddar medical device companies. They are alsafittto the requirements of the
European Medical Device Directive 93 / 42 EEC, wmhatlows them to self-certify that newly manufaetiproducts can bear the CE mark.

We believe we are in material compliance with glplecable federal, state and foreign regulatiomgrding the manufacture and sale of
our medical monitoring and anesthesia deliveryesyst Such regulations and their enforcement dogkiewy constantly change, and we cannot
predict what effect, if any, such changes may laveur businesses in the future.

Environmental Regulations

We are subject to various federal, state and lewaironmental laws, ordinances and regulationgingldo the use, storage, handling and
disposal of certain hazardous substances and wastedsor generated in the manufacturing and asgeshblur products. Under such laws, we
may become liable for the costs of removal or raataxh of certain hazardous substances that hase deased on or in our facilities or that
have been disposed of off-site as waste. Suchnaaysimpose liability without regard to whether weekv of, or caused, the release of such
hazardous substances. We have conducted Phasiednenental site assessments for each of our priegert the United States at which we
manufacture products. The purpose of each suchtrispio identify, as of the date of such repodtgmtial sources of contamination of the
property from past and present activities or fraganby operations. In certain cases, we have coeddiatther environmental assessments
consisting of soil and groundwater testing and oiteestigations deemed appropriate by indepenelevironmental consultants. We believe
that we are currently in compliance with all maeegnvironmental regulations in connection with manufacturing operations, and that we
have obtained all material environmental permitsessary to conduct our business. The amount ofdhazs substances and wastes produced
and generated by us may increase in the futurendiépg on changes in our operations. Any failuraibyo comply with present or future
regulations could subject us to the impositionudfstantial fines, suspension of production, altenadf manufacturing process or cessation of
operations, any of which could have a material estveffect on our business, financial condition eeslilts of operations.

During one such investigation, we discovered suil groundwater contamination at our Hawthorne,f@atia facility. We filed the
requisite reports concerning this problem withdperopriate environmental
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authorities in fiscal year 2001. We have not yeereed any response to such reports, and no agetion or litigation is presently pending or
threatened. We also have notified the prior owonétke facility and the present owners and tenahtsljacent properties concerning the
problem and have requested from such parties agmsrto toll of the statute of limitations with pegt to actions against such parties with
respect to the contamination in order that we noay$ our attention on resolution of the contamamapiroblem. Our site was previously used
for semiconductor manufacturing similar to thatgemgly conducted on the site by us, and it is nesgntly known who is responsible for the
contamination and the remediation. The groundwatatamination is a known regional problem, notiedito our premises or our immediate
surroundings.

We have also been informed of soil and groundwaterediation efforts at a facility that our Fersachnologies subsidiary previously
leased in Ocean Springs, Mississippi. Ferson Tdolies occupied the facility until October 2003. WWadieve that the owner and previous
occupants of the facility have primary respondipifor such remediation and have an agreementtwéHacility’s owner under which the
owner is responsible for remediation of pre-exigsionditions. However, we are unable at this timadcertain whether Ferson Technologies
bears any exposure for remediation costs undeicayié environmental regulations.

Competition

The markets in which we operate are highly comipetiéind characterized by evolving customer needgapid technological change. '
compete with a number of other manufacturers, soiméhich have significantly greater financial, tea@al and marketing resources than we
have. In addition, these competitors may have lfiléyato respond more quickly to new or emergieghnologies, adapt more quickly to
changes in customer requirements, have strongé&sres relationships, have greater name recognéi@hmay devote greater resources to the
development, promotion and sale of their produtas twe do. As a result, we may not be able to ctengeccessfully against current or future
competitors in the security and inspection systemegjical monitoring and anesthesia systems, ortgxttronic devices and subsystems
markets and future competitive pressures may nadiieeind adversely affect our business, finanadedditions and results of operations.

In the security and inspection market, competitiobased primarily on such factors as product perémce, functionality and quality, the
overall cost effectiveness of the system, priot@uer relationships, technological capabilitieshaf products, price, local market presence and
breadth of sales and service organization. We \eelieat our principal competitors in the marketdecurity and inspection products are the
Security and Detection Systems division of L-3 Caminations Corporation, the Smiths Detection donsof Smiths Group plc, American
Science and Engineering, Inc., GE Infrastructuegusity, a subsidiary of the General Electric Comp&cience Applications International
Corporation, Control Screening L.L.C., CEIA SpA,régdt Electronics, Inc. and Nuctech Company Limit€dmpetition could result in price
reductions, reduced margins and loss of markeesiathe airline and airport security and inspattinarket, particularly in the upgrade and
replacement market, we also compete for potentistiocners based on existing relationships betweeoayapetitors and the customers. Cel
of our competitors have been manufacturing inspeaistems since the 1980s and have establistedselationships with airlines, airports
and other transportation security governing autiesti We believe that the image quality and resmiudf certain of our security and inspection
products is superior to the image quality offergdrtany of our competitors’ x-ray based inspectioodpicts. Additionally, our true multi-zone
metal detection technology provides the abilitglétect small metallic objects and offer higher Isw# discrimination in weapons-screening
applications. Although we also have establisheatieships with a number of airport and airlinetousers, we may not be able to compete
successfully in the future with existing compestar new entrants. In the cargo and vehicle ingpeslystems market, we compete for
potential customers based on price, performancehandbility to design both standard and custompreducts. Several of our competitors
have operated in this area for longer than we hdemever, due to our recent successes in desigmdglelivering high-energy x-ray systems,
we believe we have demonstrated our ability to ceteeffectively. Additionally, although our compets in the cargo and vehicle inspection
market each offer products in competition with enenore of our products, our ability to supply highergy x-ray, gamma-ray and thermal
neutron analysis systems means that we offer atiengidest array
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of solutions available from a single supplier. Thésiety of technologies also permits us to offeique hybrid systems to our customers that
utilize two or more of these technologies, thereptimizing flexibility, performance and cost to miélee customer’s unique application
requirements.

In the medical monitoring and anesthesia deliveaykat, competition is also based on a variety ofdiss including product performance,
functionality, value and breadth of sales and serarganization. We believe that our principal cetitprs in the market for medical
monitoring and anesthesia systems are CriticargeB8)ss Inc., Philips Medical Systems, GE Medicalt8ys, Drager Medical, Datascope
Corp., Nihon Kohden Corporation, Penlon Ltd. andidde, a division of the Tyco International, Inco@petition could result in price
reductions, reduced margins and loss of our mathate. We believe that our patient monitoring potslare easier to use than the products of
many of our competitors because we offer a congistger interface throughout many of our produwtdi In addition to this advantage, the
monitoring products of our Spacelabs Medical suibsydare backward/forward compatible, meaning tiew Spacelabs Medical monitors can
interface with existing Spacelabs Medical monitadals, thus offering investment protection to austomers. Finally, while some of our
competitors are beginning to introduce portal tetbgy, which allows remote access to data frombigside monitor, central station or other
point of care, we believe that our products areegsopin bringing instant access to labs, radiolagg charting at the point of care. Although
have established relationships with a number gieldrospitals, we may not be able to successfultypate in the future with existing
competitors or with new entrants.

In the optoelectronic devices and subsystems mat&etpetition for optoelectronic devices and vahdeled subsystems is based
primarily on such factors as expertise in the desigd development of optoelectronic devices, prbduality, timeliness of delivery, price,
customer technical support and on the ability tvjate fully integrated services from applicatiorvelpment and design through production.
We believe that our major competitors in the optotzbnic device and subsystem market are PerkinElme and Hamamatsu Corporation.
Because we specialize in custom subsystems requringh degree of engineering expertise, we belibat we generally do not compete to
any significant degree with any other large Unidtes, European or Asian manufacturers of starufstalectronic components.

Backlog

We measure our backlog as orders for which purcheders or contracts have been signed, but whigh hat yet been shipped and
which revenues have not yet been recognized. Wealyp ship our security and inspection systemsgliced monitoring and anesthesia systt
and optoelectronic devices and value-added sulmagsigthin one to several months after receivingater. However, such shipments may be
delayed for a variety of reasons including any ggetesign or engineering requirements of the gusto In addition, large orders (more than
ten machines) of security and inspection prodygiially require more lead-time.

Cargo and vehicle inspection systems may requireraemonths to several years lead-time. We haperenced some significant
shipping delays associated with our cargo and lehispection systems. Such delays can occur folymeasons, including: (i) additional time
necessary to conduct inspections at the factorgrbeshipment; (ii) a customer’s need to engagerie-consuming special site preparation to
accommodate the system, over which we have noaantresponsibility; (iii) additional fine tuningf such systems once they are installed;
(iv) design or specification changes by the custmued (v) delays originating from other contraston the project.

As of June 30, 2005, our backlog totaled approxétye94.7 million, compared to approximately $8tlion as of June 30, 2004 and
approximately $53.0 million at June 30, 2003. Wpezt to ship most of our backlog as of June 305200ing fiscal year 2006. Sales orders
underlying our backlog are firm orders. Moreoveond time to time, we may agree to permit the cdatieh of an order on a negotiated basis.
Variations in the size of orders, product mix, efigery requirements, among other factors, mayltéssubstantial fluctuations in backlog
from period to period. Backlog as of any particudate should not be relied upon as indicative ofreuenues for any future period and cannot
be considered a meaningful indicator of our perémoe on an annual or quarterly basis.

23



Table of Contents

Employees

As of June 30, 2005, we employed approximately @ 3ople, of whom 1,070 were employed in manufaogu255 were employed
research and development, 280 were employed indmand administration, 335 were employed in satelsmarketing and 400 were
employed in service capacities. Of the total empésy approximately 1,465 were employed in North Acaeand South America, 500 were
employed in Asia and 375 were employed in Europevdh employees of our Advanced MicroelectronicsstiBsidiary in Norway and eight
employees of our Rapiscan Systems Oy subsidiaFniland are union members and have collective liairgarights. None of our other
employees are unionized. We have never experiem@aatk stoppage or strike, and management belighatsts relations with employees are
good.

Available Information

We are subject to the informational requirementhefSecurities Exchange Act of 1934, as amendeerefore, we file periodic repori
proxy statements and other information with theuiies and Exchange Commission. Such reports,ypstatements and other information
may be obtained by visiting the Public ReferencerRof the Securities and Exchange Commission atF18@eet, N.E., Washington, D.C.
20549 or by calling 1-202-551-6551. In additiore Becurities and Exchange Commission maintainatanmlet website (http://www.sec.gov)
that contains reports, proxy statements and ottiermation that issuers are required to file elaitally.

Our Internet address is: http://www.osi-systems.cdfe make available, free-agharge through our Internet website, our annualntegn
Form 10-K, quarterly reports on Form 10-Q, curmemtorts on Form 8-K, amendments to those repdets &r furnished pursuant to Section 13
(a) or 15(d) of the Exchange Act and reports fipedsuant to Section 16 of the Exchange Act. Weadasssoon as reasonably practicable after
electronically filing such material with, or furhigg it to, the Securities and Exchange Commission.

ITEM 2. PROPERTIES

As of June 30, 2005, we owned four facilities. Enage located in Hawthorne, California (approxirtya88,000 square feet). They are
used by each of our security and inspection systemadical monitoring and anesthesia systems araktgatronic devices and value-added
subsystems segments for administrative, manufagfueingineering, sales and marketing purposes. alseyconstitute our corporate
headquarters. We also own one building in Horleyglgnd (approximately 59,000 square feet). Our iigrcand inspection systems and
medical monitoring and anesthesia systems groupshissfacility for manufacturing, engineering,esabnd marketing functions.

As of June 30, 2005, we leased all of our otheitifi@s. The following table lists our principal phical properties i e., facilities greater
than 10,000 square feet):

Approximate

Square Footag Expiration
Location Description of Facility
Camarillo, California Manufacturing, engineering, sales and marketing and 60,000 2010
service for our optoelectronics and value-added
subsystems grou
Hawthorne, California Manufacturing, engineering, sales and marketing and 41,600 2006
service for our security and inspection systemsifg
Santa Clara, California Manufacturing, engineering, sales and marketingfto 36,000 2006

security and inspection systems gr¢
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Location

Sunnyvale, California
Upland, Californie

Orlando, Floride

North Andover, Massachuse

Ocean Springs, Mississippi (

Issaquah, Washington (2)

Espoo, Finlanc

Cherlapally, India

Secunderabad, India (3)

Johor Bahru, Malaysia (4)

Horten, Norway
Chesham, United Kingdom (5)

Crawley, United Kingdom (€

Approximate
Square Footag

Description of Facility Expiration
Manufacturing, engineering, sales and marketingftor 28,300 2007
security and inspection systems gr¢
Manufacturing, engineering, sales and marketingio 22,000 2008
optoelectronics and val-added subsystems gro
Manufacturing, engineering, sales and marketing 19,300 2008
service for our optoelectronics and vahgded subsyster
group
Manufacturing, engineering, sales and marketingftor 35,200 2010
optoelectronics and val-added subsystems gro
Manufacturing, engineering sales and marketingtm 12,800 2005
security and inspection systems and optoelectrarids
value-added subsystems grot
Manufacturing, engineering, sales and marketing and 202,600 2014
service for our medical monitoring and anesthegitesns
group
Manufacturing, engineering, sales and marketingio 18,500 2006
security and inspection systems and medical mangor
and anesthesia systems gro
Manufacturing and engineering for our security and 44,700 2009
inspection systems, medical monitoring and anegthes
systems and optoelectronics and value-added seinsyst
groups
Manufacturing and engineering for our security and 16,900 2005
inspection systems, medical monitoring and aneigthes
systems and optoelectronics and value-added s@insyst
groups
Manufacturing, engineering sales and service for ou 99,000 2005-
security and inspection systems, medical monitoaing 2006
anesthesia systems and optoelectronics and vatiedad
subsystems grouj
Manufacturing, engineering, sales and marketingfor 19,800 2008
optoelectronics and val-added subsystems gro
Manufacturing, engineering, sales and marketingftor 18,800 2006-
medical monitoring and anesthesia systems g 2009
Manufacturing, engineering, sales and marketingio 30,300 200¢-
security and inspection systems and medical mangor 2011

and anesthesia systems gro
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(1) OnJuly 29, 2005 we purchased this facility in Oc8prings, Mississippi that we had previously bleaising. We intend to continue
use this facility for manufacturing, engineeringlaales functions for our security and inspectigsteams and optoelectronics and value-
added subsystems grou

(2) This lease of the 202,600 square foot facilityasalqguah, Washington, is composed of two leasé®iname facility. One is a 107,0
square foot facility lease and the other is a 9% &fuare foot facility lease. Both will terminateDecember 201:

(3) The lease of the 16,900 square foot facility inudelerbad, India is composed of four leases in &ngesor in a nearby facility: (i) two
5,500 square foot facility leases that will bottm@ate in September 2005, (i) a 3,700 square flagitity lease that will terminate in
September 2005 and (iii) a 2,200 square foot fgditiase that will terminate in October 2005. Img2005, we signed a 44,700 square
foot facility lease in Cherlapally, India and inteto relocate all of our manufacturing and engimgework that is currently being
performed in our Secunderbad faciliti

(4) The lease of the 99,000 square foot facility inafdBahru, Malaysia is composed of three leases: 8,000 square foot facility lease t
will terminate in December 2005, (i) a 16,000 sguiot facility lease that will terminate in Jamp2006 and (iii) a 7,000 square foot
facility lease that will terminate in September 80@/e expect that both of the 76,000 square faoliipand 16,000 square foot facility
leases will be renewed on similar terms. We docootently intend to renew the 7,000 square foolifpdease.

(5) This lease of the 18,800 square foot facility ire€tiam, United Kingdom is composed of four leaséBdrsame or in a nearby facili
(i) a 12,300 square foot facility lease that waltrhinate in December 2009, (ii) a 2,700 square flngtity lease that will terminate in
March 2008, (iii) a 2,400 square foot facility leabat will expire in September 2006 and (iv) e00,4quare foot facility lease that will
expire in July 2007

(6) The lease of the 30,300 square foot facility inv@@ey, United Kingdom is composed of three leasakésame or in a nearby facility:
(i) @ 13,900 square foot facility lease that wéltrhinate in March 2011, (i) a 10,000 square faoility lease that will terminate in
February 2009 and (iii) a 6,400 square foot facliase that will terminate in December 20

We believe that our facilities are in good conditand are adequate to support our operations édiotieseeable future. We currently
anticipate that we will be able to renew the ledbasare scheduled to expire in the next few yearerms that are substantially the same as
those currently in effect. However, even if we weo able to renew one or more of the leases, Weueethat suitable substitute space is
available to relocate any of the facilities. Acdagly, we do not believe that our failure to renamy of the leases that are scheduled to exp
the next few years will have a material adverseatfbn our operations.

ITEM 3. LEGAL PROCEEDINGS

In November 2002, L-3 Communications Corporatioought suit against us for a declaratory judgmeat th3 Communications
Corporation had not breached its obligations toarscerning the acquisition of PerkinElmer, Inc.&c8rity Detection Systems Business. In
February 2003, we answered and asserted countescégjainst L-3 Communications Corporation for, agnotiher things, fraud, breach of
fiduciary duty, breach of contract and failure ggnotiate in good faith. In March 2003, 3. €ommunications Corporation amended its comp
and asserted claims against us for breach of adnfedlure to negotiate in good faith and tortionterference. In its amended complaint, L-3
Communications Corporation requested both a deolgrgudgment that it had fulfilled its obligatiomsid an award of damages for an
unspecified amount. In March 2005, the court i #gtion ruled that as a matter of law, L-3 Comroations Corporation owed us a fiduciary
duty. These actions are pending in the Districtr€fior the Southern District of New York.

During 2003 and 2004, we were informed that Sciekg@lications International Corporation (“SAIC”) tianade statements to
prospective buyers of our gamma ray mobile detacticstem product that our product infringed upospertified SAIC patents. In April 2004,
we received a letter from SAIC specifying a patgmn which SAIC claimed our product infringed. Gany to SAIC’s claim, the patent cited
by SAIC actually
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distinguished the technology used in our produe d#ferent, pre-existing technology. We thereffiled a lawsuit in the U.S. District Court,
Central District of California for declaratory juaignt. SAIC has since counter-claimed for patemtrigément, citing the same patent and
unfair competition.

In March 2004, certain individuals named us andsunsidiary, Spacelabs Medical, as well as a haldpitated in Bexar County, Texas,
in a petition claiming that the individuals sufférajuries in March 2003 caused, in part, by a dife monitoring system manufactured by
Spacelabs Medical. The amount of the claim hayebibeen specified. The petition was filed in t8& 2 Judicial District Court in Bexar
County, Texas.

In April 2004, certain individuals named our sulisiy, Spacelabs Medical, as well as several oth@ardiants, in a petition that alleges,
among other things, that a product possibly manufad by Spacelabs Medical failed to properly mamit hospital patient thereby contribut
to the patient’s death in November 2001. The amofitite claim has not yet been specified. The ipetitvas filed in the 2% Judicial District
Court, Parish of Tangipahoa, Louisiana.

In February 2005, Electromedical, a Greek distidoutompany, filed an action in the courts of Geeelaiming that Spacelabs orally
agreed to appoint Electromedical as Spacelabsusixd Greek distributor, but failed to do so. Hlewstedical claims that it incurred significant
expenses as a result of Spacelabs’ actions andnadisniauro 872,414 (approximately $1,054,000 as oé B0, 2005) in compensation.

In accordance with Statement of Financial Accountitandards (“SFAS”) No. 5, “Accounting for Contérgies,” we have not accrued
for loss contingencies relating to the above matbecause we believe that, although unfavorableomes in the proceedings may be possible,
they are not considered by management to be prelmalvteasonably estimable. If one or more of timeatters are resolved in a manner adverse
to us, the impact on our results of operationgroial position and/or liquidity could be material.

We are also involved in various other claims amg@dl@roceedings arising out of the ordinary cowfseusiness which have not been
previously disclosed in our quarterly and annupbres. In our opinion after consultation with legalnsel, the ultimate disposition of such
proceedings will not have a material adverse eff@cbur financial position, future results of ogemas, or cash flows.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
None.
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PART Il

ITEM 5. MARKET FOR REGISTRANT 'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND IS SUER
PURCHASES OF EQUITY SECURITIES

Stock Market and Other Information
Our Common Stock is traded on the NASDAQ Nationarkét under the symbol “OSIS”.
The following table sets forth the high and lowesglices of a share of our Common Stock as reptrteie NASDAQ National Market

on a quarterly basis for the fiscal years ende& B 2004 and June 30, 2005. The prices showectefiter-dealer prices, without retail
markup, markdown or commission and may not necidgsapresent actual transactions.

2004: High Low

Quarter ended September 30, 2 $18.4( $13.7¢
Quarter ended December 31, 2( $19.92 $17.0¢
Quarter ended March 31, 20 $23.17 $17.1¢
Quarter ended June 30, 2C $25.3( $18.0:
2005: High Low

Quarter ended September 30, 2! $19.97 $14.41
Quarter ended December 31, 2( $23.4( $15.5(
Quarter ended March 31, 20 $22.7(¢ $16.0¢
Quarter ended June 30, 2C $17.7¢ $13.8(

As of September 23, 2005, there were approximdtedyholders of record of our Common Stock. This bendoes not include benefic
owners holding shares through nominees or in “Stresme.

Dividend Policy

We have not paid any cash dividends since the comstion of our initial public offering in 1997 amdhticipate that we will retain any
available funds for use in the operation of ouribess. We do not currently intend to pay any caeidends in the foreseeable future. Our
Board of Directors will determine the payment aiufie cash dividends, if any. Certain of our curtegntk credit facilities restrict the payment
of cash dividends and future borrowing may congiinilar restrictions.

Issuer Purchases of Equity Securities

Maximum Number

Total Number of Shares of Shares

Total Number of Average Price That May Yet Be
: Purchased as Part of Purchased under

Shares Purchase Paid per Share PllJJincIy Announced uthe Plansuor

Period Plans or Programs Programs (1)
April 1, 2005 to April 30, 200! — — — 1,488,001
May 1, 2005 to May 31, 20C 157,02° $ 14.2¢ 157,02° 1,330,97.
June 1, 2005 to June 30, 2C — — — 1,330,97.
Total 157,02° $ 14.2¢ 157,02° 1,330,97.

(1) In March 1999, our Board of Directors authorizestack repurchase program for the repurchase ob @mtillion shares of our Common
Stock. In September 2004, we increased the nunflsranes available for repurchase under the stglrchase program by 1 million
shares. In May 2005, we repurchased 157,027 sbamgs Common Stock at an average price of $14e25pare. At June 30, 2005,
1,330,973 shares were available for repurchaseruhegrogram
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Equity Compensation Plans
The following table provides information concernimgr equity compensation plans as of June 30, 2

Number of securities

Number of securities tc remaining available for
future issuance under
be issued upon exercis Weighted-average equity compensation
of outstanding options exercise price of plans (excluding securitie
outstanding options
Plan category warrants and rights warrants and rights reflected in column (a))
(@ (b) ©

Equity compensation

plans approved by

security holders (1 1,775,141 $ 16.41 790,80:
Equity participation

plans not approved t

security holder: — — —

Total 1,775,14 $ 16.41 790,80:

(1) Includes shares of our Common Stock issuable ugercise of options from our 1987 Incentive Stocki@pPlan and our 1997 Sto
Option Plan
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ITEM 6.

SELECTED FINANCIAL DATA

The following table sets forth our selected cordaikd financial data as of and for each of thefiseal years ended June 30, 2005 ar
derived from our consolidated financial statemefite consolidated financial statements as of Jn@@4 and 2005, and for each of the y
in the three-year period ended June 30, 2005, lendeport of independent registered public accagrftrm thereon, are included elsewhere in
this Annual Report on Form 10-K. The following dateould be read in conjunction with “Managementisddssion and Analysis of Financial
Condition and Results of Operations” and the cadat#d financial statements and notes thereto dledwelsewhere in this Annual Report on

Form 10-K.

Consolidated Statements of Operations Date
Revenue:
Cost of goods sol

Gross profil

Operating expense
Selling, general and administrati
Research and developm
Goodwill amortizatior
Management retention bonus
Restructuring costs ({

Total operating expens

Income (loss) from operatiol

Gain on sale of subsidiary (

Gain on sale of investment (

Gain on sale of marketable securities
Write-off of deferred acquisition costs (
Write down of equity investments (
Interest expens

Interest incomu

Income (loss) before income taxes and minority
interest
Provision (benefit) for income tax

Income (loss) before minority intere
Minority interest

Net income (loss

Net income (loss) available to comm
shareholders (dilutec

Basic earnings (loss) per common st
Diluted earnings (loss) per common sh

Weighted average shares outstanding (dilu

Year Ended June 30,

2001

$ 111,09¢
80,85:

30,24¢

9,115,67.

2002 2003 2004 (1) 2005 (1)
(In thousands, except share and per share data)

$ 124,23( $ 182,64 $ 247,06¢ $ 385,04:
85,90¢ 122,66: 163,71 243,41!
38,32: 59,98: 83,35 141,62¢
21,64 29,16( 54,16! 116,24
6,43¢ 8,86¢ 14,63¢ 30,53

402 — — —
_ — 1,10¢ 1,82¢

— — 1,061 —
28,48: 38,02t 70,96¢ 148,60¢
9,83¢ 21,95¢ 12,39 (6,980

— 1,76 37¢€ —

— (60¢€) — —
— (1,439 (247) (182)
(652 (380) (283 (807)
814 1,16¢ 863 19€
10,00( 22,47( 13,10: (7,77%)
3,00(¢ 6,521 3,31¢ (5,309
7,00( 15,94¢ 9,78¢ (2,469
(79) (15€) 17C 69
$ 6,921 $ 15,79 $ 9,956 $ (2,39
$ 6,921 $ 15,79 $ 9,956 $ (2,500
$ 0.6¢ $ 1.1¢ $ 0.6¢ $ (0.15)
$ 0.6C $ 1.0¢ $ 0.6t $ (0.1%)
11,478,37 14,513,37 15,236,39 16,222,99
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Year Ended June 30

2001 2002 2003 2004 (1) 2005 (1)

(In thousands, except share and per share dat

Consolidated Balance Sheet Dat¢

Cash and cash equivalents $ 4467 $ 67,600 $ 94,24¢ $ 39,87¢ $ 14,62
Working capital (9 46,31« 115,63: 141,91¢ 143,39¢ 124,39¢
Total assets (¢ 92,39¢ 175,35¢ 229,53 331,80: 347,12
Long term deb 7,00z 4,46: 1,83¢ 32 4,852
Total debi 9,72¢ 7,08¢ 4,467 2,55 21,10
Total shareholde’ equity (9) $62,48. $135,73: $180,39¢ $227,48. $223,62
(1) Results of operations for the fiscal years ended B0, 2004 and 2005, and our financial positioafakine 30, 2004 and 2005

(@)

3)

(4)
(5)
(6)
(7)

(8)
(9)

incorporate the effect of several acquisitionsluding Spacelabs Medical. See Item 7. “Managemédissussions and Analysis of
Financial Condition and Results of Operati”

Represents an expense resulting from retentiogatiins of key personnel of Spacelabs Medical tk@ryear ended June 30, 2005, the
expense had the effect of decreasing income fragnatipns by $1.8 million, net income by $1.1 mitliand net income available to
common shareholders by $1.1 million. For the yeateel June 30, 2004, the expense had the effeetooéasing income from operations
by $1.1 million, net income by $784,000 and nebime available to common shareholders by $784,

Represents a charge resulting from consolidatimgrastructuring certain subsidiaries. For the fiyear ended June 30, 2004, the ch
had the effect of decreasing income from operatinn$1.1 million, net income by $753,000, and mebme available to common
shareholders by $753,0C

Represents the gain on the sale of Silicon Micuzstires, Inc

Represents the gain on the sale of an equity imegst

Represents the gain on the sale of marketableiesuwlassified as availal-for-sale.

Represents professional fees and other transamits related to our agreement wi-3 Communications Corporation for the jo
acquisition of certain detection and security besges then owned by PerkinElmer, Inc. In NovemB8ég2L-3 Communications
Corporation terminated this transaction prior tasuammation

Represents the recognition of an o-thar-temporary impairment of an equity investme

The increase in fiscal year 2004 includes net prdsef $31.0 million received under a private praest. The increase in fiscal year 2
includes net proceeds of $20.5 million receivedasradprivate placement. The increase in fiscal 2682 includes net proceeds of $56.8
million received under private placemer

ITEM 7. MANAGEMENT ’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF OPERATIONS

Forward-looking Statements.

The following discussion should be read in conjiorctvith our consolidated financial statements trelnotes thereto appeari

elsewhere in this Annual Report on Form 10-K. Qersgatements contained herein that are not retatédstorical results, including, without
limitation, statements regarding our businessegrgtobjectives and future financial position, fmevard-looking statements within the
meaning of Section 27A of the Securities Act of 3,98s amended and Section 21E of the Securitielsafge Act of 1934, as amended and
involve risks and uncertainties. These forward-lnglkstatements may be identified by the use of &mdalooking terms such as “anticipate,”
“believe,” “expect,” “may,” “could,” “likely to,” “should,” or “will,” or by discussions of strategyat involve risks and uncertainties. These
forward-looking statements include assertions miggranticipated future revenues, sales, operatigrmand, competition, capital
expenditures, credit arrangements and other clegerding matters that are not historical factgolive predictions which are based upon a
number of future conditions that ultimately mayy®do be inaccurate.

Factors that may cause or contribute to such éiffees include those discussed in “Risk FactorsiisiBess,” and “Management’s

Discussion and Analysis of Financial Condition &ebults of Operations,” as
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well as elsewhere in this Annual Report on FornmKl@ad other documents previously filed or heredited by us from time to time with the
Securities and Exchange Commission. Such factbyuwse, do not include all factors that migheatfour business and financial condition.
Although we believe that the assumptions upon whishforwardlooking statements are based are reasonable, ssamations could prove
be inaccurate and actual results could differ nietgrfrom those expressed in or implied by theafard-looking statements.

All forward-looking statements contained in thisrAral Report on Form 10-K are qualified in theiriety by this statement. We
undertake no obligation other than as may be reduinder securities laws to publicly update orgewny forwardeoking statements, whett
as a result of new information, future events, theowise.

Overview

We are a vertically integrated, worldwide providéisecurity and inspection systems, medical moimi¢pand anesthesia systems and
optoelectronic devices and value-added subsystems.

Our company was incorporated in 1987. Initially, mvanufactured optoelectronic devices and value<ddbsystems for customers in
several industries, including makers of securityf Brspection systems and medical monitoring andjintasystems. Through acquisitions we
have entered the security and medical productsetebecause we believe that vertical integratiokemes more competitive in these areas.

We now operate in three identifiable industry segtsie(a) security and inspection systems, (b) na&dimnitoring and anesthesia
systems and (c) optoelectronic devices and valdeéidubsystems. Both the security and inspectisteys and the medical monitoring and
anesthesia systems groups comprise primarily eoddgot businesses, whereas the optoelectronic deaite value-added subsystems group
primarily supplies components and subsystems girai equipment manufacturers and to our businéasasr security and inspection systems
and the medical monitoring and anesthesia systeoupg. All inter-company sales are eliminated insmidation. Further information
concerning reporting segments is available in N&¢o our consolidated financial statements.

We design, manufacture and market security anceotigm systems worldwide to end users under th@i$®an Systems” name.
Rapiscan Systems products are used to inspect @pageargo, people, vehicles and other objects &apans, explosives, drugs and other
contraband. These systems are also used for theagaiurate and efficient verification of cargo ifests for the purpose of assessing duties
and monitoring the export and import of controlfedterials. Rapiscan Systems products fall into t@tegories: baggage and parcel
inspection, cargo and vehicle inspection, hold lbgggscreening and people screening.

Our medical monitoring and anesthesia systems ess@s design, manufacture and market their produstdwide to end users under
several brand names. Our medical monitoring systests/ork and connectivity solutions, ambulatoryda pressure monitors and related
services are sold under the “Spacelabs Medicalidbreame. Our anesthesia systems and componerssldnender the “Blease” brand name.
Our arterial hemoglobin saturation monitors andsses) including hand-held and wireless monitorogd, are sold under the “Dolphin” brand
name and our peripheral bone densitometers arabalind bone sonometers are sold under the “Ostedrbeand name.

Our optoelectronic devices and value-added sub®gséee used in a broad range of applications, dintpaerospace and defense
electronics, security and inspection systems, na¢diagnostics, fiber optics, telecommunicatioreaning, office automation, computer
peripherals and industrial automation. We desighraanufacture optoelectronic devices and value-éddbsystems worldwide for others
through original equipment manufacturer arrangeseg well as for our own security and medical gapeint businesses.

In fiscal year 2005, revenues from the sale of sgcand inspection products amounted to $123.%anil or approximately 32% of our
revenues, revenues from the sale of medical mami@nd anesthesia systems were $195.7 milliorl®6 6f our revenues, while revenues
from the sale of optoelectronic devices and valdeéed subsystems amounted to $66.1 million, or aqmately 17% of our revenues.
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Our security and inspection systems group hasmwoed to grow, despite challenges it faces in tihgacand vehicle inspection systems
market segment. Our baggage and parcel inspedidpeople screening products continue to perforputaexpectations. In recent years, we
have invested significantly in the developmentarigo and vehicle inspection systems and advancesrnrehold baggage screening systems.
These investments include both the internal devetoq of technologies and products, the acquisitiocompanies such as Advanced
Research & Applications Corp. (since renamed RapiSystems High Energy Inspection Corporation)/Amcbre Corporation (since renamed
Rapiscan Systems Neutronics and Advanced Techmddgprporation), and our investment in CXR, a campae now wholly own.

The cargo and vehicle inspection systems marlkatlisn its infancy and therefore has not genatatignificant sales. However, we
anticipate that the United States Government wsithklish standards for cargo and vehicle inspecticirports, border crossings and seaports
and that the establishment of these standardsseifite a larger market for our products. The Uniedes Government continues to invest in
research and development and testing of variogoaand vehicle inspection technologies and we @péie substantially in these activities.
However, as a result of our investments in cargbwahicle inspection technologies and explosived®in systems, our security and
inspection system group recorded an operatingftoshie year. We offer a broad line of security ampection screening products and
technologies as compared to our competitors aréfire anticipate that we will be well-positionedtake advantage of market opportunities
when they arise.

Our medical monitoring and anesthesia systems gyoeyw substantially in fiscal year 2005 as we bige@ffrom a full year of revenues
from Spacelabs Medical, a global manufacturer asidillutor of patient monitoring and clinical infoation systems that we acquired in March
2004 from Instrumentarium Corporation, now a sulasydof General Electric Company. The acquisitioicg was approximately $47.9 million
in cash (net of cash acquired), including acquisitosts. Spacelabs Medical, based in Issaquahiéasn is a leading global manufacturer
and distributor of patient monitoring systems fotical care and anesthesia, wired and wirelessvordss, clinical information connectivity
solutions, ambulatory blood pressure monitors ardioal data services. These are areas in whichawe ¢onsiderable interest as they
represent a natural extension of our engineeridgnaanufacturing expertise and will add to our pnesein the medical device industry.

In addition, we recently strengthened our periopezgoroducts portfolio with the acquisition in Falry 2005 of Blease, a United
Kingdom-based manufacturer and distributor of daresa delivery systems, ventilators and vaporiZéosisideration for the acquisition of
Blease consisted of a cash payment of $9.3 mi(li@t of cash acquired), including acquisition coBtathermore, during the three years
following the close, contingent consideration iggdale based on Blease’s net revenues, providediceggquirements are met. The contingent
consideration is capped at £6.25 million (approxetye$11.2 million as of June 30, 2005).

Other products offered by our medical monitoring anesthesia systems group are experiencing gregpiecially our pulse oximetry
instruments which compete directly with productkldry Nellcor, the current market leader in thisaawho owns key patents which have
recently expired in the United States and othent@es. Overall, our medical monitoring and anesidisystems group was profitable during
fiscal year 2005 and should continue to generaifitpras we consolidate and realize certain syeergiemming from the acquisitions of
Spacelabs Medical and Blease.

Our optoelectronic devices and value-added submgstEoup met our expectations during fiscal ye@52With the exception of our
defense optoelectronics businesses. Our defenselegtronics businesses sell primarily to leadesystintegrators, some of whom recently
certain significant defense-related contracts. Assalt, sales by our defense optoelectronics kasi&s declined, but were offset by growth in
our commercial optoelectronics and value-addedyatbsis manufacturing operations.

During fiscal year 2005 we began exploring stratedtiernatives for our business groups. Our medizalitoring and anesthesia systems
group has grown from approximately $11 million imaal revenues in fiscal year 2003 to approxime#&96 million in fiscal year 2005,
primarily as a result of the acquisitions of Spabsl
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Medical and Blease. As a result and in connectiith these efforts, we engaged Collins Stewart, adombased investment bank to pursue
public offering and listing of approximately 30%36% of the equity in Spacelabs Healthcare, a néwviyed subsidiary comprising the
business operations of the medical monitoring arebstinesia systems group. This offering and lis8rganned in the United Kingdom on the
AIM Exchange, which is owned and administered lg/ltbndon Stock Exchange. The shares in Spacelahlthidare will not be offered or sc
in the United States. Under Securities and Exch&uagamission regulations, U.S. residents are pragdlfrom participating in this proposed
offering of shares, and any shares offered can@etchuired by U.S. residents for a period of twehanths from the date of the offering.
Comparable companies of similar size and technetolgave been valued at approximately one timesvevéVe currently expect to complete
the proposed transaction during the second quefrfescal year 2006. However, the completion of liseng remains fully subject to a number
of factors, including regulatory approvals and satisfaction with the valuation, which may not accu

Overall as a company, we also continue to move tdsvtne consolidation of our various businessedanch 2004, we rebranded our
security and inspection systems businesses uneéRtipiscan Systemsiame. We have done so in order to generate manufagt sales forc
and administrative related efficiencies and to@ase productivity. In addition, we continue to isivia critical areas such as sales, marketing
and research and development. Our gross margepisrtient on our product mix. As our medical mommgpand anesthesia systems busine
grew and generated over 50% of our revenues ialfisgar 2005, our gross margin as a percentagevefiues has increased. However, our
operating expenses as a percentage of revenueslsaviacreased as our medical monitoring and hasit systems segment has higher
operating expenses as a percentage of revenuesn@sued to our other segments.

Certain legal expenditures related to two lawsalitd costs associated with the implementation ofaartit requirements imposed by the
Sarbanes-Oxley Act of 2002 have contributed toamarating loss for the year. We are currently imgdlin two legal proceedings that have
resulted in high litigation-related expenses, ngnoair lawsuit with L-3 Communications Corporatiovhich commenced in November 2002
and stems from circumstances surrounding the atiqui®y L-3 Communications Corporation of Perkint&lr, Inc.’s Security Detection
Systems Business and our lawsuit with Science Appitins International Corporation, which commenice8pril 2004 and stems from patent
infringement claims related to a gamma-ray mobétedtion system product we sell. These high levklegal and audit-related expenses are
expected to continue.

We engage in significant international operatioffe. currently manufacture our security and inspecsipstems at our facilities in
Hawthorne, Santa Clara and Sunnyvale, Californch@oean Springs, Mississippi and internationallynisia, Finland, Malaysia and the Uni
Kingdom. Our medical monitoring and anesthesiaesystare currently manufactured at our facilitieslawthorne, California and Issaquah,
Washington and internationally in the India, MalaysSingapore and the United Kingdom. Our optoeteit devices and value-added
subsystems are manufactured in Camarillo, Hawthdegbury Park and Upland, California, Ocean Sgindississippi, North Andover,
Massachusetts, and internationally in India, MakyNorway and Singapore. As of June 30, 2005, wekated our products worldwide
through approximately 335 sales and marketing eysgle located in more than a dozen countries, iitiaddo a global network of
independent sales representatives. Revenues fripmehts made outside of the United States accodotesll% of revenues in fiscal year
2003, 41% of revenues in fiscal year 2004, and 40%venues in fiscal year 2005. Information regagddur revenues and identifiable assets
attributable to each of our business segmentd i@k in Note 13 in our Consolidated Financigtgtments.

Related-Party Transactions

In 1994, we, together with an unrelated companynés ECIL-Rapiscan Security Products Limited, a joint ventunganized under tF
laws of India. We own a 36% interest in the joiahture, our chairman and chief executive officensw 10.5% interest, and the president of
Rapiscan Systems owns a 4.5% ownership interestin@ial investment was $108,000. For the yeamesghJune 30, 2003, 2004 and 2005 our
equity earnings in the joint venture amounted t4%200, $317,000 and $213,000, respectively, amdhafuded in selling,
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general and administrative expenses. During the ¢qeded June 30, 2001, we increased our initi@stment by $39,000. Our ownership
interest remained at 36% as all the shareholdersased their respective investments proportionatee, our chairman and chief executive
officer and the president of Rapiscan Systems ctbliely control less than 50% of the board of dioes voting power in the joint venture. As a
result, we account for the investment under thetgaoethod of accounting. The joint venture wasxied for the purpose of the manufacture,
assembly, service and testing of security and ictgpe systems and other products. Some of our diglvss are suppliers to the joint venture
partner, which in turn manufactures and sells &sailting products. Sales to the joint venture parfar the fiscal years ended June 30, 2003,
2004 and 2005 were approximately $468,000, $677a0@0$178,000, respectively.

We have contracted with entities owned by membEasioBoard of Directors to provide messenger @, auto rental and printing
services. Included in cost of sales, selling, gainend administrative expenses for the fiscal yeaded June 30, 2003, 2004 and 2005 are
approximately $101,000, $70,000 and $60,000 forseveger service and auto rental, and $104,000, @3&0d $67,000 for printing services,
respectively.

Critical Accounting Policies and Estimates

Our discussion and analysis of our financial caadifind results of operations is based on our dmtaded financial statements, whi
have been prepared in conformity with accountiriggiples generally accepted in the United States.@eparation of these consolidated
financial statements requires us to make judgmemisestimates that affect the reported amountss#ta and liabilities, disclosure of
contingent assets and liabilities at the date effitancial statements and the reported amounesvehues and expenses during the reporting
period. We base our estimates on historical expegi@nd on various other assumptions that we leetiebe reasonable under the
circumstances. Actual results may differ from sastimates under different assumptions or conditidhe following summarizes our critical
accounting policies and significant estimates usgateparing our consolidated financial statements:

Revenue Recognition. We recognize revenue upon shipment of products willerand risk of loss passes, and when termséixaed anc
collection is probable. In accordance with the teohStaff Accounting Bulletin No. 104, “Revenuedggnition” and Emerging Issues Task
Force 00-21 “Revenue Arrangements with Multipleilpsiables,” where installation services, if prowddare essential to the functionality of
the equipment, the portion of revenue for the a#tléutable to installation is deferred and redegd when the installation services are
provided. In an instance where terms of sale irekubjective customer acceptance criteria, revendeferred until the acceptance criteria are
met. Concurrent with the shipment of the produa,ascrue estimated product return reserves anémgrexpenses. Critical judgments made
by management related to revenue recognition irctbd determination of whether or not customer atecee criteria are perfunctory or
inconsequential. The determination of whether drthe customer acceptance terms are perfunctanconsequential impacts the amount and
timing of revenue recognized. Critical judgmentoahclude estimates of warranty reserves, whieleatablished based on historical
experience and knowledge of the product .

We undertake projects that include the design, ldpweent and manufacture or fabrication of largenptex cargo and vehicle inspection
systems that are specially customized to our custenspecifications or that involve fixed-site ctraostion. Sales under such contracts are
recorded under the percentage-of-completion meithadcordance with Statement of Position No. 8 A&écbunting for Performance of
Construction-Type and Certain Production-Type Cawit.” Costs and estimated revenues are recordedridgs performed based on the
percentage that incurred costs bear to estimatatidmsts utilizing the most recent estimates stsdf the current contract estimate indicates a
loss, provision is made for the total anticipatesslin the current period. Critical estimates madeanagement related to revenue recognition
under the percentage-of-completion method inclheeestimation of costs at completion and the detertion of the overall margin rate on the
specific project.

Revenues from separate service maintenance cantrectecognized ratably over the term of the ageess. For other services, service
revenues are recognized as the services are pedoDeferred revenue for services arises from agbvpayments received from customers for
services not yet performed. We record billed shiggind handling fees as revenue and the associasésias cost of goods sold.
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Accounts Receivable The allowance for doubtful accounts involestimates based on management’s judgment, reviévdiefdual
receivables and analysis of historical bad debts.adjust customer credit limits based upon eactomes’s payment history and current credit
worthiness, as determined by credit informationilataée at that time. We continuously monitor cotlens and payments from our customers
and we maintain allowances for doubtful accounte&iimated losses resulting from the inabilityoaf customers to make required payments.
If the financial condition of our customers weredtgteriorate, resulting in an impairment of thdiility to make payments, additional
allowances may be required.

Inventory. Inventory is stated at the lower of cost or markxist is determined on the first-in, first-out nedhWe write down
inventory for slow-moving and obsolete inventorngdé on assessments of future demands, market icoisdiind customers who may be
experiencing financial difficulties. If these fatdaare less favorable than those projected, additioventory write-downs may be required.

Deferred Tax Asset Valuation Allowance We record a valuation allowance to reduce our dedetax assets when it is more likely
than not, based upon currently available evidenceogher factors, that we will not realize sometiporor all of our deferred tax assets. We
base our determination of the need for a valualtowance on an on-going evaluation of past andectievidence, including, among other
things, historical earnings, estimates of futumniegys, the backlog of customer orders and the erpeiming of deferred tax asset reversals.
We charge or credit adjustments to the valuatitonance to income tax expense in the period in twkiese determinations are made. If we
determine that we would be able to realize ourmiefetax assets in the future in excess of itsemirded amount, an adjustment to the def
tax asset would increase net income in the pehizddetermination was made. Likewise, if we detaerthat we would not be able to realize
or part of our net deferred tax assets in the &jtwe would establish a valuation allowance fordbterred tax asset and would reduce net
income in the period this determination was made.

Goodwill.  We account for goodwill and intangible assetaccordance SFAS No. 142 “Goodwill and Otherrgible Assets.” We
assess impairment on an annual basis or on aininbasis if events occur or circumstances changeréduce the fair value of a reporting unit
below its carrying value. This assessment requiresletermination of the fair value of each repgrtiinit as compared to its carrying value.
We determine the fair value of our reporting upitsthe income approach which requires the usetmhates of future revenues, cash flows
capital expenditures, as well as market trendsgaodth. We believe these estimates and assumptidms reasonable, although they are
inherently unpredictable and uncertain and acesllts may differ from these estimates.
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Results of Operations
The following table sets forth certain income argenditure items as a percentage of total reveforgbe periods indicate:

Year Ended June 30

2003 2004 2005
Revenue! 100.(% 100.(% 100.(%
Cost of goods sol 67.2 66.2 63.2
Gross profil 32.¢ 33.7 36.¢
Operating Expense
Selling, general and administrati 16.C 21.¢ 30.2
Research and developmt 4.8 5.¢ 7.8
Restructuring cosl — 0.4 —
Management retention bon — 0.t 0.t
Total operating expens: 20.¢ 28.71 38.€
Income (loss) from operatiol 12.C 5.C (1.9
Gain on sale of marketable securi 1.C 0.2 —
Write-off of deferred acquisition cos (0.3 — —
Write down of equity investmen (0.8 (0.7 —
Interest income (expens 0.4 0.2 (0.2
Income (loss) before provision for income taxes @niigority interes 12.: 5.3 (2.0
Provision (benefit) for income tax 3.€ 1.3 (1.4)
Income (loss) before minority intere 8.7 4.C (0.€)
Minority interest (0. — —
Net income (loss 8.€ 4.C (0.6)

Comparison of Fiscal Year Ended June 30, 2005 to$tal Year Ended June 30, 2004

Revenues. Revenues consist of sales of security and otgpeproducts, medical monitoring and anesthegséesns and optoelectror
devices and value-added subsystems. Revenuesarded net of inter-company eliminations. Reverfoeshe fiscal year ended June 30,
2005 increased by $137.9 million, or 56%, to $388illion, compared to $247.1 million for the fisgatar ended June 30, 2004.

Revenues from the sale of security and inspectiodycts increased by $5.4 million, or 5%, to $128iRion, compared to $117.8
million for fiscal year 2004. The increase was @iity attributable to an increase in the sales n@wf our people screening systems and an
increase in service revenues, offset by lower saflésggage and parcel inspection systems to tBeT#ansportation Security Administration.

Revenues for the sale of medical monitoring andtesia systems increased by $135.0 million, o228 $195.7 million, compared to
$60.7 million for fiscal year 2004. The increasesvgaimarily attributable to the inclusion of thevemues of Spacelabs Medical, a company we
acquired in March 2004. The increase was alsdatable to the inclusion of revenues of Bleasegrafrany we acquired in February 2005, as
well as to growth in our pulse oximetry businedse Tevenue impact of Spacelabs Medical and Bleashé fiscal year ended June 30, 2005
was $178.6 million, as compared to $47.2 milliontfee fiscal year ended June 30, 2004.

Revenues for the sale of optoelectronic devicesvahte-added subsystems decreased by $2.5 mitlioff6, to $66.1 million, compared
to $68.6 million for fiscal year 2004. This reswhs primarily due to lower sales of defense optdsdaics, offset partially by increased sale
commercial optoelectronics.

Gross Profit.  Gross profit consists of revenues less cogbofis sold. Cost of sales consists of materiahrlabhd manufacturing
overhead. Gross profit increased by $58.2 millmn70%, to $141.6 million, compared
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to $83.4 million for fiscal year 2004. As a peraage of revenues, gross profit increased to 36.8f6¢al year 2005 from 33.7% in fiscal year
2004. The increase in gross profit as a percerdhgevenues, or gross margin, was primarily attable to the inclusion of Spacelabs Medical,
which generally has a higher gross margin, but laigber operating expenses. The increase is disbuahble to a change in estimated warr:
provision of approximately $2.1 million due to lomthan expected warranty claims on a specific pcbdald by the medical monitoring and
anesthesia systems group. The increase was padftdet by the negative impact on margins of autrargo and vehicle inspection projects
undertaken by the security and inspection systemspg consisting of either first-of-a-kind projeet#h new technologies, or development
grants with minimal margins and large up-front exegiring costs. The increase was also partiallyebffg lower sales of defense
optoelectronics.

