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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-Q

(Mark One)

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the quarterly period ended September 30, 2012
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 000-23125

OSI SYSTEMS, INC.

(Exact name of registrant as specified in its arart

Delaware 33-0238801
(State or other jurisdiction « (I.R.S. Employel
incorporation or organizatiot Identification No.)

12525 Chadron Avenue
Hawthorne, California 90250
(Address of principal executive offices) (Zip Code)

(310) 978-0516
(Registrant’s telephone number, including area fode

N/A
(Former name, former address and former fiscal,yeahanged since last report)

Indicate by check mark whether the registrant € filed all reports required to be filed by Secti® or 15(d) of the Securities Excha
Act of 1934 during the preceding 12 months (orsiech shorter period that the registrant was reduodile such reports), and (2) has been
subject to such filing requirements for the pastlags. Yedx] NoO

Indicate by check mark whether the registrant lasmtted electronically and posted on its corpo¥&b site, if any, every Interactive
Data File required to be submitted and posted puntsio Rule 405 of Regulation S-T (8232.405 of tiapter) during the preceding 12
months (or for such shorter period that the regigtwas required to submit and post such filegsBl No O

Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, @aocelerated filer or a smaller reporting

company. See the definitions of “large accelerdited” “accelerated filer” and “smaller reportirmmpany” in Rule 12b-2 of the Exchange
Act.

Large accelerated fileX] Accelerated fileld



Nonr-accelerated file[d Smaller reporting comparl
(Do not check if a smaller reporting compa

Indicate by check mark whether the registrantsbell company (as defined in Rule 12b-2 of the Exge Act). Yedd No

As of October 23, 2012, there were 19,990,702 shafréhe registrant's common stock outstanding.
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PART I. FINANCIAL INFORMATION
Item 1. Condensed Consolidated Financial Statements

OSI SYSTEMS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
(in thousands, except share amounts)
(Unaudited)

ASSETS
Current Assets
Cash and cash equivalel

Accounts receivable, net of allowance for doub#fetounts of $5,054 and $5,300 as of June 30,

2012 and September 30, 2012, respecti
Inventories
Deferred income taxe
Prepaid expenses and other current assets
Total current assets
Property and equipment, r
Goodwill
Intangible assets, n
Other assets
Total assets

LIABILITIES AND STOCKHOLDERS ' EQUITY
Current Liabilities:
Current portion of lon-term debt
Accounts payabl
Accrued payroll and related expen:
Advances from custome
Accrued warrantie
Deferred revenu
Other accrued expenses and current liabilities
Total current liabilities
Long-term debt
Advances from custome
Other long-term liabilities
Total liabilities
Commitments and contingencies (Note
Stockholder Equity:

Preferred stock, $0.001 par ve—authorized, 10,000,000 shares; no shares issusmatgtanding
Common stock, $0.001 par valuethorized, 100,000,000 shares; issued and outstari®,821,06.
at June 30, 2012 and 19,990,702 shares at Sept@db201z

Retained earning

Accumulated other comprehensive income (loss)
Total stockholders’ equity
Total liabilities and stockholders’ equity

See accompanying notes to condensed consolidaizucfal statements.

3

June 30, September 30
2012 2012

91,45: $ 73,70
156,86° 146,78«
195,17¢ 195,38t
19,20¢ 19,06
20,41 20,18:
483,11: 455,12
111,66:¢ 172,52.
82,14¢ 82,43t
37,74 38,40«
35,22¢ 38,23
749,89t $ 786,72!
21t $ 1,67
56,42 85,32¢
24,74¢ 20,19¢
22,67 20,73
17,56: 16,91¢
20,19« 17,32
18,83( 19,85
160,64¢ 182,03:
2,46 12,16:
100,00( 93,75(
52,66! 56,41¢
315,77 344,35
282,75¢ 279,80¢
155,65: 161,99(
(4,285 56¢
434,11¢ 442,36¢
749,89t $ 786,72!
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OSI SYSTEMS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except per share data)