Selling, General and Administrative. Selling, general and administrative expensesisb primarily of compensation paid to sales,
marketing and administrative personnel, professiseavice fees and marketing expenses. For thegraed June 30, 2005, such expenses
increased by $62.0 million, or 114%, to $116.2 imil] compared to $54.2 million for fiscal year 2084 a percentage of revenues, selling,
general and administrative expenses increased.28ih fiscal year 2005 from 21.9% in fiscal ye@02. The increase in selling, general and
administrative expenses for fiscal year 2005 aspawed to the prior year period was primarily atttéble to the inclusion of selling, general
and administrative expenses of Spacelabs Medicaimpany we acquired in March 2004, Blease, a compee acquired in February 2005
and Advanced Research & Applications Corp. (simcemed Rapiscan Systems High Energy InspectionoCatipn), a company we acquired
in January 2004. The selling, general and admatist expenses of these three companies totaled #fillion for the fiscal year ended
June 30, 2005, compared to $16.9 million for tisedl year ended June 30, 2004. The increase wapatsally attributable to higher sales and
marketing expenses by our security and inspectistems group related to efforts aimed at developibgoader market for cargo and vehicle
inspection and hold baggage screening systemselhaswthe establishment of a bad debt reserv@ & i&illion for an international cargo and
vehicle inspection system receivable. We are dgtiersuing the collection of this receivable gpessession of the equipment. Finally, our
corporate group also contributed to the increaselling, general and administrative expenses dingher legal expenses related to two legal
proceedings, implementation expenses incurredngpbowith the Sarbanes-Oxley Act of 2002, increaadnhinistrative headcount, outside
consulting fees and legal settlement costs rekateddispute with the former president of SpaceMbdical. Legal expenses related to two |
proceedings and implementation expenses relateonpliance with the Sarbané&sdey Act of 2002 were $6.6 million for the fisgadar ende
June 30, 2005, as compared to $1.9 million forfitmal year ended June 30, 2004. These expensesawialy offset by collections of
approximately $1.8 million in recoveries of accaurgceivable previously written off.

Research and Development. Research and development expenses includercbsetated to new product development and product
enhancement expenditures. For the year ended ur2®@35, such expenses increased by $15.9 mibioh09%, to $30.5 million, compared to
$14.6 million in fiscal year 2004. As a percentafieevenues, research and development expensesagstt to 7.9% in fiscal year 2005 from
5.9% in fiscal year 2004. The increase in reseanthdevelopment spending was partially due tortbkision of the research and development
of Spacelabs Medical, a company we acquired in MaBo4, Blease, a company we acquired in Febru@d$ 2nd OSI Laserscan a business
we began to operate in November 2003. Researcderalopment expenses for these three businessesteddo $15.1 million for the fiscal
year ended June 30, 2005, as compared to $4.@mibr the fiscal year ended June 30, 2004. Theease in research and developrr
expense was also attributable to increased spewndingir automated hold baggage screening and eadjoehicle inspection systems.

Management Retention Bonus Pursuant to the purchase agreement with iImgtntiarium Corporation for the acquisition of Spabsl
Medical, we assumed management retention bonusmagres for key personnel of Spacelabs Medical. &iprately $450,000 of the
retention bonuses were earned following the actiprisdate and were paid in June 2004. The remairgtention bonuses vest over a two-year
period beginning either October 9, 2003 or March2®4. As of June 30, 2004, we accrued a tot&Rds million, of which $1.9 million
related to the period prior to the acquisition ph€elabs Medical. During the fiscal year ended Bihe&005, we paid approximately $2.3
million in bonuses and we recognized expense ofcaqapately $1.8 million.
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The current estimate of total retention bonused pad to be paid under these agreements is appin®5.4 million. As of June 30, 2005,
we accrued a total of $2.1 million for the retentlwonuses. The accrual is included in accrued flaamd related expenses as of June 30, 2004
and 2005.

Restructuring Charges. In fiscal year 2004, we consolidated manufastuprocesses and facilities of certain businesfesir medical
monitoring and anesthesia systems and optoelecteol value-added subsystems businesses. Thessdidatisns resulted in a pre-tax charge
of $1.1 million. The consolidation consisted priihaof write-offs of equipment and leasehold impeovents of $993,000 that were retired
during the period and charge related to clean up\afcated facility of $60,000. We do not expedhtwir further costs in relation to theses
consolidations. These charges were recorded asiecesing charges in our consolidated financialesteents for the fiscal year ended June 30,
2004. These charges were calculated in accordaitieeSWAS No. 144, “Impairment or Disposal of Long#d Assets” and SFAS No. 146,
“Accounting for Exit or Disposal Activities”. In $ical year 2005, there were no such restructuriagoes.

Income from Operations. Income from operations for fiscal year 2005rdased by $19.4 million, resulting in a loss fropge@tions o
$7.0 million, as compared to income from operatioh$12.4 million in fiscal year 2004. The decreasacome from operations was primat
due to the negative impact on gross margins okoaticargo and vehicle inspection installationsqrened by the security and inspection
systems group, which installations consisted dfegifirst-of-a-kind projects incorporating new tackogies or which were funded by
development grants carrying minimal margins anddarp-front engineering costs. The decrease imircfoom operations was also due to
increased general and administrative expensesesednch and development expenses, partially dffskigher gross profit from the medical
monitoring and anesthesia systems business.

Gain on Sale of Marketable Securities. In the fiscal year ended June 30, 2004, weézesdla gain on sale of marketable securities of
$376,000.

Write Down of Equity Investments. During the fiscal year ended June 30, 2004regegnized in our consolidated statement of
operations a write down of equity investment of 3200 and in the fiscal year ended June 30, 2085eaognized a write down of $182,000.

In June 2004, QuadraMed, Corp., a publicly tradedmany, purchased for cash and restricted shai@sadraMed Corp., our investm
in Tempus Software, a privately held software conypahose shares we had acquired in connectionauttacquisition of Spacelabs Medical.
As of March 31, 2005, the fair value of QuadraM@&drp. shares had decreased based on the markepp@uadraMed, Corp. shares.
Pursuant to SFAS No. 115, “Accounting for Certaimdstments in Debt and Equity Securities” (“SFAS”)lwe concluded that an other-than-
temporary decline in value had occurred, and wertkssd an $182,000 write down of this investmentwekleer, as of June 30, 2005, the market
price of QuadraMed, Corp. shares had recoveretgasmg the value of our investment by $154,0087@9,000. Pursuant to SFAS 115, this
increase has been recorded as a component ofcatimarehensive income. The restriction on the siteioQuadraMed, Corp. shares lapsed
on of June 30, 2005. As a result, we are now frezell our QuadraMed, Corp. shares and, under SBASthe fair value of the shares is now
deemed to be equal to the quoted market priceeoltlares. As of June 30, 2005, our QuadraMed, Gbgpes have been classified as
marketable securities available-for-sale in ourschidated balance sheet.

In July 2002, we purchased from Imagis Technolodies, 1,166,667 shares of its common stock (agprately 6% of its then-
outstanding stock), 2-year warrants to purchaseébFladditional shares of Imagis Technologies, ¢oaoamon stock (approximately 1.5% of
its then-outstanding stock) at a price of $1.50gtwre and certain ancillary rights, for an aggregarchase price of $1.75 million. Imagis
Technologies, Inc. develops facial recognitionwafe for security applications. We have design#tednvestment as available for sale. The
investment, adjusted for changes in the marketevafumagis Technologies, Inc.’s equity securitissncluded in other assets in the
accompanying consolidated financial statementse@as the continued trading of Imagis Technolodigs, common stock below the original
purchase price for a prolonged period of time, aegnized an other-than-temporary impairment ottreying value of this investment of
$247,000 in fiscal year 2004.
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Interest Income. For fiscal year 2005, we earned interest incofr&.96,000, compared to $863,000 for fiscal y@204. The decrease
in interest income for fiscal year 2005 was duthtodecrease in interest earning deposits in thremuyear.

Interest Expense. For fiscal year 2005, our interest expense $&2¥,000, compared to $283,000 for fiscal year 2004 increase in
expense was due to an increase in borrowings inutrent year as compared to the prior year.

Provision (Benefit) for Income Taxes. For fiscal year 2005, we had a tax benefit®B83nillion, compared to a tax provision of $3.3
million for fiscal year 2004. As a percentage afdme before provision for income taxes and mindritgrest, the benefit for income taxes was
68% for fiscal year 2005, compared to a provismmificome taxes of 25.3% for fiscal year 2004. Uideld in the tax benefit for fiscal year 2(
is approximately $3.5 million of benefit due to thetcome of a study conducted with the assistahoearoutside tax advisors to determine
available research and development tax creditaddfition, our effective tax rate is dependent anrttix of income/loss from U.S. and foreign
locations due to tax rate differences between cmmt

Net Income (Loss). For the reasons outlined above, the net lasthéoyear ended June 30, 2005 was $2.4 milliompzred to net
income of $10.0 million for the year ended JuneZm4.

Comparison of Fiscal Year Ended June 30, 2004 to $6al Year Ended June 30, 2003

Revenues.  Revenues for the fiscal year ended June 304,406reased by $64.4 million, or 35.3%, to $24illion, compared to
$182.6 million for the fiscal year ended June 32

Revenues from the sale of security and inspectiodycts decreased $3.0 million, or 2.5%, to $117ilBon, compared to $120.8 millia
for fiscal year 2003. The decrease in revenues frensale of security and inspection products westd the decrease in sales of x-ray kits to
Invision Technologies, Inc. (now a part of GE listracture, Security) of $19.6 million and was offsepart by increased sales of baggage and
parcel inspection systems in the United Statedlamihternational market, increased sales of cargbvehicle inspection systems in the
international market and inclusion of the revenofe&dvanced Research & Applications Corp. (sinagaraed Rapiscan Systems High Energy
Inspection Corporation) of $9.5 million, a compamg acquired in January 2004.

Revenues from the sale of medical monitoring arebthesia systems increased by $49.8 million, o##38 $60.7 million, compared to
$10.9 million for fiscal year 2003. The increaseemenues from the sale of medical monitoring amesthesia systems resulted primarily from
the inclusion of $47.2 million in revenues of Sgabs Medical, a company we acquired in March 2@dd4l additional revenue growth from
sale of pulse oximetry products.

Revenues from the sale of optoelectronic devicesvalue-added subsystems, increased by $17.7 miio35%, to $68.6 million,
compared to $50.9 million for fiscal year 2003. Therease in revenues from the sale of optoeletevices and value-added subsystems
resulted from the inclusion of the revenues of @Bktronics, OSI Defense Systems and OSI Lasersoating $24.0 million, offset in part by
lower sales primarily from defense optoelectronics.

Gross Profit.  Gross profit increased by $23.4 million, or®3, to $83.4 million, compared to $60.0 million fascal year 2003. As a
percentage of revenues, gross profit increase8.i@98in fiscal year 2004 from 32.8% in fiscal y2803. The increase in gross margin as a
percentage of revenues was driven by change iruptadix, primarily due to the inclusion of the renees of Spacelabs Medical, a business
which has higher gross margins compared to our @thginesses, and was offset in part by inclusich@revenues of OSI Electronics, which
sells products carrying lower gross margins as @etpto our other businesses.
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Selling, General and Administrative. For the year ended June 30, 2004, such experseased by $25.0 million, or 85.7%, to $54.2
million, compared to $29.2 million for fiscal ye2003. The increase in selling, general and admatise expenses was due primarily to
increased sales and marketing expenses for the glasecurity and inspection systems of $2.6 mmlliegal cost related to our lawsuit with L-3
Communications Corporation amounting to approxitye$é.2 million and the inclusion of selling, geakand administrative expenses of
recent acquisitions (primarily Spacelabs Medidalfaling approximately $20.5 million.

Research and Development. Research and development expenses includercbsetated to new product development and product
enhancement expenditures. For the year ended 234, such expenses increased by $5.8 millio65d.%, to $14.6 million, compared to
$8.9 million in fiscal year 2003. As a percentafjeswenues, research and development expenseasect¢o 5.9% in fiscal year 2004 from
4.8% in fiscal year 2003. The increase in expensesdue primarily to increased research and dewaop spending for security and inspec
systems of $1.5 million and the inclusion of theerch and development expenses of Spacelabs Madi®SI| Laserscan operations total
approximately $4.0 million.

Management Retention Bonus. Pursuant to the terms of the purchase agreewitntnstrumentarium Corporation for the acquésiti
of Spacelabs Medical, we assumed management drdinus obligations for key personnel of Spaceldédical, which, as of June 30, 20
we estimated at $5.9 million. These retention besuest over a two-year period which began Octa068. Included in accrued payroll and
related expenses as of June 30, 2004, we accrinéal af $2.6 million, of which $1.9 million relateo the period prior to the acquisition of
Spacelabs Medical.

Restructuring Charges. In the fiscal year 2004, we consolidated manufaetuprocesses and facilities of certain medical iooimg
and anesthesia systems and optoelectronic devicegadue-added subsystems businesses. These datigis resulted in a pre-tax charge of
$1.1 million, consisting primarily of write-off afquipment and leasehold improvements of $993,080wkre retired during the year and
charges related to the clean-up of a vacated tiaoli$60,000. These charges were calculated iordemce with SFAS No. 144, “Impairment
or Disposal of Long-Lived Assets” and SFAS No. 14&;counting for Exit or Disposal Activities”.

Income from Operations. Income from operations for fiscal year 2004rdased by $9.6 million, or 43.6%, to $12.4 millicompared
to $22.0 million for fiscal year 2003. Income fra@perations decreased primarily due to increasdiigetieneral and administrative expenses
and increased research and development expents,infpart by an increase in revenues and insgmergins.

Gain on Sale of Marketable Securities. Gain on sale of marketable securities for tharg ended June 30, 2004 and 2003 consisted of
realized gain on the sale of marketable securifeessified as available for sale.

Write Down of Equity Investments. In July 2002, we purchased from Imagis Techgiele, Inc., 1,166,667 shares of its common stock
(approximately 6% of its then-outstanding stockyear warrants to purchase 291,667 additional shafreommon stock (approximately 1.5%
of its then-outstanding stock) at a price of $1pB0 share and certain ancillary rights, for an aggte purchase price of $1.75 million. Imagis
Technologies, Inc. develops facial recognitionwafe for security applications. We have design#ttednvestment as available for sale. The
investment, adjusted for changes in the marketevalflits equity securities, is included under othesets in the accompanying consolidated
financial statements. Based on the continued tgadfrimagis Technologies, Inc. common stock belbevdriginal purchase price for a
prolonged period of time, we recognized an othanttemporary impairment of the carrying value @ thvestment. For fiscal years 2003 and
2004, we recognized pre-tax charges of $247,008antimillion, respectively in our income statement

Interest Income. For fiscal year 2004, we earned interest incof&863,000, compared to $1.2 million for fiscalky 2003. The
decrease in interest income for fiscal year 2004 elige to the decrease in interest earning depodhg current year.

41



Table of Contents

Interest Expense. For fiscal year 2004, our interest expense $2&3,000, compared to $380,000 for fiscal year 200@ decrease in
expense stems primarily from a decrease in bormgsvin the current year compared to the prior year.

Provision for Income Taxes. Provision for income taxes decreased to $3lBomifor fiscal year 2004, compared to $6.5 mitlifor
fiscal year 2003. As a percentage of income bgfoogision for income taxes and minority interesgvision for income taxes was 25.3% for
fiscal year 2004, compared to 29.1% for fiscal y2@03. The change in the effective income taxwats due to a favorable determination of
contingencies. Our tax rate is dependent upon iRefiincome from U.S. and foreign operations.

Net Income. For the reasons outlined above, the net indomthe year ended June 30, 2004 was $10.0 miliompared to $15.8
million for the year ended June 30, 2003.

Liquidity and Capital Resources

We have financed our operations primarily througbhcprovided by operations, through various teram4$o discounting facilities ar
credit lines extended to our different subsidiaviesldwide and from our private offerings. Cash aagh equivalents as of June 30, 2005 were
$14.6 million, a decrease of $25.3 million, complai@ $39.9 million as of June 30, 2004. As of J8Ae2005, our principal source of liquidity
consisted of our cash and the various credit ageaetsrdescribed below.

Our operations used net cash of $12.9 million dyfiscal year 2005 compared to net cash used iratipas of $10.4 million in fiscal
year 2004. The amount of net cash used in opematiftects increases in accounts receivable, imvgnincome tax receivable and a reduct
in income tax payable and advances from custoroéfsgt in part by an increase in accounts payateather accrued expenses and current
liabilities. The increase in accounts receivabl&®5 million was due to higher revenues and teee@se in inventory of $8.6 million was due
to product mix and anticipated higher revenues.

The net cash used in investing activities was $88lkon during fiscal year 2005, compared to naslt used in investing activities of
$75.6 million in fiscal year 2004. In fiscal yedd@5, net cash used in investing activities reflgcimarily cash used for the acquisition of
Blease, amounting to $9.3 million, net of cash @&egliand the increase in our equity investmentXR®f $1.4 million. The investing
activities also include purchases of property aqgpgment of $16.8 million, primarily for manufactog and office facilities located in Horley,
England in which we co-located certain of our Udikingdom-based Rapiscan Systems and Spacelabsdegerations. Net cash used in
investing activities also increased as a resuitxpienditures of $1.4 million related to capitalizedtware development by the security and
inspection systems group.

Net cash provided by financing activities was $I@ibion in fiscal year 2005, compared to $30.5lioi for fiscal year 2004. Net cash
provided by financing activities resulted primariitpm net proceeds on term debt of $4.7 millioswpport the purchase of manufacturing and
office facilities in Horley, England and net prodseeceived from bank lines of credit of $15.0 imillmainly through borrowings under our
credit agreement with Bank of the West. Additiopatiet cash provided by financing activities in@dds2.2 million in proceeds from the
exercise of employee stock options, partially dffsethe purchase of treasury stock of $3.8 milkmil the repayment of long term debt of 4
million.

In March 1999, we announced a stock repurchasegmogf up to 2,000,000 shares of our Common Stidokshare repurchases occul
during fiscal years 2003 or 2004. Through June2804, we had repurchased 1,404,500 shares at eamaverice $4.37 per share. In
September 2004, we repurchased 107,500 shares Gooumon Stock at an average purchase price o7 $Jpkr share and we increased the
number of shares available for repurchase undesttok repurchase program by 1,000,000 sharesaln 2005, we repurchased 157,027
shares of Common Stock at an average price of $JpePshare. At June 30, 2005, 1,330,973 shares wer
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available for repurchase under the program. Thekstepurchase program did not have a material effeour liquidity and is not expected to
have a material effect on liquidity in the foredgleduture. We retire the treasury shares as theyepurchased, and they are disclosed as a
deduction from common shares in our consolidateaiftial statements.

In May 2005, we entered into a second amendedestdted credit agreement with Bank of the Westclhiovides for a $50.0 million
senior revolving line of credit, including a lettef-credit, foreign exchange facility and an acgiga credit facility, which are secured by
substantially all of the assets of our U.S. sulasids and our stock ownership in two significamefgn subsidiaries. The agreement provides
that the aggregate principal balance of all advamneeler the various facilities shall not exceedttital balance available under the line of
credit. Borrowings under the line of credit beaenest at the bank’s variable reference rate (6.26%une 30, 2005) or at our option, at the
applicable LIBOR rate. Commitment fees are payabked on a rate of 0.125% of the unused borroveoijtfy.

The second amended and restated credit agreenm@rgsein May 2008. At June 30, 2005, there was%hfllion outstanding under the
revolving line of credit, composed of $12.0 milliahthe bank’s variable reference rate (6.25% ia¢ B0, 2005) and $3.5 million at the six-
month LIBOR rate (4.68% at June 30, 2005). In aoldjt$5.1 million was issued and outstanding urtderetter of credit facility at June 30,
2005. Covenants in connection with the credit agesg impose restrictions and requirements relatedmong other things, maintenance of
certain financial ratios. As of June 30, 2005, wexewnot in compliance with certain covenants. Havethe bank has waived our non-
compliance with these covenants and we have sigirdposed Summary of Terms & Conditions with taekbon September 12, 2005 in
order to amend the terms and conditions of theitcagdeement. The provisions of the Proposed Sumimiaferms & Conditions provide for
an asset-based credit facility with revised finahcovenants. We anticipate executing the amendsit@greement prior to October 15, 2005
and expect to be in compliance with the amendedgend conditions.

Our Opto Sensors subsidiary in Singapore has ehiete a revolving line of credit agreement witle tBingapore branch of an Indian
bank. This line of credit provides for various tgps short term borrowing of up to 3.9 million Sampre dollars (approximately $2.3 million at
June 30, 2005). Borrowings under the line of crbddr interest at the bank’s prime rate (6.75%aé B0, 2005) plus from 0.5% to 2.25%
depending on the type of loan. Borrowings undellitieeof credit are secured by the assets of ouo@gnsors subsidiary and are guaranteed
by us. At June 30, 2005, there were no amountdandig under the revolving line of credit. Thisifely expires in September 2005 and we
believe it will be renewed under the same or sintdams.

Our Advanced Micro Electronics subsidiary in Norwes a loan agreement with a Norwegian bank tlatighes for revolving line-of-
credit borrowings of up to 10.0 million Norwegiaroker (approximately $1.5 million at June 30, 20@¥rrowings under this line of credit
bear interest at a variable rate, which was 4.5%aé 30, 2005. Interest is payable quarterly. @®wimgs under this line of credit are
collateralized by certain Advanced Micro Electranassets. At June 30, 2005, there were no amoutsianding under this line of credit. This
facility expires in March 2006 and we believe thatill be renewed on the same or similar terms.

In December 2004, our Rapiscan Systems subsidiahei United Kingdom entered into a bank loan o8$8illion with a United
Kingdom based bank to fund the acquisition of land buildings in Horley, England. We co-locatedaiarof our security and inspection
systems and medical monitoring and anesthesiarsgstperations in this facility. The loan is repdgativer a twenty-year period, with
quarterly payments due of £34,500 (approximatell, 80 at June 30, 2005). Outstanding borrowings inéarest at three-month LIBOR
(4.99% at June 30, 2005) plus 1.2% and are payabéequarterly basis. Of our outstanding balan247%®00 is due during the next twelve
months and the balance of $4.6 million is due @emg-term basis.

Our Rapiscan Systems subsidiary in the United Kamgdhas a loan agreement with a United Kingdom bhsed that provides for an
overdraft facility up to a maximum amount of £2.0lion (approximately $3.6 million at June 30, 2Q@tstanding at any one time. Such
amounts are secured by certain assets of our Rap®gstems subsidiary in the United Kingdom. AteJ88, 2005, no amounts were
outstanding under the
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overdraft facility. Outstanding borrowings beareirgst at a base rate (4.5% at June 30, 2005) [86%clper annum. The agreement also
provides for a £2.5 million (approximately $4.5 loih at June 30, 2005) facility for tender and perfance bonds and a £2.0 million
(approximately $3.6 million at June 30, 2005) figitor the purchase of foreign exchange contraats letters of credit. At June 30, 2005,
£604,000 (approximately $1.1 million at June 3M%R0wvas outstanding under foreign exchange costaaud letters of credit. These facilities
are secured by certain assets of our RapiscanrBystgbsidiary in the United Kingdom and we havéherguaranteed these obligations up to
$3.3 million. As of June 30, 2005, £1,854,000 (appnately $3.3 million at June 30, 2005) was outdiag under the performance bond
facility. These facilities expire in May 2006 an& Welieve that they will be renewed on the sansroilar terms.

Our Opto Sensors subsidiary in Malaysia has a agmaement with a Malaysian bank that provides f@rdraft borrowings of up to
3.0 million Malaysian ringgits (approximately $76800 at June 30, 2005). Borrowings under the lineredlit bear interest at the bank’s base
lending rate (6.0% at June 30, 2005) plus 1.75%@rdst is payable monthly. As of June 30, 2005amounts were outstanding under this loan
agreement. Borrowings under this loan agreemergewered by certain assets of the subsidiary andwaranteed by us. This facility expires
in December 2005 and we believe that it will beetgad on the same or similar terms.

Our Opto Sensors subsidiary in Malaysia also haaga@ement with a Malaysian bank that provided 76 million Malaysian ringgits
(approximately $4.6 million at June 30, 2005) unal@erformance bond facility. As of June 30, 2Q0A5 million Malaysian ringgits
(approximately $4.6 million at June 30, 2005) weutstanding under this facility. The agreement jutes for overdraft borrowings up to
2.0 million Malaysian ringgits (approximately $5260 at June 30, 2005). Borrowings under the ovértheility bear interest at the bank’s
base lending rate (6.0% at June 30, 2005) plug4d..728 June 30, 2005, no amounts were outstandidgutne overdraft facility. Borrowings
under this loan agreement are secured by certagtsasf the subsidiary and are guaranteed by us fatility expires in January 2006 and we
believe that it will be renewed on the same or lginterms.

Our Rapiscan Systems subsidiary in Finland hagjegement with a Finnish bank that provides for 8@6,euros (approximately
$635,000 at June 30, 2005) under a tender andrpaafce bond facility. As of June 30, 2005, 142,dafbs (approximately $172,000) was
outstanding under this facility. The agreement glsvides for a foreign currency overdraft facilitg to 460,000 euros (approximately
$557,000 at June 30, 2005). At June 30, 2005, P080ros (approximately $252,000) was outstandimguthe facility. Borrowings under
these facilities bear interest rate at the bankiaglending rate (2.5% at June 30, 2005) plus 1.D8&se facilities expire in February 2006 and
we believe that they will be renewed at the sam&roilar terms.

Our Spacelabs Medical subsidiary has an arrangewitima bank in the United States that providesufpto $100,000 in letters of credit
and $400,000 in overdraft borrowings. As of JuneZBD5, a $58,400 standby letter of credit wastanting under the letter of credit portion
of the facility. The overdraft borrowings portioedrs interest at the bank’s prime rate (6.25% ra¢ 30, 2005) plus 3%. There were no
outstanding amounts under the overdraft borrowiorgign of the facility as of June 30, 2005. Thelilfycis collateralized by a guarantee from
us.

We believe that cash from operations, existing @ghlines of credit will be sufficient to meet aash requirements for the foreseeable
future.

Other Contractual Obligations and Commitments

In fiscal year 2005, we committed to enter into Heases for computer equipment associated withsienkease agreement previou
entered into with Dell Financial Services. The reattase agreement provided for the leasing of coengquipment over a period of 36
months. The new leases that are associated witiméls¢er lease agreement have been recorded aal tagusies. The master lease agreement
permits us to lease up
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to $1.0 million in equipment. During fiscal yeardB) we committed to a total of approximately $780,0f equipment under this agreement
and do not currently expect to commit to any addai leases of equipment. As of June 30, 2005, $807Avas outstanding under these capital
lease obligations.

In November 2004, we entered into an agreementavittird party for the design and manufacture patient monitor for our Spacelabs
Medical subsidiary. Under the agreement we areiredjtio buy a minimum number of monitors from thamafacturer during each year of the
term of the agreement at a fixed price. We may ipi@wene year’s notice to terminate the agreemetitout cause at any time following the
completion of the second year of the term of theagent. Given this termination right, our minimaommitment under this agreement
amounts to three years of purchases, which topgdeoaimately $8.9 million. We expect to take defiwen the first units under this agreement
in fiscal year 2006.

Under the terms and conditions of the purchasecageats associated with the following five acquisii, we may be obligated to make
additional payments:

In August 2002, we purchased a minority equityrieéein CXR Limited, a United Kingdom based reskamed development compa
that develops real time tomography systems. In 2004, we increased our equity interest in CXRppraximately 75% and in December
2004 we acquired the remaining 25%. As compensadidine selling shareholders for this remainingiiest we have agreed to make certain
royalty payments based on sales of CXR'’s products.

In November 2002, we acquired all the outstandiqgjtel stock of Ancore Corporation (since renamagiBcan Systems Neutronics and
Advanced Technologies Corporation), a Santa C@adifornia based company. During the five yearfofeing the close, contingent
consideration is payable based on the sales dioest its products. The contingent consideratonadpped at $34.0 million. As of June 30,
2005, no earn-out payments had been made.

In January 2004, we completed the acquisition ofékated Research & Applications Corp. (since renaRegaiscan Systems High
Energy Inspection Corporation), a privately helchpany located in Sunnyvale, California. During sieeen years following the close,
contingent consideration is payable based on itsavenues, provided certain requirements are Tiegt.contingent consideration is capped at
$30.0 million. As of June 30, 2005, approximateByGP0 had been earned and paid as part of thisngemit consideration.

In March 2004, we completed the acquisition of $etlas Medical from Instrumentarium Corporation.aA®sult of this acquisition, we
assumed management retention bonus agreemenesyfpeksonnel of Spacelabs Medical which could arhtw$5.4 million. These retention
bonuses vest over a two-year period beginning reletober 2003 or March 2004. As of June 30, 2@8alance of $2.1 million was included
in our accrued payroll and related expenses faethetention bonuses. We expect to make all rengjpayouts associated with these retention
bonuses during fiscal year 2006.

In February 2005, we completed the acquisition leBBe. During the three years following the clasetingent consideration is payable
based on Blease’s net revenues, provided certginregnents are met. The contingent consideraticapped at £6.25 million (approximately
$11.2 million as of June 30, 2005).
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The following is a summary of our contractual obtigns and commitments at June 30, 2005 (in thalsan

Payments Due by Period

Less than :

4-5 After 5
Contractual Obligations Total year 1-3 years years years
Total Debt (Excluding Capital Lease Obligations) $ 20,59¢ $1599¢ $ 52 $ 494 $ 3,58¢
Capital Lease Obligatior $ 507 $ 252 $ 258 $ — $ —
Operating Lease $ 54,41¢ $10,217 $13,98: $10,01(  $20,21(
Management Retention Bon $ 205 $ 2052 $ — $ — $ —
Purchase Obligatior $ 5541¢ $47,96¢ $596( $149C $ —
Defined Benefit Plan Obligatic $ 4092 $ 93 $ 204 $ 68 $ 2,88¢
Total Contractual Obligatior $137,08: $77,41¢ $20,92¢ $12,06. $26,67:

Amount of Commitment Expiration Per Period

Total

Amounts

Committed Less than Over 5
Other Commercial Commitments 1year 1-3 years 4-5 years years
Standby Letters of Crec $ 6192 $ 531¢ $ 87F $ — $ —
Performance Bonc $ 810 $ 645/ $161€¢ $ 32
Total Commercial Commitmen $ 14,29 $11,77: $2491 $ 32 $ —

(1) We have presented the outstanding balance of $i#libn on bank lines of credit with Bank of the Wteat June 30, 2005 as due wit
less than one year in order to conform with thesifecation in the accompanying consolidated finahstatements. In addition, our total
debt obligations exclude interest costs due ta tragiable rate natur

Off Balance Sheet Arrangements
As of June 30, 2005, we had no off balance sheahgements as defined in Item 303(a)(4) of Reguia-K.

New Accounting Pronouncements

In November 2004, the Financial Accounting Standd@dard “FASB") issued SFAS No. 15" Inventory Cost” (“SFAS 15), an
amendment of Accounting Research Bulletin No. 4%iter 4. SFAS 151 clarifies the accounting foraabral amounts of idle facility
expense, freight, handling costs and wasted mat8iaAS 151 is effective for inventory costs in@drduring fiscal years beginning after
June 15, 2005. We do not believe the adoption &SSE51 will have a material impact on our finangtdtements.

In December 2004, the FASB issued SFAS No. 123Raf&Based Payment” (“SFAS 123R”), which is effeetior the annual periods
beginning after June 15, 2005. SFAS 123R therdfeommes effective for us in the first quarter e€éil year 2006. SFAS 123R requires alll
share-based payments to employees, including godetmiployee stock options and purchases underagmplstock purchase plans, to be
recognized as an operating expense in the incambensént. The cost is recognized over the requssiteice period based on fair values
measured on grant dates, and the new standard enagdpted using either the modified prospectivesition method or the modified
retrospective transition method. We have not yetgeted our evaluation of the effect that SFAS 128Rhave on our financial statements.

In December 2004, the FASB issued two FASB Staffittms (“FSP”s): FSP SFAS 109-1, “Application cA$B Statement No. 109,
Accounting for Income Taxes, to the Tax DeductianQualified Production Activities Provided by then&rican Jobs Creation Act of 2004,”
and FSP SFAS 109-2, “Accounting and
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Disclosure Guidance for the Foreign Earnings Régtain Provision Within the American Jobs Creatfst of 2004,” which were both
effective upon issuance. FSP SFAS 109-1 clarifias the tax deduction for domestic manufacturedeuthe American Jobs Creation Act of
2004 (the “Jobs Act”) should be accounted for apecial deduction in accordance with SFAS No. 1A8¢counting for Income

Taxes” (“SFAS 109”). FSP SFAS 109-2 grants addéldime to evaluate the Jobs Act’'s impact on a camyfs plan for reinvestment or
repatriation of foreign earnings for purposes gilging SFAS 109. We are currently evaluating tHeafof the FSP’s on our consolidated
financial statements.

In June 2005, the Emerging Issues Task Force neadifs consensus on Issue No. 04-10, “Determinitngther to Aggregate Operating
Segments That Do Not Meet the Quantitative ThrefdiolThis guidance creates stricter standardsdgregating operating segments that do
not meet the quantitative thresholds provided witBFAS 131, “Disclosures About Segments of an g and Related Information”. The
guidance will be effective for fiscal years endafter September 15, 2005. We do not anticipateatiaption of this guidance will impact the
presentation of our reportable segments.

In June 2005, the FASB issued an exposure draftpwbposed standard entitled “Business Combinatiengeplacement of FASB
Statement No. 141". The proposed standard, if aghptould provide new guidance for evaluating awbrding business combinations and
would be effective on a prospective basis for bessncombinations whose acquisition dates are aftarJanuary 1, 2007. Upon issuance of a
final standard, which is expected in 2006, we eu¥éluate the impact of this new standard and fesebn the process for recording business
combinations.

In July 2005, the FASB issued an exposure dradt pfoposed interpretation, “Accounting for Uncart@iax Positions”. The proposed
interpretation clarifies the accounting for uncertax positions in accordance with SFAS 109. Trappsed interpretation requires that a tax
position meet a “probable recognition threshold”tfee benefit of the uncertain tax position to eeagnized in the financial statements. A tax
position that fails to meet the probable recognitioreshold will result in either reduction of aemt or deferred tax asset or receivable, or
recording a current or deferred tax liability. Thv®posed interpretation also provides guidance easmrement, derecognition of tax benefits,
classification, interim period accounting disclasand transition requirements in accounting foreutain tax positions. The proposed
interpretation has a 60-day comment period andbeiléffective for all companies as of the firstéisyear ending after December 15, 2005.
Upon issuance of a final standard, which is expgkte2006, we will evaluate the impact that theiptetation will have on our consolidated
financial statements.

Risk Factors That May Affect Operating Results
The following risk factors could materially and a&dsely affect our future operating results and dotduse actual events to differ
materially from those predicted in the forward-lawk statements we make about our business.
Fluctuations in our operating results may cause ostock price to decline.

Given the nature of the markets in which we pastité, we cannot reliably predict future revenues @ofitability. Changes il
competitive, market and economic conditions mayseaus to adjust our operations. A high proportibour costs are fixed, due in part to our
significant sales, research and development andifaeturing costs. Thus, small declines in reverméddisproportionately affect our
operating results. Factors that may affect our atjreg results and the market price of our CommariSinclude:

» demand for and market acceptance of our products;
» competitive pressures resulting in lower sellinges;
» adverse changes in the level of economic actiwitsegions in which we do business;

* low or fluctuating levels of political stability iregions in which we do busine:
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» adverse changes in industries, such as semicondwntd electronics, on which we are particularigeteent
» changes in the portions of our revenue represdntedrious products and customers;

» delays or problems in the introduction of new prcdy

» the announcement or introduction of new produ@syjises or technological innovations by our contpei
e variations in our product mi;

» the timing and amount of our expenditures in apétion of future sales;

» exchange rate fluctuatior

» increased costs of raw materials or supplies;

» changes in the volume or timing of product orders;

» timing of completion of acceptance testing of saheur products

* natural disasters; and

» changes in general economic factt

We face aggressive competition in many areas ofibess. If we do not compete effectively, our busisavill be harmed.

We encounter aggressive competition from numerougpetitors in many areas of our business. In tharilg and inspection ar
medical monitoring and anesthesia systems mark@ispetition is based primarily on such factors ms&lpct performance, functionality and
quality, cost, prior customer relationships, tedbg@al capabilities of the product, price, ced#tion by government authorities, local market
presence and breadth of sales and service orgamizht the optoelectronic devices and value-adtldisystems market competition is based
primarily on factors such as expertise in the desigd development of optoelectronic devices, produality, timeliness of delivery, price,
customer technical support and on the ability to/jate fully-integrated services from applicatiorvdpment and design through volume
subsystem production. We may not be able to comgfégetively with all of our competitors. To remaiompetitive, we must develop new
products and enhance our existing products in alyimanner. We anticipate that we may have to agjuses of many of our products to stay
competitive. In addition, new competitors may enmeernd entire product lines may be threatened yteehnologies or market trends that
reduce the value of these product lines.

The September 11, 2001 terrorist attacks and theation of the U.S. Department of Homeland Secuflitstve increased financial
expectations that may not materialize

The September 11, 2001 terrorist attacks and theesent creation of the U.S. Department of Honte&acurity have created increa:
interest in our security and inspection systemsyewer, we are not certain whether the level of deinaill continue to be as high as
anticipated. We do not know what solutions will ioue to be adopted by the U.S. Department of HameSecurity as a result of the
terrorism and whether our products will be a péthe solution. Additionally, should our products tonsidered as a part of the future security
solution, it is unclear what the level may be apd guickly funding to purchase our products mayrzgle available. These factors may
adversely impact us and create unpredictabilitigirenues and operating results.

If operators of our security and inspection systefad to detect weapons, explosives or other devibat are used to commit a
terrorist act, we could be exposed to product lldbiand related claims for which we may not havdegjuate insurance coverage.
Our business exposes us to potential product iliabitks that are inherent in the development, ufacturing, sale and service of secu
inspection systems. Our customers use our se@ndynspection

48



Table of Contents

systems to help them detect items that could bé umsperforming terrorist acts or other crimes. 8awf our security and inspection systems
require that an operator interpret an image ofisims items within a bag, parcel, container orothessel. Others signal to the operator that
further investigation is required. In either cabe, training, reliability and competence of thetouser’s operator is crucial to the detection of
suspicious items. Furthermore, security inspedtiptechnological means is circumstance and apmitatpecific. In addition, our security and
inspection systems are not designed to work untlerreumstances. We test the reliability of oucsgty and inspection systems during both
their development and manufacturing phases. Wepsdorm such tests if we are requested to perfostallation, warranty or post-warranty
servicing. However, our security inspection systamesadvanced mechanical and electronic devicesha@neffore can malfunction. In addition,
there are also many other factors beyond our chtfitad could lead to liability claims should an atterrorism occur. We are mindful of the
lawsuits that are pending against airlines androteedors, including security inspection systenwvjaters, in New York federal court resulti
from the September 11, 2001 and 1993 World TradeeEdombing attacks. These attacks, and the patént future attacks, have caused
commercial insurance for such threats to beconremdly difficult to obtain. It is very likely thashould we be found liable following a major
act of terrorism, the insurance we currently hawvplace would not fully cover the claims for damsige

Our medical monitoring and anesthesia systems cogivk rise to product liability claims that could aterially and adversely affect
our financial condition and results of operations.

The development, manufacturing and sale of mediegices expose us to significant risk of produaility claims and, sometime
product failure claims. We face an inherent busimesk of financial exposure to product liabilitiaizns if the use of our medical devices res
in personal injury or death. Substantial produaility litigation currently exists within the megdil device industry. Some of our medical
monitoring and anesthesia systems businessesihahe, past, been subject to product liability misiand/or issued product recalls. To date, no
such claim or recall has had a significant impacbor operations. Future product liability claimayrexceed the limits of our insurance
coverages or such insurance may not continue svaiable to us on commercially reasonable termat all. Consequently, a product liability
claim or other claim with respect to uninsuredilieibs, or in excess of insured liabilities, colldve a material adverse effect on our business,
financial condition, operating results and caskwfio

Our revenues are dependent on orders of securitg amspection systems and medical monitoring and sthesia systems, which
may have lengthy and unpredictable sales cycles

Sales of security and inspection systems oftenmeppon the decision of governmental agencies tpage or expand existing airports,
border crossing inspection sites, seaport inspesiies and other security installations. Salesideatof the United States of our medical
monitoring and anesthesia systems depend in signifipart on the decision of governmental agerioiésiild new medical facilities or to
expand or update existing medical facilities. Aciiogly, a significant portion of our sales of sétyuand inspection systems and our medical
monitoring and anesthesia systems is often sutgedrtlays associated with the lengthy approval ggses that typically accompany such
capital expenditures. During these approval periagsexpend significant financial and managemesaueces in anticipation of future orders
that may not occur. If we fail to receive an ordéer expending such resources, such failure coale a material adverse effect on our
business, financial condition and results of openat

If we do not introduce new products in a timely m@er, our products could become obsolete and ourragiag results would suffer

We sell many of our products in industries chandoge by rapid technological changes, frequent pesduct and service introductions
and evolving industry standards and customer n&#dkout the timely introduction of new productsdaenhancements, our products could
become technologically obsolete over time, in whiake our revenue and operating results wouldrstffe success of our new product
offerings will depend upon several factors, inchgdour ability to:

* accurately anticipate customer nee
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* innovate and develop new technologies and appdics]
» successfully commercialize new technologies imeely manner;
» price our products competitively and manufacture deliver our products in sufficient volumes andtiome; and

» differentiate our offerings from our competitordferings.

Some of our products are used by our customersweldp, test and manufacture their products. Wieefbee must anticipate industry
trends and develop products in advance of the caniatieation of our customers’ products. In devéhgpany new product, we may be
required to make a substantial investment beforeamedetermine the commercial viability of the nawduct. If we fail to accurately foresee
our customers’ needs and future activities, we meagst heavily in research and development of petalthat do not lead to significant
revenues.

Interruptions in our ability to purchase raw matesls and components may adversely affect our prdfitisy .

We purchase certain raw materials and subcompofrentsthird parties pursuant to purchase ordersquldrom time to time. Purchase
order terms range from three months to one yefixeat costs, but we do not have guaranteed kemgr supply arrangements with our suppli
Any material interruption in our ability to purcleaeecessary raw materials or subcomponents coultldhenaterial adverse effect on our
business, financial condition and results of openat

We may not be able to successfully implement ouysitions strategy, integrate acquired businesg@e our existing business or
make acquired businesses profitable

One of our strategies is to supplement our integnalvth by acquiring businesses and technologigisctbmplement or augment our
existing product lines. This growth has placed, axay continue to place, significant demands onnoanagement, working capital and
financial resources. We may be unable to identifgamnplete promising acquisitions for many reasarguding:

e competition among buyers;
» the need for regulatory approvals, including anstrapprovals; an

» the high valuations of businesses.

Some of the businesses we may seek to acquire exmalginally profitable or unprofitable. For thesmuired businesses to achieve
acceptable levels of profitability, we must imprdbeir management, operations, products and mpetettration. We may not be successful in
this regard and may encounter other difficultiegitegrating acquired businesses into our existipgrations.

To finance our acquisitions, we may have to radditeonal funds, through either public or privateaincings. We may be unable to obt
such funds or may be able to do so only on unfdlererms.

Our acquisition and alliance activities could dispt our ongoing business.

We intend to continue to make investments in corgsamproducts and technologies, either throughiaitiuns or investments ¢
alliances. Acquisitions and alliance activitieseofinvolve risks, including: (i) difficulty in agsilating the acquired operations and employees;
(i) difficulty in managing product co-developmeanttivities with our alliance partners; (iii) retaig the key employees of the acquired
operation; (iv) disruption of our ongoing businesg;inability to successfully integrate the acguitechnologies and operations into our
businesses and maintain uniform standards, conpoligies and procedures; and (vi) lacking theezigmce necessary to enter into new prc
or technology markets. In addition, from time tméi, our competitors acquire or enter into exclugisrangements with companies with whom
we do business or may do
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business in the future. Reductions in the numbgaotfners with whom we may do business in a pdaraontext may reduce our ability to
enter into critical alliances on attractive terrnsaball, and the termination of an existing alarby a business partner may disrupt our
operations.

Failure to complete the offering and listing of Spalabs Healthcare could negatively impact our shaméce.

During fiscal year 2005, we began exploring striztedternatives for our various business groupsgairdarily for our medical
monitoring and anesthesia systems group. In coimmeatith these efforts, we engaged Collins Stewattpndon-based investment bank to
pursue the public offering and listing of approxteta 30% to 35% of the equity in Spacelabs Healthica newly formed subsidiary compris
the operations of our medical monitoring and aresithsystems group. This offering and listing anpled in the United Kingdom on the AIM
Exchange, which is owned and administered by thedba Stock Exchange. The shares in Spacelabs ldaggthvill not be offered or sold in
the United States. Under Securities and Exchangen@ission regulations, U.S. residents are prohilfiteh participating in this proposed
offering of shares, and any shares offered canmatchuired by U.S. residents for a period of twehanths from the date of the offering. The
proposed transaction is expected to be completdteisecond quarter of fiscal year 2006. However completion of the listing remains fully
subject to a number of factors, including regukatapprovals and our satisfaction with the valuatishich may not occur. Currently, there are
no binding commitments on the part of any undeesiio purchase or sell any shares of Spacelabshdasgt. If the offering and listing are not
completed for any reason, or not completed on timgewill be subject to several risks. The price@of Common Stock may decline since the
current market price may reflect a market assumgtiat the offering and listing would be completed that the related benefits would be
realized, or as a result of the market’'s perceptian the offering and listing were not consummated to an adverse change in our medical
monitoring and anesthesia systems group.

Economic, political and other risks associated wititernational sales and operations could adversaffect our sales

In fiscal year 2003, revenues from shipments madside of the United States accounted for approtém®1% of our revenues, 41% in
fiscal year 2004 and 40% in fiscal year 2005. @frvenues generated during fiscal year 2005 flapieents made to customers outside of
the United States, 39% represented sales madedsidgaries based in United States to foreign custsirand the balance represented sales
generated by foreign subsidiaries. Since we selpoaducts worldwide, our businesses are subjegsks associated with doing business
internationally. We anticipate that revenues frometinational operations will continue to represestibstantial portion of our total revenue. In
addition, many of our manufacturing facilities, doyees and suppliers are located outside the Uditates. Accordingly, our future results
could be harmed by a variety of factors, including:

» changes in foreign currency exchange re

» changes in a country’s or region’s political or memic conditions, particularly in developing or egiag markets;
» longer payment cycles of foreign customers andadiffy of collecting receivables in foreign juristions;

» trade protection measures and import or exporh$§izg requirements;

» differing tax laws and changes in those la

« difficulty in staffing and managing widespread agtems;

» differing labor laws and changes in those la

» differing protection of intellectual property anbdanges in that protection; a

» differing regulatory requirements and changes as¢hrequirements.
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Our failure to protect our intellectual property add impair our competitive position.

While we own certain patents and trademarks, saspeds of our business cannot be protected by tsadetrademarks. Accordingly,
these areas there are few legal barriers that pt@atential competitors from copying certain of puoducts, processes and technologies or
from otherwise entering into operations in diremtnpetition with us.

Our products may infringe on the intellectual propg rights of others, and resulting claims againss could be costly and prevent
us from making or selling certain products.

Third parties may seek to claim that our produats @perations infringe their patent or other irtelial property rights. In addition, v
may find it necessary to initiate litigation in erdo protect our patent or other intellectual mp rights. Under either circumstance, we may
incur significant expenses. In addition, claimghofd parties against us could result in awardsulifstantial damages or court orders that could
effectively prevent us from making, using or segliour products in the U.S. or abroad.

Our competitors may seek to challenge the intelledtproperty rights on which some of our new and regromising products are
based.

As we introduce any new and potentially promisingduct, companies possessing competing technologggsbe motivated to ass:
infringement claims in order to delay or diminishtgntial sales and challenge our right to markehgroduct. Lengthy and costly litigation
may be necessary in order to defend against thesasc

Our ongoing success is dependent upon the continagdilability of certain key employees.

We are dependent in our operations on the contiauatlability of the services of our employees, snahwhom are individually key t
our current and future success, and the availplmfinew employees to implement our growth plangadrticular, we are dependent upon the
services of Deepak Chopra, our Chairman of the @oéDirectors, President and Chief Executive @ffioNe have entered into a 5-year
employment agreement with Mr. Chopra, which expihgy 18, 2010 and we maintain a $13.0 million pplf key man life insurance on the
life of Mr. Chopra. The market for skilled emplogeis highly competitive, especially for employeesedchnical fields. While our compensat
programs are intended to attract and retain thd@rmaps required for it to be successful, ultimatelg may not be able to retain the services of
all of our key employees or a sufficient numbeexecute on our plans. In addition, we may not be &bcontinue to attract new employees as
required.

Substantial government regulation in the United $¢& and abroad may restrict our ability to sell onredical monitoring and
anesthesia systems.

The FDA and comparable regulatory authorities meifn countries extensively and rigorously regutaie medical monitoring and
anesthesia systems, including related developnativitees and manufacturing processes. In the Wn8tates, the FDA regulates the
introduction of medical devices as well as the nfacturing, labeling and record-keeping proceduceséich products. We are required to:

» obtain clearance before we can market and sellcakdevices;

» satisfy content requirements applicable to ourllabesales and promotional materie
« comply with manufacturing and reporting requirenseand

* undergo rigorous inspections.

Our future products may not obtain FDA clearancea ¢imely basis, or at all. Our medical monitorangd anesthesia systems must also
comply with the laws and regulations of foreign owies in which we develop, manufacture and maskeh products. In general, the extent
and complexity of medical device regulation is
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increasing worldwide. This trend is likely to cante and the cost and time required to obtain miaugketearance in any given country may
increase as a result. Our products may not obtaimacessary foreign clearances on a timely basa, all.

Once any of our medical monitoring and anestheg@tems is cleared for sale, regulatory authoriti@y still limit the use of such
product, prevent its sale or manufacture or recairecall or withdrawal of such product from therkedplace. Following initial clearance from
regulatory authorities, we continue to be subjeatxtensive regulatory requirements. Governmeiitailies can withdraw marketing cleara
due to our failure to comply with regulatory stardtaor due to the occurrence of unforeseen probfetimsving initial clearance. Ongoing
regulatory requirements are wide-ranging and gowemong other things:

* annual inspections to retain CE mark for sale ofipcts in the European Union;
e product manufacturing

* supplier substitution;

» product change:

» process modifications;

* medical device reporting; at

e product sales and distribution.

Our failure to comply with environmental regulaticnmay create significant environmental liabilitiend force us to modify our
manufacturing processes.

We are subject to various foreign and U.S. fedetate and local environmental laws, ordinancesragdlations relating to the us
storage, handling and disposal of certain hazardobstances and wastes used or generated in thdao@aming and assembly of our products.
Under such laws, we may become liable for the cafstemoval or remediation of certain hazardousstarces or wastes that have been or are
being disposed of offsite as wastes or that haee be are being released on or in our facilitiegctSlaws may impose liability without regard
to whether we knew of, or caused, the releasedf hazardous substances or wastes. Any failuresiy comply with present or future
regulations could subject us to the impositionudfstantial fines, suspension of production, alterabf manufacturing processes, or cessation
of operations, any of which could have a maternisfesse effect on our business, financial conditind results of operations.

We may be exposed to potential risks relating t@ miernal controls over financial reporting and auability to have those controls
attested to by our independent registered publicamting firm.

As directed by the Sarbar-Oxley Act of 2002, the Securities and Exchange C@sion adopted rules requiring public companie
include in their annual reports an assessmenteoétfectiveness of the company’s internal contoatsr financial reporting. In addition, the
independent registered public accounting firm andié public company’s financial statements mustsato and report on management’s
assessment of the effectiveness of the companigmial controls over financial reporting, as wallthe operating effectiveness of the
company’s internal controls over financial repagtiiiVe evaluate our internal controls over finanogglorting in order to allow our
management to report on, and our independent ezgispublic accounting firm to attest to, our intdrcontrols.

We expect to expend significant resources in deetpthe necessary documentation and testing puvesdequired by the Sarbanes-
Oxley Act of 2002. However, there will remain akrthat we will not comply with all of its requiremts. For example, in connection with the
audit of our financial statements as of and foryéar ended June 30, 2005, our management andaependent registered public accounting
firm identified two material weaknesses in our sysof internal controls. These matters are disclssadditional detail in Item 9A of this
report.
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If our independent registered public accountingnfdiffers from us in its interpretation of the régunents imposed on us by the
Sarbane®©xley Act of 2002, or if it is not satisfied withupinternal controls over financial reporting orthvthe level at which such controls
documented, operated or reviewed, it may declirstEst to our management’s assessment or it rmag & qualified report. In addition, if our
independent registered public accounting firm iahle to rely on our internal controls over finahc&gporting in connection with its audit of
our financial statements and if it is unable toidealternative procedures in order to satisfylfisg to the material accuracy of our financial
statements and related disclosures, it is postibtewe could receive a qualified or adverse aoiiihion in connection with those financial
statements.

Accordingly, in the future we may not receive adeable report from our independent registered pudtcounting firm regarding our
internal controls over financial reporting and tiperating effectiveness of our internal controlerdinancial reporting. If we identify
significant deficiencies or material weaknessesuninternal controls over financial reporting tg cannot remediate in a timely manner or if
we receive an adverse report from our independaggyistered public accounting firm with respect to ioternal controls over financial
reporting, investors and others may lose confidémdlee reliability of our financial statements ahé market for our Common Stock could be
adversely affected.

We receive significant amounts of research and depenent funding for our security and inspection ggsns from government
grants and contracts. We may not continue to reeetomparable levels of funding for future producédelopment

The U.S. government currently plays an importafg o funding the development of certain of ourwétg and inspection systems and
sponsoring their deployment at airports, portslaordier crossings. However, in the future, additioasearch and development funds from the
government may not be available to us. If the gomemt fails to continue to sponsor our technologiesnay have to expend more resources
on product development or cease development ddioetchnologies, which could adversely affectlmusiness. In addition, any future grants
to our competitors may improve their ability to éep and market competing products and cause @tommers to delay purchase decisions,
which could harm our ability to market our products

Our Articles of Incorporation and other agreement®ntain provisions that could discourage a takeover

Our Articles of Incorporation authorize our BoafdXirectors to issue up to 10,000,000 shares dfeimed Stock in one or more series, to
fix the rights, preferences, privileges and restiits granted to or imposed upon any wholly unidssleares of preferred stock, to fix the
number of shares constituting any such series@fig the designation of any such series, withautHer vote or action by shareholders. The
terms of any series of preferred stock, which nmajuide priority claims to assets and dividends spetial voting rights, could adversely affect
the rights of the holders of our Common Stock dreteby reduce the value of our Common Stock. We Inavpresent plans to issue shares of
Preferred Stock. The issuance of Preferred Stamkpled with the concentration of ownership in tivectors and executive officers, could
discourage certain types of transactions invohangctual or potential change in control of our pany, including transactions in which the
holders of Common Stock might otherwise receiveesnium for their shares over then current prictservise dilute the rights of holders of
Common Stock and may limit the ability of such steiders to cause or approve transactions whighrttay deem to be in their best intere
all of which could have a material adverse effectiee market price of our Common Stock. We havgace a stockholder rights plan, adopted
in 2000, under which our shareholders are enttdgulirchase shares of preferred stock under certainmstances. The stockholder rights plan
may have the effect of impeding or preventing d¢erpes of transactions involving a change in oarf our company that could be benefi
to the shareholders.
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Our Articles of Incorporation limit the liability d its directors, which may limit the remedies we @ur shareholders have available.

Our Articles of Incorporation provide that, purstismthe California Corporations Code, the lialilitf our directors for monetal
damages shall be eliminated to the fullest extentnssible under California law. This is intendecktiminate the personal liability of a direc
for monetary damages in an action brought by ud) ouar right, for breach of a director’s dutiesu® or our shareholders and may limit the
remedies available to us or our shareholders. gimigision does not eliminate the directors’ fidugiduty and does not apply to liabilities for:
(i) acts or omissions that involve intentional noisduct or a knowing and culpable violation of Igi#);acts or omissions that a director belie
to be contrary to the best interests of our compgaryur shareholders or that involve the absengmofl faith on the part of the director; (iii)
any transaction from which a director derived aprioper personal benefit; (iv) acts or omissions sh@w a reckless disregard for the
director’s duty to the our company or our sharebrddn circumstances in which the director was awar should have been aware, in the
ordinary course of performing a director’s dutieka risk of serious injury to our company or ochaseholders; (v) acts or omissions that
constitute an unexcused pattern of inattentiondhaiunts to an abdication of the director’'s dutguo company or our shareholders; (vi)
certain transactions or the approval of transastiorwhich a director has a material financial ies; and (vii) expressly imposed by statute for
approval of certain improper distributions to slmaiders or certain loans or guarantees.

ITEM 7A. QUANTITATIVE  AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Market Risk

We are exposed to certain market risks, whichrarerent in our financial instruments and arise ftoansactions entered into in t
normal course of business. We may enter into diévivdinancial instrument transactions in ordentanage or reduce market risk in connec
with specific foreign-currency-denominated trangars. We do not enter into derivative financialtiosent transactions for speculative
purposes.

We are subject to interest rate risk on our stemtitborrowings under our bank lines of credit. Barings under these lines of credit do
not give rise to significant interest rate risk &dgse these borrowings have short maturities andarewed at variable interest rates.
Historically, we have not experienced material ganlosses due to interest rate changes.

Foreign Currency

We maintain the accounts of our operations in Canbudlia, Malaysia, Norway, Singapore and the Whikéhngdom in Canadian dollar
Indian rupees, Malaysian ringgits, Norwegian kren&ingapore dollars and U.K. pounds, respectiwly.maintain the accounts of our
operations in Austria, Finland, France, Germany@rekce in euros. Foreign currency financial stateshare translated into U.S. dollars at
current rates, with the exception of revenues,scastl expenses, which are translated at averaggedating the reporting period. Gains and
losses resulting from foreign currency transactiarsincluded in income, while those resulting frivamslation of financial statements are
excluded from income and accumulated as a compafiettareholder’'s equity. We included transactmssés of approximately $377,000 in
income for fiscal year 2004 and $237,000 for figezdr 2005. A hypothetical 10% change in the reieearrency rates at June 30, 2005 would
not have a material impact on our financial positio results of operations.

Use of Derivatives

Our use of derivatives consists primarily of foregxchange contracts and interest rate swaps. WWaame forward contracts to hec
foreign exchange exposure related to commitmengsdaire inventory for sale. We do not use the reats for trading purposes. As of June
2004 and 2005, there were no foreign exchange axistor interest rate swaps outstanding.
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Importance of International Markets

International markets provide us with significanb\gth opportunities. However, the following everamong others, could advers:
affect our financial results in subsequent perigasiodic economic downturns in different regiofishe world, changes in trade policies or
tariffs and political instability. For the year eestlJune 30, 2005, overall foreign currency fludaret relative to the U.S. dollar had an
immaterial effect on our consolidated revenuesrasdlts of operations. Despite changes in mongtaligy in Malaysia, including the de-
pegging of the Malaysian ringgit to the U.S. dallae believe that our foreign currency exposurblalaysia will not be significant in the
foreseeable future. We continue to perform ongaoieglit evaluations of our customers’ financial dtiod and, if deemed necessary, we
require advance payments for sales. We monitor@uanand currency conditions around the world taleate whether there may be any
significant effect on our international sales ie fhture. Due to our overseas investments andebessity of dealing with local currencies in
our foreign business transactions, we are at ritk )@spect to foreign currency fluctuations.

Inflation
We do not believe that inflation has had a mateémglact on our results of operations.

Interest Rate Risk

All highly liquid investments with maturity of theemonths or less are classified as cash equivadetsecorded in the balance sheet at
fair value. Short-term investments are comprisekigii-quality marketable securities.

The principal maturity and estimated value of aurg-term debt exposure as of June 30, 2004 adlaw$:

Maturity
Fair Value
2005 2006 Total
Long-term debt
Secured long term lo $1,79¢ $32 $1,83( $ 1,83(
Average interest ral 5.% 5.% 5.%
The principal maturity and estimated value of aung-term debt exposure as of June 30, 2005 amlaw$:
Maturity
2011 and
thereafter Fair
2006 2007 2008 2009 2010 Total Value
Long-term debt
Secured long term loan and capital lease obliga: $49¢ $50€ $267 $247 $247 $ 3,58¢ $5,351 $5,351
Average interest ral 6.2% 6.2% 6.2% 6.2% 6.2% 6.2% 6.2%

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

We make reference here to the Index to Consolidgiteghcial Statements that appears on p&1 of this report. The Report
Independent Registered Public Accounting Firm fiDedoitte & Touche LLP, the Consolidated Financitdt8ments and the Notes to
Consolidated Financial Statements listed in theXod Consolidated Financial Statements, which appeginning on page F-2 of this report,
are incorporated by reference into this Item 8.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON AC COUNTING AND FINANCIAL DISCLOSURE
Not Applicable.
ITEM 9A. CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures

As of June 30, 2005, the end of the period covbgethis report, our management, including our ChRieécutive Officer and our Chief
Financial Officer, reviewed and evaluated the dffeness of our disclosure controls and proced(asslefined in Exchange Act Rule 13a-15
(e) and 15d-15(e)). Such disclosure controls andextures are designed to ensure that materiahiattton we must disclose in this report is
recorded, processed, summarized and filed or stéumiin a timely basis. Based upon that evaluatwom material weaknesses were identified
(each described below), and, as a result, our neaneigt, Chief Executive Officer and Chief Finan€Xficer concluded that our disclosure
controls and procedures were not effective as o€ 30, 2005.

Management's Report on Internal Control over Finandal Reporting

We are responsible for establishing and maintaiatheguate internal controls over financial repgrti@ur internal controls over financ
reporting include the policies and procedures pleatain to (a) the maintenance of records thagasonable detail, accurately and fairly reflect
the transactions and dispositions of our assetshéorecording of transactions as necessary toipereparation of financial statements in
accordance with generally accepted accounting iples; (c) the making of receipts and expenditurgly in accordance with authorizations of
our management and directors; and (d) the prevewntidimely detection of unauthorized acquisitioee or disposition of assets that could |
a material effect on the financial statements. ¥éognize that because of inherent limitationsrivdecontrols over financial reporting may |
prevent or detect misstatements. Also, projectadreny evaluation of effectiveness to future pesiade subject to the risk that controls may
become inadequate because of changes in conditivttgt the degree of compliance with the policgeprocedures may deteriorate.
Accordingly, internal controls over financial refing cannot provide absolute assurance of achigifragcial reporting objectives.

As of June 30, 2005, our management, with the @patiion of our Chief Executive Officer and Chieh&ncial Officer, evaluated the
effectiveness of our internal controls over finahceporting. This evaluation was based on the éwork in “Internal Control—Integrated
Framework” published by the Committee of Sponsofimganizations of the Treadway Commission. Thewatan included an assessment of
the design of our internal controls over financegorting and testing of the operational effectegnof our internal controls over financial
reporting. Our management, Chief Executive Offaed Chief Financial Officer reviewed the resultshdir evaluation with the Audit
Committee of our Board of Directors and determitieat as of June 30, 2005, there were two mategakwesses in our internal controls over
financial reporting. As defined by the Public Comp#&ccounting Oversight Board Auditing Standard [8pa material weakness is a
significant control deficiency or a combinationsignificant control deficiencies that results iet& being more than a remote likelihood that a
material misstatement of the annual or interimrizial statements will not be prevented or detedtetight of these two material weaknesses,
our management, Chief Executive Officer and Chia&Fkcial Officer have concluded that, as of June2BD5, we did not maintain effective
internal controls over financial reporting. Deleitt Touche LLP, an independent registered publooanting firm that audited the financial
statements included in this Annual Report, haseidsts attestation report on our management’s assad of our internal controls over
financial reporting, which appears on page 59 i® ridport.

The two material weaknesses identified as of Jn€805 were as follows:

1) We identified certain computational errors im aanual income tax provision and related income¢aeivable and payabl
deferred tax assets and deferred tax liabilitiediécal year 2005. These errors
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resulted from a deficiency in the operation of colstrequiring the reconciliation of the componesft®ur income tax provision to

appropriate supporting documentation. Given thaiB@ance of the tax account balances and the aeseihsufficient mitigating controls,

these deficiencies represent a material weaknédsgeimal control over financial reporting.

2) We identified certain transactions recordede@emue by one of our Canadian subsidiaries in tiaetgr ended June 30, 2005
not meet the criteria for revenue recognition intsperiod. These errors resulted from a deficiendje operation of controls requiring

the supervisory review of year-end revenue traims@sto ensure proper cut-off at year end. Thersmesociated with these transactions

totaled approximately $1.4 million.

Deepak Chopra
Chairman of the Board, President and
Chief Executive Officer (Principal Executive Offige

Anuj Wadhawan
Chief Financial Officer
(Principal Financial and Accounting Officer)

September 28, 2005

Changes in Internal Control over Financial Reportirg

No significant changes in our internal controls rfirancial reporting (as such term is defined kxtkange Act Rules 1-15(f) and 15-
15(f)) occurred during the fourth quarter of thecéil year covered by this report that have matgigdiected, or are reasonably likely to
materially affect, our internal controls over firdal reporting.

Subsequent to June 30, 2005, our management aditieCommittee of our Board of Directors haveiatied remedial measures to
address the internal control deficiencies iderdifie this Item 9A. We believe that our planned eotive actions will remediate the internal

control deficiencies identified in this report. Wil continue to monitor the effectiveness of thestions and will make any other changes or

take such other actions as management determitmesappropriate.
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Report of Independent Registered Public Accountingdrirm

To the Board of Directors and Shareholders of Q8t&ns, Inc.:
Hawthorne, California

We have audited management’s assessment, incloded accompanying Management’s Report on InteZoatrol Over Financial
Reporting, that OSI Systems, Inc. and subsidiafths,“Company”) did not maintain effective intelcantrol over financial reporting as of
June 30, 2005, because of the effect of the mateeiaknesses identified in management’s assesdmsat! on criteria establishediiernal
Control—Integrated Framewotiksued by the Committee of Sponsoring Organizatifribe Treadway Commission. The Company’s
management is responsible for maintaining effedtiternal control over financial reporting and ftsrassessment of the effectiveness of
internal control over financial reporting. Our resgibility is to express an opinion on managemesssessment and an opinion on the
effectiveness of the Company’s internal controlrdireancial reporting based on our audit.

We conducted our audit in accordance with the stedgdof the Public Company Accounting Oversightq&@nited States). Those
standards require that we plan and perform thet amdbtain reasonable assurance about whetheatigifenternal control over financial
reporting was maintained in all material respe©tsr audit included obtaining an understanding térimal control over financial reporting,
evaluating management’s assessment, testing ahdating the design and operating effectivenessitgirnal control, and performing such
other procedures as we considered necessary girtuenstances. We believe that our audit providesagonable basis for our opinions.

A company’s internal control over financial repogiis a process designed by, or under the supenvigi the company’s principal
executive and principal financial officers, or pars performing similar functions, and effected lhy tompany’s board of directors,
management, and other personnel to provide reakoaaturance regarding the reliability of financégorting and the preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principles. A comfsaimternal control over financial
reporting includes those policies and proceduras(tt) pertain to the maintenance of records thagasonable detail, accurately and fairly
reflect the transactions and dispositions of tree&sof the company; (2) provide reasonable asseriat transactions are recorded as
necessary to permit preparation of financial statein accordance with generally accepted acaogiptiinciples, and that receipts and
expenditures of the company are being made ordgdordance with authorizations of management aredtors of the company; and (3)
provide reasonable assurance regarding preventitmely detection of unauthorized acquisition, usedisposition of the company’s assets
that could have a material effect on the finansiatements.

Because of the inherent limitations of internaltcohover financial reporting, including the positl of collusion or improper
management override of controls, material misstatemdue to error or fraud may not be preventatbtected on a timely basis. Also,
projections of any evaluation of the effectivenesthe internal control over financial reportingftdure periods are subject to the risk that the
controls may become inadequate because of chamgesditions, or that the degree of compliance wWithpolicies or procedures may
deteriorate.

A material weakness is a significant deficiencycombination of significant deficiencies, that résin more than a remote likelihood
that a material misstatement of the annual orimténancial statements will not be prevented diedted. The following material weaknesses
have been identified and included in managemestsssment: (1) Certain errors, which were mateviade identified in the Company’s
income tax provision calculation. These errors ltedufrom a deficiency in the operation of contrsguiring the reconciliation of the
components of the Company’s income tax provisioagpropriate supporting documentation. This deficyeresults in a more than remote
likelihood that a material misstatement to the Canyjs income tax provision and the related incoaeréceivable and payable, deferred
income tax asset, and deferred income tax liakdlityounts in the annual or interim financial staata will not be prevented or detected. (2)
Certain errors, which
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were material, were identified in connection witle Company’s recognition of revenue at its Canadidsidiary at year end. These errors
resulted from a deficiency in the operation of colstrequiring the supervisory review of year-eadanue transactions to ensure proper cut-off
at year end. This deficiency results in a more tteemote likelihood that a material misstatementheoCompany’s revenue, cost of sales,
accounts receivable and inventory accounts in imei@ or interim financial statements will not breyented or detected. These material
weaknesses were considered in determining theeyatming, and extent of audit tests applied in audit of the consolidated financial
statements and financial statement schedule asdofios the year ended June 30, 2005, of the Compadythis report does not affect our rej

on such financial statements and financial stat¢samedule.

In our opinion, management’s assessment that tingp@oy did not maintain effective internal contrekofinancial reporting as of June
30, 2005, is fairly stated, in all material resgetiased on the criteria establishethiiernal Control—Integrated Frameworksued by the
Committee of Sponsoring Organizations of the Tregd@ommission. Also in our opinion, because ofdffect of the material weaknesses
described above on the achievement of the objextifiéhe control criteria, the Company has not neéired effective internal control over
financial reporting as of June 30, 2005, basederctiteria established Internal Control—Integrated Framewoigsued by the Committee of
Sponsoring Organizations of the Treadway Commission

We have also audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@snited States), the
consolidated financial statements and financigkstant schedule as of and for the year ended Jur2085, of the Company and our report
dated September 28, 2005 expressed an unqualffiatbo on those financial statements and finarstiaiement schedule.

DELOITTE & TOUCHE LLF

Los Angeles, Californi

September 28, 2005

ITEM9B. OTHER INFORMATION
None.

PART Il

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

The information called for by this item is herebgarporated by reference from our definitive Pr&gtement relating to the 20
Annual Meeting of Shareholders, which Proxy Statetméll be filed with the Securities and Exchangen@nission on or about October 27,
2005.

ITEM 11. EXECUTIVE COMPENSATION

The information called for by this item is herebgarporated by reference from our definitive Pr&gtement relating to the 20
Annual Meeting of Shareholders, which Proxy Statetméll be filed with the Securities and Exchangen@nission on or about October 27,
2005.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEME NT AND RELATED
STOCKHOLDER MATTERS

The information called for by this item is herebgarporated by reference from our definitive Pr&gtement relating to the 20
Annual Meeting of Shareholders, which Proxy Statetmell be filed with the Securities and Exchangen@nission on or about October 27,
2005.
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ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

The information called for by this item is herebgarporated by reference from our definitive Pr&gtement relating to the 20
Annual Meeting of Shareholders, which Proxy Statetméll be filed with the Securities and Exchangen@nission on or about October 27,
2005.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information called for by this item is herebgarporated by reference from our definitive Pr&gtement relating to the 2005
Annual Meeting of Shareholders, which Proxy Statetméll be filed with the Securities and Exchangen@nission on or about October 27,
2005.

PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
(&) The following documents are filed as partri$ report:

1. Financial Statements Please see the accompanying Index to Consetiddnancial Statements, which appears on pagefr-1
the report. The Report of Independent Registerdaiéd®Accounting Firm, the Consolidated Financiagt®ments and the Notes to
Consolidated Financial Statements listed in theXid Consolidated Financial Statements, which appeginning on page F-2 of this
report, are incorporated by reference into ltenb@va.

2. Financial Statement Schedules
Schedule —Valuation and Qualifying Accoun

No other financial statement schedules are predexsi¢he required information is either not apfieaor included in th
Consolidated Financial Statements or notes thereto.

3. Exhibits. See Item 15(b) belo\

(b) Exhibits. The exhibits listed on the accompanying ExHitdlex immediately following the signature page filed as part of, or a
incorporated by reference into, this report.

(c) Financial Statement Schedules Reference is made to Item 15(a)(2) above.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directors and Shareholders of Q8t&ns, Inc.:
Hawthorne, California

We have audited the accompanying consolidated balgineets of OSI Systems, Inc. and subsidiaries‘@bmpany”) as of June 30,
2004 and 2005, and the related consolidated statsméoperations, shareholders’ equity, and chstsffor each of the three years in the
period ended June 30, 2005. Our audits also indltige financial statement schedule listed in tlidexnat Item 15. These financial statements
and financial statement schedule are the respdibsiti the Company’s management. Our responsybititto express an opinion on these
financial statements and financial statement sdedalased on our audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighamliogUnited States). Those
standards require that we plan and perform thet émdbtain reasonable assurance about whethdindoecial statements are free of material
misstatement. An audit includes examining, on aliasis, evidence supporting the amounts and digids in the financial statements. An a
also includes assessing the accounting princiged and significant estimates made by managemeniglhas evaluating the overall financial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, such consolidated financial statetagresent fairly, in all material respects, tinaficial position of OSI Systems, Inc. i
subsidiaries as of June 30, 2004 and 2005, anck#udts of its operations and its cash flows faheaf the three years in the period ended
June 30, 2005 in conformity with accounting prineggenerally accepted in the United States of AgaeAlso, in our opinion, such financial
statement schedule, when considered in relatidhetdasic consolidated financial statements takemwahole, presents fairly, in all material
respects, the information set forth therein.

As discussed in Note 1 to the consolidated findrstetements, the pro forma stock compensationvédire disclosures for the years
ended June 30, 2003 and 2004 have been restated.

We have also audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@snited States), the
effectiveness of the Company’s internal controlrdireancial reporting as of June 30, 2005, basetherctriteria established Internal
Control—Integrated Framewotiksued by the Committee of Sponsoring Organizatifrike Treadway Commission and our report dated
September 28, 2005 expressed an unqualified oporiamanagement’s assessment of the effectivenehe @ompany’s internal control over
financial reporting and an adverse opinion on fifiecéveness of the Company’s internal control ofieancial reporting because of material
weaknesses.

DELOITTE & TOUCHE LLP
Los Angeles, California
September 28, 2005
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OSI SYSTEMS, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
AS OF JUNE 30, 2004 AND 2005
(Dollars in Thousands, Except Share Amounts)

2004

2005

ASSETS
CURRENT ASSETS
Cash and cash equivalel $ 39,87¢ $ 14,62
Marketable securities, availa-for-sale 81¢
Accounts receivab—net of allowance for doubtful accounts of $774 &4¢682 at June 30, 2004 and 20
respectively 85,77« 89,227
Other receivable 7,48( 5,34t
Inventory 97,17« 107,44:
Prepaid expenst 3,58( 4,16
Deferred income taxe 6,611 10,53°
Income tax receivabl 391 5,51¢
Total current asse 240,88 237,67
PROPERTY AND EQUIPMEN—Net 18,77¢ 30,97
GOODWILL 23,92t 28,69'
INTANGIBLE ASSETS—Net 44,91« 47,28
INVESTMENTS 1,47¢ 1,36¢
OTHER ASSET< 1,03t 1,01«
DEFERRED INCOME TAXES 78¢ 10¢
TOTAL $331,80: $347,12(
LIABILITIES AND SHAREHOLDERS ' EQUITY
CURRENT LIABILITIES:
Bank lines of credi $ 72z $ 15,75
Current portion of lon-term debt 1,79¢ 49¢
Accounts payabl 33,17: 41,12
Deferred income taxe 2,191
Accrued payroll and related expen: 13,00¢ 13,48
Income taxes payab 3,07¢ 1,60¢
Advances from custome 12,19° 2,56¢
Accrued warrantie 9,19( 6,641
Provision for losses on lo-term contract: 85¢ 321
Deferred revenu 2,13¢ 6,41¢
Other accrued expenses and current liabil 21,33¢ 22,66
Total current liabilities 97,49: 113,27!
LONG-TERM DEBT 32 4,85z
ACCRUED PENSION 1,52¢ 1,81¢
DEFERRED INCOME TAXES 5,19¢ 3,54
MINORITY INTEREST 69
Total liabilities 104,31¢ 123,49:
COMMITMENTS AND CONTINGENCIES (Note 6
SHAREHOLDERY EQUITY:
Preferred stock, no par va—authorized, 10,000,000 shares; no shares issusatstanding at June 30, 2004 ¢
2005
Common stock, no par val—authorized, 40,000,000 shares; issued and outsigy
16,213,428 and 16,193,239 shares at June 30, 2@D2095, respectivel 170,12¢ 169,40¢
Retained earning 54,96 52,56¢
Accumulated other comprehensive inca 2,392 1,65¢
Total shareholde’ equity 227,48: 223,62
TOTAL $331,80: $347,12(



See accompanying notes to consolidated finanassients.
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OSI SYSTEMS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS
FOR THE YEARS ENDED JUNE 30, 2003, 2004 AND 2005
(Dollars in Thousands, Except Per Share Amounts)

2003

2004

2005

REVENUES $182,64: $247,06¢ $385,04:
COST OF GOODS sOLl 122,66: 163,71: 243,41!
GROSS PROFI’ 59,98: 83,35% 141,62t
OPERATING EXPENSES

Selling, general and administrative exper 29,16( 54,16 116,24!

Research and developm 8,86¢ 14,63¢ 30,531

Management retention bon 1,104 1,82¢

Restructuring charge 1,061

Total operating expens 38,02¢ 70,96+ 148,60t

INCOME (LOSS) FROM OPERATION: 21,95¢ 12,39: (6,980
GAIN ON SALE OF MARKETABLE SECURITIES 1,761 37€
WRITE OFF OF DEFERRED ACQUISITION COS1 (60€)
WRITE DOWN OF EQUITY INVESTMENTS (1,439 (247) (182)
INTEREST INCOME 1,16¢ 862 19¢€
INTEREST EXPENSE (380) (283 (807)
INCOME (LOSS) BEFORE PROVISION FOR INCOME TAXES ANBINORITY INTEREST 22,47( 13,10 (7,779
PROVISION (BENEFIT) FOR INCOME TAXE! 6,521 3,31¢ (5,309
MINORITY INTEREST IN NET (INCOME) LOSS OF SUBSIDIAR (15€) 17C 69
NET INCOME (LOSS) $ 15,79: $ 9,95¢ $ (2,395
EARNINGS (LOSS) PER COMMON SHAF—Basic $ 1l.1: $ 0.6¢ $ (0.1%)
EARNINGS (LOSS) PER COMMON SHAF—Diluted $ 1l.0¢ $ 0.65 $ (0.1%)

See accompanying notes to consolidated financigsents.
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OSI SYSTEMS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF SHAREHOLDERS ' EQUITY
FOR THE YEARS ENDED JUNE 30, 2003, 2004 AND 2005
(Dollars in Thousands, Except Share Amounts)

BALANCE—July 1, 200z

Exercise of stock optior

Stock option compensatic

Tax benefit of stock options exercis

Shares purchased under employee stock purchasepr

Issuance of common stock and warrants under private
placemen

Issuance of common stock as purchase considel

Comprehensive income (los:
Net income
Other comprehensive inco—translation adjustmel
Unrealized loss on available for sale secu—net of tax
Change in fair value of derivative instrume—net of tax
Minimum pension liability adjustme—net of tax

Comprehensive incomnr

BALANCE—June 30, 200

Exercise of stock optior

Tax benefit of stock options exercis

Shares purchased under employee stock purchasepr

Issuance of common stock and warrants under private
placemen

Adjustment for minority interes

Comprehensive income (los:
Net income
Other comprehensive inco—translation adjustmel
Unrealized loss on available for sale secu—net of tax
Change in fair value of derivative instrume—net of tax
Minimum pension liability adjustme—net of tax

Comprehensive incorr

BALANCE—June 30, 200

Exercise of stock optior
Tax benefit of stock options exercis
Shares purchased under employee stock purchasepr
Stock repurchased and retir
Comprehensive income (los:
Net income (loss
Other comprehensive income (loss) —translation
adjustmen
Unrealized gain on available for sale secur—net of tax
Minimum pension liability adjustme—net of tax

Comprehensive los

BALANCE—June 30, 200

See accompanying notes to consolidated finanassients.

Preferred Common Accumulated
Other
Retainec
Number of Amount Number of Earnings Comprehensive  Comprehensive
Shares Shares Amount (Loss) Income (Loss) Income Total
-  $ — 12,806,89 $108,14: $ 29,21: $ (1,619 $135,73¢
101,76¢ 85¢ 85¢
56 56
357 357
13,34¢ 19t 19t
1,250,001 20,52¢ 20,52¢
347,89( 5,74¢ 5,74¢
15,79: $ 15,79 15,79:
1,99¢ 1,99¢ 1,99¢
(46€) (468) (46€)
5C 50 50
(44¢) (44¢) (44¢)
$ 16,92
— — 14,519,90 135,88:¢ 45,00¢ (490 180,39¢
177,24 1,23: 1,23:
907 907
16,28 217 217
1,500,001 30,97t 30,97t
91: 912
9,95¢ $ 9,95¢ 9,95¢
2,41¢ 2,41¢ 2,41¢
564 564 564
64 64 64
(164 (164) (164)
$ 12,83¢
— — 16,213,42 170,12¢ 54,96: 2,39: 227,48:.
201,89¢ 1,49: 1,49:
90& 90&
42,43¢ 701 701
(264,527 (3,82)) (3,82))
(2,395 $ (2,395 (2,395)
(660) (660) (660)
10¢ 10€ 10¢
(185) (185) (185)
$ (3,139)
$ 16,193,23  $169,40¢ $ 52,56¢ $ 1,65¢ $223,62°
I I I I I I I
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OSI SYSTEMS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED JUNE 30, 2003, 2004 AND 2005
(Dollars in Thousands)

CASH FLOWS FROM OPERATING ACTIVITIES
Net income (loss

Adjustments to reconcile net income (loss) to rethcprovided by (used in) operating activit

Provision for losses on accounts receivable (remesk
Depreciation and amortizatic
Write-off of deferred acquisition cos
Write down of equity investmen
Gain on sale of marketable securit
Minority interest in net income (loss) of subsigi:
Equity in undistributed (earnings) losses of unctidated affiliates
Tax effect of stock option bene
Stock option compensatic
Deferred income taxe
Restructuring charge
Loss (gain) on sale of property and equiprr
Changes in operating assets and liabi—net of business acquisitio
Accounts receivabl
Other receivable
Inventory
Prepaid expense¢
Accounts payabl
Accrued payroll and related expen
Income taxes receivab
Income taxes payab
Advances from custome
Accrued warrantie
Deferred revenu
Other accrued expenses and current liabil

Net cash provided by (used in) operating activi

CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from the sale of investments and marlestaaluritie:
Purchases of investments and marketable sect
Proceeds from sale of property and equipn
Additions to property and equipme
Cash paid for business acquisitions and minoritgrest—net of cash acquire
Cash received on note receiva

Cash proceeds from sale of minority interest asttibution rights for Dolphin Medic:

Intangible and other asst
Net cash used in investing activiti

CASH FLOWS FROM FINANCING ACTIVITIES
Net proceeds from bank lines of cre
Proceeds from lor-term debt
Payments on capital lease obligatit
Payments on lor-term debt
Proceeds from exercise of stock options, warramiseanployee stock purchase p
Purchase of treasury sto
Proceeds from private placem

Net cash provided by financing activiti
EFFECT OF EXCHANGE RATE CHANGES ON CAS

NET INCREASE (DECREASE) IN CASH EQUIVALENT
CASH AND CASH EQUIVALENTS¢—Beginning of yea

CASH AND CASH EQUIVALENTS—EnNd of yeal

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATIO
Cash paid (received) during the year -
Interest
Income taxes, n¢
SUPPLEMENTAL DISCLOSURE OF NONCASH INVESTING ACTIVIES
Equipment purchased under capital lease obliga

2003 2004 2005
$ 15,79 $ 9,95¢ $ (2,395
13) 287 4,00¢
4,28¢ 5,70¢ 10,63¢
60€
1,43¢ 247 182
(1,767 (376)
15€ (170) (69
(76) 102 (219
357 907 90&
56
60€ (1,450) (3,369)
1,061
52 40 12)
3,521 (16,629 (5,45
60€ (4,55) 2,12¢
(4,320 (15,117 (8,63
(136) (1,03 (379
(206) 11,117 4,83¢
63€ 2,43( 347
) 4 (5,489
171 (210) (1,48)
(3,497 3,46¢ (9,600
51€ (1,339 (2,999
4,97¢ (4,28) 3,64¢
(2,209 (58¢) 544
21,55¢ (10,419 (12,859
18,27 5,25¢
(22,990
53 8 58
(3,569) (5,409 (16,829
(5,379 (77,51) (11,450
80C
2,00(
(2,08) 27 (1,409
(14,889 (75,629 (29,61)
71E 14,99:
4,74(
(260)
(2,627 (2,639 (1,799
1,05¢ 1,45( 2,19¢
(3,82)
20,52¢ 30,97
18,95 30,501 16,04
1,021 1,168 1,17¢
26,64: (54,36) (25,25¢)
67,60: 94,24¢ 39,87¢
$ 94,24¢ $39,87¢ $ 14,62
$ 819 $ (587) $ 59
$ 6731 $ 3,77¢ $ 3,79¢
$  73C



Table of Contents

OSI SYSTEMS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS —(Continued)
YEARS ENDED JUNE 30, 2003, 2004 AND 2005
(Dollars in Thousands)

Acquisition of Centro Vision, Inc.

In July 2002, OSI Systems, Inc. (together withsitbsidiaries, the “Company”) acquired substantiallghe assets and business of Centro
Vision, Inc., (“Centro Vision”), formerly Thermo @&o Vision, Inc., for $1,450. The assets acquand liabilities assumed were as follows:

Fair value of assets acquir $1,461
Goodwill 39¢
Liabilities assume: (410
Cash paic $1,45(C

Acquisition of Ancore Corporation

In November 2002, the Company acquired all thetanting capital stock of Ancore Corporati“ Ancore”) (since renamed Rapiscan Syste
Neutronics and Advanced Technologies Corporationah initial purchase payment of $2,120, includegpl and professional fees of $1
the issuance of 347,890 shares of OSI Common $@lcled at $5,749, and subsequent contingent pagnoé®2,574. In addition, during the
five years subsequent to the acquisition, upon eaoimercial sale of a Pulsed Fast Neutron AnalyBIENA”) inspection system, the
Company will pay former Ancore stockholders an eauhof 6% of the price of the PFNA system, up 1@ per system, in either cash or
stock, at the Company'’s election. The PFNA earnpayiments are capped at an aggregate of $34,008f. Ame 30, 2005, no earn-out
payments have been realized.

The assets acquired and liabilities assumed wefalaws:

Fair value of assets (net of cash) acqu $ 3,15(C
Core technolog 6,80(
Developed technolog 5,70C
Goodwill 4,12¢
Liabilities assume: (2,817)
Provision for losses on lo-term contrac (6,524
Shares issued and cash $10,44:

Intangible assets acquired have the following udifess: Developed Technology—20 years; Core Tebbgyw—30 years.

Acquisition of OSI Defense Systems, LLC

In August 2003, the Company acquired certain asepresenting the military laser-based trainingress of Schwartz Electro-Optics. The
acquisition was made through a newly formed, whollned subsidiary, OSI Defense Systems, LLC (“O8idnse”). Of the purchase price of
$3,661 including acquisition costs, the Company peaid a deposit of $250 in fiscal 2003. The follog/table shows the purchase price
allocation:

Fair value of assets (net of cash) acqu $ 10z
Goodwill 3,157
Customer relationshir 44&
Liabilities assume: (43
Cash paic $3,661
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OSI SYSTEMS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS —(Continued)
YEARS ENDED JUNE 30, 2003, 2004 AND 2005
(Dollars in Thousands)

Acquisition of OSI Electronics, Inc.

In October 2003, the Company acquired the assetsmadnufacturing services company specializingiifase mount technology lines and PC
board assembly operations for approximately $4jdgBiding acquisition costs. The acquisition wasim¢hrough a wholly-owned subsidiary,
OSI Electronics, Inc. (“OSI Electronics”). The folting table shows the allocation of purchase price:

Fair value of assets (net of cash) acqu $ 5,48
Customer relationshiy 40
Liabilities assume: (1,050
Cash paic $4,47:

Acquisition of OSI Laserscan

In November 2003, the Company acquired substantidllof the assets of Schwartz Electro-Optics makruptcy court supervised auction.
The Company paid approximately $1,600, includinguésition costs. The business operates under tme 1@S| Laserscan. The following ta
shows the allocation of the purchase price:

Fair value of assets (net of cash) acqu $ 67€
Goodwill 411
Developed technolog 30C
Customer relationshiy 25C
Liabilities assume: (37)
Cash paic $1,60(C

Acquisition of J&D Engineering through Rapiscan Searity Products Limited
In December 2003, the Company acquired substanllbf the assets of J&D Engineering (UK) Limitéd&D Engineering”), a company
registered in England and Wales. The Company papdoximately £460,000 (or approximately $820) indhg acquisition costs.

The acquisition was made through a wholly ownedsslidry, Rapiscan Security Products Ltd. (“Rapistédy) The following table shows the
allocation of the purchase price:

Fair value of assets (net of cash) acqu $43E
Goodwill 38t
Cash paic $82C

Acquisition of the remainder of RapiTec, Inc.

In January 2004, minority shareholders of RapiTec, (“RapiTec”) accepted an offer by the Compamptirchase all shares of RapiTec
common stock held by them. As a result of the tratisn, the Company now wholly owns RapiTec. Coasitlon paid for the share purchase
transaction consisted of an initial cash paymertppiroximately $820, of which $536 was allocateddodwill, and a second cash payment of
approximately of $279 paid in January 2005, whiak hlso been recorded as goodwill.
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OSI SYSTEMS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS —(Continued)
YEARS ENDED JUNE 30, 2003, 2004 AND 2005
(Dollars in Thousands)

Acquisition of Advanced Research & Applications Cop.

In January 2004, the Company completed the acoprisif all of the outstanding capital stock of Adead Research & Applications Corp.
(“ARACOR") (since renamed Rapiscan Systems Highrgpnénspection Corporation), a privately held comp#cated in Sunnyvale,
California. Consideration for the acquisition cated of an initial cash payment of approximately $02 (net of cash acquired), including
acquisition costs. Furthermore, during the severrs/®llowing the close, contingent considerat®payable based on ARACOR’s net
revenues, provided certain requirements are met.cohtingent consideration is capped at $30,00@fAlsine 30, 2005, approximately $8 of
the contingent consideration has been earned addTgee following table shows the allocation of fhérchase price:

Fair value of assets (net of cash) acqu $ 2,50¢
Goodwill 8,30z
Developed technolog 14,30(
Customer relationshiy 70C
Liabilities assume:! (2,17¢)
Deferred taxe (6,037%)
Cash paic $17,60:

Intangible assets acquired have the following wieigkaverage useful lives: Developed Technology—e4&ry, Customer Relationships—5
years.
Acquisition of Spacelabs Medical, Inc.

In March 2004, the Company completed the acquisibibcertain assets and liabilities of Spacelabslibdd, Inc. (“Spacelabs Medical”) from
Instrumentarium Corporation, now a subsidiary oh&al Electric Company, for approximately $47,92@ash (net of cash acquired),
including acquisition costs (see Note 3).

The following table shows the allocation of the ghase price:

Current assets (net of ca $ 65,66
Fixed asset 1,80¢
Developed technolog 5,66(
Tradename 5,92t
Customer relationships/backls 3,28(
Other lon¢-term asset 2,11t

Total asset 84,45
Current liabilities (36,529
Total consideration paid in ca $ 47,92¢

Intangible assets acquired have the following udefes: Developed Technology—10 years; Customdattmnships/Backlog—10 years.
Acquired intangible assets include amounts assitméédenames that are not subject to amortization
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OSI SYSTEMS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS —(Continued)
YEARS ENDED JUNE 30, 2003, 2004 AND 2005
(Dollars in Thousands)

Acquisition of CXR Limited

In August 2002, the Company purchased a minorigrést in CXR Limited (“CXR”), a United Kingdom bed research and development
company that develops products able to generady iarages of fast moving objects. In June 2004Cbmpany subscribed to $810 of
additional shares issued by CXR. The Company fupinechased shares held by third parties for a t6t8550, of which $75 was allocated to
goodwill and $475 was allocated to amortizablerigtele assets. With these additional investmehtsGompany increased its equity
investment in CXR to approximately 75%. In Decem®@d4, the Company purchased the remaining 25%efiteAs compensation to the
selling shareholders for this remaining interdst, Company has agreed, for a period of 18 yearsate royalty payments based on sales of
CXR'’s products.

Acquisition of Blease Medical Holdings Limited

In February 2005, the Company completed the adgunisof all of the outstanding capital stock of 8se Medical Holdings Limited (“Blease”)
for $9,279 in cash (net of cash acquired), inclgdinquisition costs. Furthermore, during the tlyesrs following the close, contingent
consideration is payable based on Blease’s nehtes provided certain requirements are met. Thérggent consideration is capped at
£6,250 (approximately $11,200 as of June 30, 200%9. preliminary allocation of the acquisition cests based on an appraisal of fair values
of the tangible and intangible assets acquired.fifta determination of the purchase price is pagdinalization of the acquisition costs
incurred as well as the amount of contingent camsition that may become payable and may resulisatdair values and liabilities assumed
that differ from the preliminary estimates of theseounts. The following table summarizes the prielary purchase price allocation of the
Blease assets acquired and liabilities assumetigirsands):

Fair value of assets (net of cash) acqu $ 6,134
Goodwill 4,25(
Customer relationshir 75C
Tradename 1,20
Developed technolog 2,50(C
In process research and developn 30C
Liabilities assume: (4,96%)
Net deferred income tax (887)
Total consideration paid, net of cash acqu $9,27¢

Acquired in-process research and development wargiet to expense as of the acquisition date inrdaoce with FASB Interpretation No. 4,
“Applicability of FASB Statement No. 2 to BusinegSembinations Accounted for by the Purchase Method.”

The Company believes that the Blease acquisitisalted in the recognition of goodwill primarily dtee projected operating synergies of the
combined businesses including, utilizing the SpatceMedical distribution channels and expandingdbmpany’s portfolio of products to
reach more areas of the hospital.

Intangible assets acquired have the following udefes: Developed Technology—10 years; Customdattmships—7 years. Acquired
intangible assets include amounts assigned torteades that are not subject to amortization.

See accompanying notes to consolidated finanassients.
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OSI SYSTEMS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FISCAL YEARS ENDED JUNE 30, 2003, 2004 and 2005

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

General—OSI Systems, Inc. and its subsidiaries is a velyitategrated, worldwide provider of security aimdpection systems, medic
monitoring and anesthesia systems, and optoeléctienices and value-added subsystems.

The Company designs, manufactures and marketsityeand inspection systems worldwide to end usedeuthe “Rapiscan Systems”
brand name. Rapiscan Systems products are usesipect baggage, cargo, people, vehicles and otects for weapons, explosives, drugs
and other contraband. These systems are also aistitefverification of cargo manifests for the mse of assessing duties and monitoring the
export and import of controlled materials.

The Company’s medical monitoring and anesthesigesysbusinesses design, manufacture and markeptioeucts worldwide to end
users under several brand names. The Company’satedonitoring systems, network and connectivitiyBons, ambulatory blood pressure
monitors and related services are sold under thac¢&abs Medical” brand name. The Company'’s ansistisgstems and components are sold
under the “Blease” brand name. The Company’s aftekeémoglobin saturation monitors and sensorsudich hand-held and wireless
monitoring tools, are sold under the “Dolphin” bdamame and its peripheral bone densitometers drasalind bone sonometers are sold under
the “Osteometer” brand name.

The Company'’s optoelectronic devices and value-@dddésystems are used in a broad range of apphlsatincluding aerospace and
defense electronics, security and inspection systemedical diagnostics, fiber optics, telecommutiics, gaming, office automation, compt
peripherals and industrial automation. The Compesigns and manufactures optoelectronic devicevaune-added subsystems worldwide
for others through original equipment manufactameangements, as well as for its security and na¢e@iguipment businesses.

Consolidation—The consolidated financial statements includeatt@unts of OSI Systems, Inc. and its subsidiafi#significant
intercompany accounts and transactions have beaimated in consolidation.

Cash Equivalents—The Company considers all highly liquid investnseptirchased with maturity of three months or |lessfahe
acquisition date, to be cash equivalents.

Marketable Securities—Marketable securities consist of equity securitiaggegorized as available-for-sale and carriediawflue.
Unrealized holding gains and losses on marketaddargties are included in accumulated other congmsive loss until realized. Fair value of
marketable securities is determined by the quotaerket prices of each marketable security. For psgp@f determining gross realized gains
and losses, the cost of the securities sold isdbagen specific identification.

There were no marketable securities availabledt® as of June 30, 2004. Net realized gains ors sdilavailable-for-sale securities
amounted to $1,767,000 for the fiscal year endee B0, 2003 and $376,000 for the fiscal year elddee 30, 2004. There were no realized
gains or losses from sales of available-for-sateistées for the fiscal year ended June 30, 2005.

Concentrations of Credit Risk—=The Company’s financial instruments that are egdde concentrations of credit risk consist prityari
of its cash, cash equivalents, available-for-salestments and accounts receivable. The Compatrictesnvestments in cash equivalents to
financial institutions with high credit standingt 2une 30, 2004 approximately 86% of the Compacg&h equivalents were held at three
financial institutions. At

F-11



Table of Contents

OSI SYSTEMS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —(Continued)
FISCAL YEARS ENDED JUNE 30, 2003, 2004 AND 2005

June 30, 2005, approximately 53% of the Compargsh@quivalents were held at two financial indgtitug. Credit risk on accounts receivable
is minimized as a result of the large and diversteire of the Company’s worldwide customer baseoi® customer accounted for more than
10% of accounts receivable or revenues as of JOn20®4 or 2005. The Company performs ongoing teadiluations of its customers’
financial condition and maintains allowances fotgmtial credit losses.

Accounts Receivable-The allowance for doubtful accounts involves eaties based on management’s judgment, review ofithdil
receivables and analysis of historical bad delite. Tompany adjusts customer credit limits based gach customer’s payment history and
current credit worthiness, as determined by crieflirmation available at that time. The Companytgarously monitors collections and
payments from its customers and maintains allowafaredoubtful accounts for estimated losses rieguftom the inability of its customers to
make required payments. If the financial condittddithe Company’s customers were to deterioratelltieg in an impairment of their ability to
make payments, additional allowances may be regjuire

Accounts receivable consisted of the followinguatel 30 (in thousands):

2004 2005

Trade receivable—net $81,60! $86,74¢
Receivables related to long term contracts—unbitiests and accrued profit on

progress complete 4,17: 2,48:

Total $85,77¢ $89,227

The unbilled costs and accrued profit at June B052Zre expected to be entirely billed and colldchering fiscal year 2006.

Inventory —Inventory is stated at the lower of cost or markist is determined on the first-in, first-out med. The Company writes
down inventory for slow-moving and obsolete inveptbased on assessments of future demands, mar@itions and customers who may be
experiencing financial difficulties. If these facdaare less favorable than those projected, additioventory write-downs may be required.

Inventory consisted of the following at June 30tfinusands):

2004 2005
Raw material $41,06¢ $ 56,58¢
Work-in-proces: 25,28: 22,13:
Finished good 30,821 28,72¢
Total $97,17¢ $107,44:

Property and Equipment—Property and equipment are stated at cost. Degireciand amortization are computed using thegitdine
and accelerated methods over the estimated usedaldf the assets. Amortization of leasehold improents is calculated on the straight-line
basis over the shorter of the useful life of theea®sr the lease term.
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OSI SYSTEMS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —(Continued)
FISCAL YEARS ENDED JUNE 30, 2003, 2004 AND 2005

Property and equipment consisted of the followihdume 30 (in thousands):

Estimated
Useful
Lives 2004 2005
Land $ 1,268 $ 5,564
Buildings 20 year 2,94¢ 6,322
Equipment 5-
8 year: 17,78¢ 23,89(
Leasehold improvements 3-1C
year: 6,83( 6,51
Tooling 3-5
year: 2,661 2,911
Furniture and fixture 8-
10 year 2,32¢ 3,32¢
Computer equipmet 34
year: 9,99« 12,25
Enterprise Resource Planning softw 10 year 1,357 1,84¢
Vehicles 35
year: 277 262
Total 45,44 62,89(
Less accumulated depreciation and amortize (26,66¢) (31,91¢
Property and equipme—net $ 18,77¢ $ 30,97

During the fiscal years ended June 30, 2003, 2004805, depreciation expense was approximateB8$3)00, $3,969,000 and
$6,610,000, respectively.

Included in computer equipment above is approxitma@30,000 of assets under capital leases.

Impairment of Long-Lived Assets-The Company reviews lonigred assets for impairment whenever events or gésiuin circumstanc
indicate that the carrying amount of the asset nwybe recoverable. If the sum of the expectedéutash flows, undiscounted and without
interest charges is less than the carrying amdutiiecasset, the Company recognizes an impairmestdased on the estimated fair value o
asset.

Income Taxes—Deferred income taxes are provided for temporéfergnces between the financial statement andnrectax basis of
the Company’s assets and liabilities, based onteddax rates. A valuation allowance is provide@wit is more likely than not that some
portion or all of the deferred income tax assetbmwait be realized.

Fair Value of Financial Instruments—The Company'’s financial instruments consist prityaf cash, marketable securities, accounts
receivable, accounts payable and debt instrum&htscarrying values of financial instruments, ottiem debt instruments, are representative
of their fair values due to their short-term mdias. The carrying values of the Company’s longrtelebt instruments are considered to
approximate their fair values because the inteegss of these instruments are variable or compatalzurrent rates offered to the Company.

Derivative Instruments—The Company may, from time to time, purchase fpreixchange contracts, in order to attempt to reduc
foreign exchange transaction gains and lossesiter eto interest rate swaps. The Company accdantierivative instruments in accordance
with Statement of Financial Accounting Standard®&HAS”) No. 133, “Accounting for Derivative Instrumis and Hedging Activities,” as
amended by SFAS No. 138, “Accounting for Certaimizaives and Certain Hedging Activities.” As ofnu30, 2004 and 2005 there were no
foreign exchange contracts or interest rate swapganding.
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Revenue Recognitior-The Company recognizes revenue upon shipmentoafuysts when title and risk of loss passes, and wérens
are fixed and collection is probable. In accordanitk the terms of Staff Accounting Bulletin No.4,0'Revenue Recognition,” and Emerging
Issues Task Force (EITF) Issue No. 00-21, “Revéxuangements with Multiple Deliverables,” wheretatation services, if provided, are
essential to the functionality of the equipmeng, plortion of revenue for the sale attributablentallation is deferred and recognized when the
installation service is provided. In an instancesrehterms of sale include subjective customer daoep criteria, revenue is deferred until the
acceptance criteria are met. Concurrent with thgnsént of the product, the Company accrues estunateduct return reserves and warranty
expenses. Critical judgments made by managemaeatedeto revenue recognition include the determomadif whether or not customer
acceptance criteria are perfunctory or inconsedaleiihe determination of whether or not the custoarceptance terms are perfunctory or
inconsequential impacts the amount and timing wémeile recognized. Critical judgments also inclustereates of warranty reserves, which are
established based on historical experience and lettye of the product.

The Company undertakes projects that include tBggdedevelopment and manufacture or fabricatiolagfe complex cargo and vehicle
inspection systems that are specially customizexistomer’s specifications or that involve fixetesionstruction. Sales under such contracts
are recorded under the percentage-of-completiohadeh accordance with Statement of Position Nel8Accounting for Performance of
Construction-Type and Certain Production-Type Caxtsy.” Costs and estimated revenues are recordedrgs performed based on the
percentage that incurred costs bear to estimatatduosts utilizing the most recent estimates atsdf the current contract estimate indicates a
loss, provision is made for the total anticipatesslin the current period. Critical estimates madeanagement related to revenue recognition
under the percentage-of-completion method inclhdesstimation of costs at completion and the detextion of the overall margin rate on the
specific project.

Revenues from separate service maintenance cantrectecognized ratably over the term of the ageess. For other services, service
revenues are recognized as the services are pedoDeferred revenue for services arises from amvpayments received from customers for
services not yet performed. The Company recordiscbilhipping and handling fees as revenue andsthecated costs as cost of goods sold.

Research and Development CostsResearch and development costs are those coatisd¢b the development of a new product, process
or service, or significant improvement to an exigtproduct, process or service. Such costs argetido operations as incurred. Grants for
research and development are recorded as revetive freriod earned, and the related costs arefidasis cost of goods sold.

Foreign Currency Translation—The accounts of the Company’s operations in Carladéa, Malaysia, Norway, Singapore and the
United Kingdom are maintained in Canadian dollardjan rupees, Malaysian ringgits, Norwegian kreremd U.K. pounds, respectively. The
accounts of the Company’s operations in Austrialdfid, France, Germany and Greece are maintainegr@s. Foreign currency financial
statements are translated into U.S. dollars aalfigear end rates, with the exception of revencests and expenses, which are translated at
average rates during the reporting period. Gaiad@sses resulting from foreign currency transadiare included in income, while those
resulting from translation of financial statemeats excluded from income and accumulated as a coemp@f accumulated other
comprehensive loss. Transaction losses of appraglyn$475,000, $377,000 and $237,000, were includéadcome for the fiscal years ended
June 30, 2003, 2004 and 2005, respectively.

Earnings (Loss) per Share-The Company has reflected the provisions of SFAS128, “Earnings per Sharéin the accompanying
consolidated financial statements for all periodsspnted. Earnings per common
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share are computed using the weighted-average nurfibhares outstanding during the period. Dilitachings per common share are
computed using the weighted-average number of slwanstanding during the period plus the dilutiffect of potential common stock.
Potential common stock types are the Company’kstptions, stock warrants and Spacelabs Medicakstptions (see Note 7).

As of June 30, 2003, 2004 and 2005, 1,170,20041888 and 3,099,745, respectively, of potentiallytive shares associated with stock
options and stock warrants, collectively, wereinotuded in diluted earnings per common share ¢aticuns because to do so would have been
antidilutive.

The following table reconciles the numerator andaeinator used in calculating basic earnings perroon share and diluted earnings
per common share for the fiscal years ended June 30

2003
Shares
(Denominator) Per Share
Income
(Numerator) Amount
Earnings per common sha
Income available to common shareholc $15,793,00 14,013,58 $ 1.1:
Effect of dilutive securitie
(Treasury stock methor 499,79(
Total $15,793,00 14,513,37 $ 1.0¢
2004
Shares
(Denominator) Per Share
Income
(Numerator) Amount
Earnings per common sha
Income available to common shareholc $9,956,00! 14,733,70 $ 0.6¢
Effect of dilutive securitie
(Treasury stock methor 502,69¢
Total $9,956,00! 15,236,39 $ 0.6t
2005
Shares
(Denominator) Per Share
Income
(Numerator) Amount
Loss per common shat
Net loss $(2,395,00i) 16,222,99 $ (0.15)
Effect of dilutive interest in subsidiary sto (207,000
Loss available to common sharehold (2,502,001
Effect of dilutive securitie
(Treasury stock metho —
Total $(2,502,00i) 16,222,99 $ (0.1%)
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Goodwill and Other Intangible Assets-SFAS No. 142, “Goodwill and Other Intangible Assétequires testing goodwill for
impairment on an annual basis and on an interirislife@n event occurs or circumstances changentlagtreduce the fair value of a reporting
unit below its carrying value. The Company perfodnte annual impairment test during the secondtquaf fiscal years 2003, 2004 and 2005
and concluded that there was no impairment of gdlbfiw the fiscal years ended June 30, 2003, 2804 2005. The changes in the carrying
amount of goodwill for the fiscal years ended JB8e2004 and 2005, for each segment in which thepemy operates, are as follows
(in thousands):

Optoelectronics and

. Healthcare Manufacturing Group Consolidatec
Security
Group Group
Balance as of July 1, 20( $ 8,20t $ 1,26¢ $ 1,962 $ 11,43¢
Reduction related to net operating los
acquired on purchase of Ancc (631) (631)
Goodwill acquired during the peric 8,76: 4,104 12,86¢
Foreign currency translation adjustm 254 254
Balance as of June 30, 20 16,59( 1,26¢ 6,06¢ 23,92¢
Goodwill acquired during the peric 8 4,44; 27¢ 4,72¢
Foreign currency translation adjustm (10€) 15C 44
Balance as of June 30, 20 $16,49: $ 5,861 $ 6,344 $ 28,697

Additional information concerning reporting segreeist available in Note 13 to the consolidated faiahstatements.

SFAS No. 142 requires that intangible assets tleggtihe criteria for recognition apart from goodwé reclassified and that intangibles
with indefinite lives cease to be amortized in fagbperiodic impairment testing.

The Company has intangible assets for tradenantéshwave indefinite lives and are therefore ndiject to amortization. The carrying
value of these tradenames was $6,041,000 and $@@Bat June 30, 2004 and 2005, respectively.

Intangible assets subject to amortization consistetle following (in thousands):

June 30, 2004 June 30, 2005
Accumulated Accumulated

Weighted . .

Average Lives Gross  amortization ~ Intangibles Gross - Amortization ~ Intangibles
Carrying Carrying
Value Net Value Net
Purchased Softwal S5yearr $ 327 $ 31C $ 17 $ 327 % 327 $

Software development cos 6 year 3,55¢ 1,06: 2,49t 5,051 1,552 3,49¢
Patents 11 year 43¢ 13¢ 29¢ 43¢ 19¢ 24¢
Core technolog' 25 year 6,80( 35¢ 6,441 9,21: 681 8,53:
Developed technolog 18 year 26,22 1,11¢ 25,10f  26,40( 2,98¢ 23,41
Customer relationships/backls 8 year 4,77¢ 263 4,51¢€ 5,43¢ 92: 4,51¢

$42,12° $ 3,25( $38,87. $46,86¢ $ 6,66t $ 40,20«
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Amortization expense for the fiscal years endece B0 2003, 2004 and 2005 was $604,000, $1,73200%4,026,000, respectively. At
June 30, 2005, estimated future amortization expenas follows (in thousands):

2006 $ 3,33¢
2007 3,31:
2008 3,17¢
2009 2,82
2010 2,68¢
2011 and thereafte 24.87¢

Total $40,20¢

Software development costs, for software produrtsetlicensed to others, incurred before establistéchnological feasibility, are
charged to operations. Software development costsried after establishing technological feasip#itd purchased software costs are
capitalized on a product-by-product basis untilgheduct is available for general release to custsmt which time amortization begins.
Annual amortization, charged to cost of saleshésgreater of: (i) the amount computed using tkie that current gross revenues for a product
bear to the total current and anticipated fututesgirevenues for that product or (ii) the straigig-method over the remaining estimated
economic life of the product. During the fiscal y@anded June 30, 2003, 2004 and 2005, the Congaguitalized software development costs
in the amount of $443,000, $90,000 and $1,401,68M{ectively.

Provision for Warranties—The Company offers its customers warranties onystsdsold to them. These warranties typically ptevior
repairs and maintenance of its products for a fipddime period. Concurrent with the sale of pradya provision for estimated warranty
expenses is recorded with a corresponding inclieasest of goods sold. This provision is adjustedqdically based on historical and
anticipated experience. Actual expenses of repaider warranty, including parts and labor are obditg this provision when incurred.

Provision for
Warranties
(in thousands

Balance on July 1, 20C $ 2,16/
Additions 2,51¢
Reductions for warranty repair co: (1,899
Balance on June 30, 20 2,782
Additions 2,71¢
Increase as a result of acquisitic 7,71¢
Reductions for warranty repair co: (4,029
Balance on June 30, 20 9,19(
Additions 5,55¢
Increase as a result of acquisitic 464
Revisions to prior estimatt (2,14
Reductions for warranty repair co: (6,424
Balance on June 30, 20 $ 6,641
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New Accounting Pronouncements-In November 2004, the Financial Accounting Stadddoard (“FASB”) issued SFAS No. 151,
“Inventory Costs” (“SFAS 151"), an amendment of Aoating Research Bulletin No. 43, Chapter 4. SFAS dlarifies the accounting for
abnormal amounts of idle facility expense, freidgtandling costs and wasted material. SFAS 151féctfe for inventory costs incurred duri
fiscal years beginning after June 15, 2005. The f@om does not believe the adoption of SFAS 151haille a material impact on its
consolidated financial statements.

In December 2004, the FASB issued SFAS No. 123Raf&Based Payment” (“SFAS 123R”), which is effeetior the annual periods
beginning after June 15, 2005. SFAS 123R therddeoomes effective for the Company in the first tgraof fiscal year 2006. SFAS 123R
requires all sharbased payments to employees, including grants pfame stock options and purchases under empldgek purchase plar
to be recognized as an operating expense in tleenastatement. The cost is recognized over thasiggjgervice period based on fair values
measured on grant dates, and the new standard enagdpted using either the modified prospectivesiteon method or the modified
retrospective transition method. The Company expibha adoption of this statement will have an aslvémpact on its consolidated financial
position and results of operations. The Companynloayet completed its evaluation of the effect BBAS 123R will have on its consolidated
financial statements.

In December 2004, the FASB issued two FASB Staffitms (“FSP’s"): FSP SFAS 109-1, “Application ®ASB Statement No. 109,
Accounting for Income Taxes, to the Tax DeductianQualified Production Activities Provided by then&rican Jobs Creation Act of 2004,”
and FSP SFAS 109-2, “Accounting and Disclosure &uig for the Foreign Earnings Repatriation Prowishithin the American Jobs
Creation Act of 2004,” which were both effectiveompissuance. FSP SFAS 109-1 clarifies that thel¢abuction for domestic manufacturers
under the American Jobs Creation Act of 2004 (#het") should be accounted for as a special dedndticaccordance with SFAS No. 109,
“Accounting for Income Taxes” (“SFAS 109”). FSP SFA09-2 grants additional time to evaluate the fittipact on the Company’s plan for
reinvestment or repatriation of foreign earningsgorposes of applying SFAS 109. The Company igeattily evaluating the effect of the FSP’
on the Company’s consolidated financial statements.

In June 2005, the EITF modified its consensus sadNo. 04-10, “Determining Whether to Aggregatefpng Segments That Do Not
Meet the Quantitative Thresholds.” This guidanaategs stricter standards for aggregating operagggents that do not meet the quantitative
thresholds provided within SFAS 131, “Disclosurdsoft Segments of an Enterprise and Related Infeom&fThe guidance will be effective
for fiscal years ending after September 15, 200 Company does not anticipate that adoption efghidance will impact the presentation of
its reportable segments.

In June 2005, the FASB issued an exposure draftpwbposed standard entitled “Business Combinatieneeplacement of FASB
Statement No. 141.” The proposed standard, if aghptould provide new guidance for evaluating aewbrding business combinations and
would be effective on a prospective basis for bessncombinations whose acquisition dates are afterJanuary 1, 2007. Upon issuance of a
final standard, which is expected in 2006, the Canypwill evaluate the impact of this new standard &s effect on the process for recording
business combinations.

In July 2005, the FASB issued an exposure dradt pfoposed interpretation, “Accounting for Uncertdax Positions.” The proposed
interpretation clarifies the accounting for uncertax positions in accordance with SFAS 109. Trappsed interpretation requires that a tax
position meet a “probable recognition threshold"tfte benefit of the uncertain tax position to beagnized in the financial statements. A tax
position that fails to meet the probable recognitiareshold will result in either reduction of cemt or deferred tax asset or
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receivable, or recording a current or deferreditbility. The proposed interpretation also pro\édgiidance on measurement, derecognition of
tax benefits, classification, interim period accthog disclosure, and transition requirements inbaoting for uncertain tax positions. The
proposed interpretation has a &8 comment period and shall be effective for athpanies as of the first fiscal year ending aftecénber 1!
2005. Upon issuance of a final standard, whichxpeeted in 2006, the Company will evaluate the iohplaat the interpretation will have on its
consolidated financial statements.

Stock-Based Compensation (As Restated)yhe Company applies the intrinsic value-based owetif accounting prescribed by
Accounting Principles Board (“APB”) Opinion No. 2%ccounting for Stock Issued to Employees,” anidtex interpretations to account for
its stock-based employee compensation plans. Thesgretations include FASB Interpretation No. 4d¢counting for Certain Transactions
involving Stock Compensation, an interpretatio®&B Opinion No. 25,” issued in March 2000. Undds tinethod, compensation expense is
generally recorded on the date of grant only ifcberent market price of the underlying stock exiszbthe exercise price. The Company has
adopted the disclosure-only provisions of SFAS N2B, “Accounting for Stock-Based Compensation,” &fS No. 148, “Accounting for
Stock-Based Compensation-Transition and Disclosurgich was released in December 2002 as an amemdm&FAS No. 123. These
statements established accounting and disclosgtéreenents using a fair value-based method of adtuy for stock-based employee
compensation plans. As allowed by SFAS No. 1232RAS No. 148, the Company has elected to contimagply the intrinsic value-based
method of accounting described above.

The Company accounts for stock-based awards teengaieyees using the guidance of SFAS No. 123, andad by SFAS No. 148, a
EITF No. 96-18, “Accounting for Equity Instrumerithat Are Issued to Other Than Employees for Acqgiror in Conjunction with Selling,
Goods or Services,” whereby the fair value of sotions is determined using the Black-Scholes oppidcing model at the earlier of the date
at which the non-employee’s performance is compiei® performance commitment is reached.

The Company applies APB Opinion No. 25 in accounfor substantially all of its stockased awards and, accordingly, except for ce
options issued to non-employees, as discussed abowmmpensation cost using the intrinsic valughoe has been recognized for its stock
option grants in the accompanying financial statei:e

The Company has two employee stock options pléuesi®97 Stock Option Plan and the 2004 SpacelaloickleStock Option Plan (see
Note 7).

Subsequent to the issuance of the Company’s fiszal 2004 consolidated financial statements, theg2my’'s management determined
that total stock-based employee compensation egpdgtermined under the fair value based methodyfrretated tax effects, and the per share
weighted-average fair value of stock options grénter fiscal years 2003 and 2004, had been catedilimcorrectly. As a result, the amounts
presented below have been restated from the amprst®usly reported to decrease pro forma stodetd@ompensation expense, net of
related tax effects, and to increase pro formanuetme by $290,000 for fiscal year 2003 and by $2,d800 for fiscal year 2004, and to incre
pro forma diluted earnings per share by $0.04 paresfor 2003 and by $0.10 per share for 2004.réstted per share weighted-average fair
value of stock options granted under the 1997 S@ution Plan was $10.91 for fiscal year 2003 antl. @3 for fiscal year 2004. The
restatement did not impact the Company’s consalfihancial position, results of operations orciews for any of the periods presented.
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If the fair value based method had been appliedeasuring stock compensation expense under SFA%280as amended by SFAS
No. 148, the pro forma effect on net earnings agtcearnings per share would have been as follawth¢usands except for per share amot

Years Ended June 30

2003 2004
(Restated (Restated.
2005
Net income (los—as reporter $15,79: $ 9,95¢ $(2,39%)
Add: Stock-based employee compensation expensadiedlin reported net
income—net of related tax effec — — —
Deduct: Total stock-based employee compensatioaresgdetermined under fair
value based method for all awe—net of related tax effec (2,250 (3,509 (4,26¢)
Pro forma net income (los $13,54: $ 6,452 $(6,667)
Earnings (loss) per shal
Basi—as reporte! $ 1.1: $ 0.6¢ $ (0.1%)
Basic—pro forma $ 097 $ 0.44 $ (0.4])
Diluted—as reportet $ 1.0¢ $ 0.6 $ (0.1%)
Diluted—pro forma $ 0.9 $ 0.41 $ (0.42)

The per share weightetlrerage fair value of stock options (calculatedfabe grant date) issued under the 1997 StockoBiian durin
fiscal years 2003, 2004 and 2005 was $10.91, $14n@358.91, respectively.

The fair value of option grants is determined ugheyBlack-Scholes option pricing model with thédaing weighted average
assumptions for the 1997 Stock Option Plan:

Year Ended June 30

1997 Stock Option Plar

2003 2004 2005
Expected dividen: 0.C% 0.C% 0.C%
Risk free interest rai 2.5% 2.5% 3.4%
Expected volatility 94.% 77.1% 58.2%
Expected life (in years 4.C 3.8 3.7

The fair value of option grants is determined ugheyBlack-Scholes option pricing model with thédaing weighted average
assumptions for the 2004 Spacelabs Medical Stotlo®plan:

Year Ended
June 30,

2004 Spacelabs Medical Stock Option Pla _—m—m———

2004 2005
Expected dividen: 0.C% 0.C%
Risk free interest rai 2.4% 3.2%
Expected volatility 51.5% 51.2%
Expected life (in years 3.€ 3.€

The per share weightealrerage fair value of stock options (calculatedfabe grant date) issued under the 2004 Spac#ablgcal Stock
Option Plan during fiscal years 2004 and 2005 wag3%and $0.33, respectively.

As discussed previously, SFAS 123R is effectiveifi@gg in fiscal year 2006. SFAS 123R applies tov@svards and to awards
modified, repurchased, or cancelled after the &ffedate, as well as to the unvested portion crd® outstanding as of the effective date.
Upon adoption, prior periods may be, but are ngtired,
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to be restated. The Company expects that the asoptiSFAS 123R will have an adverse impact ondtisearnings and net earnings per share.
The Company has not yet completed its evaluatidhegffect that SFAS 123R will have on its corgatied financial statements.

Use of Estimates—The preparation of financial statements in confgrwith accounting principles generally acceptedtie United
States of America requires management to make astgnand assumptions that affect the reported amofiassets and liabilities and
disclosure of contingent assets and liabilitiethatdate of the financial statements and the redainounts of revenues and expenses durir
reporting period. Actual results could differ frahrose estimates.

Reclassifications—Certain reclassifications have been made to ydar amounts to conform to the current year’s priadgion.

2. JOINT VENTURES AND EQUITY INVESTMENTS

In January 1994, the Company, together with anlate@ company, formed ECIL-Rapiscan Security Preglugmited, a joint venture
organized under the laws of India. The CompanyQbmpanys chairman and chief executive officer, along veittother director and officer
the Company have a 36%, 10.5% and 4.5% ownerstdpest, respectively, in the joint venture. The @any’s initial investment was
$108,000. The Company and its directors and ofjcenllectively control less than 50% of the boafrdlirectors’ voting power in the joint
venture. As a result, the Company accounts foirthestment under the equity method of accounting.

The joint venture was formed for the purpose ofrttaufacture, assembly, service and testing of/xsegurity and other products. Some
of the Company'’s subsidiaries are suppliers tgah venture partner. The joint venture partnéliags the technology purchased from the
Company'’s subsidiaries to manufacture products lwhie sold to the joint venture. Sales to the jeértture partner for the fiscal years ended
June 30, 2003, 2004 and 2005 were approximatel8,$86, $677,000 and $178,000, respectively.

In August 2002, the Company invested $775,000 tolse a minority equity interest in CXR, a UK-lshsesearch and development
company that develops real time tomography systé&imsinvestment was accounted for under the equéthod of accounting. As a result of
adopting FASB Interpretation No. (“FIN”) 46, “Corigtation of Variable Interest Entities,” the Comparegan consolidating this investment
during fiscal year 2004. In June 2004, the Compamscribed to $810,000 of additional shares isbyed@dXR. The Company further purcha
shares held by third parties for a total of $550,80d increased its interest to 75%. In Decemb@#d 2the Company acquired the remaining
25% interest. As compensation to the selling shadehs for this remaining interest, the Companyeadr for a period of 18 years, to make
royalty payments based on sales of CXR’s proddttsre were no such sales during the fiscal yeae@ddne 30, 2005. As a result of this
transaction, CXR is now a wholly-owned subsidiafyhe Company.

For the fiscal years ended June 30, 2003, 20042668, the Company’s equity in the earnings (loseé#f)e above-mentioned joint
ventures amounted to $76,000, ($102,000) and $203@spectively, and is included in selling, geharal administrative expenses.

In July 2002, the Company purchased from Imagithfelogies, Inc. (“Imagis”}1,166,667 shares of its common stock (approximai#4
of its then-outstanding stock), 2-year warrantpurchase 291,667 additional shares of Imagis comstmok (approximately 1.5% of its then-
outstanding stock) at a price of $1.50 per shadecantain ancillary rights, for an aggregate pusehgrice of $1.75 million. Imagis develops
facial recognition software for security applicaiso The investment is classified as available-fde-and as a result of the long term nature of
this investment, is included in other assets inatt@mpanying consolidated financial
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statements. For the fiscal years ended June 33, &0 2004, based on the continued trading of Iseginmon stock below the original
purchase price for a prolonged period of time, othan temporary impairments in the carrying valfiéhis investment totaling $1,433,000 and
$247,000, respectively (pre-tax) were recognized.

In connection with the acquisition of Spacelabs Mald(see Note 3), the Company acquired 19.95%@idsued and outstanding shares
of Tempus Software, Inc., a privately-held compéifempus”). In June 2004, QuadraMed Corp., a putdimpany, traded over-the-counter at
that time (“QuadraMed”), purchased all of the isbaad outstanding shares of Tempus. In exchangesfoempus shares, the Company
received $902,000 in cash plus restricted shar€uadraMed. Such restricted shares were providionalued by the Company at $322,000
until a more complete valuation of such sharescatbelfinalized. In February 2005, the Company faeal its valuation and determined that the
QuadraMed shares should in fact be valued at $827%86 of the acquisition date.

At March 31, 2005, the fair value of the ComparyisadraMed shares had decreased based on the iiackedf QuadraMed’s shares
that were publicly traded. In accordance with S 115, “Accounting for Certain Investments in Dabd Equity Securities” (“SFAS 115"
the Company concluded that an other-than-tempataciine in the value of its QuadraMed shares hadmed and recorded a write down of
$182,000 in its consolidated statements of oparatio

As of June 30, 2005, the Company had held itsictstt QuadraMed shares for a sufficient period ghehunder federal and state
securities laws the shares became unrestrictedeftine, the Company now deems the value of its €aMed shares to be equal the quoted
market price of QuadraMed shares. As of June 305 2he Company’s QuadraMed shares have accordiggy re-classified from
investments to marketable securities availablestde-in the accompanying consolidated balance shseif June 30, 2005, the market price of
QuadraMed’s shares had recovered and the Compéaeyrdeed that the value of its QuadraMed sharesisad by $154,000, which
represents the unrealized gains subsequent tortteedewn of such investment at March 31, 2005adoordance with SFAS 115, this recovery
has been recorded as a component of other compmigbéncome.

In addition to the above, in connection with theghase of Tempus by QuadraMed, the Company algivextinto an escrow account
$115,000 in cash and certain additional unregidtshares in QuadraMed, pending the resolution méicepurchase price adjustments. The
Company has not yet assigned a value to the cakkleres held in escrow as uncertainties reméaio e amounts the Company will
ultimately receive.

3. ACQUISITIONS AND DISPOSITIONS

In October 2000 and May 2001, the Company inveateddditional $182,000 and $100,000, respectivelincrease the Compe's
equity percentage in OSI Medical to 74.8%. The Canyomerged OSI Medical into a newly formed subsidi®olphin Medical, Inc.
(“Dolphin”) in March 2002. Dolphin had been formedSeptember 2001 when the medical device busibfeb® Company’s UDT Sensors,
Inc. subsidiary was contributed to Dolphin in exope for stock in Dolphin. In December 2003, the @any entered into a Stock Purchase
Option Agreement with Conmed Corporation, wherelbyi@ed Corporation purchased a 9% interest in Dolphd an option to purchase al
the remaining shares of Dolphin. In addition, Codr@®rporation and Dolphin entered into a distribntagreement, which provides Conmed
Corporation with distribution rights for certain [Phin products within certain defined territori@he Company currently owns approximately
90% of Dolphin. The Company received $2,000,00€0nnection with the aboveentioned agreements of which $800,000 is deferved the
five-year term of the distribution agreement.

In fiscal year 2000, the Company formed RapiTenagority-owned subsidiary. In January 2004, thearity shareholders of RapiTec
accepted an offer by the Company to purchase atestof RapiTec common
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stock held by them. As a result of the transactiba,Company now wholly owns RapiTec. Consideratiaid for the share purchase transas
consisted of an initial cash payment of approxiye$820,000 paid in fiscal year 2004, of which $38® was allocated to goodwill, and a
second cash payment of approximately $279,000ipaldnuary 2005, which amount was also allocategamlwill. As of June 30, 2005, the
Company has approximately $815,000 in goodwill rded for this acquisition, none of which is tax detible.

In July 2002, the Company acquired substantiallyhal assets and business of Thermo Centro Visian, an opto-electronic subsystems
designer and manufacturer based in Ventura Co@alfornia, for a purchase price of $1,450,000. @bquisition was made through a newly
formed, wholly owned subsidiary, Centro Vision. Tdeguisition has been accounted for using the @seimethod of accounting. The excess
of the purchase price over the fair value of thieassets acquired was allocated to goodwill. A3unfe 30, 2005, the Company has
approximately $399,000 in goodwill recorded forstatquisition, of which approximately $399,000ais tleductible. Although the agreemer
purchase the assets and business of Thermo CeistomMnc. included a provision for a contingedtaional payment based on the financial
performance of the business measured as of March0BB, the minimum threshold for the contingerdiidnal payment was not met. The
Company is therefore under no further obligatiomtzke additional purchase price payments in coioreutith this transaction.

In November 2002, the Company acquired all thetanting capital stock of Ancore Corporation (rebergnamed Rapiscan Systems
High Energy Inspection Corporation) (“Ancore”), arla Clara, California based privately held higthteology developer and provider of
advanced inspection systems for aviation secysayt, and border inspection and counter-terrorismnioance the Comparsytargo and vehic
inspection system offerings. Consideration paidiieracquisition consisted of a combination of@menpany’s common stock (“Common
Stock”) and cash. At the close of the acquisitibie, Company paid $2,000,000 in cash, and issue@3d&hares of its Common Stock valued
at $5,749,000. Expenses associated with the atiquisiere approximately $120,000, and have beelnded in the total purchase price. As of
June 30, 2005, the Company has approximately $£0029n goodwill recorded for this acquisition, ®oaof which is tax deductible. The
acquisition agreement contains certain provisionséditional contingent purchase price paymentsD8&cember 9, 2002, the Company file
registration statement on Form S-3 with the Seiegriind Exchange Commission to register the sligseed as part of the Ancore purchase
consideration, as well as shares potentially idsualsatisfaction of contingent payments.

In January 2003, an additional contingent cash gsyraf $2,000,000 was made to former Ancore stolcldie based on Ancore meeting
certain performance criteria. The additional cogeint consideration of $2,000,000 has been includétk allocated purchase price. In May
2003, an additional contingent cash payment of@pprately $574,000 was made to former Ancore stoldérs, based on Ancore meeting
certain performance criteria. The additional $508,8as been included in the allocated purchase.dricaddition, during the five years
subsequent to the acquisition, upon each commesalalof a Pulsed Fast Neutron Analysis (“PFNA%pection system, the Company will pay
former Ancore stockholders an earn-out of 6% offthiee of the PFNA system, up to $750,000 per syste either cash or stock, at the
Company'’s election. The PFNA earn-out paymentsapped at an aggregate of $34,000,000. As of Jon20®5, no earn-out payments have
been made.

In August 2003, the Company acquired certain assptesenting the military laser-based trainingrmss of Schwartz Electro-Optics,
Inc. for $3.7 million. The acquisition was madeaihgh a newly formed, wholly-owned subsidiary, O®ff€nse. The acquired business
develops and manufactures tactical engagementaiimlsystems, man-worn laser detectors, small gransmitters, controller guns and a
variety of targeting systems for the defense ingugts of June 30, 2005, the Company has approxiyp&3,157,000 in goodwill
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recorded for this acquisition, of which approxintgt®3,157,000 is tax deductible. In November 2068, Company acquired substantially all
remaining assets of Schwartz Electro-Optics, In@ bankruptcy court supervised auction. The Compaid approximately $1,600,000,
including acquisition costs. The acquired assetsse a business for the design, manufacturingsatedof laser-based systems used in traffic
and toll management, precision agricultural managemand precision mapping and surveying. The legsinlocated in Orlando, Florida now
operates under the name OSI Laserscan. The aoguisids made through OSI Defense. As of June 305, 20e Company has approximately
$411,000 in goodwill recorded for this acquisitiofiwhich approximately $411,000 is tax deductible.

In October 2003, the Company acquired the assetsradnufacturing services company specializingiiffase mount technology lines
and PC board assembly operations for approxim&#k73,000 including acquisition costs (net of casuired). The acquisition was made
through a wholly-owned subsidiary, OSI Electronics.

In December 2003, the Company acquired substansllbf the assets of J&D Engineering, a compagistered in England and Wales.
The Company paid approximately £367,000 (or appnaxely $649,000) including acquisition costs. Atfier £93,000 (or approximately
$171,000) was paid during the quarter ended Matct2B04. The acquired assets comprise a businetigefdesign, sale and manufacturing
among other products, metal frames for x-ray scanride acquisition was made through the Companfaly owned subsidiary, Rapiscan
Security Products Limited, (recently renamed “RepisSystems Limited”)(“Rapiscan Systems U.K.").

In January 2004, the Company completed the acoprisif all of the outstanding capital stock of Adead Research and Applications
Corp. (recently renamed Rapiscan Systems NeutranidsAdvanced Technologies Corporation) (“ARACORi privately held company
located in Sunnyvale, California. Considerationtfo¥ acquisition consisted of an initial cash paytad approximately $17,602,000 (net of
cash acquired), including acquisition costs. Furttee, during the seven years following the clesstingent consideration is payable based
on ARACOR'’s net revenues, provided certain requéets are met. The contingent consideration is aapp830,000,000. As of June 30,
2005, approximately $8,000 of the contingent cogrsition has been earned and paid. As of June 88, #le Company has approximately
$8,302,000 in goodwill recorded for this acquisitioone of which is tax deductible. The acquisitdARACOR broadens the Company’s
security product portfolio with ARACOR’s mobilergy inspection system, the Eagle, which is desigoedontainer scanning at busy seap

In March 2004, the Company completed the acquisiiiom Instrumentarium Corporation, now a subsidiarGeneral Electric
Company, of certain capital stock and assets datiatj substantially all of the business operatiohSpacelabs Medical. The acquisition price
was approximately $47,929,000 in cash (net of easfuired), including acquisition costs. Spacelaleslighl is a leading global manufacturer
and distributor of patient monitoring systems fotical care and anesthesia, wired and wirelessvordss, clinical information connectivity
solutions, ambulatory blood pressure monitors ardioal data services. In June 2004, the CompariffetbGeneral Electric Company of a
working capital and retention bonus adjustmentlitieguin what the Company believes to be a downveatjdistment of the purchase price in
the amount of $25,900,000. In September 2004, GéRézctric Company responded that it believesatineunt of the downward adjustment to
be $7,800,000. In June 2005, the Company filedisuelaware seeking specific performance of thelpase agreement with respect to an
independent determination of the amount of the lpase price adjustment. The action is currently pgndNo amounts have been recorded in
the financial statements in relation to the expiegeluction in the purchase price.
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Pursuant to the terms of the purchase agreemenfdmpany assumed management retention bonus agresefor key personnel of
Spacelabs Medical. The current estimate of totehteon bonuses paid and to be paid under theseagmts is approximately $5,400,000. As
of June 30, 2005, the Company has accrued a to$2,052,000 for the retention bonuses. The acésuakluded in accrued payroll and rele
expense as of June 30, 2004 and 2005 and is sunsdani the following table:

Retention Bonus

Accrual
(in thousands)

Balance on March 19, 20( $ 1,90z

Accruals 1,10¢
Payment: (403)
Balance on June 30, 20 2,602
Accruals 1,82¢
Payment: (2,37%)
Balance on June 30, 20 $ 2,052

In February 2005, the Company completed the adepnsof all of the outstanding capital stock of 8ée for $9,279,000 in cash (net of
cash acquired), including acquisition costs. Aduie 30, 2005, the Company has approximately $40@80n goodwill recorded for this
acquisition, none of which is tax deductible. Farthore, during the three years following the claesstingent consideration is payable based
on Blease’s net revenues, provided certain req@rgsnare met. The contingent consideration is chpp€6.25 million (approximately
$11,200,000 as of June 30, 2005). The results efations of Blease have been included in the Cogiparonsolidated statement of operati
from the acquisition date, February 2005.

Supplemental pro-forma disclosures of the resiltgperations for the fiscal years ended June 304 20hd 2005 as though the Spacelabs
and Blease acquisitions had been completed adyol,J8003 are as follows (in thousands exceptspare amounts):

Unaudited
2004 2005
Revenue! $375,56! $395,61(
Net loss before taxe $(14,16%) $ (9,076
Net loss $ (8,819 $ (3,306
Net loss available to sharehold: $ (8,819 $ (3,417
Diluted loss per share ( $ (0.5¢ $ (0.2))

(1) Earnings per share is calculated based on 15,2363 16,222,998 diluted ordinary shares for thealiyears ended June 30, 2004 and
2005, respectively

In fiscal year 2002, the Company entered into aeemgent regarding a joint acquisition with L-3 Coumications Corporation (“L-3"pf
certain detection and security businesses then @wpéerkinElmer, Inc. (“PerkinElmer”). The tran8an as contemplated would have
resulted in the acquisition from L-3 of a certaorpn of PerkinElmer’s detection and security nesises. L-3 completed the purchase of the
entirety of the businesses from PerkinElmer in 20@2. In November 2002, L-3 terminated the L-3/@&hsaction prior to consummation.
Due to L-3's termination of the transaction, anexge of $608,000 was recorded for the fiscal yedeé& June 30, 2003, consisting of
previously deferred transaction-related expenses.
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4. LINE-OF-CREDIT BORROWINGS AND LONG-TERM DEBT

In May 2005, the Company entered into a second deteand restated credit agreement with Bank of\test, which provides for
$50,000,000 senior revolving line of credit, indhgla letter-of-credit, foreign exchange facilitydaan acquisition credit facility, which are
secured by substantially all of the assets of thm@any’s U.S. subsidiaries and its stock ownershippto Sensors (Malaysia) Sdn. Bhd.
(“Opto Malaysia”) and Rapiscan Systems U.K. Theeagrent provides that the aggregate principal belahall advances under the various
facilities shall not exceed the total balance aldéd under the line of credit. Borrowings underlthe of credit bear interest at the bank’s
variable reference rate (6.25% at June 30, 2008&) tire Company’s option, at the applicable LIB@er Commitment fees are payable based
on a rate of 0.125% of the unused borrowing facilit

The second amended and restated credit agreenm@rgsein May 2008. At June 30, 2005, there wasSIG000 outstanding under the
revolving line of credit, composed of $12,000,006h& bank’s variable reference rate (6.25% at A005) and $3,500,000 at the sipntt
LIBOR rate (4.68% at June 30, 2005). In additidn, 190,000 was issued and outstanding under thez t&ftcredit facility at June 30, 2005.
Covenants in connection with the credit agreemmpbise restrictions and requirements related tongnother things, maintenance of certain
financial ratios. As of June 30, 2005, the Companyg not in compliance with certain covenants. Havethe bank has waived the non-
compliance with these covenants as of June 30,.200%eptember 12, 2005, the Company and the bgn&dthe proposed Summary of
Terms & Conditions for purposes of amending theting credit agreement. The proposed terms anditiamsifor the amended agreement
include an asset-based credit facility with revifieeincial covenants; however, the final amendeditragreement has not yet been executed.

Opto Sensors (Singapore) Pte. Ltd. (“Opto Singapoaewholly-owned subsidiary of OSI Systems, Id@s entered into a revolving line
of credit agreement with the Singapore branch dhdian bank. This line of credit provides for \ars types of short term borrowing of up to
3,900,000 Singapore dollars (approximately $2,300 & June 30, 2005). Borrowings under the lineredlit bear interest at the bank’s prime
rate (5.5% at June 30, 2004 and 6.75% at June083) Dlus from 0.5% to 2.25% depending on the bfdean. Borrowings under the line of
credit are secured by the assets of Opto Singapatguaranteed by the Company. At June 30, 208 there no amounts outstanding under
the revolving line of credit. This facility expirés September 2005 and the Company believes ithgilenewed under the same or similar
terms.

Advanced Micro Electronics AS (“AME"), a wholly-ovew subsidiary of OSI Systems, Inc., has a loanesgeat with a Norwegian bank
that provides for revolving line-of-credit borrovgs of up to 10,000,000 Norwegian kroner (approxétya$1,500,000 at June 30, 2005).
Borrowings under this line of credit bear interasa variable rate, which was 4.25% and 4.5% a¢ 3n 2004 and 2005, respectively. Interest
is payable quarterly. Borrowings under this lineeddit are collateralized by certain AME assetsJéne 30, 2005, there were no amounts
outstanding under this line of credit. This fagikxpires in March 2006 and the Company believasittwill be renewed on the same or sim
terms.

In December 2004, Rapiscan Systems U.K., a whallgenl subsidiary of OSI Systems, Inc., entered ant@nk loan of $5,300,000 with
a United Kingdom based bank to fund the acquisitibland and buildings in Horley, England. The C@myp co-located certain of its security
and inspection systems and medical monitoring aiedthesia systems operations in this facility. [Dlaa is repayable over a twenty-year
period, with quarterly payments due of £34,500 (apinately $61,800 at June 30, 2005). Outstandrgdwings bear interest at 3 month
LIBOR (4.99% at June 30, 2005) plus 1.2% and ayalpia on a quarterly basis.
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Rapiscan Systems U.K. has a loan agreement withitadJKingdom based bank that provides for an awdtdacility up to a maximum
amount of £2,000,000 (approximately $3,600,00QuaeB0, 2005) outstanding at any one time. Suchuata@re secured by certain assets of
Rapiscan Systems U.K. At June 30, 2005, no amauerts outstanding under the overdraft facility. @antsling borrowings bear interest at a
base rate (4.5% at June 30, 2004 and 2005) pl&&6lpger annum. The agreement also provides forg082000 (approximately $4,500,000 at
June 30, 2005) facility for tender and performabords and aZ000,000 (approximately $3,600,000 at June 305R&ility for the purchas
of foreign exchange contracts and letters of crddiese facilities are secured by certain asse®apfscan Systems U.K. and the Company has
further guaranteed these obligations up to $3,3@0,8s of June 30, 2005, £1,854,000 (approxim&k8l$19,000 at June 30, 2005) was
outstanding under the performance bond facilityJéte 30, 2005, £604,000 (approximately $1,000:0@@ne 30, 2005) was outstanding
under foreign exchange contracts and letters dafitcrEhese facilities expire in May 2006 and ther@any believes that they will be renewed
on the same or similar terms.

Opto Malaysia has a loan agreement with a Malaylséanrk that provides for overdraft borrowings oftag8,000,000 Malaysian ringgits
(approximately $789,000 at June 30, 2005). Borrgwinnder the line of credit bear interest at thektzabase lending rate (6.0% at June 30,
2004 and 2005) plus 1.75%. Interest is payable hipnAs of June 30, 2005, no amounts were outstendinder this loan agreement.
Borrowings under this loan agreement are securezktigin assets of Opto Malaysia and are guaratgdae Company. This facility expires
in December 2005 and the Company believes thatlibesrenewed on the same or similar terms.

Opto Malaysia also has an agreement with a Malaysaamk that provides for 17,500,000 Malaysian ritgg@pproximately $4,600,000
June 30, 2005) under a performance bond facilisyoAJune 30, 2005, 17,500,000 Malaysian ringgitp(oximately $4,600,000 at June 30,
2005) were outstanding under this facility. Theesgnent provides for overdraft borrowings up to 2,000 Malaysian ringgits (approximately
$526,000 at June 30, 2005). Borrowings under theedyaft facility bear interest at the bank’s bas®ling rate (6.0% at June 30, 2004 and
2005) plus 1.75%. At June 30, 2005, no amounts wetgtanding under the overdraft facility. Borroggnunder this agreement are secured by
certain assets of Opto Malaysia and are guarafgéte Company. This facility expires in Januar@@@nd the Company believes that it will
be renewed on the same or similar terms.

Rapiscan Systems Oy (“Rapiscan Systems Finland&v{pusly known as Metorex Security Products Oywyhally-owned subsidiary of
OSI Systems, Inc., has an agreement with a Firvask that provides for 525,000 euros (approximaély5,000 at June 30, 2005) under a
tender and performance bond facility. As of Jung2B5, 142,420 euros (approximately $172,000) euvastanding under this facility. The
agreement also provides for a foreign currency dnadt facility up to 460,000 euros (approximateB5%,000 at June 30, 2005). At June 30,
2005, 208,000 euros (approximately $252,000) wastanding under the facility. Borrowings under #héacilities bear interest rate at the
bank’s prime lending rate (2.5% at June 30, 20@%2005) plus 1.0%. These facilities expire in Fabyl?006 and the Company believes that
they will be renewed at the same or similar terms.

Spacelabs Medical, has an arrangement with a attileiUnited States that provides for up to $100j0detters of credit and $400,000
for overdraft borrowings. As of June 30, 2005, 8 8B0 standby letter of credit was outstanding utitke letter of credit portion of the facility.
The overdraft borrowings portion bears intereshatbank’s prime rate (6.25% at June 30, 2005) $¥asThere were no outstanding amounts
under the overdraft borrowing portions of the figids of June 30, 2005. The facility is collateredl by a guarantee from the Company.
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Long-term debt consisted of the following at Jufgi& thousands):

2004 2005
Fouryear term loan payable in monthly installments Df4583 until paid in full on February 1, 20
Interest is due monthly at a rate of 5.2 $ 94C $ —
Four-year term loan payable in monthly installments D84,167 until paid in full on February 1, 20
Interest is due monthly at a rate of 4. 85¢ —
Twenty-year term loan payable in quarterly installment£34,500 (approximately $61,800
June 30, 2005) until paid in full on December 12£20nterest is due quarterly at a rate of three-
month LIBOR plus 1.2% (6.19% at June, 30, 2C — 4,817
Capital lease obligations due through fiscal y&xi1& — 507
Other 32 27
1,83( 5,357
Less current portion of loi-term deb! 1,79¢ 49¢
Long-term portion of dek $ 32 $4,85:
Fiscal year principal payments of long-term debbdfadune 30, 2005 are as follows (in thousands):
2006 $ 49¢
2007 50¢
2008 267
2009 247
2010 247
2011 and thereafte 3,58t
Total $5,351

5. INCOME TAXES

For financial reporting purposes, income beforevion for income taxes and minority interest irtgs the following components |
thousands):

2003 2004 2005
Pre-tax income
United State: $11,83¢ $ 2,21- $(12,51)
Foreign 10,63 10,89( 4,73¢
Total pretax income (loss $22,47( $13,10: $ (7,779
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The Company'’s provision (benefit) for income takessists of the following (in thousands):

2003 2004 2005
Current:
Federal $ 2,96¢ $ 75€ $(4,567)
State 39¢ 12z 694
Foreign 3,391 2,691 1,057
6,75¢ 3,56¢ (2,810
Tax effect of stock option benefi 357 907 90t
Change in valuation allowan (1,647) 60¢
Deferred 1,04¢ (1,160 (4,019
Total provision (benefit) for income tax $ 6,521 $ 3,31¢ $(5,309)

The Company does not provide for U.S. income taxethe undistributed earnings of the foreign subsies, as it is the Company’s
intention to utilize those earnings in the fore@perations for an indefinite period of time. At &80, 2005, undistributed earnings of the
foreign subsidiaries amounted to approximately £82,000. It is not practical to determine the antafrincome or withholding tax that wou
be payable upon the remittance of these earnings.

Deferred income tax assets (liabilities) at June@fsisted of the following (in thousands):

2004 2005
Deferred income tax asse
State income tax credit carryforwai $ 1,30( $ 2,75¢
Federal income tax credit carryforwal 20z
Net operating loss carryforwar 5,412 5,84¢
Revitalization zone deductiol 99¢ 967
Allowance for doubtful accoun 427 1,93¢
Inventory reservi 1,05¢ 1,467
Provision for losses on lo-term contract: 37¢ 27¢€
Inventory capitalizatiol 43¢ 2,97¢
Accrued liabilities 3,48¢ 3,40(
Other asset 2,99t 4,38
Total deferred income tax ass 16,69: 24,00
Valuation allowanct (1,439 (2,04%)
Net deferred income tax ass 15,25} 21,96¢
Deferred income tax liabilitie:
Depreciatior (1,219 (2,70%)
State income taxe (628) (1,51¢
Amortization of intangible asse (11,090 (10,437
Other liabilities (1249 (2,39¢)
Total deferred income tax liabilitie (13,056 (17,05¢
Net deferred income tax $ 2,201 $ 4,90¢

As of June 30, 2005, the Company has federal raating loss carry forwards of approximately $10,8900 and state net operating loss
carry forwards of approximately $8,515,000. The @any’s federal net
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operating losses will begin to expire in the taaryending June 30, 2013 and the Compsisyate net operating losses will begin to expirthé
tax year ending June 30, 2015.

As of June 30, 2005, the Company has state crariy éorwards, including research and developmewitalization zone credits, of
approximately $3,726,000. The Company'’s state toadry forwards will begin to expire in the taxayeending June 30, 2007.

The Company has established a valuation allowaneedordance with the provisions of SFAS No. 10% Valuation allowance relates
to the net operating loss of a subsidiary, sulie&eparate Return Limitation Year rules, and orealized capital loss related to a write down
of an equity investment. The Company continualijiees the adequacy of valuation allowances anasele the allowances when it is
determined that it is more likely than not that Hemefits will be realized. During fiscal year 20@% valuation allowance increased by
approximately $609,000. This amount relates toraealized capital loss which management believestisnore likely than not to be realized.
As of June 30, 2005, the Company has a tax continygeeserve of $1,331,000 for a variety of spedificertain tax positions which is included
in income taxes payable on the consolidated balsheet.

The consolidated effective income tax rate diffeosn the federal statutory income tax rate due priy to the following:

2003 2004 2005
Provision for income taxes at federal statutorg 35.(% 35.(% (35.0%
State income taxes and cre—net of federal benef 2.9 0.6 (11.0
Research and development tax cre 1.3 (24.1)
Subpart F incom 5.€
Foreign income subject to tax at other than fedgteglitory ratt (4.6) (7.7) (2.6
Nondeductible expens: 0.4 0.9 5.€
Other 4.0 (4.9
Change in valuation allowan: (7.3 7.8
Favorable determination of income tax contingen (3.5 (9.9
Effective income tax rat 29.1% 25.2% (68.9)%

6. COMMITMENTS AND CONTINGENCIES

Operating Lease—The Company leases some of its production andeoféicilities and certain equipment under variousraping lease
Most of these leases provide for increases in fteaeded on the Consumer Price Index and includevareptions ranging from six months to
ten years. Future minimum lease payments underlsasks as of June 30, 2005 are as follows (irstais):

2006 $10,21:
2007 7,917
2008 6,06¢
2009 5,14¢
2010 4,861
2011 and thereafte 20,21(
Total $54,41¢

Total rent expense included in the accompanyingaliatated financial statements was $1,980,000,054080 and $8,106,000 for the
fiscal years ended June 30, 2003, 2004 and 208Bectvely.
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In October 2004, Spacelabs Medical amended twapreglerty leases covering office and manufactufagities in Issaquabh,
Washington. Under the amendments, Spacelabs Megitathded the term of such leases by approximaielyears and relinquished certain
options it held to terminate portions of such lsasarly. As a result, the leases now expire in Béee 2014. In consideration, the landlord |
the Company $2.0 million in cash which has beeonded as deferred rent to be amortized over thairéng term of the lease. The leases are
accounted for as operating leases.

Commitments—In November 2004, the Company entered into anesgeat with an OEM manufacturer to design and manturfe a
patient monitor for Spacelabs Medical. The agredrapecifies that the Company will buy a minimum dugmof monitors from the
manufacturer during each year of the contractfixea price. The Company may provide 12 monthsasotod terminate the agreement without
cause after the second year of the contract. Ghisrtermination clause, the Company’s minimum pase commitment under this agreement
is three years of purchases, which totals appraeiyn&8,900,000. The Company expects to take dgliva the first units under this contract
within the 2006 fiscal year.

In fiscal year 2005, the Company committed to emiter new leases for computer equipment associaigda master lease agreement
previously entered into with Dell Financial Sendc@he master lease agreement provided for thentpa computer equipment over a period
of 36 months. The new leases that are associatediveé master lease agreement have been recordegitas leases. The master lease
agreement permits the Company to lease up to $illibnmn equipment. During fiscal year 2005, ther@pany committed to a total of
approximately $730,000 of equipment under this eigent and does not currently expect to commit yoaaiditional leases of equipment. A
June 30, 2005, $507,000 was outstanding under tzgstal lease obligations.

Under the terms and conditions of the purchaseeageats associated with the following five acquisisi, the Company may be obligated
to make additional payments:

In August 2002, the Company purchased a minoritytednterest in CXR, a United Kingdom based reshand development company
that develops real time tomography systems. In 2004, the Company increased its equity intere&XR to approximately 75% and in
December 2004 the Company acquired the remainif\g 28 compensation to the selling shareholdershigrremaining interest the Company
has agreed to make certain royalty payments bassdles of CXR’s products.

In November 2002, the Company acquired all thetanting capital stock of Ancore (since renamed Ragyi Systems Neutronics and
Advanced Technologies Corporation), a Santa C@aéifornia based company for its advanced inspaigtems for aviation security, port
and border inspection and counter-terrorism. Canraitbn paid for the acquisition consisted of a boration of the Compang’Common Stoc
and cash of approximately $10.4 million includimgfessional fees associated with the acquisitioraddition, during the five years following
the close, contingent consideration is payabledasehe sales of certain of its products. Theiogent consideration is capped at $34.0
million. As of June 30, 2005, no earn-out paymérge been made.

In January 2004, the Company completed the acourisif ARACOR (since renamed Rapiscan Systems Higgrgy Inspection
Corporation), a privately held company located imi$yvale, California. Consideration for the acdiosi consisted of an initial cash payment
of approximately $17.6 million (net of cash acqd}éncluding acquisition costs. Furthermore, dgrihe seven years following the close,
contingent consideration is payable based on itsavenues, provided certain requirements are Tiegt.contingent consideration is capped at
$30.0 million. As of June 30, 2005, approximateByGP0 had been earned and paid as part of thisngemitt consideration.
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In March 2004, the Company completed the acquisibbSpacelabs Medical from Instrumentarium Corpiora As a result of this
acquisition, the Company assumed management retembnus agreements for key personnel of Spac#abgal which could amount to
$5,400,000. These retention bonuses vest over-géaoperiod beginning either October 2003 or M&@84. As of June 30, 2005, a balance
of $2,100,000 was included in accrued payroll adted expenses for these retention bonuses. Timp&ty expects to make all remaining
payouts associated with these retention bonusésgdiiscal year 2006.

In February 2005, the Company completed the adgprisif Blease for $9,279,000 in cash (net of castuired), including acquisition
costs. Furthermore, during the three years follgwite close, contingent consideration is payabéedan Blease’s net revenues, provided
certain requirements are met. The contingent censiibn is capped at £6.25 million (approximatelyt £00,000 as of June 30, 2005).

Environmental Contingencies—The Company is subject to various federal, statelacal environmental laws, ordinances and
regulations relating to the use, storage, handlimdydisposal of certain hazardous substances asteswased or generated in the manufacturing
and assembly of our products. Under such lawsCtdmapany may become liable for the costs of remowa¢mediation of certain hazardous
substances that have been released on or in ilitiéacor that have been disposed of off-site ast@. Such laws may impose liability without
regard to whether the Company knew of, or causedrelease of such hazardous substances. The Comasiconducted Phase |
environmental site assessments for each of itsepties in the United States at which the Compangufecture products. The purpose of each
such report is to identify, as of the date of steghort, potential sources of contamination of thegpprty from past and present activities or from
nearby operations. In certain cases, the Compasigdraducted further environmental assessmentsstimusof soil and groundwater testing
and other investigations deemed appropriate bypeddent environmental consultants. The Compang\esithat it is currently in compliance
with all material environmental regulations in cention with its manufacturing operations, and thhts obtained all material environmental
permits necessary to conduct business.

During one investigation, the Company discoverabassw groundwater contamination at its Hawthoi@alifornia facility. The Compar
filed the requisite reports concerning this probleith the appropriate environmental authoritiefiscal year 2001. The Company has not yet
received any response to such reports, and no p@etion or litigation is presently pending or thtened. The Company also has notified the
prior owners of the facility and the present owreerd tenants of adjacent properties concerningtblelem and has requested from such pe
agreements to toll of the statute of limitationshwiespect to actions against such parties withersto the contamination in order that the
Company may focus its attention on resolution ef¢bntamination problem. The Company’s site wasipusly used for semiconductor
manufacturing similar to that presently conductedre site by the Company, and it is not preseaitywn who is responsible for the
contamination and the remediation. The groundwadatamination is a known regional problem, notiedito the Company’s premises or its
immediate surroundings.

The Company has also been informed of soil andrgheater remediation efforts at a facility thatfsrson Technologies subsidiary
previously leased in Ocean Springs, Mississippisé® Technologies occupied the facility until O&@pB003. The Company believes that the
owner and previous occupants of the facility hannary responsibility for such remediation and haneagreement with the facility’s owner
under which the owner is responsible for remedatibpre-existing conditions. However, the Companynable at this time to ascertain
whether Ferson Technologies bears any exposurerfaediation costs under applicable environmentallegions.

In accordance with SFAS No. 5, “Accounting for dogencies,” the Company has not accrued for lossimgencies relating to the
above environmental matters because it believesalthough unfavorable
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outcomes may be possible, they are not considgredamagement to be probable or reasonably estimidilolee or more of these matters are
resolved in a manner adverse to the Company, thedtron the Company’s results of operations, firmosition and/or liquidity could be
material.

Legal Proceedings—In November 2002, L-3 brought suit against the @any for a declaratory judgment that L-3 had netlhed its
obligations to the Company concerning the acqoisitf PerkinElmer, Inc.’s Security Detection SysseBusiness. In February 2003, the
Company answered and asserted counterclaims agaii&ir, among other things, fraud, breach of &iduy duty, breach of contract and
failure to negotiate in good faith. In March 20033 amended its complaint and asserted claims ag#ie Company for breach of contract,
failure to negotiate in good faith and tortiouseifiérence. In its amended complaint, L-3 requebktat a declaratory judgment that it had
fulfilled its obligations and an award of damagesdn unspecified amount. In March 2005, the couthis action ruled that as a matter of law,
L-3 owed us a fiduciary duty. These actions aredpanin the District Court for the Southern Distraf New York.

During 2003 and 2004, the Company was informed3cénce Applications International CorporationAtS”) had made statements to
prospective buyers of Rapiscan’s gamma ray molgteation system product that the Company’s prothfiihged upon unspecified SAIC
patents. In April 2004, the Company received aftdtiom SAIC specifying a patent upon which SAl@igied the Company’s product
infringed. Contrary to SAIC's claim, the patentecitby SAIC actually distinguished the technologgdus the Company’s product as a
different, pre-existing technology. The Companyrdfiere filed a lawsuit for declaratory judgment.IE€/as since counter-claimed for patent
infringement, citing the same patent and unfair getition.

In March 2004, certain individuals named the Conypamd its subsidiary, Spacelabs Medical, as wedl hespital located in Bexar
County, Texas, in a petition claiming that the indlials suffered injuries in March 2003 causedpant, by a defective monitoring system
manufactured by Spacelabs Medical. The amounteo€ldim has not yet been specified. The petitios filad in the 285th Judicial District
Court in Bexar County, Texas.

In April 2004, certain individuals named Spacelbteslical, as well as several other defendants,gatiion that alleges, among other
things, that a product possibly manufactured bycBlados Medical failed to properly monitor a hodpii@tient thereby contributing to the
patient’'s death in November 2001. The amount oftthen has not yet been specified. The petition filed in the 21st Judicial District Court,
Parish of Tangipahoa, Louisiana.

In February 2005, Electromedical, a Greek distidrutompany, filed an action in the courts of Geeelaiming that Spacelabs orally
agreed to appoint Electromedical as Spacelabsusixd Greek distributor, but failed to do so. Hlewstedical claims that it incurred significant
expenses as a result of Spacelabs’ actions andnadisnearo 872,414 (approximately $1,054,000 asmé B0, 2005) in compensation.

In accordance with SFAS No. 5, “Accounting for dogencies,” the Company has not accrued for lossigencies relating to the
above matters because it believes that, althoufdvarable outcomes in the proceedings may be pessitey are not considered by
management to be probable or reasonably estimilolee or more of these matters are resolved iraarmar adverse to the Company, the
impact on the Company’s results of operations,rioia position and/or liquidity could be material.
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In August 2004, the former president of Spacelakslibhl submitted an arbitration claim alleging loteaf a retention and severance
agreement seeking approximately $1.5 million ancditpue damages. This claim was settled subseqeehirie 30, 2005 for $950,000. This
settlement amount was included in accruals in tmsalidated balance sheet as of June 30, 2005.

The Company is also involved in various other ckaand legal proceedings arising out of the condfiits business. In the Company’s
opinion after consultation with legal counsel, thiémate disposition of such proceedings will nat/e a material adverse effect on the
Company'’s financial position, future results of m@®ns, or cash flows.

7. STOCK OPTIONS

The 1997 Stock Option Plan (tH* 1997 Plar’) —The 1997 Plan was established in May 1997 andoaatts the grant of up to 850,000
shares of the Company’s Common Stock in the forine#ntive and nonqualified options. The authorigbdres under the 1997 Plan were
increased to 2,350,000 in June 2003. Employeeisegoéfand directors are eligible under this plahiclv is administered by the Company’s
Board of Directors (the “Board of Directors”), wketermine the terms and conditions of each graiti, tve advice of and input from the
Compensation Committee. The exercise price of nalifigd options may not be less than 85% of thefarket value of the Company’s
Common Stock at the date of grant. The exercisee i incentive stock options may not be less tharfair market value of the Company’s
Common Stock at the date of grant. The exercisee i incentive stock options granted to individutilat own greater than 10% of the
Company'’s voting stock may not be less than 110%hefair market value of the Company’s Common sttcthe date of grant.

Exercise periods for incentive and nonqualifiedap granted under this plan may not exceed fiws/&om the grant date.

The following summarizes stock option activity foe fiscal years ended June 30:

Option Price
Number Weighted
of
Options Average Total
Outstandin—June 30, 200 1,146,61. $ 9.82 $11,257,00
Granted 421,74¢ 16.1¢ 6,812,00!
Exercisec (101,769 8.4% (858,000
Cancelec (87,05() 7.64 (665,000)
Outstandin—June 30, 200 1,379,54. 11.9¢ 16,546,00
Granted 455,76! 19.31 8,801,00!
Exercisec (177,24, 6.9¢ (1,233,001
Cancelec (5,175 6.74 (40,000
Outstandin—June 30, 200 1,652,88 14.57 24,074,000
Granted 377,00( 19.3¢ 7,295,00!
Exercisec (201,899 7.3¢ (1,492,001
Cancelec (52,840 14.31 (756,000
Outstandin—June 30, 200 1,775,14 16.41 $29,121,00
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The following summarizes pricing and term informatfor options outstanding as of June 30, 2005:

Options Outstanding Options Exercisable

Weighted- Average

Number Remaining
Range of Outstanding at Contractual Life Weighted- Average Exercisable at June Weighted- Average
Exercise Prices June 30, 2005 (Years) Exercise Price 30, 2005 Exercise Price
$3.13 80,87t 0.8C $3.1: 80,87t $3.1:
3.44 10 5.0( 142,53; 1.0 3.8¢ 142,53: 3.8¢
7.70 to 9.4¢ 35,08’ 0.6¢ 8.4¢ 35,08’ 8.4¢
14.76 to 20.9: 1,516,65: 3.1z 18.4¢ 603,60: 18.21
$3.13 to $20.9: 1,775,14 2.81 $16.4: 862,09¢ $13.1¢

As of June 30, 2004, options exercisable were 633 a weighted-average exercise price of $1A8%f June 30, 2003, options
exercisable were 484,250 at a weighted-averageisegurice of $8.54.

The 2004 Spacelabs Medical Stock Option Plan (104 Spacelabs Plan3}-The 2004 Spacelabs Plan was established in Apo# 2
and authorizes the grant of up to 10,000,000 sher8pacelab Medical common stock in the form afiguealified options. Employees,
consultants and non-employee directors of Spacéledatcal, the Company or the Compasigubsidiaries, are eligible under this plan, wli
administered by the board of directors of Spacelédical, who determine the terms and conditionsasth grant. Exercise periods for the
options granted under the 2004 Spacelabs Plan otagxoeed ten years from the grant date, or sisseteeriod of time as is set forth in each
individual stock option agreement.

The following summarizes stock option activity foe fiscal years ended June 30:

Option Price
Weighted
Number of
Options Average Total

Outstandin—June 30, 200 — $ —

Granted 4,897,501 0.5¢ 2,840,55I

Exercisec — — —

Cancelec (10,000 0.5¢ (5,800
Outstandin—June 30, 200 4,887,50! 0.5¢ 2,834,75I

Granted 4,188,50! 0.8C 3,362,07!

Exercisec — — —

Cancelec (1,152,501 0.5¢ (674,25()
Outstandin—June 30, 200 7,923,50! 0.7C $5,522,57!

The following summarizes pricing and term informatfor options outstanding as of June 30, 2005:

Options Outstanding

Options Exercisable

Number
Outstanding at
June 30, 2005

Range of
Exercise Prices

Weighted- Average

Remaining
Contractual Life Weighted- Average Exercisable at
(Years) Exercise Price June 30, 2005

Weighted- Average
Exercise Price

$0.58 to $0.9!

7,923,50!

4.1¢

$0.7¢

943,75l

As of June 30, 2004, there were no options exdstdsander the 2004 Spacelabs Plan.
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8. EMPLOYEE STOCK PURCHASE PROGRAM

In August 1998, the Board of Directors adoptedGoeenpan’s Employee Stock Purchase Plan (the 1998”). The 1998 Plan, whic
was approved by the Company’s shareholders in Nbeert©98, provides persons who have been regulplogees of the Company or its
U.S. subsidiaries for at least six months and whetraertain other criteria, the opportunity to e through regular payroll deductions up to
an aggregate of 200,000 shares of Common Stock19®@ Plan is administered by the Board of Directora committee of the board. The
1998 Plan qualifies as an “employee stock purcpés® as defined in Section 423 of the Internal &awe Code.

To participate in the 1998 Plan, eligible employselsmit a form to the Company’s payroll office awrihing payroll deductions in an
amount between 1% and 10% of the employee’s regmianal pay. At the end of each offering periodiahlly set at six months duration, the
aggregate amount deducted from each participatimgayee’s paycheck is applied to the purchasevafiale number of shares of Common
Stock, with any sums remaining being returned éeimployee. No interest accrues on payroll dedostidhe purchase price of the Common
Stock is 85% of the lesser of the fair market valfithe Common Stock (as determined by the Boafdictors) on the first day or the last
of the offering period. If the aggregate numbesiudres of Common Stock that all participants dtegurchase during any offering period is
greater than the number of shares remaining avaifabissuance under the 1998 Plan, the remaistirages will be allocated pro rata among
participants. Notwithstanding any of the foregoing,employee may purchase Common Stock under & REn if (i) after any such
purchase, the employee would own 5% or more ofdte¢ combined voting power or value of all claseéthe Company'’s stock on a
consolidated basis, or (ii) the rights to purch@senmon Stock under the 1998 Plan and all otheiifipchemployee stock purchase plans of
Company or any of its subsidiaries granted to ¢maployee would exceed $25,000 per calendar year.

A participant may elect to withdraw from the 1998@rPat any time up to the last day of an offeriegiqd by filing a form to such effect.
Upon withdrawal, the amount contributed to the epeé will be refunded in cash, without interestyAsrson withdrawing may not
participate again in the 1998 Plan until the endra# complete offering period. Termination of atjggyant’s employment for any reason shall
be treated as a withdrawal.

The 1998 Plan purchased 13,348 shares of CommaR £ioa total of $195,000 during the fiscal yeaded June 30, 2003, 16,281
shares of Common Stock for a total of $217,000rduthe fiscal year ended June 30, 2004 and 42 d&@s of Common Stock, for a total of
$701,000 during the fiscal year ended June 30, Z00& Companys liability to the 1998 Plan was $175,000 and $380,at June 30, 2004 a
2005, respectively.

9. SHAREHOLDERS’ EQUITY

In March 1999, the Board of Directors institutestack repurchase program under which the Comparsyanrthorized to purchase up t
total of 2,000,000 shares of its Common Stock. Asume 30, 2004, the Company had repurchased 5@@4hares at an average price of $
per share. In September 2004, the Company repwedtds7,500 shares of its Common Stock at an avenagbase price of $14.73 per share
and increased the number of shares available porcease under the stock repurchase program b9, 000 shares. In May 2005, the
Company repurchased 157,027 shares of Common Sta@okaverage price of $14.25 per share. At Jun2@®1b, 1,330,973 shares are
available for repurchase under the stock repurcphexgram. The stock repurchase program did not hawaterial effect on the Company’s
liquidity and is not expected to have a materigééafon liquidity in subsequent quarters. The Comypetires the treasury shares as they are
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repurchased, and they are disclosed as a deddiiimrcommon shares in the accompanying consolid@tadcial statements.

In October 2002, the Company issued and sold areggte of 1,250,000 shares of Common Stock invatgriplacement to institutional
investors for an aggregate sales price of $21,800 After agent commissions, and expenses, net proceeds to thpa@y were $20,500,0C
As part of the transaction, the Company issuetieédrivestors warrants to purchase 281,250 additghaes of the CompargyCommon Stoc
at an exercise price of $21.22 per share exer@satdny time in full or part no later than OctoB&r 2009. The fair value of the warrants was
estimated at $3,365,000 using the Black-Scholesmtricing model with the following weighted-avgmassumptions: expected option life of
seven years, dividend yield of 0%, volatility of8%nd a risk-free interest rate of 3.18%. Thevalue of these warrants is included with the
proceeds from the private placement under the camshares balance as of June 30, 2004 and 2005Cdin@any filed a registration
statement on Form S-3 with the SEC on NovembeQd? for the purpose of registering these secaritie

In June 2004, the Company issued and sold an aafgref 1,500,000 shares of Common Stock in a gripltcement to institutional
investors for an aggregate sales price of $32,800 After agent commissions, and expenses, net proceeds to thpaly were $31,000,0C
As part of the transaction, the Company issuetieédrivestors warrants to purchase 337,500 additghaes of the CompargyCommon Stoc
at an exercise price of $27.73 per share exer@satdny time in full or part no later than Jun@@11. The fair value of the warrants was
estimated at $6,152,000 using the Black-Scholesmptricing model with the following weighted-avgmassumptions: expected option life of
seven years, dividend yield of 0%, volatility of%8&nd a risk-free interest rate of 4.45%. Thevalue of these warrants is included with the
proceeds from the private placement under the camshares balance as of June 30, 2004 and 200%arfsffihe transaction, the Company
agreed to file a registration statement on Formv@ti3 the SEC.

The following summarizes pricing and term informatfor warrants outstanding as of June 30, 2005:

Warrants Outstanding

Number Remaining
Outstanding at Contractual Life
Exercise Prices June 30, 2005 (Years)
$15.00 84,84 0.37
$21.22 281,25( 4.31
$23.47 621,00( 3.3¢
$27.73 337,50( 5.92

10. RELATED-PARTY TRANSACTIONS

The Company contracts with entities owned by daecof the Company to provide messenger servide,reatal and printing service
Included in cost of sales, selling, general andiathtnative expenses for the fiscal years ende@ By 2003, 2004 and 2005 are approximately
$101,000, $70,000 and $60,000 for messenger seamit@uto rental and $104,000, $73,000 and $67@Qf¥inting services, respectively.

11. EMPLOYEE BENEFIT PLANS

The Company has a qualified employee retiremerihgawplan. The plan provides for a contributionthy Company, which is
determined annually by the Board of Directors. ddition, the plan permits voluntary salary

F-37



Table of Contents

OSI SYSTEMS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —(Continued)
FISCAL YEARS ENDED JUNE 30, 2003, 2004 AND 2005

reduction contributions by employees. The Compamyributed $123,000, $239,000 and $1,057,000 tpkae for the fiscal years ended
June 30, 2003, 2004 and 2005, respectively.

During 2000, AME established a defined contributdan. The plan provides for contributions by AMiEadixed percentage of employ
salaries. Contributions made during the fiscal yesded June 30, 2003, 2004 and 2005 by AME werezaimately $164,000, $149,000 and
$164,000, respectively.

The Rapiscan Systems U.K. Defined Benefit Plan ogertain Rapiscan Systems U.K. employees. Thefbgminder this plan are bas
on years of service and the employees’ highest di2tins’ compensation during the last five yearsmplyment.

Rapiscan Systems U.K.’s funding policy is to make minimum annual contributions required by apieaegulations based on an
independent actuarial valuation sufficient to pdevfor benefits accruing after that date. The feily provides a reconciliation of the changes
in the plan’s benefit obligation and fair valueasiets for fiscal year 2004 and 2005, and a statemfi¢he funded status as of June 30, 2004
and as of June 30, 2005 (in thousands):

2004 2005

Change in Benefit Obligation
Benefit obligation at beginning of ye $ 3,181 $ 3,44¢
Translation adjustmel 287 (38)
Service cost 60 61
Interest cost 16E 18¢€
Plan participan’ contributions 14 14
Actuarial loss (gain (77) 42¢
Actuarial loss from settleme 20¢€
Benefits paic (390) @)
Benefit obligation at end of ye 3,44¢ 4,092
Change in Plan Asset:
Fair value of plan assets at beginning of y 1,647 1,794
Translation adjustmel 14¢ (20
Actual return on plan asse 157 294
Company contribution 217 21¢
Plan participan’ contributions 14 14
Benefits paic (390 @)
Fair value of plan assets at end of y 1,79¢ 2,29:
Funded statu (1,652 (1,799
Unrecognized net actuarial lo 1,477 1,68¢
Net amount recognize $ (17%) $ (110
Amount recognized in balance sheets consis

Accumulated other comprehensive inca $ 1,35¢ $1,70¢

Accrued pension liabilit (1,529 (1,819

Net amount recognize $ (175 $ (110
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2003 2004 2005
Net Periodic Benefit Costs
Service cost $ 56 $ 60 $ 63
Interest cost 16¢ 16E 19t
Expected return on plan ass (151 (85) (10€)
Amortization of prior service cos 95
Settlement cos 16¢ 20¢€
Recognized actuarial lo: 37 13¢ 11€
Net periodic benefit co: $ 37¢ $48E $ 26€

The accumulated benefit obligation for the Rapissgstems U.K. Defined Benefit Plan was $3,323,006falune 30, 2004 and
$4,112,000 as of June 30, 2005.

Plan Assumptions

200¢ 2008
Weighted average assumptions at -end:
Discount rate 5.8% 5.C%
Expected return on plan ass 6.2% 6.4%
Rate of compensation incree 4.5% 3.t%

The long term return on assets has been derivetthie weighted average of assumed returns on ddbk major asset categories. The
weighted average is based on the actual propoofie@ach major asset class held, rather than a bearghportfolio of assets. The expected
returns for each major asset class have been ddrive a combination of both historical market retuand current market data as well as the
views of a range of investment managers.

Rate of compensation increase was estimated at ds58bJune 30, 2004. As of June 30, 2005 thetdirgof the pension plan have
decreased the assumed rate of compensation inaed<¥% to reflect projected compensation incredgethe employees in the Rapiscan
Systems U.K. Defined Benefit Plan.

Plan Assets and Investment Policy

Fiscal year ended Fiscal year ended
June 30, 2004 June 30, 2005
Proportion of Expected Rat¢ Proportion of Expected Ratt
Fair Value of Return Fair Value of Return
Equity securitie: 48.2% 7.C% 52.6% 8.C%
Debt securitie! 51.4% 5.5% 44.2% 4.€%
Other 0.4% 5.C% 3.1% 4.C%
Combined 100.(% 6.2% 100.(% 6.4%

The pension plan assets are invested in a rangeadéd investment funds that provide access toersi range of asset classes. The
investment objective is to maximize the investnretirn over the long term without exposing the fomdn unnecessary level of risk. Within
this objective it is recognized that benefits Wil secured by the purchase of annuities at thedfreenployee retirement.
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The benchmark of the Trustees of the Rapiscan BgstéK. Defined Benefit Plan is to hold assets Gy the proportion 50% equity
securities and 50% debt securities. This propoigaillowed to fluctuate with market movements endot formally rebalanced. The equity
holding is maintained in a balanced fund, withdleeision on whether to hold UK equities or non-Uiliéies being under the control of the
investment manager. Typically this proportion issd to 65% UK and 35% non-UK equities. The debtisgées are predominantly from the
UK, with 70% held in UK government bonds (gilts)dathe balance held in corporate stock.

Day-to-day equities selection decisions are detzhtd the investment manager, although these anioned against performance and
risk targets. Due to the nature of the pooled futttsre are no significant holdings in any singlenpany (greater than 5% of the total assets).
The investment strategy is reviewed on a regulaisb@ased on the results of the liability studies.

Projected Benefit Payments

The following table reflects estimated benefitsipants, based upon the same assumptions used tamméas benefit obligation and r
pension cost, as of June 30, 2005 (in thousands):

Pension Benefit

Fiscal Period

July 1, 2005 to June 30, 20 $ 93¢
July 1, 2006 to June 30, 20 —
July 1, 2007 to June 30, 20 204
July 1, 2008 to June 30, 20 —
July 1, 2009 to June 30, 20 68
July 1, 2010 to June 30, 20 92C

Company Contribution

Currently the agreed Company contribution rate7i®% of pensionable salaries, plus $6,600 per mavith death-in-service insurance
premiums being paid in addition. If the Companytdbations continue at the current rate, the estahaotal Company contributions for the
fiscal year 2006 will be $214,800.
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12. UNAUDITED QUARTERLY RESULTS

The following tables present unaudited quarteraficial information for the four quarters endedel8@, 2004 and 2005 (in thousanc

Revenue:
Costs of goods sol

Gross profil

Operating expense
Selling, general and administrative exper
Research and developmt
Restructuring charge
Management retention bon

Total operating expens

Income from operatior

Write down of equity investmel

Gain on sale of investme

Interest income (expen—net

Income before provision for income taxes and miganterest
Provision for income taxe

Minority interest in net (income) loss of subsidgii

Net income
Basic earnings per common sh

Diluted earnings per common shi

Quarter Ended

September 3C December 31 March 31,
June 30,
2003 2003 2004* 2004*
(Unaudited)
$ 38,64¢ $ 51,09t $61,53! $95,79¢
26,07¢ 36,49¢ 41,95 59,17¢
12,56¢ 14,597 19,57¢ 36,62(
7,521 8,18¢ 12,34¢ 26,107
2,037 2,37: 3,541 6,68%
1,061
75 1,02¢
10,61¢ 10,56: 15,96: 33,821
1,947 4,03t 3,612 2,79¢
(247)
37€
227 221 144 (8)
1,92: 4,25¢ 4,13: 2,791
58:¢ 1,221 73¢ 778
(57) 9 48 17C
$ 1,28: $ 3,04« $ 3,441 $ 2,18¢
$ 0.0¢ $ 0.21 $ 0.24 $ 0.14
$ 0.0¢ $ 0.2C $ 0.2: $ 0.14

* Results of operations for the three month perioatked March 31, 2004 and June 30, 2004 includefteet®f the acquisition of Spacela

Medical (see Note :
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OSI SYSTEMS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —(Continued)
YEARS ENDED JUNE 30, 2003, 2004 AND 2005

Quarter Ended

September 3C December 31 March 31,
June 30,
2004 2004 2005 2005
(Unaudited)

Revenue! $ 87,64« $ 102,53: $94,15: $100,71:
Costs of goods sol 53,85¢ 66,07¢ 60,97¢ 62,501
Gross profil 33,79( 36,45: 33,17¢ 38,20¢
Operating expense

Selling, general and administrative exper 24,79: 25,59t 30,16¢ 35,69:

Research and developm 6,67( 7,06¢ 7,30¢ 9,49t

Management retention bon 54¢ 54¢ 28¢ 43¢
Total operating expens: 32,01 33,21( 37,75¢ 45,62t
Income (loss) from operatiol 1,77¢ 3,24% (4,587) (7,419
Write down of equity investmel 182
Interest income (expen—net 33 5 (12€) (523
Income (loss) before provision for income taxes @niigority interes 1,811 3,24 (4,889 (7,942
Provision (benefit) for income tax 57C 78¢ (1,967 (4,707
Minority interest in net (income) loss of subsidgi 69
Net income (loss $ 1,31 $ 2,45¢ $(2,929) $ (3,235
Basic earnings (loss) per common sk $ 0.0¢ $ 0.1t $ (0.19) $ (0.20
Diluted earnings (loss) per common sh $ 0.0¢ $ 0.1t $ (0.19) $ (0.20

13. SEGMENT INFORMATION

The Company has adopted SFAS No. *Disclosures about Segments of an Enterprise aratételnformatior” The Company ha
reflected the provisions of SFAS No. 131 in theamepanying consolidated financial statements fopatiods presented. The Company
operates in three identifiable industry segmemfssécurity and inspection systems (“Security Gfpyp) medical monitoring, imaging, and
related systems (“Healthcare Group”), and (c) detdeonic devices and value-added subsystems (‘&gttronics and Manufacturing
Group”). The Company also has a corporate segmi€ntgorate”) that includes executive compensatiod eertain other general and
administrative expenses, expenses related to &saknces and legal, audit and other professi@ngice fees not allocated to product
segments. Both the Security Group and the Heakh@aoup are comprised of primarily end-product besses whereas the businesses of the
Optoelectronics and Manufacturing Group primaripgly components and subsystems to original equipmeanufactures, including to
businesses of the Security Group and Healthcaragatoough inter-company sales. Sales between segraee at transfer prices that are
equivalent to market values. All other accountiofjgies of the segments are the same as describgdte 1 Summary of Significant
Accounting Policies. The Company has restateceigsrent information for the years ended June 303 20@ 2004 to conform to the industry
segment presentation. The Company has made cefiadations of prior period costs of goods sold apdrating expenses in order to restate
prior year information.
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OSI SYSTEMS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —(Continued)
FISCAL YEARS ENDED JUNE 30, 2003, 2004 AND 2005

The following tables present the operations andtiflable assets by industry segment (in thousands)

Revenues
External customer reveni
Revenue between product segme

Total revenue
Income (loss) from operatiol
Capital expenditur

Depreciatior

Revenues
External customer reveni
Revenue between product segme
Total revenu
Income (loss) from operatiol
Segment asse

Capital expenditur

Depreciatior

Revenues
External customer reveni
Revenue between product segme

Net revenue

2003

Optoelectronics

and
. Healthcare Manufacturing Eliminations Consolidatec
Security
Group Group Group Corporate
$120,79: $ 10,88: $ 50,97 $ — $ — $ 182,64«
— — 11,28: — (11,28 —
$120,79: $ 10,88 $ 62257 $§ — $ (11,287 $ 182,64
$ 18,50: $ (2,119 3 10,51¢ ¢ (5,550 $ 60% $ 21,95¢
$ 1,201 $ 11C $ 1,12¢  $ 1,12¢ $ — $ 3,56¢
$ 1,36i $ 27¢ $ 180 $ 23¢ $ — $ 3,68t
2004
Optoelectronics
and )
s . Healthcare Manufacturing Eliminations Consolidatec
ecurity
Group Group Group Corporate
$117,74¢ $ 60,69¢ $ 68,62¢ $ — $ — $ 247,06¢
— — 15,38: — (15,387 —
$117,74¢ $ 60,69¢ $ 84,01 $ — $ (15,38)  $ 247,06¢
$1047: $ 83 $ 10117 $(7,74) $ (536 $ 12,39
$134,66! $112,88¢ $ 47,267  $ 39,59¢ $ (2,61f) $ 331,80:
$ 91C $ 1,91« $ 1,167 $ 1,41: $ — $ 5,40¢
$ 1,76: $ 351 $ 161 $ 23¢ $ — $ 3,96¢
2005
Optoelectronics
and )
. Healthcare Manufacturing Eliminations Consolidatec
Security
Group Group Group Corporate
$123,19° $195,69¢ $ 66,14¢ $ — $ — $ 385,04:
— — 18,41: — (18,417) —
$123,19° $195,69¢ $ 8455¢ $ — $ (18,417 $ 385,04




Income (loss) from operatiol
Segment asse
Capital expenditur

Depreciatior

$ (543 $ 839« $ 6,15 $(15420 $ (675 $ (6,980
$143,16¢  $127,90¢ $ 57,44¢ $21,60: $ (3,009 $ 347,12
$T,41( $T,982 $  2,58¢ $_(395) $ — % 17,58
$ 2,78 $ 167¢ $ 182 $ 324 $ — $ 661
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OSI SYSTEMS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —(Continued)

FISCAL YEARS ENDED JUNE 30, 2003, 2004 AND 2005

The following tables present the revenues and ifigole assets by geographical area (in thousands):

Revenues
External customer reveni
Revenue between product segme

Total revenue

Revenues
External customer reveni
Revenue between product segme

Total revenue

Long-lived asset:

Revenues
External customer reveni
Revenue between product segme

Total revenue

Long-lived asset:

F-44

2003
Total
North Eliminations Consolidatec
America Europe Asia
$122,57¢  $43,24( $16,82¢ $ — $ 182,64«
914 — 10,37: (11,287 —
$123,49: $43,24( $27,19¢ $ (11,28) $ 182,64«
2004
o Totgil
North Eliminations Consolidatec
America Europe Asia
$181,56¢ $49,077 $16,42: $ — $ 247,06
3,51z — 11,87( (15,382 —
$185,08. $49,077 $28,29: $ (15,387 $ 247,06
$80,787 $7,69¢ $ 1,63¢ $ 90,12
2005
S Tot_al
North Eliminations Consolidatec
America Europe Asia
$293,87. $69,61¢ $21,55: $ — $ 385,04
7,67¢ — 10,73: (18,413 —
$301,55( $69,61¢ $32,28: $ (18,417 $ 385,04:
$ 81,53( $25,42¢ $ 2,38: $ 109,33t
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OSI SYSTEMS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —(Continued)
FISCAL YEARS ENDED JUNE 30, 2003, 2004 AND 2005

14. SUBSEQUENT EVENTS

On August 29, 2005, Ferson Technologies, Inc. baidiary of the Company which represents less i8arof the Compar’s total
consolidated revenues and less than 1% of totalddiolated assets, suffered damage to its facilikiested in Ocean Springs, Mississippi, as a
result of Hurricane Katrina. The Company does npeet that this damage will have a material immecfinancial results but is in the process
of assessing the extent of the damage and is uattiiés time to determine the related costs. Tom@any is currently reviewing the terms of
its property and business interruption coveragé istinsurance broker and carriers.

The Company has engaged Collins Stewart, a Londseebinvestment bank to pursue the public offesimg) listing of approximately
30% to 35% of the equity in Spacelabs Healthcarevay formed subsidiary comprising the businessrations of the medical monitoring and
anesthesia systems group. This offering and lisgéimganned in the United Kingdom on the AIM Exchanwhich is owned and administered
by the London Stock Exchange. The shares in Spgacélaalthcare will not be offered or sold in theitbla States. Under Securities and
Exchange Commission regulations, U.S. residentprfgibited from participating in this proposedesfhg, and any shares offered cannot be
acquired by U.S. residents for a period of twehanths from the date of the offering. The Companyently expect to complete the proposed
transaction during the second quarter of fiscat g886. However, any proposed listing is subje@ taumber of factors including regulatory
approvals and the Company’s satisfaction with thleation. Therefore, the Company cannot provideassurance regarding the completion of
the offering or listing.
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SCHEDULE II—VALUATION AND QUALIFYING ACCOUNTS
(In thousands)

Additions
Balance a Charged
; Balance a
Beginning Charged ;2353% Deductions-
to costs ) end of
Description of period and expense Write-offs period
Balance for doubtful account
Year ended June 30, 20 $ 1,48¢ $ (13 $ 374 $ 1,09¢
Year ended June 30, 20 $ 1,09¢ $ 287 $ 611 $ 774
Year ended June 30, 20 $ 774 $ 4,00t $ 97 $ 4,68:
Balance for warranty reser
Year ended June 30, 20 $ 2,16¢ $ 2,51¢ $ 1,89¢ $ 2,78:
Year ended June 30, 20 $ 2,782 $ 2,71¢ $7,71¢) $ 4,02¢ $ 9,19(
Year ended June 30, 20 $ 9,1 $ 5,55¢ $ 464 $ 8,57%2) $ 6,641

(1) Included in the additions to the warranty reseelfie fiscal year ended June 30, 2004 is $7,7 Hlditional warranty reserves relating
to the acquisitions completed during fiscal yead2!

(2) This amount includes a $2,148 change in estimatth®warranty reserve in the fiscal year endee 3 2005
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&{the Securities Exchange Act of 1934, the Regidthas caused this report to be
signed on its behalf by the undersigned, theredatp authorized.

OSI SYSTEMS, INC
(Registrant

Date: September 28, 20 By: /sl ANUIW ADHAWAN

Anuj Wadhawan, Chief Financial Officer

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bblpthe following persons, on beh
of the Registrant, and in the capacities and ord#tes indicated.

Signature Title Date
/s/  DEepPAK C HOPRA Chairman of the Boart September 28, 20(
President and Chief Executive Officer (Principal
Deepak Chopra Executive Officer;
/sl ANUJW ADHAWAN Chief Financial Officer (Principal Financial a September 28, 20(

Accounting Officer)
Anuj Wadhawan

/sl AJAY M EHRA Executive Vice President, President of Rapiscan September 28, 2005
Systems and Director
Ajay Mehra
/s/  StevenC. Goob Director September 28, 2005

Steven C. Good

/sl MEYERL USKIN Director September 28, 2005
Meyer Luskin
/s CHAND R. V ISWANATHAN Director September 28, 20(

Chand R. Viswanathan
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3.2 Certificate of Amendment to Amended and Restatditlaés of Incorporation (2

3.3 Amended and Restated Bylaws of OSI Systems, I«
4.1 Specimen Common Stock Certificate
4.2 Rights Agreement dated July 31, 2000, between 8&&k Transfer Corporation and OSI Systems, Inc

4.3 Amendment No. 1, dated December 21, 2004, to Rigpteement dated as of July 31, 2000, between Stk Transfer
Corporation and OSI Systems, Inc.

10.1 1987 Incentive Stock Option Plan, as amended, amd 6f Stock Option Agreement (
10.2 Amended 1997 Stock Option Plan
10.z Form of 1997 Stock Option Agreement
10.4 Form of Indemnity Agreement for directors and exeeuofficers of OSI Systems, Inc. (
10.5 Employment Agreement dated September 1, 2000, eetvig@y Mehra and OSI Systems, Inc.
10.€ Employment Agreement dated June 1, 2003, betweetoVsze and OSI Systems, Inc.
10.7 Amendment to Employment Agreement dated July 1852Between Victor Sze and OSI Systems, Inc
10.¢ Employment Agreement dated June 1, 2003, between Wadhawan and OSI Systems, Inc.
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10.11 Merger Agreement and Plan of Organization datecebder 18, 2003, among Advanced Research & ApphicatCorp., Robert
A. Armistead, OSI Subsidiary, Inc. and OSI Systeims, (10)

10.12 Purchase Agreement dated January 2, 2004, betwstnrhentarium Corporation and OSI Systems, Irk).

10.1: Letter Agreement dated March 19, 2004, betweemUnsntarium Corporation and OSI Systems, Inc. amngrand
supplementing the Purchase Agreement dated asioéda2, 2004. (11

10.1¢ Securities Purchase Agreement dated June 1, 26@h@OSI Systems, Inc. and various purchasers
10.1¢ Registration Rights Agreement dated June 1, 200éng OSI Systems, Inc. and various purchasers
10.1¢ Lease (A) dated June 24, 2002, between S/I SamrhdmitC and Spacelabs Medical, Inc. (C
10.1% Lease (B) dated June 24, 2002, between S/l SammanikC and Spacelabs Medical, Inc. (
10.18 First Amendment to Lease (A) dated October 12, 288iveen S/I| Sammamish I, LLC and OSI Systems
10.19* First Amendment to Lease (B) dated October 12, Z#¥dieen S/I Sammamish I, LLC and OSI Systems

10.2C Share Purchase Agreement dated February 8, 200 drethe owners of Blease Medical Holdings Limiad OSI Systems,
Inc. (14)
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10.21* Second Amended and Restated Credit Agreement, tégd 8, 2005, between Bank of the West and OSieays, Inc.
14.1* Code of Ethic:
21.1* Subsidiaries of the Compal

23.1* Consent of Independent Registered Public Accouriing

31.1* Certification Pursuant to Section 3
31.2* Certification Pursuant to Section 3
32.1* Certification Pursuant to Section 9
32.2* Certification Pursuant to Section 9
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(7) Previously filed with our Annual Report on Form-K for the fiscal year ended June 30, 2C
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(9) Previously filed with our Current Report on For-K filed July 20, 2005
(10) Previously filed with our Current Report on For-K filed January 1, 200«
(11) Previously filed with our Current Report on Fori-K filed March 26, 2004
(12) Previously filed with our Current Report on For-K filed June 2, 2004
(13) Previously filed with our Annual Report on Form-K for the fiscal year ended June 30, 2C
(14) Previously filed with our Current Report on For-K filed February 14, 200



EXHIBIT 10.18

FIRST AMENDMENT
TO LEASE

This First Amendment to Lease is made and entertedais of this 12'day of October, 2004, by and between S/I SammamldbC, a
Washington Limited Liability Company (“Landlord”nd OSI Systems, Inc., a California Corporationcessor in interest to Spacelabs
Medical, Inc., a Delaware Corporation (“Tenant”).

RECITALS

A. Landlord and Tenant are parties to that ceftaiase dated as of June 24, 2002, for certain Spdeilding A (the “Lease”)The Leas
commenced on February 15, 2003. Spacelabs Methicalassigned its interest as Tenant under thed E8©SI| Systems, Inc. effective as of
March 19, 2004.

B. Landlord and Tenant now desire to amend thed @apart as set forth below, which amendment sie@ttontingent upon the
amendment of Tenant’s Lease in Building B.

Now, for and in consideration of the mutual termd aonditions set forth herein, the parties heragrge to amend the Lease as follows:

1. Section 1.01(j), TernThis Section is amended and restated as foll

Commencing upon the Commencement Date (as defin8ddtion 4.01) and expiring on the Expiration Diggermined pursuant
Section 4.01 (subject to extension, if applicaplersuant to Section 4.3 below).

2. Section 1.01(l), Base Reifithis Section is deleted in its entirety and is aepl as follows:

Eleven (11) Year & Mo. Rate Aggltjeal Monthly
Ten (10) Months Rent Schedule Per RSF Per RSF Total
Months 1- 12 $0.000C $ 0.0cC $ 0
Months 13- 24 $1.412F  $16.9¢ $135,03!
Months 25— 36 $1.454: $17.4¢ $139,01¢
Months 37- 48 $1.500(  $18.0( $143,40(
Months 4¢- 60 $1.550(  $18.6( $148,18(
Months 61— 72 $1.6017  $19.27 $153,11¢
Months 72- 84 $1.655(  $19.8¢ $158,21¢
Months 85— 96 $1.710C  $20.5: $163,47¢
Months 97- 108 $1.7667  $21.2( $168,89:
Months 10¢- 120 $1.825(  $21.9( $174,47(
Months 12C- 132 $1.825(  $21.9( $174,47(

Months 132- 142 $1.825(  $21.9C $174,47(



3. Section 4.01, TernThis Section is amended in part by deleting thedastence of this Section and replacing it with fillowing:
The Term shall expire on December 14, 2014 (theitaxion Date”).

4. Section 4.04, Option to Terminaféhis Section is deleted in its entirety.

5. Amendment Consideratiolm consideration for Landlord’amendment to this Lease, Landlord shall pay Tietharsum of One Millio
and no/100 Dollars ($1,000,000.00), which sum dbalpaid to Tenant by cash or cash equivalent wite (5) business days after the date of
full execution of both Lease Amendments.

6. Except as specifically amended herein, the Learsains in full force and effect.
In witness whereof, the parties have executedringt Amendment to Lease effective as of the diasé dbove written.

LANDLORD

S/ SAMMAMMISH |, LLC,
A Washington Limited Liability Compan

By:

Its:

TENANT

OSI SYSTEMS, INC.
A California Corporatior

By:
Its:




EXHIBIT 10.19

FIRST AMENDMENT
TO LEASE

This First Amendment to Lease is made and entertedais of this 12'day of October, 2004, by and between S/I SammatishC, a
Washington Limited Liability Company (“Landlord”nd OSI Systems, Inc., a California Corporationcessor in interest to Spacelabs
Medical, Inc., a Delaware Corporation (“Tenant”).

RECITALS

A. Landlord and Tenant are parties to that ceftaiase dated as of June 24, 2002, for certain spd@eilding B (the “Lease”)The Leas
commenced on January 1, 2003. Spacelabs Medicalagsigned its interest as Tenant under the Ltea®&| Systems, Inc. effective as of
March 19, 2004.

B. Landlord and Tenant now desire to amend thed @apart as set forth below, which amendment sie@ttontingent upon the
amendment of Tenant’s Lease in Building A.

Now, for and in consideration of the mutual termd aonditions set forth herein, the parties heragrge to amend the Lease as follows:

1. Section 1.01(j), TernThis Section is amended and restated as foll

Commencing upon the Commencement Date (as defin8ddtion 4.01) and expiring on the Expiration Diggermined pursuant
Section 4.01 (subject to extension, if applicaplersuant to Section 4.3 below).

2. Section 1.01(l), Base Reifithis Section is deleted in its entirety and replbas follows:

Annual
Rate

EIEXEE Ealnld) ;{ ﬁt’;{f%ﬂ.s) Mo Rate o RSF Monthly
Months Rent Schedule Per RSF Total
Months - 12 $0.000( $ 0.0C $ 0
Months 13- 24 $1.412¢ $16.9¢ $151,05¢
Months 25- 36 $1.454. $17.4¢ $155,51«
Months 37- 48 $1.500( $18.0( $160,41¢
Months 48- 60 $1.550( $18.6( $165,76:
Months 61- 72 $1.601" $19.22 $171,28¢
Months 73- 84 $1.655( $19.8¢ $176,99:.
Months 85- 96 $1.710( $20.5: $182,87:
Months 97- 108 $1.766" $21.2( $188,93:
Months 10¢- 120 $1.825( $21.9( $195,17:
Months 12C- 132 $1.825( $21.9( $195,17:

Months 132- 143.5 $1.825(  $21.9C  $195,17:



3. Section 2.03, Contraction Optioithis Section is deleted in its entirety.

4. Section 4.01, TernThis Section is amended in part by deleting thedastence of this Section and replacing it witn fillowing:
The Term shall expire on December 14, 2014 “Expiration Dat”).

5. Section 4.04, Option to Terminaféhis Section is deleted in its entirety.

6. Amendment Consideratiolm consideration for Landlord’s amendment to théske as well as to the Building A Lease, Landlballs
pay Tenant the sum of One Million and no/100 DallgB1,000,000.00), which sum shall be paid to Tehgrtash or cash equivalent within
five (5) business days after the date of full exiecuof both Lease Amendments.

6. Except as specifically amended herein, the Learsains in full force and effect.
In witness whereof, the parties have executedringt Amendment to Lease effective as of the diasé dbove written.

LANDLORD

S/ SAMMAMMISH I, LLC,
A Washington Limited Liability Compan

By:

Its:

TENANT

OSI SYSTEMS, INC.
A California Corporatior

By:

Its:




EXHIBIT 10.21
SECOND AMENDED AND RESTATED CREDIT AGREEMENT

THIS SECOND AMENDED AND RESTATED CREDIT AGREEMENTHe “Agreement”)s made and dated as of the 18th day of |
2005, by and among BANK OF THE WEST (“BOW3s the sole initial lender party hereto and theoknders from time to time party her
(each of BOW and such other lenders, being refdoderein individually as a “Lender” and, colleglly, as the “Lenders”BOW, as agent f
the Lenders (in such capacity, the “Agent”), BOW tlae issuer of letters of credit hereunder (irhstapacity, the “L/C Issuing Bank”), and
OSI SYSTEMS, INC., a California corporation (thedi@pany”).

RECITALS

A. BOW has previously extended to the Company gediedit facilities pursuant to that certain Ameddand Restated Credit Agreem
dated as of December 1, 2003 by and between BOWhandompany (as amended to date, the “ExistingiCAgreement”).

B. The Company and BOW have agreed to extend dretwise amend the Existing Credit Agreement inaientespects and, for
convenience of reference, to restate the ExistirgliCAgreement in its entirety.

NOW, THEREFORE, in consideration of the above Regiand for other good and valuable considerati@nreceipt and adequacy of
which are hereby acknowledged, the parties herettebly agree as follows:

AGREEMENT

1. Revolving Credit Facility

1(a)Credit Amount. On the terms and subject to the conditions s#t teerein, the Lenders severally agree that thajl fom time
to time to but not including the Revolving Loan Maty Date (as that term and capitalized termsatbérwise defined herein are defined in
Paragraph 16elow), make revolving loans (the “Revolving Loais a “Revolving Loan”) to the Company, pro rataastordance with their
respective Percentage Shares, in an aggregate anwiun exceed at any one time outstanding theetesf:

(1) The Revolving Facility Credit Limit; an

(2) The Aggregate Credit Limit minus the sum of #8ggregate amount of: (i) all Outstanding Lettdr€@dit and unpaid
L/C Drawings on such date; plus (ii) the aggregaimunt of all Acquisition Loans outstanding on sdete.

In computing the availability of Revolving Loansrpuant to this Paragraph 1¢ag “amount” of Loans outstanding on any date irlhgreed
Currency other than Dollars shall be determinetthénEquivalent Amount of Dollars at such date.

1(b) Principal RepaymeniThe Company shall pay the principal amount ohdRevolving Loan on the Revolving Loan Maturity
Date. Principal amounts prepaid hereunder may lberrewed on the terms and subject to the conditstgorth in Paragraph 8(bglow, it
being expressly acknowledged and agreed that gt dacility provided under thiParagraph is a revolving facility.




1(c) Payment of Interestnterest on Revolving Loans shall be payablerasiged in_Paragraphs 5(ajhd_5(d)below.

1(d) Use of ProceedsThe proceeds of Revolving Loans shall be use@vibking capital and general corporate needs.

2. Foreign Exchange Facilitynder the Existing Agreement BOW has, and mamftione to time in the future elect to enter into FX
Transactions with the Company and/or the Guaramtorsuch terms and conditions as may be agreeetieebn BOW and such Persons (B¢
acting in such capacity, the “FX Provider”). Thetps hereto hereby acknowledge that all now engséind hereafter obligations of the
Company and the Guarantors with respect to sudiegiand future FX Transactions (the “FX Obligast) shall constitute “Obligations”
hereunder for all purposes of this Agreement aedbther Loan Documents.

3. Letter of Credit Facility

3(a) Credit Limit. On the terms and subject to the conditions ¢t teerein, the L/C Issuing Bank shall from timeitoe from anc
after the Effective Date up to the Revolving FagiMaturity Date, issue standby and commercial/doentary letters of credit for the account
of the Company (each a “Letter of Credit” and, eclively, the “Letters of Credit”); provided, howay that in no event shall the L/C Issuing
Bank issue any Letter of Credit hereunder if adfigmg effect to such issuance, the aggregate atmafuadl Outstanding Letters of Credit
(including all Outstanding Pre-Existing Letters@edit) and unrepaid L/C Drawings would exceedAljgregate Credit Limit minus the sum
of: (i) the aggregate amount of all Revolving Loaungstanding on such date; plus (ii) the aggregateunt of all Acquisition Loans outstand
on such date. It computing the availability of leest of Credit pursuant to this Paragraph &fe)‘amount” of Loans outstanding on any date in
an Agreed Currency other than Dollars shall berdgteed in the Equivalent Amount of Dollars at sulzte.

3(b) Issuance of Letters of Creditnless otherwise approved by the L/C Issuing Baakh Letter of Credit, and any amendment,
renewal or extension thereof, shall be requestethdy"ompany at least three (3) Business Days twitire proposed issuance, amendment,
renewal or extension date by delivery to the L/§Liisg Bank of a duly executed Letter of Credit Apgtion, with a copy to the Agent,
accompanied by all other L/C Documents which th@ Issuing Bank may require as a condition to tlypiested action. No Letter of Credit
shall have a stated expiration date (or provideHerextension of such stated expiration date @igbuance of any replacement therefor) later
than twenty four (24) months following the earlieroccur of: (a) its issuance date, and (b) theleety scheduled Revolving Loan Maturity
Date; provided, however that as an additional diordprecedent to the issuance of any Letter ofliCkeith a stated expiration date later than
six (6) months following the Revolving Loan MatyriDate (as determined as of the date of issuansaaif Letter of Credit), no later than the
Revolving Loan Maturity Date, the Company shall@gpa Dollar amount equal to the face amount chdietter of Credit into a no-access
account with the Agent (the “Letter of Credit C&bllateral Account”). The Company hereby pledgssjgns and grants to the Agent on
behalf of the Lenders a security interest in thigdreof Credit Cash Collateral Account, any andatids from time to time contained therein,
and all products and proceeds of the foregoinguth time the Obligations with respect to any LratfeCredit for which the Company is
required to cash collateralize in accordance viith Paragraph 3(fshall have been fully satisfied or otherwise teratél, the Agent shall
release its Lien on the portion of the funds corediin the Letter of Credit Cash Collateral Accoaittibutable to such Letter of Credit and
remit such funds to the Compal




3(c) Repayment of L/C DrawingsAny L/C Drawing under a Letter of Credit shall fs@yable in full by the Company on the date of
such L/C Drawing.

3(d) Purchase of Participation Interests; Risk BigarUpon the issuance of each Letter of Credit (gpahuthe deemed issuance
hereunder of the Prexisting Letters of Credit), the Lenders shall béomatically deemed to have purchased an undiyi@gticipation interes
therein and in all rights and obligations relatithgreto, pro rata in accordance with their respedbiercentage Shares. The Lenders hereby
absolutely and unconditionally (including, withdimitation, following the occurrence of an Event@éfault) agree to purchase and sell am
themselves the Dollar amount of any L/C Drawingahhis not paid on the date when due by the Comparthiat each unrepaid L/C Drawing
shall be held and participated in by the Lendemcicordance with their respective Percentage Shares

3(e) Absolute Obligation to Repayrhe Company'’s obligation to repay L/C Drawingalkhe absolute, irrevocable and
unconditional under any and all circumstances vdeatsr and irrespective of any set-off, counterclaimdefense to payment which the
Company may have or have had, against any Lendemoother Person, including, without limitatiomyeset-off, counterclaim or defense
based upon or arising out of:

(1) Any lack of validity or enforceability of thiagreement or any of the other Loan Documents;
(2) Any amendment or waiver of or any consent tpagire from the terms of any Letter of Cre

(3) The existence of any claim, setoff, defensetber right which the Company or any other Persay have at any tim
against any beneficiary or any transferee of antyek®f Credit (or any Person for whom any suchdfierary or any such transferee may
be acting);

(4) Any allegation that any demand, statement grather document presented under any Letter of iCisetbrged, fraudulen
invalid or insufficient in any respect, or that astgtement therein is untrue or inaccurate in aspect whatsoever or that variations in
punctuation, capitalization, spelling or format eeontained in the drafts or any statements predentconnection with any L/C
Drawing;

(5) Any payment by the L/C Issuing Bank under ameytér of Credit against presentation of a draftestificate that does not
strictly comply with the terms of such Letter ofe@it, or any payment made by the L/C Issuing Bamikew any Letter of Credit to any
Person purporting to be a trustee in bankruptchtatein-possession, assignee for the benefit aditoes, liquidator, receiver or other
representative of or successor to any beneficingng transferee of any Letter of Credit, includary arising in connection with any
insolvency proceeding;

(6) Any exchange, release or -perfection of any Collateral; «

(7) Any other circumstance or happening whatsoevkether or not similar to any of the foregoing;lirding any other
circumstance that might otherwise constitute amfevailable to, or a discharge of the Comp



Nothing contained herein shall constitute a waofethe Compan’s rights against the L/C Issuing Bank arising ofithe gross negligence or
willful misconduct of the L/C Issuing Bank in coration with any Letter of Credit issued hereundeovided, however, that it is expressly
acknowledged and agreed by the Company that theisgeof any such rights is subject to and condé@upon the prior payment in full of all
Obligations, including, without limitation, unrejgiall/C Drawings, and the termination of the credliifity evidenced hereby.

3(f) Uniform Customs and Practic& he Uniform Customs and Practice for Documen@umdits as published by the International
Chamber of Commerce most recently at the timesafaace of any Letter of Credit shall (unless otliezvexpressly provided in such Letter of
Credit) apply to such Letter of Credit.

3(g) Relationship to Letter of Credit Applicationk the event of any inconsistency between theseand provisions of this
Agreement and the terms and provisions of any Left€redit Application, the terms and provisiorighis Agreement shall supersede and
govern.

3(h) Use of Letters of CreditThe Letters of Credit may be requested by the @ on its own behalf or on behalf of any of the
Guarantors. The Letters of Credit shall be usexufiport the working capital and general corporatds of the Company and the Guarantors.

4. Acquisition Credit Facility

4(a)Credit Limit. On the terms and subject to the conditions s#h teerein, the Lenders severally agree that theyl fom time tc
time to, but not including, the ninetieth (99 day prior to the then current Revolving Loan Mi#juDate, make loans (the “Acquisition Loans”
or an “Acquisition Loan”) to the Company, pro rateaccordance with their respective PercentageeShar an aggregate amount not to exceed
at any one time outstanding the lesser of:

(1) The Acquisition Facility Credit Limit; and

(2) The Aggregate Credit Limit minus the sum of #ggregate amount of: (i) the aggregate amount &exolving Loans
outstanding on such date; plus (i) all Outstandirtiers of Credit and unpaid L/C Drawings on sdate.

In computing the availability of Acquisition Loapsirsuant to this Paragraph 4(ag “amount” of Loans outstanding on any date i\greed
Currency other than Dollars shall be determinetthénEquivalent Amount of Dollars at such date.
4(b) Principal RepaymentThe Company shall pay the principal amount ohe&cquisition Loan as follows:

(1) In equal installments, each in an amount etjuddko and one half of one percent (2.50%) of thigiwal principal amount
of such Acquisition Loan, commencing on the nirtati®0th) day after the date such Acquisition La&afunded and on the first Business
Day of each calendar quarter thereafter, and

(2) On the Revolving Loan Maturity Date, in an ambequal to the then outstanding principal balasfcguch Acquisitior

Loan.



Principal amounts prepaid hereunder may be rebaucm the terms and subject to the conditionsos#ét in Paragraph 8(ltjelow, it being
expressly acknowledged and agreed that the crdlity provided under this Paragraplis4a revolving facility.

4(d) Payment of Interestinterest on Acquisition Loans shall be payablerasided in Paragraphs 5(ahd 5(d)below.

4(e)_Use of Proceeds'he proceeds of Acquisition Loans shall be usdithtince Permitted Acquisitions.

5. Requests for and Funding of Loans; Pricing Rions.
5(a) Requests for and Funding of Loe.

(1) If the Company desires to borrow Loans, the Gany shall deliver a Loan Request to the Agentater than: (i) in the
case of Loans to be funded as Prime Rate Loan3) J2m. (Los Angeles time) on the proposed fundiatg, and (ii) in the case of Loans
to be funded as LIBO Rate Loans, 12:00 p.m. (LogeMes time) on the third LIBOR Business Day preegdhe proposed funding date.

(2) The principal amount of each LIBO Rate Loarcliiding Prime Rate Loans which are converted in®Q Rate Loans)
shall be in the minimum amount of $100,000 and whoultiples of $100,000 in excess thereof.

(3) All Loan Requests shall be irrevocable andldi@belivered in writing (which may be by facsienttansmission) or, bi
only with the prior agreement of the Agent, telepioally, with any Loan Request delivered telephafijcto be promptly confirmed in
writing (which may be by facsimile transmissionpah receipt of a Loan Request, the Agent shalfjetich of the Lenders of the
receipt of such Loan Request by facsimile transiorisso later than 2:00 p.m. (Los Angeles time) loa date received.

(4) The Lenders shall make available their apple&tercentage Shares of each proposed Loan byingettie amoun
thereof, in immediately available same day fundshe Funding Account no later than 10:30 a.m. (Apogeles time) on the funding da

(5) The failure of any Lender to advance its Petage Share of any Loan shall not relieve any otlke@der of its obligatiol
hereunder to advance its Percentage Share ofith@gal amount thereof, but no Lender shall be oesjble for the failure of any other
Lender to make its required advance.

5(b) Applicable Interest RateS'he Company shall pay interest on all Loans ant$ing hereunder from the date disbursed to but
not including the date of payment, at a rate pauanequal to, at the option of and as selecteth&yCompany from time to time (subject to

provisions of Paragraphs 5@jd_5( e) below):
(1) The daily average Applicable Prime Rate duthmgapplicable computation period,;

(2) The Applicable LIBO Rate for the selected IestrPeriod therefo



5(c) Conversion and Continuation Optians

(1) The Company may elect from time to time to emoans outstanding (or portions thereof): (iL#80 Rate Loans to
Prime Rate Loans by giving the Agent irrevocabléagoof such election pursuant to a Notice of Casioe/Continuation no later than
9:00 a.m. (Los Angeles time) on the last day ofltiterest Period for such LIBO Rate Loan, andg#)Prime Rate Loans to LIBO Rate
Loans by giving the Agent irrevocable notice oftsetection no later than 12:00 noon (Los Angelesjion the third (3rd) LIBOR
Business Day preceding the proposed conversion Aateconversion of LIBO Rate Loans may only be mad the last day of the
applicable Interest Period. No Prime Rate Loan begonverted into a LIBO Rate Loan if an Event efdult or Potential Default has
occurred and is continuing at the requested coioredate. All or any part of outstanding Loans rbayconverted as provided herein,
provided that partial conversions shall be in amamnt not less than the amount required pursuaRatagraph 5(a)(3bove.

(2) The Company may elect from time to time to hamg LIBO Rate Loan continued as such upon theratipn of the
Interest Period applicable thereto by giving thesAtgrrevocable notice of such election pursuara Motice of Conversion/Continuation
no later than 12:00 noon (Los Angeles time) ontitfirel (3rd) LIBOR Business Day preceding the laey df such Interest Period;
provided, however, that no LIBO Rate Loan may betiooied as such when any Event of Default or P@teDefault has occurred and is
continuing, but shall be automatically converted t®rime Rate Loan on the last day of the IntdPesibd applicable thereto. If the
Company shall fail to give notice of its electiandontinue a LIBO Rate Loan as such as provideg@tlthe Company shall be deeme:
have elected to convert the affected LIBO Rate Ltoean Prime Rate Loan on the last day of the apblé&Interest Period.

(3) Each request for the conversion or continuatiba Loan (or portion thereof) shall be evidenbgdhe timely delivery b
the Company to the Agent of a duly executed Natic€onversion/Continuation (which delivery may hefacsimile transmission) or,
but only with the prior agreement of the Agentepdonically, with any Notice of Conversion/Contitioa delivered telephonically to be
promptly confirmed in writing (which may be by faméle transmission).

5(d) Interest Billing and Payment Requirements

(1) Interest accruing on Loans (or portions theredfich are Prime Rate Loans shall be payable nypntharrears, for each
month on the last Business Day of such month iratheunt set forth in an interest billing for suaink& Rate Loans delivered by the
Agent to the Company (which delivery may be telepb@nd later confirmed in writing).

(2) Interest accruing on LIBO Rate Loans shall bggble, in arrears, on the last day of the appléchiterest Period therefor,
or in the case of LIBO Rate Loans with Interestiéts ending later than three months from the dateéd, at the end of each three
month period from the date funded and at the ertiepplicable Interest Period there’




5(e) lllegality. Notwithstanding any other provisions herein nfdaw, regulation, treaty or directive or any cbarherein or in the
interpretation or application thereof, shall makenlawful for any Lender to make or maintain LIB@te Loans as contemplated by this
Agreement: (1) the commitment of such Lender hesteuto make or to continue LIBO Rate Loans or tovest Prime Rate Loans to LIBO
Rate Loans shall forthwith be canceled and (2) wetder’'s Percentage Share of Loans then outstgrdiiIBO Rate Loans, if any, shall be
converted automatically to Prime Rate Loans attiek of their respective Interest Periods or withich earlier period as may be required by
law. In the event of a conversion of any LIBO Rlatan prior to the end of its applicable Interestiéts the Company hereby agrees promptly
to pay any Lender affected thereby, upon demardathounts required pursuant to Paragraphl&glow, it being agreed and understood that
such conversion shall constitute a prepaymentlfguaposes hereof. The provisions hereof shalliserthe termination of this Agreement and
payment of all outstanding Loans, unrepaid L/C Dras and all other Obligations.

5(f) Requirements of Law; Increased Casiis the event that any applicable law, order, fatipn, treaty or directive issued by any
central bank or other governmental authority, agemdnstrumentality or in the governmental or gidl interpretation or application thereof,
compliance by any Lender with any request or divedfwhether or not having the force of law) isstigdany central bank or other
governmental authority, agency or instrumentality:

(1) Does or shall subject any Lender to any taargf kind whatsoever with respect to this Agreenoerdny Loan made ¢
Letter of Credit issued hereunder, or change tlsested taxation of payments to such Lender of ppalk fee, interest or any other amo
payable hereunder (except for change in the rataxadn the overall net income of such Lender);

(2) Does or shall impose, modify or hold applicadhgy reserve, capital requirement, special depositpulsory loan ¢
similar requirements against assets held by, ocoslepor other liabilities in or for the account aflvances or loans by, or other credit
extended by, or any other acquisition of fundsany office of such Lender which are not otherwisguded in the determination of
interest payable on the Obligations; or

(3) Does or shall impose on such Lender any otbedition;

and the result of any of the foregoing is to inseethe cost to such Lender of making, renewingaintaining any Loan, or issuing, renewing
or maintaining any Letter of Credit, or to reducy amount receivable in respect thereof or theghteturn on the capital of such Lender or
any corporation controlling such Lender, then,ng auch case, the Company shall promptly pay tb &eader, upon its written demand made
through the Agent, any additional amounts necedsatpmpensate such Lender for such additional@ostduced amounts receivable or rate
of return as determined by such Lender with resgetitis Agreement, or Loans made, or Letters efd@rissued hereunder. If a Lender
becomes entitled to claim any additional amountsymnt to this Paragraph 5(fit shall promptly notify the Company of the evégtreason c
which it has become so entitled. A certificate@arny additional amounts payable pursuant to thegfiing sentence containing the calculation
thereof in reasonable detail submitted by a Letaléhe Company shall be conclusive in the absehogaoifest error. The provisions hereof
shall survive the termination of this Agreement @agment of all outstanding Loans, unrepaid L/Cvidngs and all other Obligation



5(g) Funding Subject to the provisions of Paragraph B@ow, each Lender shall be entitled to fund akay portion of the Loans
in any manner it may determine in its sole disoretincluding, without limitation, within the Londdnter-bank market and within the United

States.

5(h) Prepayment Premiumnin addition to all other payment obligations harder, in the event: (1) if any LIBO Rate Loan iefmic
prior to the last day of the applicable Interestidte whether following the occurrence of an EvehbDefault or otherwise, or (2) the Company
shall fail to continue or to make a conversion tdBO Rate Loan after the Company has given ndtiegeof as provided in Paragraph 5(c)
above, then the Company shall immediately payed #nders holding the Loans prepaid or not madetjraeed or converted, through the
Agent, an additional premium sum compensating ¢acider for losses, costs and expenses incurreddiylsender in connection with such
prepayment or such failure to borrow, continueamnert. The Company acknowledges that such lossets and expenses are difficult to
quantify and that, in the case of the prepaymet d&ilure to continue or convert to a LIBO Rateal, the following formula represents a fair
and reasonable estimate of such losses, costxpedses:

[ Applicable LIBO LIBO Rate ]

[ Rate for Incremer for such ]
Amount [ Being Prepaid or N Increment ]
Being [ Converted (as quot for Days ] Days Remaining i
Prepaid or x [ onthe first LIBOR — Remaining ] X Interest Periot
Being Not [ Business Da in Interest ] _—m
Convertec [ following Lender’ Period ]
or [ receipt of notice 360
Continued [ thereof)

For purposes of calculating the current LIBO Ratetfie days remaining in the Interest Period ferititrement being prepaid or not converted
or continued, such current LIBO Rate shall be aerest rate interpolated between LIBO Rates qufatestandard calendar periods for
subsequent months’ maturities in accordance witmabconventions. A certificate as to any additiaraounts payable pursuant to the
foregoing sentence containing the calculation thierereasonable detail submitted by a Lender éo@ompany shall be conclusive in the
absence of manifest error. The provisions herealf shirvive the termination of this Agreement arsgment of all outstanding Loans and
unrepaid L/C Drawings and all other Obligations.

5(i) Default Interest At the option of the Agent on behalf of the Lergjaotwithstanding anything to the contrary camedi herein,
on any date that there shall have occurred anaiincing an Event of Default, any and all Obligas outstanding shall bear interest at a per
annum rate equal to two percent (2%) in exceskehighest rate applicable to Loans then outstanditer this Agreement, or, if such
Obligations do not otherwise bear interest, atraapaum rate equal to two percent (2%) in excesbeoPrime Rate.

5(j) Fees The Company shall pay the following fees:
(1) Letter of Credit Fee.
(i) To the Agent for the pro rata benefit of thenders in accordance with their respective PercenBdgires




(x) On or before the date of issuance by the LADitgy Bank of a Letter of Credit which is in theura of a
standby (as opposed to commercial/documentary leftcredit, a non-refundable issuance fee inmouat equal to the

Applicable L/C Fee Percentage multiplied by theefamount of such Letter of Credit for the effectieem of such Letter of
Credit;

(y) With respect to each Letter of Credit whiclinghe nature of a commercial/documentary lettesretlit, suct

reasonable and standard costs and charges rdiating issuance, presentation, amendment and siogess the L/C Issuir
Bank may require; and

(z) Such renewal, increase and extension feesnglat any Letter of Credit as are customarily gear by the
L/C Issuing Bank to its customers from time to time

(ii) Directly to the L/C Issuing Bank, from time tone upon demand, such fees and charges, includiitigout
limitation, miscellaneous charges and transfer,fedating to the Letters of Credit as the L/C IsguBank customarily charges with
respect to similar letters of credit issued by it.

(2) Agents Fee To the Agent for its own account an agent’s festich amount and payable on such as may be agreed
writing by the Company and the Agent.

(3) Unused Fe:. To the Agent for the pro rata benefit of the Lersdin accordance with their respective Percentdgees, ol
the last Business Day of each calendar quarteparile Revolving Loan Maturity Date, a non-usagefte such calendar quarter (or
portion thereof) in the amount set forth in a fdéry delivered by the Agent to the Company, whittn-usage fee shall equal: (i) the
average Aggregate Credit Limit in effect duringtswalendar quarter (or portion thereof), mittus daily average amount of Revolving
Loans, Acquisition Loans and Outstanding Letter€&dit during such calendar quarter (or porticereiof) multiplied by (ii) the product

of: (y) one eighth of one percent (0.125%), anda(#action, the numerator of which is the numbfedtays in the applicable calculation
period and the denominator of which is 360.

5(k) Computations All computations of interest and fees payableehader shall be based upon a year of three hurahedixty
(360) days for the actual number of days elapsed.

5(1) Multicurrency Provisions Upon the request of the Company, and subjecien#s standard procedures regarding the funding
of Loans in any Agreed Currency as well as the igioms of this Paragraph 5(IYhe Lenders will fund Loans in any Agreed Curresc

requested. Notwithstanding any provision of thigegment to the contrary, with respect to Loansestgd to be funded in an Agreed
Currency:

(1) Each Loan Request for a Loan to be denominiatad Agreed Currency must be submitted to the Ageress than three
(3) Business Days prior to the requested fundirig dasuch Loan



(2) Each Loan to be funded in an Agreed Currenbgimothan Dollars shall be funded at the ApplicdbBO Rate for such
Loan.

(3) At no time shall Loans be outstanding hereurenore than three (3) different Agreed Currenc

(4) At the date of funding of any Loan in an Agréaarrency other than Dollars, the Equivalent Amoafrguch Loan at the
funding date when added to the Equivalent Amouratliobther outstanding Loans in an Agreed Currestbyer than Dollars shall not
exceed $18,000,000.00.

(5) If at any date the aggregate Equivalent Amadirtutstanding Loans denominated in Agreed Curesneother than Dollars
exceeds $20,000,000, the Company shall immedia¢@lyy such Loans in an aggregate principal amaufficient to eliminate any such
excess.

(6) Each Loan requested to be funded in an Agraede@cy shall be in a minimum Approximate Equivalamount of
$100,000 and in multiples of an Approximate EquevalAmount of $100,000 if in excess thereof.

(7) Except in the Age’s discretion, no Loan may be requested to be fuimdad Agreed Currency if an Event of Default s
then exist. During the existence of an Event ofdDé#f at the Agens election or upon the direction of the Majorityniders, all or any pe
of any outstanding Loans denominated in any Ag@edency shall be redenominated and convertedlioéms made in Dollars.

(8) The Agent will determine the Dollar Amount @fal such Loan pursuant to its customary procedardanding loans
made in such Agreed Currency and advise the Comaadiyhe Lenders as to such Dollar Amount prightorequested funding date of
such Loan. Each day upon or as of which the Agemtetermines Dollar Amounts is hereinafter refeteeds a “ Computation Date
with respect to each Loan for which a Dollar Amoisndetermined on or as of such day.

(9) Each Loan shall be repaid and each paymemttefast thereon shall be paid in the Agreed Cuyrémevhich such Loal
was funded or, if such Loan was converted into leerofgreed Currency, such other Agreed Currencgpéiified by the Agent to the
Company in writing, payments of any Loan funde@dimAgreed Currency shall be paid at the Lendintallaion so specified by the
Agent. Each payment delivered to the Agent forabeount of any Lender shall be delivered prompylyHe Agent to such Lender in the
same type of funds that the Agent received, suolduo be delivered, if requested by such Lendanimiting to the Agent, at such
Lender’s specified Lending Installation.

(10) Notwithstanding anything herein to the contrédf;, after the making of any Loan in any Agreedr@ncy other tha
Dollars, currency control or exchange regulatiomsimposed in the country which issues such cuyrevith the result that the type of
currency in which the Loan was made (the “ Origi@atrency’) no longer exists or the Company is not able ttkenpayment to the
Agent for the account of the Lenders in such Oagurrency, then all payments to be made by thmgamy hereunder in such currency
shall instead be made when due in Dollars in anuernequal to the Dollar Amount (as of the dateegfayment and any conversion being
determined at the then prevailing market rate etsrchined by Agent i




accordance with its customary practices) of sughmaeat due, it being the intention of the partiesehethat the Company take all risks of
the imposition of any such currency control or extwde regulations.

(12) If Agent shall have notified the Company ahe Lenders that any currency has ceased being seedgurrency (il
accordance with the definitions of the terms “Agt€aurrency” and “Eligible Currency”) then promptlyyt in any event within five (5)
Business Days of receipt of such notice from themgthe Company shall repay all Loans in suchcédfiecurrency or convert (at the
then prevailing market rate, as determined by Ageatcordance with its customary practices) suadris into Loans in Dollars or
another Agreed Currency, subject to the other tesghgorth in this Paragraph 5(1)

(12) If any Loan made (or to be made) would, butle provisions of this Paragraph 5(Be capable of being made in either
the Euro or in a National Currency Unit, such Laaall be made in the Euro.

(13) Each Lender will book its Loans at the appiaterLending Installation listed on Annexo6such other Lending
Installation designated by such Lender in accordamith this subparagraph (9All terms of this Agreement shall apply to anglsu
Lending Installation and the Loans issued hereushall be deemed held by each Lender for the bewfediny such Lending Installation.
Each Lender may, by written notice to the Agent tmedCompany in accordance with Paragraph b#)w, designate replacement or
additional Lending Installations through which Leamill be made by it and for whose account Loampayts are to be made.

(14) Notwithstanding the satisfaction of all coimtis set forth in this Agreement regarding the fagdf Loans, with respe:
to any Loan in any Agreed Currency other than De]ld there shall occur on or prior to the dateswefh Loan any change in national or
international financial, political or economic cdtiehs or currency exchange rates or exchange alsnirhich would in the reasonable
opinion of the Agent or the Majority Lenders makeripracticable for such Loan to be denominatethenAgreed Currency specified by
the Company, then the Agent shall forthwith givéicethereof to the Company and the Lenders, and koans shall not be
denominated in such Agreed Currency but shall béenia Dollars, in an aggregate principal amounta¢¢uthe Dollar Amount of the
aggregate principal amount specified in the relateah Request unless the Company notifies the Ageleiast one Business Day before
such date that (i) it elects not to borrow on sdate or (ii) it elects to borrow on such date wifferent Agreed Currency, as the case may
be, in which the denomination of such Loans wonlthie opinion of the Agent and the Majority Lendeespracticable and in an
aggregate principal amount equal to the Dollar Antaf the aggregate principal amount specifiecharelated Loan Request.

6. Miscellaneous Provisions

6(a) Open Book Accour. The obligation of the Company to repay the Loand L/C Drawings shall be evidenced by notation
the books and records of the Agent and each LefitierAgent shall deliver a statement of accouthiéCompany and each Lender monthly
setting forth the unpaid balance of Loans, L/C Drgs, and settlement prices outstanding hereusienh statement shall (absent clerical
error) be deemed conclusively correct and accaptdie Company and the Lenders unless any of serdoRs notifies the Agent to the
contrary within thirty (30) Business Days followidglivery of such statement. Upon any advance, &ion or prepayment with respect to
any




Loan, each Lender is hereby authorized to recaditie and amount of each such advance and camvenside by such Lender, or the date
and amount of each such payment or prepaymenirafipal of the Loan made by such Lender, the applie Interest Period (if any) and
interest rate with respect thereto, on its bookdyoany analogous method any Lender may electistems$ with its customary practices) and
any such recordation shall constitute prifacie evidence of the accuracy of the information so rded absent manifest error. The failure of
Agent or any Lender to make any such notation statlhffect in any manner or to any extent the Camyfs Obligations hereunder.

6(b) Nature and Place of Paymenfdl payments made on account of the Obligatidrale made by the Company to the Agent
for the account of the Lenders or the L/C Issuirmig as applicable, without setoff or counterclaimDollars in immediately available same
day funds, free and clear of and without deductiorany taxes, fees or other charges of any navhesoever imposed by any taxing authority
and must be received by the Agent by 2:00 p.m. Argeles time) on the day of payment, it being esply agreed and understood that if a
payment is received after 2:00 p.m. (Los Angeles}iby the Agent, such payment will be consideceldaive been made by the Company on
the next succeeding Business Day and interestdhesieall be payable by the Company at the thericgigie rate during such extension. All
payments on account of the Obligations shall beentadhe Agent through its Contact Office. If arayment required to be made by the
Company hereunder becomes due and payable onatlt=ythan a Business Day, the due date theredftshaxtended to the next succeeding
Business Day and interest thereon shall be paylhle then applicable rate during such extendibe.Agent is hereby irrevocably authorized
by the Company to debit the general operating atcofithe Company, if any, maintained with the Agfem the full amount of monthly and
periodic interest billings, fees and other Obligasi payable hereunder; provided, however, thafaihee of the Agent to so debit such account
shall not in any manner or to any extent affectdbkgation of the Company to pay such Obligatiaegrovided herein and in the other Loan
Documents.

6(c) Prepayments

(1) The Company may prepay Prime Rate Loans in @&bpoin part at any time, it being acknowledged agked that LIBC
Rate Loans may not be voluntarily prepaid prioth® last day of their applicable Interest Periods.

(2) Revolving Loans are subject to mandatory prepayt by the Company upon demand of the Agent ordatsy upon whicl
the sum of: (i) the aggregate principal balancRefolving Loans, plus (ii) the Dollar amount of @lutstanding Letters of Credit, plus
(iii) the Dollar amount unrepaid L/C Drawings, pl{rg) the Dollar amount of Acquisition Loans outstiing exceeds the Revolving
Facility Credit Limit.

(3) Acquisition Loans are subject to mandatory pyepent by the Company upon demand of the Agennhgrdate upol
which the aggregate principal Dollar amount of Ais@iion Loans exceeds the Acquisition Facility dtedmit.

(4) Principal prepayments with respect to any Asifiwin Loan on and after the ninetieth (®pday following the funding da
thereof shall be applied to remaining principal payts in inverse order of maturity.

(5) The Company shall pay in connection with angpalyment hereunder all interest accrued but ungaicbans to which
such prepayment is applied, and all prepayment jpires) if any, on LIBO Rate Loans to which such piapent is applied, concurrently
with payment to the Agent of any principal amou




6(d) Allocation of Payments Receive@rior to the occurrence of an Event of Default anceleration of the Obligations, all
amounts received by the Agent on account of thentahall be applied against Loans in such orddte@€ompany may direct in writing,
subject to the requirement that disbursementsad.émders shall be in accordance with their repgeétercentage Shares. Such amounts shall
be disbursed by the Agent to the Lenders pro raéecordance with their respective Percentage Shgrevire transfer on the date of receipt if
received by the Agent before 10:00 a.m. (Los Angjélae) or if received later, by 12:00 noon (Losgkles time) on the next succeeding
Business Day, without further interest payableti®/Agent. Following the occurrence of an Event efddlt and acceleration of the
Obligations, all amounts received by the Agent ccoant of the Obligations shall be disbursed byAgent as follows:

(1) First, to the payment of reasonable expensasiiad by the Agent in the performance of its dudiad enforcement of i
rights under the Loan Documents, including, withiguattation, all costs and expenses of collectiattiorneys’ fees, court costs and
foreclosure expenses;

(2) Then, to the Lenders and to BOW with respet¢h#oFX Obligations, pro rata in accordance wit dmount of Obligatior
held by the Lenders and BOW with respect to thedbfigations, until all outstanding Loans, unreplal@ Drawings, FX Obligations ar
interest accrued thereon have been paid in full, a@ounts to be allocated first to interest arahftbut only after all accrued interest has
been paid in full, to principal of Loans, unrepai Drawings and FX Obligations;

(3) Then, to the Lenders on account of all othastamding Obligations

(4) Then, and if but only if there remain Outstargdany Letters of Credit or FX Transactions, to Algeent to hold as cash
collateral for the obligation of the Company taméurse future L/C Drawings and FX Obligations a&sthme may occur, until there are
no further Outstanding Letters of Credit or FX Tsactions, with the Agent hereby irrevocably authediby the Company to debit from
time to time the amounts so held and to apply &meson account of such L/C Drawings or FX Obligaticas applicable; and

(5) Then, to such Persons as may be legally emtitiereto.

6(e) Telephonic/Facsimile Communicatiansny agreement of the Agent and the Lenders heeefaceive certain notices by
telephone or facsimile is solely for the conveneaod at the request of the Company. The Agenttentenders shall be entitled to rely on
authority of any Person purporting to be an autteatiPerson and the Agent and the Lenders shatlavet any liability to the Company or otl
Person on account of any action taken or not talethe Agent or the Lenders in reliance upon setdphonic or facsimile notice. The
obligation of the Company to repay the Loans or amyaid L/C Drawings shall not be affected in argywr to any extent by any failure by
Agent and the Lenders to receive written confirarabf any telephonic or facsimile notice or theeiptby the Agent and the Lenders of a
confirmation which is at variance with the termslarstood by the Agent and the Lenders to be caeddimthe telephonic or facsimile notit




6(f) Rollover of Existing ObligationsThere are currently outstanding under the Exgstinedit Agreement those “Revolving
Loans,” “Letters of Credit” and unrepaid “L/C Dravgs” described on Annexdttached hereto. Effective as of the Effective Dalie
“Revolving Loans,” “Letters of Credit” and unrepdidC Drawings” outstanding under the Existing Citeligreement shall automatically be
deemed to be outstanding hereunder, in each caa# furposes of this Agreement and the other LIdaouments, including, without
limitation, the determination of availability of Ralving Loans, Letters of Credit and Acquisitiondrs on and after the Effective Date.

7. Security and Additional Credit Support

7(a) Collateral SecurityAs collateral security for the Obligations, theripany has previously executed and delivered té\gent
for the benefit of the Lenders: (1) that certaic By Agreement dated December 1, 2003 (as prelyamended, extended or replaced, the
“Existing Security Agreement”) pursuant to whicle tBompany has granted to the Agent for the beakfite Lenders a perfected security
interest in the Collateral of the Company with ety acceptable to the Agent, and (2) UCC-1 ficiag statements, notices to and consents of
third parties, landlord and mortgagee waivers tlop@rty access agreements and such additionalugpdesnental security agreements,
including, without limitation, supplemental secyritgreements covering Collateral consisting of faliieregistered trademarks, copyrights i
patents for filing with the Patent and Trademarkig@for the U.S. Copyright Office, as the Agent pasviously required (the “Existing
Additional Company Collateral DocumentsQn or before the Effective Date the Company shadtate and deliver, or cause to be execute
the Agent, for the benefit of the Lenders, an ammeent and reaffirmation of the Existing Security Agment, in the form of that attached
hereto as Exhibit Athe “Reaffirmation of Security Agreement”) accomjed by such Stock certificates and Stock powerraseferenced
therein not previously delivered to the Agent aridoh are required to be delivered pursuant to gmuBty Agreement as amended and
reaffirmed by the Reaffirmation of Security Agreerhe

7(b) Existing Guarantors: Guaranties; GuarantougcAgreements As additional credit and collateral support foe t
Obligations, each of the Existing Guarantors haehexecuted and delivered to the Agent for thetiteof the Lenders: (1) a credit guaranty
(each as previously amended, extended or replacetExisting Guaranty”), (2) a guarantor securigyeement (each as previously amended,
extended or replaced, an “Existing Guarantor Sgcgreement”) pursuant to which such Existing Gueior has granted to the Agent for the
benefit of the Lenders a perfected security intarethe Collateral of such Existing Guarantor watlpriority acceptable to the Agent, and (3)
UCC-1 financing statements, notices to and congatitsrd parties, landlord and mortgagee waivlesgroperty access agreements and such
additional and supplemental security agreementiseadgent has previously required (the “Existingdinal Guarantor Collateral
Documents”). On or before the Effective Date, ttempany shall cause to be executed and delivertiietdgent for the benefit of the Lenders
from each of the Existing Guarantors an amendmmahigaster reaffirmation of the Existing Guarantad the Existing Guarantor Security
Agreements in the form of that attached heretoxdsbit B (the “Master Reaffirmation of Guaranties and GutyaBecurity Agreements”)
along with such Stock certificates and Stock povesrare referenced therein not previously delivésatie Agent and which are required to be
delivered pursuant to the Existing Guarantor Seégérgreements as amended and reaffirmed by theévi&saffirmation of Guaranties and
Guarantor Security Agreements.

7(c) INTENTIONALLY OMITTED



7(d) Additional DocumentsThe Company agrees to execute and deliver anduse to be executed and delivered to the Agent on
behalf of the Lenders from time to time:

(1) From each Domestic Subsidiary of the Compaiggoized or acquired following the Effective Dategyuaranty
substantially in the form of the Existing Guarastia security agreement substantially in the fofthe® Guarantor Security Agreement,
and UCC financing statements, such documents tieldeered immediately upon the formation or acdigsiof such Subsidiary,
accompanied by Stock certificates, Stock powersather documents, instruments and agreements eghthiereunder;

(2) INTENTIONALLY OMITTED

(3) From each Lender with which the Company or Gayarantor Subsidiary maintains deposits, includivithout limitation,
future Lenders hereunder, an account control ageaeim form and substance acceptable to the Agarah(| a “Lender Account Control
Agreement”);

(4) From the Company and each Domestic SubsidieyStock certificates and Stock transfer powessettor of each
Material Foreign Subsidiary which becomes suctofeihg the Effective Date required to be deliveredspiant to the Security Agreem:
or the Guarantor Security Agreements, as applicabole

(5) From the Company and the Subsidiaries of the@my and such Persons as the Agent may requebtcenfirmatory or
supplementary security agreements, financing seténaccount control agreements, consents andatdsigements of third parties,
intercreditor agreements and such other documieistsiments or agreements as the Agent may realyoregjuest, which are in the
Agent’s judgment necessary or desirable to obtintfe Agent on behalf of the Lenders, the beméfihe Collateral and the Loan
Documents (the “Supplemental Collateral Documents”)

8. Conditions to Credit Events
8(a) First Credit EventAs conditions precedent to the first Credit Evesteunder:

(1) The Company shall have delivered or shall Heaack delivered to the Agent, in form and substaatisfactory to the Ager
and its counsel, each of the following (with suffitt copies for each of the Lenders) and duly eteztand certified as required:

(i) This Agreement;
(i) The Reaffirmation of Security Agreement;

(iif) The Master Reaffirmation of Guaranties anda@antor Security Agreements duly executed by eétheoExisting
Guarantors;

(iv) INTENTIONALLY OMITTED
(v) Such Supplemental Collateral Documents as neareQuested of the Company and the Existing Guansably the

Agent;



(vi) Such UCC searches showing the filing and jityasf all UCC filings made on behalf of the Agedt the benefit of
the Lenders in connection with the Existing Créditeement subject only to the security interestarid liens acceptable to the
Agent in its sole and absolute discretion;

(vii) Certified copies of resolutions of the BoarfiDirectors of the Company, each of the Existingaéantors and each
of the Existing Foreign Subsidiaries approvingélecution and delivery of the Loan Documents tocllsiuch Person is party, the
performance of the Obligations and the consummatfdhe transactions contemplated by the Loan Danis)

(viii) A certificate of the Secretary or an Assist&ecretary of the Company, each of the Existingr@ntors and each
the Existing Foreign Subsidiaries certifying thenes and true signatures of the officers of suckdPeauthorized to execute and
deliver the Loan Documents to which such Persmaity;

(ix) Certificates of good standing as of a recatedor the Company and each of the Guarantors fr@nSecretaries of
State of California and each State in which suaisdéteis incorporated or does business;

(x) A certificate of a Responsible Financial Offic# the Company in the form of that attached reesExhibit D dated
as of the Effective Date;

(xi) Such opinions of counsel to the Company amdGuarantors as the Agent may request; and

(xii) Such Stock certificates and Stock powerspretviously delivered to the Agent as are requinacpant to the
Existing Security Agreement, as amended and readfir by the Reaffirmation of Security Agreement, #relExisting Guaranties,
as amended and reaffirmed by the Master Reaffionaif Guaranties and Guarantor Security Agreements.

(2) All acts and conditions (including, without litation, the obtaining of any necessary regulatgpgrovals and the making
of any required filings, recordings or registraipnequired to be done and performed and to happdmed precedent to the execution,
delivery and performance of the Loan Documentstarabnstitute the same legal, valid and bindindgattions, enforceable in
accordance with their respective terms, shall limen done and performed and shall have happertkeatiand strict compliance with all
applicable laws.

(3) All documentation, including, without limitatio documentation for corporate and legal proceedingonnection with the
transactions contemplated by the Loan Documentbishaatisfactory in form and substance to therigmd its counsel.

If the Effective Date shall not have occurred amalfirst Credit Event consummated on or before I21ay2005 as a result of the failure of the
conditions precedent thereto set forth above t@ leaen met to the satisfaction of the Agent orretlse, then this Credit Agreement and any
right of the Company to receive credit hereundetistutomatically terminate and be of no furthexéor effect and the Age



and the Lenders shall be entitled to exercisagits, powers and remedies available to them utideExisting Credit Agreement.
Notwithstanding the foregoing, it is expressly amkiedged and agreed by the Agent and the Lendatséhntain of the documents, instrume
and agreements required to be delivered on thetaféeDate pursuant to this Paragraph 8fay be delivered on or before May 27, 2005 as
provided more particularly in Paragraph 10fm)ow and that provided all other conditions precgdet forth in this ParagraptsBall be
satisfied, the Effective Date shall be deemed tetacurred.

8(b) All Credit Events As conditions precedent to each Lender’s obligato make any Loan, including the first Loan and
including the conversion of any Loan to anotheetgp Loan or the continuation of any LIBO Rate Ladter the end of its applicable Interest
Period, or of the L/C Issuing Bank to issue, ameedew or extend any Letter of Credit, at and afefdate of such action:

(1) There shall have been delivered to the Agdmdam Request or a Letter of Credit Application ang required L/C
Documents, as applicable;

(2) If the requested Loan is an Acquisition Lodre Agent shall have received timely all documeinttyuments, agreemer
and information required to be provided in conrativith a Permitted Acquisition accompanied by ewick satisfactory to the Agent t
the proceeds of such Acquisition Loan will be a8lil to consummate the subject Permitted Acquisd@rcurrently with the funding
thereof;

(3) The representations and warranties containéaeih.oan Documents shall be accurate and comipletik material respect
as if made on and as of the date of such advanoggcsion, continuance or issuance or, with resfpeahy representation made as of a
specific date, shall have been accurate and coenaetf such date;

(4) There shall not have occurred an Event of DiefauPotential Default; an
(5) After giving effect to such Credit Event ther@pany shall be in compliance with the limitatioi$aragraphs 1(g)2(a),
3(a)and 4(aybove.

By delivering a Loan Request or Letter of Credifphpation hereunder, the Company shall be deemédve represented and warranted the
accuracy and completeness of the statements sleiricgubparagraphs (b)(#)rough (b)(4)above, as applicable.

9. Representations and Warranties of the Comp#syan inducement to the Agent and each Lendenter into this Agreement, the
Company represents and warrants to the Agent artdlesnder that:

9(a) Financial Condition The financial statements, dated the Statemerd &ad the Interim Date, copies of which have héoeto
been furnished to each Lender by the Agent, areptstmand correct and present fairly in accordavitte GAAP the financial condition of the
Company and its consolidated Subsidiaries at satéscand the consolidated and consolidating regtitteeir operations and changes in
financial position for the fiscal periods then edde

9(b) No Change Since the Statement Date no Material AdversedEfias occurred. Except as expressly discloseditmgto the
Agent and the Lenders prior to the Effective Dé&iam



the Statement Date through the Effective Dateheeithe Company nor any of its Subsidiaries hasredtinto, incurred or assumed any
material long-term debt, mortgages, leases orayrakritten commitments, nor commenced any signifiqgaoject, nor made any purchase or
acquisition of any significant property.

9(c) Legal Existence; Compliance with Lawhe Company and each of its Subsidiaries: (#lulg organized, validly existing and
in good standing as a corporation or other legtityeunder the laws of the jurisdiction of its orgzation and is qualified to do business in each
jurisdiction where its ownership of property or dact of business requires such qualification andreliailure to qualify is reasonably likely
have a Material Adverse Effect, (2) has the congooa other power and authority and the legal rigldwn and operate its property and to
conduct business in the manner in which it doesprogoses so to do, and (3) is in compliance wWitRequirements of Law and Contractual
Obligations, the failure to comply with which colidve a Material Adverse Effect.

9(d) Power; Authorization; Enforceable Obligatiorithe Company and each of its Subsidiaries hasdtgorate power and
authority and the legal right to execute, delived @erform the Loan Documents to which it is ayarid has taken all necessary corporate
action to authorize the execution, delivery andgrerance of such Loan Documents. The Loan Docuntenthich the Company and each of
its Subsidiaries is party have been duly execubeddelivered on behalf of such Person and constiagal, valid and binding obligations of
such Person enforceable against such Person indarwe with their respective terms, subject toetifiect of applicable bankruptcy and other
similar laws affecting the rights of creditors geaily and the effect of equitable principles whethpplied in an action at law or a suit in eqt

9(e) No Legal Bar The execution, delivery and performance of tharLBocuments to which the Company or any of its
Subsidiaries is party, the borrowing hereundertaeduse of the proceeds thereof, will not violatg Requirement of Law or any Contractual
Obligation of the Company or any of its Subsidiatiiee violation of which could have a Material Adse Effect or create or result in the
creation of any Lien on any assets of the Comparang of its Subsidiaries (other than any Lien txddy the Security Documents).

9(f) No Material Litigation. Except as disclosed on Schedule &{fached hereto, no litigation, investigation avqaeding of or
before any arbitrator, court or Governmental Auitlyds pending or, to the knowledge of the Compahyeatened by or against the Company
or any of its Subsidiaries or against any of suati@s’properties or revenues which is likely to be adergetermined and which, if advers
determined, is likely to have a Material AdverséEf.

9(g) Taxes The Company and each of its Subsidiaries hagd 6 caused to be filed all tax returns that ageired to be filed and
have paid all taxes shown to be due and payabsaioireturns or on any assessments made againsbtreny of their property other than
taxes which are being contested in good faith lpragriate proceedings and as to which the Compampplicable Subsidiary has established
adequate reserves in conformity with GAAP.

9(h) Investment Company AciThe Company is not an “investment company” oo@pany “controlled” by an “investment
company” within the meaning of the Investment ComypAct of 1940, as amended.

9(i) Subsidiaries Attached hereto as Schedule &ian accurate and complete list of the Companiyéctiand indirect Subsidiaries
(whether constituting Domestic Subsidiaries or kpre&Subsidiaries), their respective jurisdictiofisncorporation and the percentage of their
capital stock



owned by the Company or other Subsidiaries or iatfls of the Company. All of the issued and outditagnshares of capital stock or other
equity interests of such Subsidiaries have beepnaluthorized and issued and are fully paid and a&sessable.

9(j) Federal Reserve Board Regulatiomdeither the Company nor any of its Subsidiarsesrigaged or will engage, principally o
one of its important activities, in the businesextending credit for the purpose of “purchasing™@arrying” any “margin stock” within the
respective meanings of such terms under Regulatidwo part of the proceeds of any Loan will be uked‘purchasing” or “carrying” fnargin
stock” as so defined or for any purpose which vwegaor which would be inconsistent with, the psawis of the Regulations of the Board of
Governors of the Federal Reserve System.

9(k) ERISA. The Company and each of its Subsidiaries aremmptiance in all respects with the requirementBRfSA and no
Reportable Event has occurred under any Plan niagutdy the Company or any of its Subsidiaries Whsclikely to result in the termination
of such Plan for purposes of Title IV of ERISA.

9(l) Assets The Company and each of its Subsidiaries has goddnarketable title to all property and assdtsated in the
financial statements dated the Statement Datereeféo in_ Paragraph 9(apove, except property and assets sold or othedigpesed of in
compliance with Paragraph 11(gglow subsequent to the Statement Date. NeitheCdimepany nor any of its Subsidiaries has outstandin
Liens on any of its properties or assets nor aeethny security agreements to which the Compamaywof its Subsidiaries is a party, or title
retention agreements, whether in the form of leasegherwise, of any personal property excepeélegted in the financial statements referred

to in Paragraph 9(above or as permitted under Paragraph 1i€kw.

9(m) Securities ActsThe Company has not issued any unregisteredigesun violation of the registration requiremenfsSectior
5 of the Securities Act of 1933, as amended, oradhgr law, and is not violating any rule, regudator requirement under the Securities Act of
1933, as amended, or the Securities and ExchangefA834, as amended. The Company is not requiredalify an indenture under the
Trust Indenture Act of 1939, as amended, in conmeetith its execution and delivery of the Loan Dowents.

9(n) Consents, Et&No consent, approval, authorization of, or regtgirg declaration or filing with any Governmentalithority or
any other Person is required on the part of the fizom or any of its Subsidiaries in connection wfith execution and delivery of the Loan
Documents or the performance of or compliance witghterms, provisions and conditions hereof orabgother than such as have been
obtained prior to the Effective Date.

9(0) Copyrights, Patents, Trademarks and LiceretesThe Company owns or is licensed or otherwise hasigfint to use all of the
patents, trademarks, service marks, trade nampgtigbts, contractual franchises, authorizationd atfer rights that are reasonably necessary
for the operation of its business, without confliéth the rights of any other Person. To the besikedge of the Company, no slogan or other
advertising device, product, process, method, anlost part or other material now employed, or nomt@mplated to be employed, by the
Company infringes upon any rights held by any ofhenson. Except as specifically disclosed in Sclee@f) hereto, no claim or litigation
regarding any of the foregoing is pending or, ® khowledge of the Company, threatened, and, t&rnbe/ledge of the Company, no patent,
invention, device, application, principle or angitste, law, rule, regulation, standard or codesisding or proposed, which, in either case,
could, reasonably be expected to have a Materigbrsd Effect. Set forth on Schedule 3feyeto are all federally registered patents,
trademarks and copyrights owned by the Companyeant of its Subsidiaries at the Effective D.




9(p) Hazardous MaterialsTo the best of its knowledge, the operationfief€ompany and its Subsidiaries comply substaptiall
and during the term of this Agreement will at ati¢s comply substantially, in all respects withagdplicable Environmental Laws; the
Company and each of its Subsidiaries has obtaineddes, permits, authorizations and registratieqaired under applicable Environmental
Law (“Environmental Permits”) and necessary formitdinary operations, all such Environmental Pegraie in good standing, and the
Company and each of its Subsidiaries is in compéanith all material terms and conditions of suctviEbnmental Permits; neither the
Company, any of its Subsidiaries nor any of thespective present properties or operations aresutg any outstanding written order from or
agreement with any Governmental Authority nor scife any judicial or docketed administrative predieg, respecting any Environmental
Law, Environmental Claim or Hazardous Material pagviously disclosed; there are no Hazardous Maltedr other conditions or
circumstances existing, or arising from operatipner to the date of this Agreement, with respecany property of the Company or any of its
Subsidiaries that would reasonably be expectedviorise to Environmental Claims; provided, howevbat with respect to property leased
from an unrelated third party, the foregoing reprgation is made to the best knowledge of the Compa addition, to the best of its
knowledge: (1) neither the Company nor any of itbsdiaries has or maintains any underground s¢otagks which are not properly
registered or permitted under applicable Environtaldraws or which are leaking or disposing of Hatwars Materials off-site, and (2) the
Company and each of its Subsidiaries has notifileaf #s employees of the existence, if any, of &ealth hazard arising from the condition
their employment and have met all notification riegments under Title Ill of CERCLA and all otherdipable Environmental Laws.

9(g) Regulated EntitiesNeither the Company nor any of its Subsidiargestibject to regulation under the Public Utilityléing
Company Act of 1935, the Federal Power Act, therstate Commerce Act, any state public utilitiedesmr any other Federal or state statute
or regulation limiting its ability to incur Indeldaess.

9(r) Foreign Asset Control Regulations, BXieither the borrowings hereunder nor the use optbeeeds thereof will violate the
Trading with the Enemy Act, as amended, or anyefforeign assets control regulations of the Un8&ates Treasury Department (31 CFR,
Subtitle B, Chapter V, as amended) or the Anti-deésm Order or any enabling legislation or exeaitivder relating to any of the same.
Without limiting the generality of the foregoinggither the Company nor any of its SubsidiariesigDr will become a blocked person
described in Section 1 of Anfierrorism Order, or (2) engages or will engageriy dealings or transactions or be otherwise assatiaith any
such blocked person.

10. Affirmative CovenantsThe Company hereby covenants and agrees withgkat and each Lender that, as long as any Oldigsti
remain unpaid, any Letter of Credit is Outstandengy Lender has any obligation to make Loans ot tfielssuing Bank has any obligation to
issue Letters of Credit, the Company shall:

10(a)Financial Statements and Repc. Furnish or cause to be furnished to the Agenttarehch of the Lenders direct

(1) within one hundred five (105) days after th&t lday of each fiscal year of the Company, auditatsolidated and
consolidating statements of income and statemédrisamges in financial position for such year aathhce sheets as of t




end of such year presented fairly in accordancke GAAP and accompanied by an unqualified opinioa agtionally recognized firm of
independent certified public accountants reasonattgptable to the Agent;

(2) Within fifty (50) days after the last day ofabacalendar quarter, Compeprepared statements of income and chang
financial position of the Company on a consolidaaad consolidating basis for such quarter and loalaheets as of the end of such
quarter presented fairly in accordance with GAAR] a

(3) Concurrently with the delivery of each of tlieehcial statements delivered pursuant to subpapégr(1) and (2) above:
a certificate of a Responsible Financial Officetled Company, stating that such financial statemarg presented fairly in accordance
with GAAP, confirming as of the last day of sucbcfil period the continuing accuracy and completenéall representations and
warranties of the Company set forth in the Loanwoents or, with respect to any representation aalanty made as of a specific date,
the accuracy and completeness as of such dat¢hainithere does not exist a Potential Default oEaent of Default hereunder, (ii) a
Compliance Certificate dated as of the date of $ingincial statements, and (iii) a certificateiligtall Material Foreign Subsidiaries of
the Company and specifically identifying any Forefsubsidiaries on such schedule which have becoaterMl Foreign Subsidiaries
since the date of the most recent certificate dedigt hereunder.

10(b) Other Information Promptly furnish or cause to be furnished toAlgent (with the Agent providing the same to eacthef
Lenders) such additional financial and other infation, including, without limitation, financial $eaments of the Company and the Guarantors
as the Agent or any Lender (through the Agent) inay time to time reasonably request, includinghett limitation, such information as is
necessary to enable any Lender to participatemubaits interests in the Loans and other Obligadihereunder or to enable other financial
institutions to become signatories hereto.

10(c) Payment of Indebtednedsself, and shall cause each of its Subsidiadepay, discharge or otherwise satisfy at or keefor
maturity or before it becomes delinquent, defautiedccelerated, as the case may be, all its ledebts (including taxes), except: (1)
Indebtedness being contested in good faith and/lfidch provision is made to the satisfaction of gent for the payment thereof in the event
the Company or such Subsidiary is found to be abdig to pay such Indebtedness and which Indebtedmésereupon promptly paid by the
Company or such Subsidiary, and (2) Subordinatdat Det permitted to be paid pursuant to the terframg applicable subordination
agreement.

10(d) Maintenance of Existence and Properti¢self, and shall cause each of its Subsidigdnemaintain its corporate or other st
existence as a legal entity and maintain all rightvileges, licenses, approvals, franchises, @rigs and assets necessary or desirable in the
normal conduct of its business, and comply withCalhtractual Obligations and Requirements of Lasvfdilure to comply with which could
have a Material Adverse Effect on the businesstaijpms, assets or financial or other conditiothef Company or the Company and its
Subsidiaries taken as a whole.

10(e) Inspection of Property; Books and Recordscissions Itself, and shall cause each of its Subsidianekeep proper books
of record and account in which full, true and cotmntries in conformity with GAAP and all Requirents of Law the failure to comply with
which could have a Material Adverse Effect on thsibess, operations, assets or financial or othredition of the Company or the Company
and its Subsidiaries taken as a whole shall be roadk dealings ani




transactions in relation to its business and & and permit representatives of the Agent grlaander to visit and inspect any of its
properties and examine and make abstracts fronofity books and records at any reasonable timeaaraften as may reasonably be desired
by the Agent or any Lender and to discuss the legsinoperations, properties and financial and athiedition of the Company and any of its
Subsidiaries with officers and employees of sudtigs and with their independent certified puldczountants.

10(f) Notices. Promptly give written notice to the Agent (witletAgent providing the same to each of the Lends#rs)
(1) The occurrence of any Potential Default or BEvd#rDefault;

(2) Any litigation or proceeding in which the Conmyaor any its Subsidiaries is the defendant or liictv the Company or ar
its Subsidiaries is otherwise at financial riskahwng amounts in excess of $250,000.00 in the egpe; and

(3) Any other event constituting a material adveaisange in the business, operations, propertynantial or other conditio
of the Company or the Company and its Subsididailksn as a whole.

10(g) ExpensesPay all reasonable out-of-pocket expenses (iimduites and disbursements of counsel): (1) ofdpent incident
to the preparation, negotiation and administratibthe Loan Documents and the protection of thbte@f the Lenders and the Agent under the
Loan Documents, and (2) of the Agent and, followting occurrence of an Event of Default, each ofLttveders incident to the enforcement of
payment of the Obligations, whether by judicialggedings or otherwise, including, without limitatjon connection with bankruptcy,
insolvency, liquidation, reorganization, moratoriemother similar proceedings involving the Company “workout” of the Obligations. The

obligations of the Company under this Paragraply)isiall be effective and enforceable whether or ngtlaban is funded or any Letter of
Credit is issued or hereunder and shall survivert of all other Obligations.

10(h) Loan DocumentsComply with and observe all terms and conditiohthe Loan Documents.

10(i) Insurance Obtain and maintain insurance with responsiblaganies in such amounts and against such riskeasaally
carried by corporations engaged in similar busieesmilarly situated, and furnish any of the Lesdm request (made through the Agent) full
information as to all such insurance.

10(j) Hazardous Materialsltself, and shall cause each of its Subsididdes

(1) Conduct its operations and keep and maintaiitsaProperties in compliance with all applicaBlevironmental Laws

(2) Give prompt written notice to the Agent, bunio event later than ten days after becoming athereof, of the following
(i) any enforcement, cleanup, removal or other gowveental or regulatory actions instituted, complete threatened against the Comp
or any of its Affiliates or any of their respectigeoperties pursuant to any applicable Environmdraws, (ii) all other Environment:




Claims, and (iii) any environmental or similar citi@h on any real property adjoining or in the wiity of the property of the Company or
its Affiliates that could reasonably be anticipatedtause such property or any part thereof taubgest to any restrictions on the
ownership, occupancy, transferability or use ohspi@perty under any Environmental Laws.

(3) Upon the written request of the Agent, submithte Agent, at the Comparsysole cost and expense, at reasonable inte
a report providing an update of the status of angrenmental, health or safety compliance, hazandhoility issue identified in any
notice required pursuant to this section.

(4) At all times indemnify and hold harmless theeigand the Lenders from and against all liabditising out of any
Environmental Claims, except those Environmentair@$ caused as a primary and direct result of thesgnegligence or willful
misconduct of the Agent or any of the Lenders.

10(k) ERISA. Furnish to the Agent:

(1) Promptly and in any event within thirty (30)ydaafter the Company knows or has reason to knaweobccurrence of a
Reportable Event with respect to a Plan with reganghich notice must be provided to the PBGC, pyaoaf such materials required to
filed with the PBGC with respect to such Reportdblent and in each such case a statement of a RabfFinancial Officer of the
Company setting forth details as to such ReportBlbknt and the action which the Company propos¢akiswith respect thereto;

(2) Promptly and in any event within thirty (30)ydaafter the Company knows or has reason to knoangfcondition existin
with respect to a Plan which presents a matesklaf termination of the Plan, imposition of an isectax, requirement to provide secu
to the Plan or incurrence of other liability by tBempany or any ERISA Affiliate, a statement of @sRonsible Financial Officer of the
Company describing such condition;

(3) At least ten (10) days prior to the filing by plan administrator of a Plan of a notice of int@nterminate such Plan, a
copy of such notice;

(4) Promptly and in no event more than thirty (88ys after the filing thereof with the Secretaryhe Treasury, a copy of a
application by the Company or an ERISA Affiliate Bowaiver of the minimum funding standard undecti®a 412 of the Code;

(5) Promptly and in any event within thirty (30)ydaafter the Company knows or has reason to knaangfevent or conditic
which might constitute grounds under section 40M2RISA for the termination of, or the appointmefita trustee to administer, any
Plan, a statement of a Responsible Financial Ofti€¢he Company describing such event or condition

(6) Promptly and in no event more than thirty (88ys after receipt thereof by the Company or anisBRAffiliate, a copy ol
each notice received by the Company or an ERISAi&t# concerning the imposition of any withdraviability under section 4202 of
ERISA; and



(7) Promptly after receipt thereof a copy of anyicethe Company or any ERISA Affiliate may recefv@n the PBGC or th
Internal Revenue Service with respect to any Ptavidtiemployer Plan; provided, however, that thigoparagraph (7) shall not apply to
notices of general application promulgated by tB&E or the Internal Revenue Service.

10(l) Compliance with Lawsltself, and shall cause each of its Subsidiadesomply, in all material respects with all Reganent:
of Law and Contractual Obligations the failure torply with which could have a Material Adverse Effen the business, operations, assets ot
financial or other condition of the Company or ©@empany and its consolidated Subsidiaries takenvalsole.

11. Negative CovenantsThe Company hereby covenants and agrees witAgbat and each Lender that, as long as any Oligsiti
remain unpaid, any Letter of Credit is Outstandengy Lender has any obligation to make Loans ot tlielssuing Bank has any obligation to
issue Letters of Credit, the Company shall nogatly or indirectly:

11(a) Liens And shall not permit any Subsidiary to, createur, assume or suffer to exist any Lien upon drigsgroperty and
assets except:

(1) Liens or charges for current taxes, assessnoemtiher governmental charges which are not deéngor which remai
payable without penalty, or the validity of whicleaontested in good faith by appropriate procegdimpon stay of execution of the
enforcement thereof, provided the Company or sudisi8iary, as applicable, shall have set asidesonooks and shall maintain adeqt
reserves for the payment of same in conformity @hAP;

(2) Liens, deposits or pledges made to securetstgtabligations, surety or appeal bonds, or bandsbtain, or to obtain the
release of, attachments, writs of garnishment pstay of execution, or to secure the performaridgds, tenders, contracts (other than
for the payment of borrowed money), leases or toppses of like general nature in the ordinary sewf the business of the Compan
such Subsidiary;

(3) Purchase money security interests for progeetgafter acquired, conditional sale agreementsthar title retentiol
agreements, with respect to property hereafterisedjuprovided, however, that no such securityregeor agreement shall extend to any
property other than the property acquired,;

(4) Statutory Liens of landlo’s, carriers, warehousemen, mechanics, materialmeother similar Liens imposed by law &
created in the ordinary course of business for arsonot yet due or which are being contested irddaith by appropriate proceedings
and with respect to which adequate reserves ang lmeaintained in conformity with GAAP;

(5) Attachment and judgment Liens not otherwisestituting an Event of Default any of which Lieng a@n existence less th
thirty (30) days after the entry thereof or witlspect to which execution has been stayed, payrs@uoviered in full by insurance, or the
Company or such Subsidiary shall in good faith tmsecuting an appeal or proceedings for reviewsdradl have set aside on its books
such reserves as may be required by GAAP with ptdpesuch judgment or award; a



(6) Liens securing Indebtedness permitted to berired as secured Indebtedness pursuant to subaphsy5), (6) and_(7)of
Paragraph 11(l)elow; provided, however, that in no event shajl smch Liens affect the Collateral or any portibareof and, provided
further, that in no event shall any Liens be petedibn the outstanding capital stock or other ggoterests in any of the Foreign
Subsidiaries other than in favor of the Agent fue benefit of the Lenders.

11(b) IndebtednessAnd shall not permit any Subsidiary to, createur, assume or suffer to exist, or otherwise becomnbe liable
in respect of any Indebtedness except:

(1) The Obligations;

(2) Indebtedness reflected in the financial stateseeferred to in Paragraph 9édjove;

(3) Trade debt incurred in the ordinary courseusibess

(4) Indebtedness secured by Liens permitted uParagraph 11(¢(other tharsubparagraph (tthereof) above

(5) Secured and unsecured Indebtedness of the Coynayal its Domestic Subsidiaries in amount notxiceed
$10,000,000.00 in the aggregate incurred duringthese of any single fiscal year of the Company;

(6) Secured and unsecured Indebtedness of Foreigsidaries of the Company incurred in the ordinasyirse of busines
provided, however, that in no event shall securetlunsecured Debt of Foreign Subsidiaries of the@my at any date be in an amount
which, when added (without duplication) to liabédi of Foreign Subsidiaries of the Company relatlmBebt outstanding pursuant to
subparagraph (Helow, exceed $45,000,000.00 in Equivalent Amodmallars outstanding at any date;

(7) Secured and unsecured Indebtedness of Foreigsidaries of the Company in the nature of guéaeargnd other
contingent and recourse obligations of Indebtedoéssher Foreign Subsidiaries permitted pursuastubparagraph #bove; provided,
however, that in no event shall guaranties andratbitingent and recourse obligations of Debt bkoforeign Subsidiaries of the
Company at any date be in an amount which, wheeagadithout duplication) to Debt of Foreign Subaiiés of the Company
outstanding pursuant to subparagraphaf@ve, exceed $45,000,000.00 in Equivalent AmotiBtodlars outstanding at any date; and

(8) Unsecured Indebtedness in the nature of guasand other contingent recourse obligations @Gbmpany and it
Domestic Subsidiaries relating to Indebtedness finpursuant to subparagraph é&pve; provided, that the contingent obligations of
the Company and its Domestic Subsidiaries thereusitil not exceed $5,000,000.00 in the aggredadayadate



11(c) Merger, Etc And shall not permit any Subsidiary to, dissolverge or consolidate with any Person or permitRenson to
merger into it, except that:

(1) Any Subsidiary of the Company may merge intcamsolidate with the Company so long as the singierson is th
Company;

(2) Any Domestic Subsidiary of the Company may rnedérgo or consolidate with another Domestic Sulasidof the
Company, so long as the surviving Person is a wimlined Domestic Subsidiary of the Company; and

(3) Any Foreign Subsidiary of the Company may menge or consolidate with another Foreign Subsidizfrthe Company,
so long as the surviving Person is a wholly-ownetelgn Subsidiary of the Company;

provided, however, that as a condition precedeaniotransaction set forth in subparagraphs (butin (3) above, the Company shall have
delivered in writing to the Agent evidence satisfag to the Agent, including, without limitationrgforma financial projections in form and
detail satisfactory to the Agent, that both befand immediately after giving effect to such tranisacthere shall not exist any Event of Default
or Potential Default.

11(d) Acquisitions And shall not permit any Subsidiary to, purchaseacquire or incur liability for the purchase eqaisition of
any or all of the assets or business of any Peyitar than Permitted Acquisitions

11(e) Payment of DividendDeclare or pay any dividends upon its sharesazksnow or hereafter outstanding or make any
distribution of assets to its stockholders as suttether in cash, property or securities.

11(f) Purchase or Retirement of Stadkcquire, purchase, redeem or retire any sharés oépital stock now or hereafter
outstanding unless at the date thereof there datesxist an Event of Default or Potential Defaultldhe aggregate value of shares of the c:
stock of the Company acquired, purchased, redeeonedtired by the Company during the then curfisstal year is not in excess of
$15,000,000.00.

11(g) Sale of AssetsAnd shall not permit any Subsidiary to, sell sieaassign, transfer or otherwise dispose of aiitg afssets
(other than obsolete or worn out property), whett@w owned or hereafter acquired and whether imeotion with the transfer, spin off or
restructure of a portion of the business of sualséteor otherwise, other than:

(1) Sales of inventory in the ordinary course odibass as presently conducted and at fair markea¢ yva
(2) Transfers of assets of Foreign SubsidiarighédCompany and its Domestic Subsidiaries; and

(3) Other transfers of assets by the Company oioéitg Domestic Subsidiaries to Foreign Subsidsinf the Company (oth
than assets consisting of accounts receivableher oights to the payment of money which may irement be sold, assigned or
transferred to Foreign Subsidiaries) so long asidiPotential Defau



or Event of Default exists at the time of such $fen or would occur after giving effect to suchster and (ii) all such transfers made
after the Effective Date do not, in the aggregamenlve: (y) tangible and intangible assets havantet book value in excess of twenty
percent (25%) of the net book value of all tangiutel intangible assets of the Company and the Dierfgsbsidiaries at and as of
December 31, 2004, or (z) tangible assets havihgowk value in excess of fifteen percent (15%thef net book value of all tangible
assets of the Company and the Domestic Subsidiatrimsd as of December 31, 2004, in each case@snieed by the Agent in its
reasonable business judgment with reference todhsolidating financial statements of the Compamy the Domestic Subsidiaries da
as of such date.

11(h) Relocation of AssetsAnd shall not permit any of its Domestic Subsiidia to change the physical location of any ofisets
to a jurisdiction outside of the United States @fiérica without prior notice to the Agent and thesent of the Agent, such consent not to be
unreasonably withheld or delayed.

11(i) Financial Covenants

(1) Permit the Company’s consolidated Effective giate Net Worth, as of the end of each fiscal cgraof the Company
beginning with the fiscal quarter ending DecemterZ004, to be less than the sum of (i) $135,0@D@Dplus (ii) 75% of the Comparyy’
consolidated net profit after taxes, determineddoordance with GAAP (if positive and with no retioie in the event of loss), for the
fiscal quarter ending December 31, 2004 and, tlfieredor each fiscal quarter thereafter.

(2) Permit, when measured as of the end of anglfigearter, the Company’s Leverage Ratio, to batgrehan 2.50:1.00.

(3) Permit, when measured as of any date, the Coy's ratio of consolidated current assets to conselidleurrent liabilities
determined in accordance with GAAP, to be less thas:1.00.

(4) Permit, when measured as of the end of anglfigearter, the Company’s consolidated net prdfdraaxes for such fiscal
quarter determined in accordance with GAAP, todss than $1.00.

(5) Permit, when measured as of the end of anglftpgarter, the ratio o

(i) The sum of: (y) Adjusted EBITDA minus (z) cotisiated Capital Expenditures (other than Capitgyé&nditures
financed through the incurrence of Indebtednegs3uoh fiscal quarter and the immediately precetlinge fiscal quarters, to

(i) The sum of the Compa’s consolidated (w) cash interest expense (detethimaccordance with GAAP) for su
fiscal quarter and the immediately preceding ttilsmal quarters minus cash interest income for disclal quarter and the
immediately preceding three fiscal quarters, pk)sét cash tax expense (determined in accordaitbeBAAP) for such fiscal
guarter and the immediately preceding three figoakters, plus (y) current portion




long term debt (determined in accordance with GARIP)such fiscal quarter, plus (z) the current porof capitalized lease
obligations (determined in accordance with GAAR)doch fiscal quarter,

to be less than: (A) 1.25:1.00 for any fiscal gemending on or prior to March 31, 2006 and (BY11900 for any fiscal quarter ending
or after June 30, 2006.

11(j) Investments and Loan#\nd shall not permit any Subsidiary to, followitige Effective Date, make or commit to make any
advance, loan or extension of credit or capitakiioution to, or purchase any stock, bonds, natebentures or other securities of, or make any
other investment in, any Person, except Permitiedstments.

11(k) Change in BusinessAnd shall not permit any Subsidiaries to, makg elmange in the principal nature of their respexctiv
businesses.

11(l) Transactions with AffiliatesAnd shall not permit any Subsidiaries to, makg payment to, or sell, lease, transfer or
otherwise dispose of any of its properties or astgetor purchase any property or assets fromnt@rénto or make or amend any contract,
agreement, understanding, loan, advance or guaravitie, or for the benefit of, any Affiliate (eaoh the foregoing, an “Affiliate Transactiop”
unless such Affiliate Transaction is on terms #r&tno less favorable to the Company or the retesahsidiary than those that would have
been obtained in a comparable transaction by timepaay or such Subsidiary with an unrelated Person.

12. Events of DefaultUpon the occurrence of any of the following eggfain “Event of Default”):

12(a) The Company shall fail to pay any principaltoe Loans, any L/C Drawing, or pay any Obligasiamconnection with any F
Transaction on the date when due, or fail to pahiwifive days of the date when due any other Gilign under the Loan Documents; or

12(b) Any representation or warranty made by then@any in any Loan Document shall be inaccurate@omplete in any materi
respect on or as of the date made; or

12(c) The Company shall fail to maintain its colggerexistence or shall default in the observangeedormance of any covenant
agreement contained in Paragrapteibbve; or

12(d) The Company shall fail to observe or perfamy other term or provision contained in the Loat@ments and such failure
shall continue for thirty (30) days; or

12(e) (1) The Company or any of its Subsidiaried|stefault in any payment of principal of or intst on any Indebtedness (other
than the Obligations), or (2) any Person shall dlefa the payment of any Indebtedness upon whHiehGompany or any of its Subsidiaries is
contingently liable, or (3) any other event shaltar, the effect of which is to permit such Indelntess to be declared or otherwise to become
due prior to its stated maturity; or

12(f) (1) The Company, any of its Subsidiariesany Guarantor shall commence any case, proceediother action (i) under any
existing or future law of any jurisdiction, domestir foreign, relating to bankruptcy, insolvenagorganization or relief of debtors, seeking to
have an order for relief entered with respect,toritseeking to adjudicate it a bankrupt or insptyer seeking reorganization, arrangement,
adjustment, windin-up, liquidation, dissolution, composition or othelief



with respect to it or its debts, or (ii) seekingpajmtment of a receiver, trustee, custodian orragimailar official for it or for all or any
substantial part of its assets, or the Company ohiitg Subsidiaries, or any Guarantor shall makeeral assignment for the benefit of its
creditors; or (2) there shall be commenced ag#imsCompany, any of its Subsidiaries, or any Guaraany case, proceeding or other action
of a nature referred to in clause (1) above whichregults in the entry of an order for relief myasuch adjudication or appointment, or (ii)
remains undismissed, undischarged or unbondedgeriad of thirty (30) days; or (3) there shalldsenmenced against the Company, any of
its Subsidiaries, or any Guarantor, any case, puaiog or other action seeking issuance of a waohattachment, execution, distraint or
similar process against all or substantially alitefassets which results in the entry of an ofdieany such relief which shall not have been
vacated, discharged, stayed, satisfied or bondedipg appeal within sixty (60) days from the ertrgreof; or (4) the Company, any of its
Subsidiaries, or any Guarantor, shall take anyadti furtherance of, or indicating its consentapproval of, or acquiescence in (other than in
connection with a final settlement), any of thesat forth in clause (1), (2) or (3) above; ortfl® Company, any of its Subsidiaries, or any
Guarantor, shall generally not, or shall be unédj®r shall admit in writing its inability to pats debts as they become due; or

12(g) (1) Any Person shall engage in any “prohibitr@nsaction” (as defined in Section 406 of ERI8/Section 4975 of the Code)
involving any Plan, (2) any “accumulated fundindiciency” (as defined in Section 302 of ERISA), wimer or nor waived, shall exist with
respect to any Plan, (3) a Reportable Event slealirowith respect to, or proceedings shall comméndgve a trustee appointed, or a trustee
shall be appointed, to administer or to terminatg; Single Employer Plan, which Reportable Eventstitution of proceedings is, in the
reasonable opinion of the Agent, likely to resnlthe termination of such Plan for purposes ofeliM of ERISA, and, in the case of a
Reportable Event, the continuance of such Repartabént unremedied for ten days after notice ofi SReportable Event pursuant to Section
4043(a), (c) or (d) of ERISA is given or the comtimce of such proceedings for ten days after cornemeent thereof, as the case may be, (4)
any Single Employer Plan shall terminate for pugsosf Title IV of ERISA, (5) any withdrawal liahiji to a Multiemployer Plan shall be
incurred by the Company or (6) any other eventomidition shall occur or exist; and in each casglanses (1) through (6) above, such event or
condition, together with all other such eventsamditions, if any, is likely to subject the Compaatyany of its Subsidiaries to any tax, penalty
or other liabilities in the aggregate materialefation to the business, operations, propertyraritial or other condition of the Company or the
Company and its Subsidiaries taken as a whole; or

12(h) One or more judgments or decrees shall lErexhiagainst the Company or any of its Subsidiamessuch judgments or
decrees shall not have been vacated, dischargg@dstsatisfied or bonded pending appeal withiryttiBO) days from the entry thereof;

12(i) Any Guarantor shall fail to observe or penfioany provision of any Loan Document to which iaiparty or shall attempt to
rescind or revoke any Loan Document to which & fgarty, with respect to future transactions oenpilise, or any representation or warranty
set forth any Loan Document to which any Guaraist@arty shall be inaccurate or incomplete in amgaral respect as of the date made; or

12(j) There shall occur a Change of Control,

THEN, automatically upon the occurrence of an Evéidefault under Paragraph 12éfove, at the option of any Lender upon the ocogee
of an Event of Default under Paragraph 12@)ve and, in all other cases, at the option oMbgrity Lenders, each Lender’s obligation to
make Loans and the L/C Issuing Bank’s obligatioissuie Letters of Credit with the Company hereursthtl terminate and the principal
balance of outstanding Loans and interest accruedrpaid thereon and the aggrec



contingent liability of the Company to reimburse t/C Issuing Bank and the Lenders for future L/@Wwings with respect to Outstanding
Letters of Credit and the aggregate contingentliiglof the Company to make any payment with redpge FX Obligations and all other
Obligations shall become immediately due and payakithout demand upon or presentment to the Cognpalmich are expressly waived by
the Company and the Agent and the Lenders may inatedg exercise all rights, powers and remediedlavie to them at law, in equity or
otherwise. All amounts paid by the Company on antof@ithe aggregate contingent liability of the Guany under Outstanding Letters of
Credit and outstanding FX Transactions shall bd bglthe Agent as collateral security for the bérdfthe L/C Issuing Bank, the Lenders, i
the FX Provider until there are no Letters of Cr&litstanding, all unrepaid L/C Drawings have beaid in full with interest thereon as
provided herein, and all FX Transactions have neatand all FX Obligations have been paid in fllg Company hereby being automatically
deemed to have granted to the Agent, the L/C IgsBamk, the Lenders and the FX Provider a firsbyisi, perfected security interest in all
such monies and to have authorized the Agent td siebh monies in satisfaction of the obligatiortted Company to repay L/C Drawings and
Obligations connected with FX Transactions; prodidéat, nothing contained herein shall in any nesiron to any extent affect the liability of
the Company with respect to L/C Drawings or FX Bagtions in the event for whatever reason the Adees not so debit such monies on
account thereof.

13. The Agent

13(a) Appointment Each Lender hereby irrevocably designates andiafgthe Agent as the agent of such Lender urdaekoan
Documents and each such Lender hereby irrevocaithpezes the Agent, as the agent for such Lenidegake such action on its behalf under
the provisions of the Loan Documents and to exersigh powers and perform such duties as are eskp=egated to the Agent by the terms
of the Loan Documents, together with such othergrsvas are reasonably incidental thereto. Notvétidihg any provision to the contrary
elsewhere in the Loan Documents, the Agent shalhawe any duties or responsibilities, except trogeessly set forth herein or therein, or
any fiduciary relationship with any Lender, andimplied covenants, functions, responsibilities,iesitobligations or liabilities shall be read
into the Loan Documents or otherwise exist agahmstAgent. The Company shall pay to the Agent ameag fee in such amount and at such
times as the Agent and the Company may from tinterte agree in writing.

13(b) Delegation of DutiesThe Agent may execute any of its duties undettien Documents by or through agents or attorneys-
in-fact and shall be entitled to advice of countseicerning all matters pertaining to such dutidse Agent shall not be responsible for the
negligence or misconduct of any agents or attorm@yact selected by it with reasonable care.

13(c) Exculpatory ProvisionsNeither the Agent nor any of its officers, dilms, employees, agents, attorneys-in-fact or Ati#ls
shall be (1) liable for any action lawfully takenamitted to be taken by it or such Person undén eonnection with the Loan Documents
(except for its or such Person’s own gross negtigear willful misconduct), or (2) responsible inyamanner to any of the Lenders for any
recitals, statements, representations or warrantgge by the Company or any officer thereof comigiim the Loan Documents or in any
certificate, report, statement or other documeferred to or provided for in, or received by theedgunder or in connection with the Loan
Documents or for the value, validity, effectivenegsnuineness, enforceability or sufficiency of tlian Documents or for any failure of the
Company to perform its obligations hereunder. Tigemt shall not be under any obligation to any Lende@scertain or to inquire as to the
observance or performance of any of the agreencemtsined in, or conditions of, the Loan Documentto inspect the properties, books or
records of the Compan




13(d) Reliance by AgentThe Agent shall be entitled to rely, and shalfddly protected in relying, upon any note, writing
resolution, notice, consent, certification, affidaletter, cablegram, telegram, telecopy, telexetetype message, statement, order or other
document or conversation reasonably believed toylie genuine and correct and to have been sigeetior made by the proper Person or
Persons and upon advice and statements of legaseb(including, without limitation, counsel to t@®@mpany), independent accountants and
other experts selected by the Agent. The Agent degyn and treat the payee of any note as the oweexdf for all purposes. As to the
Lenders: (1) the Agent shall be fully justifiedfailing or refusing to take any action under theahdocuments unless it shall first receive such
advice or concurrence of the Majority Lenders boathe Lenders, as appropriate, or it shall firstindemnified to its satisfaction by the
Lenders ratably in accordance with their respeddigecentage Shares against any and all liabilidyesqpense which may be incurred by it by
reason of taking or continuing to take any actiexcépt for liabilities and expenses resulting fritve Agent’s gross negligence or willful
misconduct), and (2) the Agent shall in all case$ully protected in acting, or in refraining frameting, under the Loan Documents in
accordance with a request of the Majority Lenderalloof the Lenders, as appropriate, and sucheggnd any action taken or failure to act
pursuant thereto shall be binding upon all the leesd

13(e)_Notice of Default The Agent shall not be deemed to have knowledgmtice of the occurrence of any Potential Default
Event of Default hereunder unless the Agent hasived notice from a Lender or the Company refertonthe Loan Documents, describing
such Potential Default or Event of Default andistathat such notice is a “notice of default.” lretevent that the Agent receives such a notice,
the Agent shall give notice thereof to the Lend&re Agent shall take such action with respectitthdotential Default or Event of Default as
shall be reasonably directed by the Majority Lesdmovided that such action is consistent withgfwvisions of this Agreement; provided tf
unless and until the Agent shall have received slirgttions, the Agent may (but shall not be olikgleto) take such action, or refrain from
taking such action, with respect to such Poteliefhult or Event of Default as it shall deem adbisan the best interest of the Lenders.

13(f) Non-Reliance on Agent and Other LendeEach Lender expressly acknowledges that neitireeAgent nor any of its officers,
directors, employees, agents, attorneys-in-faétffiliates has made any representations or wareartt it and that no act by the Agent
hereinafter taken, including any review of the mff@f the Company, shall be deemed to constitayerapresentation or warranty by the Agent
to any Lender. Each Lender represents to the Apanit has, independently and without relianceruii® Agent or any other Lender, and
based on such documents and information as it &éased appropriate, made its own appraisal of amestigation into the business,
operations, property, financial and other conditowl creditworthiness of the Company and madentsadecision to make its loans hereunder
and enter into this Agreement. Each Lender alspesgmts that it will, independently and withouiaete upon the Agent or any other Lender,
and based on such documents and information aalitdeem appropriate at the time, continue to niskewn credit analysis, appraisals and
decisions in taking or not taking action under thigeement, and to make such investigation asaébdenecessary to inform itself as to the
business, operations, property, financial and atbedition and creditworthiness of the Company.dptdor notices, reports and other
documents expressly required to be furnished ta.émelers by the Agent hereunder, the Agent shalhawe any duty or responsibility to
provide any Lender with any credit or other infotioa concerning the business, operations, propérngncial and other condition or
creditworthiness of the Company which may come thiopossession of the Agent or any of its officdisectors, employees, agents, attorneys-
in-fact or Affiliates.

13(g) Indemnification The Lenders agree to indemnify the Agent in @gacity as such (to the extent not reimbursed by th
Company and without limiting the obligation of tBempany



to do so0), ratably according to the respective arteaf their Percentage Shares, from and agaiysara all liabilities, obligations, losses,
damages, penalties, actions, judgments, suitss,cegbenses or disbursements of any kind whatsegvieh may at any time (including withc
limitation at any time following the payment of tbligations) be imposed on, incurred by or asdeatminst the Agent in any way relating to
or arising out of the Loan Documents or any docusieantemplated by or referred to herein or thedaations contemplated hereby or any
action taken or omitted by the Agent under or inrezction with any of the foregoing; provided thatlrender shall be liable for the paymen
any portion of such liabilities, obligations, lossdamages, penalties, actions, judgments, soits,cexpenses or disbursements resulting from
the Agent’s gross negligence or willful miscondulthe agreements in this subsection shall surviggolyment of the Obligations.

13(h) Agent in Its Individual CapacityThe Agent and its Affiliates may make loans wgept deposits from and generally engage
in any kind of business with the Company as thaihghAgent were not the Agent hereunder. With resigesuch loans made or renewed by
them, the Agent shall have the same rights and oureder the Loan Documents as any Lender and meagise the same as though it were
not the Agent, and the terms “Lender” and “Lendefsdll include the Agent in its individual capacity

13(i) Successor AgenfThe Agent may resign as Agent under the Loan Baeus upon sixty (60) days’ notice to the Lende a
agrees that it will so resign in the event it ceasehold any Percentage Share of the Obligatibtise Agent shall resign as provided herein,
then the Lenders (other than the Agent) shall aggodm among the Lenders a successor agentsuch Lenders are unable to agree on the
appointment of a successor agent, the Agent spadliat a successor agent for the Lenders (whicbessor agent shall, in either case and
assuming that there does not exist a Potentialuilteda Event of Default, be reasonably acceptablihé Company), whereupon such successor
agent shall succeed to the rights, powers andslafithe Agent, and the term “Agent” shall meanhssieccessor agent effective upon its
appointment, and the former Agent's rights, povard duties as Agent shall be terminated, withowtather or further act or deed on the part
of such former Agent or any of the parties to tggeement or any of the Loan Documents or succeshereto. After any retiring Agent’s
resignation hereunder as Agent, the provisionsisfRaragraph 18hall inure to its benefit as to any actions taeomitted to be taken by it
while it was Agent under the Loan Documents.

14. Miscellaneous Provisions

14(a) No AssignmentThe Company may not assign its rights or oblayaiunder this Agreement without the prior writtemsent
of one hundred percent (100%) of the Agent and_#ralers. Any attempted assignment in violatiorhd$ provision shall automatically be
deemed null and void. Subject to the foregoingpadvisions contained in this Agreement or any doent or agreement referred to herein or
relating hereto shall inure to the benefit of eehder, its successors and assigns, and shalhdégiupon the Company, its successors and
assigns.

14(b) Amendment This Agreement may not be amended or terms ofigoms hereof waived unless such amendment orexdsv
in writing and signed by the Majority Lenders, thgent and the Company; provided, however, thatauithhe prior written consent of one
hundred percent (100%) of the Agent and the Lendersmendment or waiver shall: (1) reduce thecipad of, or rate of interest or fees on,
the Loans or any Letter of Credit or extend or otlige modify the required amount or due date for laman or any L/C Drawing, (2) modify
any Lender’s Percentage Share (except as the cdsitassignment permitted under Paragraph 14(b&lbw), (3) modify any provision of
the Loan Documents requiring one hundred perced@%d of the Lenders to act, (4) modify the defunitiof “Majority Lenders,” (5) release
any Guarantor from its obligations under its Gugram




Guarantor Security Agreement or, except as expressitemplated by the Loan Documents, release alfgteral at any time held for the
Obligations, (6) amend this Paragraph 14(b{7) increase or extend any of the Lenders’ caments to provide Loans, Letters of Credit or
other financing hereunder. It is expressly agreetiunderstood that the failure by the required leesdo elect to accelerate amounts
outstanding hereunder and/or to terminate the atitig of the Lenders to make Loans or the L/C lsgiank to issue Letters of Credit with
the Company hereunder shall not constitute an amentor waiver of any term or provision of this Agment.

14(c) Cumulative Rights; No WaiveiThe rights, powers and remedies of the Lendemsumeler are cumulative and in addition to
all rights, power and remedies provided under antyal agreements between the Company and the tenelating hereto, at law, in equity or
otherwise. Any delay or failure by the Lendersxereise any right, power or remedy shall not caatgia waiver thereof by the Lenders, and
no single or partial exercise by the Lenders of @giyt, power or remedy shall preclude other otHar exercise thereof or any exercise of any
other rights, powers or remedies.

14(d) Entire AgreementThis Agreement and the documents and agreemefietsed to herein embody the entire agreement and
understanding between the parties hereto and fgeeesl prior agreements and understandings rglédithe subject matter hereof and ther

14(e) Survival All representations, warranties, covenants amdeagents herein contained on the part of the Coynglaall survive
the termination of this Agreement and shall beaife until the Obligations are paid and perfornreéull or longer as expressly provided
herein.

14(f) Notices. All notices given by any party to the others ghalin writing unless otherwise provided for haradelivered by
facsimile transmission, by personal delivery ombegrnight courier, addressed to the party as stt ém Annex 2attached hereto, as such
Annex 2may be amended from time to time. Any party mayngeethe address to which notices are to be senbtige of such change to each
other party given as provided herein. Such notited! be effective on the date received.

14(g) Governing Law This Agreement shall be governed by and constiiadcordance with the laws of the State of Catii@
without giving effect to its choice of law rules.

14(h) Assignments, Participations, Etc

(1) Any Lender may at any time, with the consenthaf Agent and, but only so long as there doegxigt an Event of
Default, the Company (which consent shall not beeasonably withheld by the Company), assign anelgdeé to one or more financial
institutions (each an “Assignee”) all, or any ragégpart of all, of the Loans and the other rightd abligations of such Lender hereunder
in a minimum amount of $5,000.000.00; provided, beer, that the Company and the Agent may contiowkeal solely and directly wi
such Lender in connection with the interest sogaesd to an Assignee until (i) written notice of Bassignment, together with payment
instructions, addresses and related informatioh véspect to the Assignee, shall have been givémet€ompany and the Agent by such
Lender and the Assignee; (ii) such Lender and #signee shall have delivered to the Company anddgeat an Assignment and
Acceptance Agreement; and (iii) the Assignee has foethe Agent a processing fee in the amount3p5®0.00. From and after the date
that the Agent notifies the assignor Lender thhai received an executed Assignment and Accepfsgrezment, (y) the Assignee
thereunder shall be a party hereto and, to thenetiat rights and obligations hereunder and utiteother Loan Documents have bi




assigned to it pursuant to such Assignment and ftaoee Agreement, shall have the rights and olidigatof a Lender under the Loan
Documents, and (z) the assignor Lender shall,@é@#ient that rights and obligations hereunderuantir the other Loan Documents h
been assigned by it pursuant to such AssignmenAandptance Agreement, relinquish its rights andebeased from its obligations
under the Loan Documents. Upon the effective daseich assignment, this Agreement and the othen IDmecuments shall be deemed to
be amended to the extent, but only to the extertessary to reflect the addition of the Assignekthe resulting adjustment of the
Percentage Share arising therefrom.

(2) Any Lender may at any time sell to one or mfamancial institutions or other Persons (each atiBipant”) participating
interests in any Loans, the funding commitmentat Lender and the other interests of that Lentther originating Lender”) hereunder
and under the other Loan Documents; provided, hewehat (i) the originating Lender’s obligationsder this Agreement shall remain
unchanged, (ii) the originating Lender shall remsotely responsible for the performance of sucligalibns, (iii) the Company and the
Agent shall continue to deal solely and directlyhwthe originating Lender in connection with thégarating Lender’s rights and
obligations under this Agreement and the other Laouments, (iv) following such sale that Lendealsbontinue to hold for its own
account a Percentage Share of the Aggregate Qieditof not less than $5,000,000.00 and (v) thente of any documentation govern
such participation shall not provide for such Rgptint to have any voting rights on any amendmintse Credit Agreement or other
Loan Documents other than any such amendment vghighorts to (A) forgive principal of, or interest any Loan, (B) postpone any
date fixed for the payment of principal of or irgst on, any Loan, (C) decrease the rates at whieheist or fees are payable under the
Credit Agreement or (D) release all or substantiall of the Collateral.

(3) Notwithstanding any other provision containedhis Agreement or any other Loan Document tacthrgrary, any Lender
may assign all or any portion of the Loans heldtlig any Federal Reserve Lender or the UnitedeSt&iteasury as collateral security
pursuant to Regulation A of the Board of Goverrafrthe Federal Reserve System and any Operatirogl@irissued by such Federal
Reserve Lender.

14(i) Counterparts This Agreement and the other Loan Documents neagxecuted in any number of counterparts, all dEwh
together shall constitute one agreement.

14(j) Sharing of Paymentdf any Lender shall receive and retain any payin&hether by setoff, application of deposit bakoc
security, or otherwise, in respect of the Obligagiin excess of such Lender’'s Percentage Shamothéinen such Lender shall purchase from
the other Lenders for cash and at face value atitbuti recourse, such participation in the Obligatibeld by them as shall be necessary to
cause such excess payment to be shared ratakfigrasaad with each of them; provided, that if sesicess payment or part thereof is there:
recovered from such purchasing Lender, the relatedhases from the other Lenders shall be resciratallly and the purchase price restored
as to the portion of such excess payment so reedybut without interest. Each Lender is herebhanged by the Company to exercise any
and all rights of setoff, counterclaim or bankdiesh against the full amount of the Obligations,etiter or not held by such Lender. Each
Lender hereby agrees to exercise any such rigistsafjainst the Obligations and only then to amgotndebtedness of the Company to such
Lender.



14(k) Consent to JurisdictiaPANY LEGAL ACTION OR PROCEEDING WITH RESPECT TO TH AGREEMENT OR ANY
OTHER LOAN DOCUMENT MAY BE BROUGHT IN THE COURTS OFHE STATE OF CALIFORNIA OR OF THE UNITED STATES
FOR THE CENTRAL DISTRICT OF CALIFORNIA, AND BY EXEOTION AND DELIVERY OF THIS AGREEMENT, EACH OF THE
COMPANY, THE AGENT AND THE LENDERS CONSENTS, FORS$ELF AND IN RESPECT OF ITS PROPERTY, TO THE NON-
EXCLUSIVE JURISDICTION OF THOSE COURTS. EACH OF THEOMPANY, THE AGENT AND THE LENDERS IRREVOCABLY
WAIVES ANY OBJECTION, INCLUDING ANY OBJECTION TO TH LAYING OF VENUE OR BASED ON THE GROUNDS OF
FORUM NON CONVENIENS WHICH IT MAY NOW OR HEREAFTER HAVE TO THE BRINGIE OF ANY ACTION OR
PROCEEDING IN SUCH JURISDICTION IN RESPECT OF THAGREEMENT OR ANY DOCUMENT RELATED HERETO. THE
COMPANY, THE AGENT AND THE LENDERS EACH WAIVE PERSQAL SERVICE OF ANY SUMMONS, COMPLAINT OR OTHER
PROCESS, WHICH MAY BE MADE BY ANY OTHER MEANS PERMITED BY CALIFORNIA LAW.

14(1) Waiver of Jury Trial THE COMPANY, THE LENDERS AND THE AGENT EACH WAIVHHEIR RESPECTIVE
RIGHTS TO A TRIAL BY JURY OF ANY CLAIM OR CAUSE ORACTION BASED UPON OR ARISING OUT OF OR RELATED TO
THIS AGREEMENT, THE OTHER LOAN DOCUMENTS, OR THE ARNSACTIONS CONTEMPLATED HEREBY OR THEREBY, IN
ANY ACTION, PROCEEDING OR OTHER LITIGATION OF ANY YPE BROUGHT BY ANY OF THE PARTIES AGAINST ANY
OTHER PARTY OR ANY PARTICIPANT OR ASSIGNEE, WHETHEWITH RESPECT TO CONTRACT CLAIMS, TORT CLAIMS, OR
OTHERWISE. THE COMPANY, THE LENDERS AND THE AGENTACH AGREE THAT ANY SUCH CLAIM OR CAUSE OF ACTION
SHALL BE TRIED BY A COURT TRIAL WITHOUT A JURY. WITHOUT LIMITING THE FOREGOING, THE PARTIES FURTHER
AGREE THAT THEIR RESPECTIVE RIGHT TO A TRIAL BY JURIS WAIVED BY OPERATION OF THIS SECTION AS TO ANY
ACTION, COUNTERCLAIM OR OTHER PROCEEDING WHICH SEEXIN WHOLE OR IN PART, TO CHALLENGE THE VALIDITY
OR ENFORCEABILITY OF THIS AGREEMENT OR THE OTHER LAN DOCUMENTS OR ANY PROVISION HEREOF OR THEREC
THIS WAIVER SHALL APPLY TO ANY SUBSEQUENT AMENDMENT, RENEWALS, SUPPLEMENTS OR MODIFICATIONS TO
THIS AGREEMENT AND THE OTHER LOAN DOCUMENTS.

14(m) Indemnity. Whether or not the transactions contemplateddyesiee consummated, the Company shall indemnifyhahdi
the Agent and each Lender and each of their reispenfficers, directors, employees, counsel, agantsattorneys-in-fact (each, an
“Indemnified Person”) harmless from and against ang all liabilities, obligations, losses, damages)alties, actions, judgments, suits, costs,
charges, expenses and disbursements (includingnable attorney’s fees and expenses, includingidicemented cost of internal counsel) of
any kind or nature whatsoever which may at any {iimeluding at any time following repayment of theans and the termination, resignation
or replacement of the Agent or replacement of agryder) be imposed on, incurred by or asserted sigaity such Person in any way relatin
or arising out of this Agreement or any documemttemplated by or referred to herein, or the tratisas contemplated hereby, or any action
taken or omitted by any such Person under or imection with any of the foregoing, including witlspect to any investigation, litigation or
proceeding (including any insolvency proceedingpellate proceeding) related to or arising ouhiEf Agreement, the Loans or any Letter of
Credit issued hereunder, or the use of the proddedsof, whether or not any Indemnified Persam fgrty thereto (all the foregoing,
collectively, the*Indemnified Liabilitie"); provided, however, that the Company shall hav



obligation hereunder to any Indemnified Person wépect to Indemnified Liabilities resulting frdhre gross negligence or willful misconduct
of such Indemnified Person. The agreements inRhragraph 14(mghall survive payment of all other Obligations inel termination of this
Agreement.

14(n) Marshalling; Payments Set Asiddeither the Agent nor the Lenders shall be ulaggrobligation to marshal any assets in
favor of the Company or any other Person or against payment of any or all of the Obligations. ffie extent that the Company makes a
payment or payments to the Agent or the Lendersiftih the Agent), or the Agent on behalf of the dens enforces their Liens or exercise
their rights of set-off, and such payment or payts@n the proceeds of such enforcement or setrathyg part thereof are subsequently
invalidated, declared to be fraudulent or prefeadnget aside or required (including pursuantrty settlement entered into by the Agent in its
discretion) to be repaid to a trustee, receivaany other party in connection with any insolvencygeeding, or otherwise, then (1) to the ex
of such recovery the obligation or part thereoiorélly intended to be satisfied shall be revived aontinued in full force and effect as if such
payment had not been made or such enforcement-offdead not occurred, and (2) each Lender selyesgrees to pay to the Agent upon
demand its ratable share of the total amount sovezed from or repaid by the Agent.

14(o) Setoff . In addition to any rights and remedies of thedass provided by law, if an Event of Default exigtach Lender is
authorized at any time and from time to time, withprior notice to the Company, any such noticedevaived by the Company to the fullest
extent permitted by law, to set off and apply ang all deposits (general or special, time or demanaisional or final) at any time held by,
and other indebtedness at any time owing to, sectdér to or for the credit or the account of thenPany against any and all Obligations
owing to such Lender, now or hereafter existinggspective of whether or not the Agent or such leersthall have made demand under this
Agreement or any Loan Document and although sudig&tons may be contingent or unmatured. Each keeadrees promptly to notify the
Company and the Agent after any such set-off apliGgiion made by such Lender; provided, howevst the failure to give such notice shall
not affect the validity of such set-off and applica.

14(p) Severability The illegality or unenforceability of any prowsi of this Agreement or any other Loan Documerdror
instrument or agreement required hereunder or tineler shall not in any way affect or impair thedkty or enforceability of the remaining
provisions hereof or thereof.

14(g) No Third Parties Benefited his Agreement and the other Loan Documents aenand entered into for the sole protection
and legal benefit of the Company, the Lenders haddgent, and their permitted successors and assag no other Person shall be a direct or
indirect legal beneficiary of, or have any direciralirect cause of action or claim in connectidithwthis Agreement or any of the other Loan
Documents. Neither the Agent nor any Lender stalehany obligation to any Person not a party t® Afgreement or other Loan Documents.

14(r) Judgment Currencyif for the purposes of obtaining judgment in aowrt it is necessary to convert a sum due from the
Company hereunder in the currency expressed tayehfe herein (the “specified currency”) into amstburrency, the parties hereto agree, to
the fullest extent that they may effectively do that the rate of exchange used shall be that etwih accordance with normal banking
procedures the Agent could purchase the specifie@igcy with such other currency at the Agent’smfice on the Business Day preceding
that on which final, non-appealable judgment iegivThe obligations of the Company in respect gfamm due to any Lender or the Agent
hereunder shall, notwithstanding any judgmentdu@ency other than the specified currency, behdigged only to the extent that on the
Business Day following receipt by such Lender er Atyent (as the case may |




of any sum adjudged to be so due in such otheerayrsuch Lender or the Agent (as the case mamag)n accordance with normal,
reasonable banking procedures purchase the spkciffeency with such other currency. If the amaafrthe specified currency so purchased is
less than the sum originally due to such Lende¢herAgent, as the case may be, in the specifiegicay, the Company agrees, to the fullest
extent that it may effectively do so, as a sepavhtigation and notwithstanding any such judgmentndemnify such Lender or the Agent, as
the case may be, against such loss, and if the @inodthe specified currency so purchased excesdhé¢ sum originally due to any Lender or
the Agent, as the case may be, in the specifiegicoy and (b) any amounts shared with other Leraieesresult of allocations of such excess
as a disproportionate payment to such Lender ueders of this Agreement, such Lender or the Agasthe case may be, agrees to remit such
excess to the Company.

15. Definitions. For purposes of this Agreement, the terms séh foelow shall have the following meanings:

“ Acquisition ” shall mean any transaction, or any series otedl&ransactions, consummated on or after the ffeeDate, by
which the Company or any of its Domestic Subsidir{a) acquires any going business or all or anlisily all of the assets of any firm,
corporation or limited liability company, or divisi thereof, whether through purchase of assetganer otherwise or (b) directly or indirec
acquires (in one transaction or as the most recamsaction in a series of transactions) at leasajarity (in number of votes) of the securities
of a corporation which have ordinary voting power the election of directors (other than securitiaging such power only by reason of the
happening of a contingency) or a majority (by patage or voting power) of the outstanding ownershiiprests of a partnership or limited
liability company.

“ Acquisition Facility Credit Limit” shall mean $20,000,000.00.

“ Acquisition Loan” shall have the meaning given such term in PaggrHa)above.

“ Adjusted EBITDA” shall mean:
(a) for any measurement date on or prior to Jun@@05, four (4) times EBITDA for the three (3) ntleperiod ending June 3

2005;

(b) for any measurement date after June 30, 20@8%®aror prior to September 30, 2005, two (2) tilBB$TDA for the six (6) mont
period ending September 30, 2005;

(c) for any measurement date after September 315 26d on or prior to December 31, 2005, the qobté (i) four (4) times
EBITDA for the nine (9) month period ending DecemBg, 2005 divided by (ii) three (3); and

(d) for any measurement date after December 315,Z0BITDA for the four (4) fiscal quarters most eatly ended.

“ Affiliate " shall mean, as to any Person, any other Pergentti or indirectly controlling, controlled by ander direct or indirect
common control with, such Person. “Control” as userkin means with respect to any business ehgtyower to direct the management and
policies of such business entity.

“ Agent” shall have the meaning given such term in theoohictory paragraph hereof and shall include awcgessor to BOW as
the initial“Agent” hereunder



“ Aggregate Credit Limit' shall mean $50,000,000.00, as such amount maydoeased or decreased by the mutual written
agreement of the Agent, the Company and one hurminexént (100%) of the Lenders.

“ Agreed Currencie$ shall mean (a) Dollars, (b) so long as such awies remain Eligible Currencies, Australian Dd|dBritish
Pounds Sterling, Canadian Dollars, Danish Kroreusps, Japanese Yen, New Zealand Dollars, Norwdgianers, Singapore Dollars, Swiss
Francs, Swedish Kroners, and (c) any other Eligitilerency which the Company requests the Agemdude as an Agreed Currency
hereunder and which is acceptable to all of thedees For the purposes of this definition, eacthefspecific currencies referred to in clause
(b), above, shall mean and be deemed to refeettathful currency of the jurisdiction referred todonnection with such currena.g.,
“Australian Dollars” means the lawful currency ofigtralia.

“ Agreement’ shall mean this Agreement, as the same may beadeade extended or replaced from time to time.

“ Anti-Terrorism Ordef means Executive Order No. 13,224, 66 Fed. Ref9(2001) issued by the President of the United
States of America (Executive Order Blocking Propard Prohibiting Transactions With Persons Who @l hreaten to Commit, or
Support Terrorism).

“ Applicable L/C Fee Percentadeshall mean the percentage amount calculateddardence with the Pricing Matrix.

“ Applicable LIBO Rate’ shall mean, with respect to any LIBO Rate Loantfe Interest Period applicable to such LIBO Rate
Loan, the rate per annum (rounded upward, if nezgst the next higher 1/16 of one percent) calimd as of the first day of such Interest
Period in accordance with the following formula:

Applicable LIBO Rate LR + ALS
1-LRP

where

LR =LIBO Rate

LRP = LIBOR Reserve Percenta

ALS = Applicable LIBOR Sprea

“ Applicable LIBOR Spread shall mean the percentage amount calculateddordance with the Pricing Matrix.

“ Applicable Prime Raté shall mean a floating rate per annum equal todihity average Prime Rate on each day of the agylc
calculation period plus the Applicable Prime Rapecad.

“ Applicable Prime Rate Spreddhall mean the percentage amount calculateddordance with the Pricing Matrix.

“ Approximate Equivalent Amouritof any currency with respect to any amount of IR shall mean the Equivalent Amount of
such currency with respect to such amount of Dsltar or as of such date, rounded up to the neamgstint of such currency as determined by
the Agent from time to time.

“ Assignee” shall have the meaning given such terrParagraph 14(h)(labove.




“ Assignment and Acceptance Agreeméshall mean an agreement in the form of that hdeddereto as Exhibit E

“ Business Day shall mean (a) with respect to any borrowing, pant or rate selection of Loans funded in any Adr@arrency,
any day other than a Saturday, a Sunday or a dayhah banks in Los Angeles, California, Chicadlindis or New York, New York are
authorized or obligated to close their regular agkbusiness, on which interbank wire transferstmamade on the Fedwire system and
dealings in Dollars and the other Agreed Currenarescarried on in the London interbank market, @gmdor all other purposes, any day other
than a Saturday, a Sunday or a day on which bankes Angeles, California, Chicago, Illinois or N&ferk, New York are authorized or
obligated to close their regular banking business.

“ Capital Expenditure’ shall mean, for any period, the aggregate oéafienditures by the Company and its Subsidiarieth®
acquisition or leasing of fixed or capital assetadditions to equipment (including replacemengsitalized repairs and improvements during
such period) which should be capitalized under GAAR consolidated balance sheet of the Companyt@Sdibsidiaries, lesset proceeds
from sales of fixed or capital assets receivedigy@ompany or any of its Subsidiaries during suetopl.

“ Change of Control shall mean:

(@) As to the Company: (1)(a) the sale, leasesfeainconveyance or other disposition (other thaway of merger or
consolidation), in one or more related transactiofigall or substantially all of the properties aasbets of the Parent and its Subsidiaries taken
as a whole to any “persondg such term is used in Section 13(d)(3) of thehBrge Act), (2) the adoption of a plan relatinghte liquidation o
dissolution of the Company, (3) the consummatioarof transaction or other event (including, withlimitation, any merger or consolidation)
the result of which is that any “person” (as defirmdove) becomes the “beneficial owner” (as sugh {e defined in Rule 13d-3 and Rule 13d-
5 under the Exchange Act), directly or indirectfmore than thirty five percent (35%) of the vgtishares or economic value of the Stock of
the Company,

(b) As to any Domestic Subsidiary, if the Compahglkscease to own one hundred percent (100%) obtittanding capital stock
of such Person, directly or indirectly through atB®mestic Subsidiaries,

(c) As to any Foreign Subsidiary, if the Companglsbease to own one hundred percent (100%) obtitstanding capital stock of
such Foreign Subsidiary, directly or indirectlyahgh other Subsidiaries, or

(d) If Deepak Chopra shall cease to be activelplved in the day to day management of the busiak®e Company and its
Subsidiaries.

“ Collateral” shall have the meaning given such term in thau8gcAgreement and the Guarantor Security Agreds)eas
applicable.

“ Commonly Controlled Entity of a Person shall mean a Person, whether omrotporated, which is under common control with
such Person within the meaning of Section 411(¢hefinternal Revenue Code.

“ Company” shall have the meaning given such term in the poéaimereto



“ Compliance Certificaté shall mean a certificate in the form of that aktad hereto as Exhibit.F

“ Computation Daté shall have the meaning given such term in Pagagdl)(5)above.

“ Contact Office” shall mean the office of the Agent located at 3@uth Grand Avenue, Suite 700, Los Angeles, Qali£090071
or such other office as the Agent may notify therfpany and the Lenders from time to time in writing.

“ Contractual Obligatiori as to any Person shall mean any provision ofsagurity issued by such Person or of any agreement,
instrument or undertaking to which such Persongardy or by which it or any of its property is bl

“ Credit Event’ shall mean the funding, continuation or convensié any Loan or the issuance of any Letter of @red

“ Debt” of any Person shall mean: (a) liabilities for tmwed money; (b) liabilities for the deferred pumsk price of property
acquired by such Person (excluding accounts payatsimg in the ordinary course of business butigiag, without limitation, all liabilities
created or arising under any conditional sale bewotitle retention agreement with respect to arghgroperty); (c) capitalized lease
obligations; (d) all liabilities for borrowed monegcured by any lien with respect to any propewigied by such Person (whether or not it has
assumed or otherwise become liable for such ligsi; (e) liabilities with respect to letters oédit, foreign exchange transactions and net
exposure in respect to interest rate swaps, currenaps and similar obligations; and (f) any gugram other contingent liability of such
Person with respect to liabilities described ingaragraphs (ahrough (eyabove.

“ Domestic Subsidiary shall mean any Subsidiary of the Company whichdsa Foreign Subsidiary.

“ Dollar Amount” shall mean, with respect to any amount of curret&ythe amount of such currency if such curresdyallars ol
(b) the equivalent in such currency of such amadimollars if such currency is any currency otheart Dollars, calculated according to the
Agent’s customary procedures.

“Dollars " and “ $” shall mean the lawful currency of the United 8tabf America.

“ EBITDA " shall mean, with respect to any specified fiqoadiod, the Company’s (a) consolidated net earnfogss) for such
period, minus (b) the sum of, for such period,efraordinary gains and (2) interest income, ptygie sum of, for such period, (1) interest
expense, (2) net income tax expense, (3) depregiatid amortization, (4) non-cash stock option agps, (5) non-cash, non-recurring
expenses and (6) up to $1,500,000 of cash restimgtexpenses incurred prior to March 31, 200&anh case as determined in accordance
with GAAP.

“ Effective Date” shall mean the date on which all conditions pdesr# to the occurrence of the first Credit Eventferh in
Paragraph 8(agbove have been met to the satisfaction of the Aged the Lenders.

“ Effective Tangible Net Worthi shall mean for any Person at any date the sua)dfangible Net Worth plus (b) Subordinated

Debt.



“ Eligible Currency” shall mean any currency other than Dollars (a} th readily available, (b) that is freely tradég),in which
deposits are customarily offered to banks in thedam interbank market, (d) which is convertibleibtollars in the international interbank
market and (e) as to which an Equivalent Amount bayeadily calculated. If, after the designatigrthee Agent of any currency as an Agreed
Currency, (x) currency control or other exchanggitations are imposed in the country in which scghrency is issued with the result that
different types of such currency are introducefl s(ych currency is, in the determination of the étgeo longer readily available or freely
traded or (z) in the determination of the AgentEauivalent Amount of such currency is not read#yculable, the Agent shall promptly notify
the Lenders and the Company, and such currenclyrehiinger be an Agreed Currency until such timégent and all of the Lenders agree to
reinstate such currency as an Agreed Currency.

“ Environmental Claim$ shall mean all claims, however asserted, by anyegimental authority or other person alleging ptéd
liability or responsibility for violation of any Bronmental Law or for release or injury to the eamment or threat to public health, personal
injury (including sickness, disease or death), propdamage, natural resources damage, or othealléggng liability or responsibility for
damages (punitive or otherwise), cleanup, remaeahedial or response costs, restitution, civilmmmal penalties, injunctive relief, or other
type of relief, resulting from or based upon (& thresence, placement, discharge, emission osee(@zcluding intentional and unintentional,
negligent and non-negligent, sudden or non-sudaerigdental or non-accidental placement, spillkdedischarges, emissions or releases) of
any Hazardous Materials at, in, or from propertyned; operated or controlled by the Company or dritg @ubsidiaries, or (ii) any other
circumstances forming the basis of any violatiaralteged violation, of any Environmental Law.

“ Environmental Laws shall mean all federal, state or local laws, s, common law duties, rules, regulations, ortiea and
codes, together with all administrative orderseclied duties, requested, licenses, authorizatiothpearmits of, and agreements with, any
governmental authorities, in each case relatirgntoronmental, health, safety and land use matireckjding the Comprehensive
Environmental Response, Compensation and Lialityof 1980 (“CERCLA”), the Clean Air Act, the Fedd Water Pollution Control Act of
1972, the Solid Waste Disposal Act, the FederabRe® Conservation and Recovery Act, the Toxic gutzes Control Act, the Emergency
Planning and Community Right-to-Know Act, the Catlifia Waste Control Law, the California Solid Wastanagement, Resource, Recovery
and Recycling Act, the California Water Code arel @alifornia Health and Safety Code.

“ Environmental Permits shall have the meaning given such term in Partg@p)above.

“ Equivalent Amount' of any currency with respect to any amount of|[Bxd at any date shall mean the equivalent in sudtency
of such amount in Dollars, calculated accordintheoAgent’s customary procedures.

“ ERISA " shall mean the Employee Retirement Income Secéat of 1974, as the same may from time to timeigplemented
or amended.

“ Event of Default’ shall have the meaning given such term in Papgyd®above.

“ Euro” shall mean the euro referred to in Council Retiafa(EC) No. 1103/97 dated June 17, 1997 passabeébZouncil of the
European Union, or, if different, the then lawfukency of the member states of the European Uthiahparticipate in the third stage of
Economic and Monetary Unio



“ Exchange Act’ shall mean the Securities Exchange Act of 1934naeffect from time to time.
“ Existing Additional Company Collateral Documefitshall have the meaning given such term in Paggiia)above.

“ Existing Additional Guarantor Collateral Documeiishall have the meaning given such term in Paggi@b)above.

“ Existing Credit Agreemeritshall have the meaning given such term in Reéitabove.

“ Existing Guarantor$ shall mean those Domestic Subsidiaries of the @amy listed on Annex 4ttached hereto.

“ Existing Guaranty shall have the meaning given such term in Parggia)above.

“ Existing Security Agreemeritshall have the meaning given such term in Paggiia)above.

“ Foreign Subsidiary shall mean any Subsidiary of a Person which Sliéasi is not organized in the United States of Aicger

“ Funded Debt shall mean for any Person at any date of calculdtie aggregate amount of Indebtedness of suchredsich ha
actually been funded and is outstanding at such, timnether or not such amount is due and payabseicm date and including, without
limitation, the aggregate amount available for dregaunder outstanding letters of credit on whichlsBerson is the account party.

“ Funding Account shall mean account no. 752-04010 maintained énGbmpany’s name with the Agent or such other atcou
accounts as the Agent and the Company may fromttirtiene agree.

“ EX Obligations” shall have the meaning given such term in Paggg@above.
“ EX Provider” shall have the meaning given such term in ParggBabove.

“ EX Transactior’ shall mean any transaction between the BOW aadCthimpany or a Guarantor pursuant to which the ExXder
has agreed to sell to or to purchase from the Casnpasuch Guarantor a foreign currency which BGyutarly trades of an agreed amount at
an agreed price in Dollars or such other agreed fipeign currency, deliverable and payable ongreed date.

“ GAAP " shall mean generally accepted accounting priesifih the United States of America in effect framet to time.

“ Governmental Authority shall mean any nation or government, any statetloer political subdivision thereof, or any entity
exercising executive, legislative, judicial, regoly or administrative functions of or pertainirggovernment




“ Guarantor” shall mean any of the Existing Guarantors andRagnestic Subsidiary executing a Guaranty followting Effective
Date as required pursuant to Paragraph aljdye.

“ Guarantor Security Agreemehshall mean each of the Existing Guarantor Secémeements, as amended and reaffirmed b
Master Reaffirmation of Guaranties and GuarantauBty Agreements, and each security agreementués@a@nd delivered in the future
pursuant to Paragraph 7@)ove, as the same may be amended, extended dackckfrom time to time.

“ Guaranty” shall mean each of the Existing Guaranties, asratad and reaffirmed by the Master Reaffirmatio@oéranties and
Guarantor Security Agreements, and each guaramiyueed and delivered in the future pursuant tod?aph 7(d)above, as the same may be
amended, extended and replaced from time to time.

“ Hazardous Material$shall mean:

(a) “Hazardous substances,” “hazardous wastesZdiftlmus materials,” or “toxic substances,” as defim any of the Hazardous
Material Laws;

(b) Any pollutant or contaminant, or hazardous,g#anus or toxic chemical, material, waste or sutzstg“pollutant”) which
Hazardous Material Laws prohibit, limit or other@iegulate as to use, exposure, release, genenatiorufacture, sale, transport, handling,
storage, treatment, reuse, presence, disposatyxulirg;

(c) Petroleum, crude oil or any fraction of pettoteor crude oil;

(d) Any radioactive material, including any sourspecial nuclear or by-product material, as defiaed? U.S.C. 82011 skq., anc
amendments thereto and reauthorizations thereof;

(e) Asbestos-containing materials in any form arditon; and
(f) Polychlorinated biphenyls.

“ Indebtedness of any Person shall mean all items of indebtedmvesich, in accordance with GAAP and practices, levdne
included in determining liabilities as shown on tiability side of a statement of condition of suelrson as of the date as of which
indebtedness is to be determined, including, witlimitation, all obligations for money borroweddnapitalized lease obligations, and shall
also include all indebtedness and liabilities dfeps assumed or guaranteed by such Person ompiectesf which such Person is secondarily or
contingently liable (other than by endorsemennstruments in the course of collection) whetherdason of any agreement to acquire such
indebtedness or to supply or advance sums or otberw

“ Interest Period shall mean with respect to any Loan which is geimaintained as a LIBO Rate Loan, the period conuingnon
the date such Loan is advanced and ending onetltwe® or six months thereafter, as designateldeimelated Loan Request; provided,
however, that (a) any Interest Period which woulttowvise end on a day which is not a LIBOR Busiri2ag shall be extended to the next
succeeding LIBOR Business Day unless by such exteitsivould fall in another calendar month, in whicase such Interest Period shall end
on the immediately preceding LIBOR Business Day atly Interest Period which begins on a day forclwhhere is no numerically
corresponding day in the calendar month in whidhdaterest Period is to end shall, subject topitevisions of clause (a) above, end on the
last day of such calendar month, and (c) no Intétesod shall end after the regularly scheduledoReéng Loan Maturity Date



“ Interim Date” shall mean March 31, 2005.

“ Investment’ shall mean, with respect to any Person, any itmeest by such Person in any other Person (includiifijates) in
the form of loans, guarantees, advances, or cagtdtibutions (excluding (a) commission, traveldaimilar advances to officers and
employees of such Person made in the ordinary eafrBusiness, and (b) bona fide accounts receaiiding in the ordinary course of
business consistent with past practice), purchasether acquisitions of Indebtedness, Stock, set@sor business of such other Person, an
other items that are or would be classified asstments on a balance sheet prepared in accordaticSnAP.

“ L/C Documents’ shall mean any and all documents, instrumentsagmndements as the L/C Issuing Bank may requicebeered
to it as a condition precedent to the issuancéb\LIC Issuing Bank of a Letter of Credit.

“ L/C Drawing” shall mean any drawing under a Letter of Credit.

“ L/C Issuing BanK’ shall mean that Lender which has agreed, withctiresent of the remaining Lenders, to issue theetebf
Credit, with the initial L/C Issuing Bank being BQW

“ Lender Account Control Agreemehshall have the meaning given such term in Pagggi@d)(3)above.

“ Lending Installatiod’ means, with respect to a Lender or the Agentgtifiee, branch, subsidiary or affiliate of suchr&mn with
respect to each Agreed Currency listed on Annex@herwise selected by such Lender or the Agergyant to Paragraph 5(1)

“ Letter of Credit shall have the meaning given such term in Paragdémlabove, and shall include, without limitation, theP
Existing Letters of Credit.

“ Letter of Credit Applicatiori shall mean an application for the issuance of gekeff Credit in form satisfactory to the L/C Issg
Bank.

“ Leverage Ratid shall mean, as of any date of determination rét® of the Company’s consolidated Funded Delbhéo
Company’s consolidated Adjusted EBITDA.

“LIBO Rate” shall mean, with respect to any LIBO Rate Loandny Interest Period:

(a) If such LIBO Rate Loan is to be funded in Dddlathe rate per annum determined by the Agenétthé rate as of approximate
11:00 a.m. (London time) on the date that is twB@QR Business Days prior to the beginning of thevaht Interest Period quoted as the
British Bankers Association Interest SettlementRat deposits in Dollars (as set forth in any 8#rselected by the Agent which has been
nominated by the British Bankers’ Association asathorized information vendor for purpose of ddgiahg such rates) for a period equal to
such Interest Period, and

(b) If such LIBO Rate Loan is to be funded in arrdgd Currency other than Dollars, the rate per andetermined by the Agent
accordance with its customary practices on the tthateis two LIBOR Business Days prior to the begig of the relevant Interest Period for
deposits in such Agreed Currency for a period etualich Interest Period in a recognized markeinigasuch Agreed Currenc



provided, however, that, to the extent that anr@derate is not ascertainable pursuant to theyfong provisions of this definition, the “LIBO
Rate” shall be the interest rate per annum detedhiny the Agent to be in its reasonable businegnjient as an equivalent rate.

“ LIBO Rate Loans’ shall mean Loans outstanding hereunder at snoh &s they are made and/or being maintained &¢ afa
interest based upon the LIBO Rate.

“ LIBOR Business Day shall mean a Business Day upon which commera@akb in London, England are open for domestic and
international business.

“ LIBOR Reserve Percentageshall mean with respect to an Interest PeriodafttBO Rate Loan, the maximum aggregate reserve
requirement (including all basic, supplemental, giveal and other reserves and taking into accouptramsitional adjustments) which is
imposed under Regulation D on liabilities applieatd such LIBO Rate Loan.

“Lien " shall mean any security interest, mortgage, pdedign, claim on property, charge or encumbraimeguding any
conditional sale or other title retention agreeeanty lease in the nature thereof, and the fiihgr agreement to give any financial statement
under the Uniform Commercial Code of any jurisdinti

“ Loan Documents shall mean this Agreement, the Security Documehes Guaranties, the Letters of Credit, the LeaifeCredit
Applications and other L/C Documents, the FX Apalions, and each other document, instrument oreaggat executed by the Company
and/or any Guarantor in connection herewith ordhith, as any of the same may be amended, extendegplaced from time to time.

“ Loan Request shall mean a request for a Loan by the CompartligdAgent in the form of Exhibit Gereto, duly executed on
behalf of the Company by a Responsible Officer.

“ Loans” shall mean, collectively, Revolving Loans and Agition Loans.

“ Majority Lenders” shall mean the Lenders holding not less than fifte percent (51%) of the Percentage Shares;qedyi
however, that at any time during which the numbjdremders hereunder are less than three, the thtajotity Lenders” shall mean one
hundred percent (100%) of the Lenders.

“ Master Reaffirmation of Guaranties and Guaraecurity Agreementsshall have the meaning given such term in Paggia
(b) above.

“ Material Adverse Effect shall mean a material adverse change in, or @mightidverse effect upon, any of: (a) the openatio
business, properties, condition (financial or otfiee) or prospects of the Company; (b) a matemglairment of the ability of the Company or
any Guarantor to perform under any Loan Documenthich it is party and to avoid any Event of Defaal (c) a material adverse effect upon
the legality, validity, binding effect or enforcelitly of any Loan Document or the perfection orquity of the Lender’s security interest in the
Collateral.




“ Material Foreign Subsidiaryshall mean, at any date, any Foreign Subsidiaay has assets the net book value of which
constitutes five percent (5%) or more of the Conypmnonsolidated net book value, in each case baged the Compang’most recent annu
or quarterly financial statements delivered toAlgent pursuant to Paragraph 10éapve.

“ Multiemployer Plan’ as to any Person shall mean a Plan of such Pevhah is a multiemployer plan as defined in Setd©®01
(8)(3) of ERISA.

“ National Currency Unit shall mean the unit of currency (other than adzumit) of each member state of the European Utkiah
participates in the third stage of Economic and dtary Union.

“ Notice of Conversion/Continuaticghshall mean a request to the Agent by the Comparlye form of Exhibit Hhereto, duly
executed on behalf of the Company by a Respon6iffieer.

“ Obligations” shall mean any and all debts, obligations ankilitées of the Company to the Lenders (whether reusting or
hereafter arising, voluntary or involuntary, whetbe not jointly owed with others, direct or inditeabsolute or contingent, liquidated or
unliquidated, and whether or not from time to tidezreased or extinguished and later increasedgdreaincurred), arising out of or relatec
the Loan Documents and including, without any latian, any obligations of the Company to any Lenaligh respect to any Swap Agreement
related to the Obligations and the FX Obligations.

“ Qutstanding’ shall mean with respect to Letters of Credit, &eyter of Credit which has not been canceled, rexpunutilized or
fully drawn upon and reference to the “amount” oy ®utstanding Letter of Credit shall be deemechéan the amount available for drawing
thereunder.

“ Participant” shall have the meaning given such term in Parggfai(h)(2)above.

“PBGC” shall mean the Pension Benefit Guaranty Corporagistablished pursuant to Subtitle A of Title IMERISA and any
successor thereto.

“ Percentage Shafeshall mean, for any Lender at any date that pgege agreed to by such Lender in writing, withithgal
Percentage Shares of the Lenders being set forBnoex 5attached hereto.

“ Permitted Acquisition$ shall mean an Acquisition by the Company or ahifoSubsidiaries which satisfies each of thediwihg
conditions:

(a) Both before and after giving effect to such @isition, no Potential Default and no Event of Dafaxists or would exist upc
the consummation thereof, both on an actual amd fopma basis;

(b) The Company shall have provided Agent and theders with written confirmation, supported by mrably detailed
calculations, that on a pro forma basis, createdduing the combined financial projections of th@@any and its Subsidiaries, on a
consolidated basis (including the combined findnmiajections of any other Person or assets thag wee subject of a prior Permitted
Acquisition not already reflected on the finangabjections most recently delivered to Agent far @ompany), to the consolidated financial
projections of the Person to be acquired (or tharfcial projections related to the assets to baieat) pursuant to the proposed Acquisition
(adjusted to eliminate expense items that wouldbedhcurred and to include income items that wdng



recognized, in each case, if the combination ha laecomplished at the beginning of the relevanbg@esuch eliminations and inclusions to
be mutually agreed upon by the Company and Agérg)Company and its Subsidiaries will be in commd@with all financial covenants set
forth in Paragraph 11(gbove for the twelve (12) months following the pysed date of consummation of such proposed Acaprisiiogether
with copies of all such financial projections oétRerson or Person whose assets are being acquired;

(c) The Acquisition shall be of a Person engagedrimssets used in, the same, similar or a conepliany business to that of the
Company and/or any of its Subsidiaries;

(d) Without the prior written consent of the Lerglehe aggregate consideration paid by the Compaany of its Affiliates in
connection with such Acquisition, including, withtdimitation, all deferred payments and projectadieout payments, does not exceed (1)
$20,000,000.00 in the aggregate for any one sucfuisition or (2) $20,000,000.00 in the aggregateafbsuch Acquisitions made during any
fiscal year of the Company;

(e) The Agent shall be satisfied that all acts seagy to perfect the Agent’s Liens granted purstmtiie Security Agreement or the
Guarantor Security Agreements, as applicable,eragsets or Stock being purchased in connectidnsuith Acquisition have been taken and
that if the Acquisition involves the formation orcduisition of a Subsidiary, such Subsidiary wilpmptly following the consummation of sL
acquisition, deliver the Security Documents reqlipersuant to Paragraph 7@hove and such Supplemental Collateral Documerttseas
Agent may require;

(H The Company shall have updated the schedulg®anexes hereto and to each of the other LoanrDets (to the extent
permitted by the terms hereof and thereof), asiegie; provided thatin no event may any schedule be updated in a mdhaewould reflect
or evidence a Potential Default or Event of Default

(9) The Agent shall have reviewed and approvedttwlisition or other purchase documentations thueref

(h) Such Acquisition has been duly authorized byetessary corporate or other organizational requénts of the Company and
its Subsidiaries, as applicable; and

(i) Such Acquisition is consensual and will havemapproved by the board of directors of the Pevguose Stock or assets are
proposed to be acquired upon consummation thereof.

“ Permitted Investmentsshall mean any Investment made by the Comparangrof its Subsidiaries, which

(a) Satisfies each of the following conditions:
(1) At the time of such Investment, no Potentiafddét and no Event of Default exists, or would éxipon the consummation
thereof, both on an actual and a pro forma basis;
(2) Such Investment is made in connection withdtiesummation of a Permitted Acquisition or to acga no-controlling

interest in a Person engaged in the same, sintilarcomplimentary business to that of the Compantiyax any of its Subsidiaries for
purposes of acquiring research and developmenhtdatyy or related product



(3) Without the prior written consent of the MajgrLenders, such Investment, when aggregated Wititteer Permitted
Investments made in any fiscal year of the Compédags not exceed $5,000,000.00; and

(4) The Agent shall be satisfied that all acts seagy to perfect the Age’'s Liens in any Stock acquired pursuant to ¢
Investment have been taken; or

(b) Constitutes a loan or advance to a directdigeafor other employee of the Company or any ®ibmestic Subsidiaries made
the normal course of business which loan or advyamben taken together with all other such loansahginces outstanding does not exceed
$1,000,000.00 in the aggregate.

“ Person” shall mean any corporation, legally recognizetitgnnatural person, firm, joint venture, partrigps limited liability
company, trust, unincorporated organization, gowvemt or any department or agency of any government.

“ Plan” shall mean as to any Person, any pension plarngttavered by Title IV of ERISA and in respectvdifich such Person or a
Commonly Controlled Entity of such Person is an péoyer” as defined in Section 3(5) of ERISA.

“ Potential Default' shall mean an event which but for the lapse of tim#he giving of notice, or both, would constitate Event o
Default.

“ Pre-Existing Letters of Credit shall have the meaning given such term in Pardy®{i) above.

Pricing Matrix” shall mean the matrix attached hereto as Annex 3

“ Prime Raté’ shall mean the fluctuating per annum rate annoufroed time to time by the Agent in Los Angeles, i@ahia, as its
“Prime Rate”. The Prime Rate is a rate set by tgerk based upon various factors including the Agerusts and desired return, general
economic conditions, and other factors, and is asea reference point for pricing some loans, whiely be priced at, above or below the
Prime Rate.

“ Prime Rate Loan%shall mean Loans hereunder during such time eg éine made and/or being maintained at a rateterfast
based upon the Prime Rate.

Property” shall mean, collectively and severally, any alideal property, including all improvements anxitfires thereon, owned
or occupied by the Company or any of its Subsidgri

“ Reaffirmation of Security Agreemehshall have the meaning given such term in Parggiéda)above.

Regulation D" shall mean Regulation D of the Board of Governafrthe Federal Reserve System (12 C.F.R. § 28ltheasame
may from time to time be amended, supplementediperseded.

Regulation U” shall mean Regulation U of the Board of Governafrthe Federal Reserve System (12 C.F.R. § 28ltheasame
may from time to time be amended, supplementedpersedec



“ Reportable Event shall mean a reportable event as defined in Titlef ERISA, except actions of general applicapilby the
Secretary of Labor under Section 110 of ERISA.

“ Requirements of Law shall mean as to any Person the Certificate obiporation and ByLaws or other organizational or
governing documents of such Person, and any laatytr rule or regulation, or a final and bindingedmination of an arbitrator or a
determination of a court or other Governmental Autly, in each case applicable to or binding upachsPerson or any of its property or to
which such Person or any of its property is subject

“ Responsible Financial Officérshall mean as to any Person, the chief finarafiéder, treasurer, assistant treasurer, comptrolle
controller, or any other senior officer of suchd®er having the same general duties and respotisibitif any of the foregoing.

“ Revolving Facility Credit Limit’ shall mean $50,000,000.00.

“ Revolving Loan” shall have the meaning given such term in Parggdga)above.

“ Revolving Loan Maturity Daté shall mean the earlier of: (a) May 18, 2008, ashsdate may be extended from time to time in
writing by one hundred percent (100%) of the Lesdar their sole discretion, and (b) the date thaders terminate their obligation to make
further Loans hereunder pursuant to Paragrapibd®e.

“ Security Agreemenit shall mean the Existing Security Agreement, agaded and reaffirmed by the Reaffirmation of Seguri
Agreement and as further amended, extended aracegpfrom time to time.

“ Security Documents shall mean the Security Agreement, the Existirdglitional Company Collateral Documents, the Guamant
Security Agreements, the Existing Additional GuaoaiCollateral Documents, the Supplemental ColidtBocuments and any document,
instrument, or agreement executed and/or delivieced time to time, whether prior to or followingelEffective Date, in connection with any
of the foregoing.

“ Single Employer Plafi shall mean as to any Person any Plan of sucloRevkich is not a Multiemployer Plan.

“ Statement Daté shall mean June 30, 2004.

“ Stock” shall mean all shares, options, warrants, intsygrrticipations, or other equivalents (regaleEfshow designated) of or
in a Person, whether voting or nonvoting, includiognmon stock, preferred stock, or any other ecgétyurity.

“ Subordinated Debtshall mean Indebtedness subordinated to the @lidigs pursuant to a written subordination agreenmen
form and substance acceptable to the Agent, soitsand absolute discretion.

“ Subsidiary” shall mean with respect to any Person, any déegson with respect to which more than fifty pet¢®0%) of the
voting Stock (as of any date of determination) dblelect or appoint the applicable governing bofiguch other Person is owned by such
Person, either directly or through Subsidiarieeg§pective of whether or not at the time of detaation any other class or classes of such
Person’s Stock shall have or might have voting pdwereason of the happening of any contingency).



“ Supplemental Collateral Documeritshall have the meaning given such term in Pargtgié&d)(4)above.

“ Swap Agreement shall mean an interest rate swap agreement omthmational Swap Dealers Association, Inc. (“ISD
Master Agreement form and subject to the termscamdiitions therein with schedules and confirmatiattached (such agreement, together
with all confirmations incorporated therein, anbdaahendments, modifications, supplements, ridedsibéts, schedules and attachments the|

“ Tangible Net WortH' shall mean for any Person at any time of deteatidm, total assets (exclusive of equity investraémt
Subsidiaries and other Persons, notes receivaiie Affiliates, goodwill, patents, trademarks, tradenes, organization expense, treasury
stock, unamortized debt discount and premium, dedecharges and other like intangibles and leadahgdrovements) less Total Liabilities at
such time.

“ Total Liabilities” shall mean for any Person at any time of deteatiom, all liabilities of such Person which in aodance with
GAAP would be shown on the liability side of a brada sheet of such Person, determined in accordeitit€&SAAP, but including in any event
the maximum amount available for drawing undefaltstanding Letters of Credit and excluding Submatéd Debt.

[Signature Page Following



IN WITNESS WHEREOF, the parties hereto have catisisdAgreement to be executed as of the day andfiystabove written.
OSI SYSTEMS, INC., a California corporati

By:

Anuj Wadhawan, Chief Financial Offic

BANK OF THE WEST, as Ager

By

Chuck Weerasooriya, Vice Presidt

BANK OF THE WEST, as L/C Issuing Bank and s
initial Lender

By

Shikha Rehman, Vice Preside
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EXHIBIT 14.1
CODE OF ETHICS AND CONDUCT

We Comply with the Law

As officers, directors, and/or employees of a gl@ompany, each of us must comply with the lettet apirit of every applicable local, sta
federal, and foreign law or regulation. Violatiafsthese laws can be extremely costly to us andsaéject us to criminal penalties. Each of us
is responsible for understanding the laws and egguis that relate to our job. Certain laws demthedattention of all employees, officers, and
directors. These include the following.

» Securities Laws- You may not buy, sell, or recommend to others Q8t&ns, Inc. stock or any other company’s stogkif have
“material inside information.Engaging in securities trading while in possessibsuch information is a violation of both civil dwcriminal
law. Material inside information is any informatitimat, if it were made public, could affect anyéstor’s decision to buy or sell the stock
of a company. All such information should be keptHy confidential.

* Antitrust Laws — Antitrust laws generally prohibit agreements witmpetitors, suppliers, or customers that constitatawful restraint c
trade, as well as price discrimination. This ianplex area, and officers, directors, and employsesh as those in sales) whose activities
cause them to confront these issues must famiidhiemselves with the antitrust la

» Laws Governing International Activities — If you are involved in international activities, yonust be familiar with the Foreign Corrt
Practices Act. This act generally prohibits payraeatforeign officials to induce actions by thendaaquires us to maintain accurate bc
and records and a system of internal controls. Weeohibited from taking any action in supporeofinternational boycott not sanctioned
by the U.S. government. If you are involved in extpoincluding the transmission of technical datarahe Internet or other electronic
means, you must be familiar with the export lawd auar policies and procedur¢

* Employment Laws— We are committed to providing a work environmignatt is free from all forms of discrimination, incding sexual
harassment and harassment based on race, colgignekex, national origin, age, disability, ohet protected status. We provide equal
opportunity in all of our employment practices amek to ensure that each one of us is treatedfaiitiess and dignity

* Occupational Health and Safety and Environmental Lavs - We are committed to providing a healthy and se&fek environment. Each
of us must abide by Company standards in safetyemsatdo our part to maintain a healthy and safe&kwavironment, and take the
necessary steps to ensure our own safety andfity sdothers. We do not condone, and we will todgrate, illegal drug use or abuse of
alcohol by our employees. We also respect and girtite environment. Therefore, each of us must @diweenvironmental laws and
regulations

We Avoid Conflicts of Interest

A conflict of interest exists when an individuatisty of undivided commercial loyalty to the Compasr is perceived to be prejudiced by
actual or potential personal benefit from anotlzerse. Conflicts of interest may result directlyaihgh your activities or indirectly through the
activities of a family member, a person sharingrjmeusehold or a person with whom you are assati@enerally, you may not solicit or
accept salaries, fees, commissions, or any otlperdf compensation from any individual or orgaric@athat conducts or seeks to conduct
business with the Company or one of our competitmd you may not have a financial or other inteirethose who deal with the Company.
You may not make a loan or extend credit to orivecea loan or credit from those who deal with thenany. You must not directly or
indirectly attempt to influence any decision of thempany in order to derive a personal or finano@iefit. In case of doubt, as



We Protect Confidential Information

Data, information and documents pertaining to tbenany may he used only in the performance of gaties and may be disclosed or
communicated to persons outside of the Companytortlye extent that the information is needed leyrthin connection with their business
relations with the Company. Each of you is requieBeep this information confidential during omgoyment with the Company and after
your employment terminates. This information in@aaur design and manufacturing technology, ofitetléctual property we use, busin
and financial information pertaining to sales, @&agg, balance sheet items, business forecasts)dassplans, acquisition strategies, and other
information of a confidential nature. Any contaeirh the media should he referred to the Compamysstor relations department or Chief
Executive Officer, and none of you should speakthie media.

We Do Not Make or Accept Improper Payments or Gifts

Improper payments include anything of more than inahvalue given to any person to obtain prefeedniteatment for either the Company or
an officer, director, or employee. You may notablor accept gifts or favors of more than nomwelue from persons who deal or seek to deal
with the Company. Likewise, you may not give sudtsgr favors to these persons.

We Do Not Use Company Assets or Funds for Politic&ontributions

No person may use funds or assets of the Compasypimort a political party, committee, or candid&te will not reimburse officer:
directors, or employees for political contributipasd the Company does not make political contidimst If you wish to participate in political
activities, you must do so during non-work hourd away from the Company property.

We Respect the Company and Each Other

Respect for the Company means not only avoidingisei®f Company funds and property, it includestifigng misuse and waste by othe
creating and maintaining accurate books and receadsguarding all types of information about therpany, complying with our document
retention policy, complying with internal contrasd procedures, and avoiding conduct that intesfesith our functioning in our position to t
best of our ability. Respect for others means retépg their property, their self-esteem, and tloeintributions to the overall success of the
Company.

We Acknowledge Special Ethical Obligations for Finacial Reporting

As a public company, it is of critical importandeat the Compar’s filings with the Securities and Exchange Commissie accurate ar

timely and be prepared in accordance with geneealbepted accounting principles. Depending on fasition with the Company, employees,
officers, or directors may be called upon to previidformation to assure that the Company’s pulglports and other public communications
are complete, fair, and understandable. The Compapgcts all of its personnel to take this respulityi seriously and to provide prompt and
accurate answers to inquiries related to its puliiclosure requirements. The Chief Executive @ffi€Chief Financial Officer, and finance
department personnel have a special role bothherado these principles themselves and also twérthat a culture exists throughout the
Company as a whole that insures the fair and timegprting of our financial results and conditidine Chief Executive Officer and finance
department personnel, in addition to adhering ltotaker provisions of this Code of Ethics and Cartdare responsible for promptly bringing
the attention of the Audit Committee any matenidibimation of which he or she may become awaredffatts the disclosures made by the
Company in its public filings or otherwise assigtihe Audit Committee in fulfilling its responsitties as specified in its charte



Implementation and Reporting Obligations
Adherence to the Code of Ethics and Conduct isbtigation of each officer, director, and employ€&ke Company will consistently enforce

this Code of Ethics and Conduct through appropdéeiplinary means. Any failure to comply with t@@de will not be tolerated and will
result in disciplinary action, which may includenténation of employment.

In the event any officer, director, or employeddads that the Company has engaged or is abouigtage in any activity which violates any
foreign, federal, state, or local law, rule or riagion, such officer, director, or employee shabimptly advise the Audit Committee.

Pursuant to procedures adopted by it, the Audit @dtee will determine whether violations of the @oaf Ethics and Conduct have occurred
and, if so, will determine the disciplinary measutre be taken against any director, officer, emgdgyr agent of the Company who has
violated the Code of Ethics and Conduct. Disciplimaeasures, which may be invoked at the discreaifdhe Audit Committee include, but ¢
not limited to, counseling, oral or written reprintes, warnings, probation or suspension without gdayyotions, reductions in salary,
termination of employment, and restitution.

The Company will not permit retaliation of any kind or on behalf of the Company against an offidegctor, or employee as a result of good
faith reporting or an actual or suspected violatibthis Code of Ethics and Conduct or any standéethical and lawful conduct. Retaliatior
itself a violation of this Code of Ethics and ContlAny such retaliation shall be reported usirg ridporting procedures outlined above.

Persons subject to disciplinary measures includaddition to each actual violator, others involire¢the wrongdoing such as (i) individuals
who fail to use reasonable care to detect a vimiafjii) individuals who, if requested to divulggarmation, withhold material information
regarding a violation, and (iii) supervisors wh@agve or condone violations or attempt to retaladainst those reporting violations or
violators.

If you have any gquestions about the Code of EthimsConduct or how it applies to a particular ditug or transaction, you should contact
your supervisor or your Human Resources represeat

If you become aware of a situation that you belimay be in conflict with the Code of Ethics and @oct, you should immediately contact
your supervisor or your Human Resources represeatde will keep the information that you providering an investigation confidential
the greatest extent possible.

Amendment and Waiver
The Code of Ethics and Conduct may not be waivezhtended with respect to a director or executifieat except by the Board of Directo



SUBSIDIARIES OF THE COMPANY

Advanced Micro Electronics A
Blease Medical Equipment Limite
Blease Medical Holding Ltc

Blease Medical Services Limite
Centro Vision, Inc

Corrigan Canada, Lt

CXR Limited

Dolphin Medical, Inc

Dolphin Medical Pte Ltd

Ferson Technologies, In

Metorex Security Products, In

Opto Sensors (Malaysia) Sdn. Bl
Opto Sensors (Singapore) Pte. L
OSlI Defense Systems, L.L.

OSI Electronics, Inc

OSI Fibercomm, Inc

OSI Medical (Singapore) Pte. Lt
OSI Systems Pvt. Ltc

Osteometer MediTech, In

Rapiscan Asia Pte. Lt

Rapiscan Consortium (M) Sdn. Bt
Rapiscan Security Products (U.S.A.), |
Rapiscan Systems, In

Rapiscan Systems High Energy Inspection Corpori
Rapiscan Systems Holdings, i
Rapiscan Systems Hong Kong Limit
Rapiscan Systems Limite

Rapiscan Systems Neutronics and Advanced Techmaldprporatiol
Rapiscan Systems C

RapiTec, Inc

Spacelabs Healthcare, It

Spacelabs Medical (Canada) I
Spacelabs Medical Austria Gmt
Spacelabs Medical Finland (
Spacelabs Medical Germany Gm
Spacelabs Medical, In

Spacelabs Medical SA

Spacelabs Medical Trading (Shanghai) Co.,
Spacelabs Medical UK Limite
Spacelabs (Singapore) Pte. L

UDT Sensors, Inc

Horten, Norway
Chesham, United Kingdol
Chesham, United Kingdol
Chesham, United Kingdol
Newbury Park, Californii
Ontario, Canad

Surrey, United Kingdon
Hawthorne, Californii
Singapore

Ocean Springs, Mississip
Ewing, New Jerse

Johor Bahru, Malaysi
Singapore

Orlando, Floride
Camarillo, Californie
Hawthorne, Californi:
Singapore
Secunderabad, Ind
Hawthorne, Californi:
Singapore

Johor Bahru, Malaysi
Hawthorne, Californi:
Hawthorne, Californii
Sunnyvale, Californii
Hawthorne, Californi:
Hong Kong

Salfords, United Kingdor
Santa Clara, Californi
Finland

Upland, Californie
Issaquah, Washingtc
Ontario, Canad

Vienna, Austrie

Espoo, Finlanc
Dusseldorf, German
Issaquah, Washingtc
Creteil, Franct

Shanghai, Chin
Chesham, United Kingdol
Singapore

Hawthorne, Californi:

EXHIBIT 21.1



EXHIBIT 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference iniReggion Statement Nos. 333-106176, 333-122674383469433 on Form S-8 and in
Registration Statements Nos. 333-119704, 333-75228,73618, 333-100791 and 333-101716 of on Foidro&eur reports dated September
28, 2005, relating to the consolidated financiatesnents and financial statement schedule of OSk8ys, Inc. and subsidiaries (which report
expresses and unqualified opinion and includesxpltaratory paragraph relating to the restatemept@forma stock compensation fair value
disclosures) and management'’s report on the efegmtiss of internal controls over financial repartfwhich report expresses an adverse
opinion on the effectiveness of the Company’s imaécontrols over financial reporting because ofarial weaknesses), appearing in this
Annual Report on Form 10-K of OSI Systems, Inc. aubsidiaries for the year ended June 30, 2005.

/s/ DELOITTE& T OUCHELLP

Los Angeles, Californi
September 28, 20(



EXHIBIT 31.1
CERTIFICATION

I, Deepak Chopra, certify that:
1. I have reviewed this Annual Report on Forn-K of OSI Systems, Inc

2. Based on my knowledge, this report does not com@ajnuntrue statement of a material fact or omgittde a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmisleading with respect to
the period covered by this repc

3. Based on my knowledge, the financial statementsoéimer financial information included in this repdairly present in all materi
respects the financial condition, results of operstand cash flows of the registrant as of, amdthe periods presented in this
report;

4.  The registrant’s other certifying officer(s) andre responsible for establishing and maintainisgldsure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1B§d)) and internal control over financial repogti(as defined in Exchange
Act Rules 13-15(f) and 15-15(f)) for the registrant and hav

(@) Designed such disclosure controls and proceduregused such disclosure controls and procedutes tesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isig prepared

(b)  Designed such internal control over financial réijpgr, or caused such internal control over finah@gaorting to be designe
under our supervision, to provide reasonable assargegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in atanoce with generally accepted accounting princijj

(c) Evaluated the effectiveness of the regis’s disclosure controls and procedures and preséntai report our conclusior
about the effectiveness of the disclosure conantsprocedures, as of the end of the period covgrehis report based on
such evaluation; an

(d) Disclosed in this report any change in the regid’s internal control over financial reporting thatomed during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an aimaport) that has materially
affected, or is reasonably likely to materiallyeaftf, the registra’s internal control over financial reporting; &

5.  The registrar's other certifying officer(s) and | have discloskdsed on our most recent evaluation of internafrobover financia
reporting, to the registrant’s auditors and theitaemnmittee of the registrant’s board of directfws persons performing the
equivalent functions)

(@)  All significant deficiencies and material weaknessethe design or operation of internal contradiofinancial reporting
which are reasonably likely to adversely affectribgistrant’s ability to record, process, summaaad report financial
information; anc

(b)  Any fraud, whether or not material, that involveamagement or other employees who have a significéain the
registran’s internal control over financial reportir

Date: September 28, 2005

/s/ DEePAKC HOPRA

Deepak Chopr
Chief Executive Office



EXHIBIT 31.2
CERTIFICATION

[, Anuj Wadhawan, certify that:
1. I have reviewed this Annual Report on Forn-K of OSI Systems, Inc

2. Based on my knowledge, this report does not com@ajnuntrue statement of a material fact or omgittde a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmisleading with respect to
the period covered by this repc

3. Based on my knowledge, the financial statementsoéimer financial information included in this repdairly present in all materi
respects the financial condition, results of operstand cash flows of the registrant as of, amdthe periods presented in this
report;

4.  The registrant’s other certifying officer(s) andre responsible for establishing and maintainisgldsure controls and procedures

(as defined in Exchange Act Rules 13a-15(e) and1B§d)) and internal controls over financial repagt(as defined in Exchange
Act Rule 13-15(f) and 15-15(f)) for the registrant and hav

(@) Designed such disclosure controls and proceduregused such disclosure controls and procedutes tesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isig prepared

(b)  Designed such internal controls over financial répg, or caused such internal controls over finaneporting to be
designed under our supervision, to provide readeredsurance regarding the reliability of financggorting and the
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples;

(c) Evaluated the effectiveness of the regis’s disclosure controls and procedures and preséntai report our conclusior
about the effectiveness of the disclosure conantsprocedures, as of the end of the period covgrehis report based on
such evaluation; an

(d) Disclosed in this report any change in the regid’s internal control over financial reporting thatomed during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an aimaport) that has materially
affected, or is reasonably likely to materiallyeaftf, the registra’s internal control over financial reporting; &

5.  The registrar's other certifying officer(s) and | have discloskdsed on our most recent evaluation of internafrobover financia
reporting, to the registrant’s auditors and theitaemnmittee of the registrant’s board of directfws persons performing the
equivalent functions)

(@)  All significant deficiencies and material weaknessethe design or operation of internal contradiofinancial reporting
which are reasonably likely to adversely affectribgistrant’s ability to record, process, summaaad report financial
information; anc

(b)  Any fraud, whether or not material, that involveamagement or other employees who have a significéain the
registran’s internal control over financial reportir

Date: September 28, 2005

/sl ANUJW ADHAWAN

Anuj Wadhawar
Chief Financial Officel



EXHIBIT 32.1

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANESOXLEY ACT OF 2002

In connection with the Annual Report of OSI Systems. (the “Company”) on Form 10-K for the yeaded June 30, 2005 as filed with
the Securities and Exchange Commission on thehdaeof (the “Report”), I, Deepak Chopra, Chief Extace Officer of the Company, certify,
pursuant to 18 U.S.C. Section 1350, as adoptedipntso Section 906 of the Sarbanes-Oxley Act 6f2@hat:

(a) The Report fully complies with the requirementSection 13(a) or 15(d) of the Securities ExageAct of 1934, as amended; and

(b) The information contained in the Report fajphgsents, in all material respects, the finanaaldition and results of operations of the
Company at the dates and for the periods presémtbis Report.

Date: September 28, 2005

/s/ DEeepAK C HOPRA

Deepak Chopr
Chief Executive Office



EXHIBIT 32.2

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANESOXLEY ACT OF 2002

In connection with the Annual Report of OSI Systems. (the “Company”) on Form 10-K for the yeaded June 30, 2005 as filed with
the Securities and Exchange Commission on theldatof (the “Report”)l, Anuj Wadhawan, Chief Financial Officer of the i@pany, certify
pursuant to 18, U.S.C. Section 1350, as adopteslipat to Section 906 of the Sarbanes-Oxley Ac06R2that:

(a) The Report fully complies with the requirementSection 13(a) or 15(d) of the Securities ExageAct of 1934, as amended; and

(b) The information contained in the Report fajphgsents, in all material respects, the finanaaldition and results of operations of the
Company at the dates and for the periods presémtbis Report.

Date: September 28, 2005

/sl ANUJW ADHAWAN

Anuj Wadhawar
Chief Financial Officel