(Unaudited)
For the Three Months Ended
September 30
2011 2012
Net revenues
Products $ 133,90¢ $ 148,86
Services 27,41 32,83(
Total net revenues 161,31 181,69
Cost of goods solc
Products 89,86¢ 98,93:
Services 18,59: 21,407
Total cost of goods sold 108,46( 120,33¢
Gross profit 52,85 61,35t
Operating expense
Selling, general and administrative exper 34,36 39,92¢
Research and development 10,88( 11,31¢
Total operating expenses 45,24% 51,24
Income from operations 7,61( 10,11«
Interest and other expense, net (799 (1,099
Income before income taxes 6,811 9,017
Provision for income taxes 2,05( 2,67¢
Net income $ 4761 $ 6,33¢
Net income per shar
Basic $ 024 $ 0.32
Diluted $ 024 $ 0.31
Shares used in per share calculat
Basic 19,57¢ 19,90¢
Diluted 20,08¢ 20,57:

See accompanying notes to condensed consolidaiaucfal statements.
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OSI SYSTEMS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(amounts in thousands)

(Unaudited)
For the Three Months Ended
September 30

2011 2012

Net income $ 4761 $ 6,33¢
Other comprehensive income (los

Foreign currency translation adjustm (3,260 5,311
Other 27C (454)
Other comprehensive income (loss) (2,990 4,85
Comprehensive incomn $ 1,771 $ 11,19¢

See accompanying notes to condensed consolidaiaucfal statements.
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OSI SYSTEMS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(amounts in thousands)

(Unaudited)

For the Three Months Ended

September 30
2011 2012
Cash flows from operating activitie
Net income $ 4,761 $ 6,33¢
Adjustments to reconcile net income to net caskigeal by operating activitie:
Depreciation and amortizatic 4,83 4,907
Stock based compensation expe 1,511 3,53:
Provision for losses on accounts receivi 30t 294
Equity in earnings of unconsolidated affilia (44) (13
Deferred income taxe (17¢€) 14C
Other 13 1
Changes in operating assets and liabi—net of business acquisitior
Accounts receivabl 5,55: 11,19(
Inventories (16,579 2,28¢
Prepaid expenses and other current a 5,691 2,31¢
Accounts payabl 5,16: 28,05¢
Accrued payroll and related expen: (6,805 (4,65¢€)
Advances from custome 5,421 (8,959
Accrued warrantie 37 (831)
Deferred revenu (2,439 (2,077
Other accrued expenses and current liabilities 2,744 (15%)
Net cash provided by operating activities 9,99 42,37:
Cash flows from investing activitie
Acquisition of property and equipme (3,149 (62,71%)
Acquisition of businesse (3,189 (1,899
Acquisition of intangible and other assets (86¢) (1,416
Net cash used in investing activities (7,206 (66,03)
Cash flows from financing activitie
Proceeds from lor-term debi — 11,10(
Payments on lor-term debt (55) (55)
Proceeds from exercise of stock options and emplsyeck purchase pl: 1,10¢ 2,951
Repurchase of common shares — (9,437
Net cash provided by financing activiti 1,054 4 ,56¢
Effect of exchange rate changes on ¢ (1,099 1,34«
Net increase (decrease) in cash and cash equis 2,744 (17,745
Cash and cash equivalents-beginning of period 55,61¢ 91,45:
Cash and cash equivalents-end of period $ 58,36: $ 73,70;
Supplemental disclosure of cash flow informati
Cash paid (refunded), net during the period
Interest $ 95C $ 12¢
Income taxe: $ 479 $ 1,45(

See accompanying notes to condensed consolidaiaucfal statements.
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OSI SYSTEMS, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(Unaudited)

1. Basis of Presentation
Description of Busines

OSI Systems, Inc., together with its subsidiartee (Company”),is a vertically integrated designer and manufactafepecialized electron
systems and components for critical applications, a provider of security screening services. Tamgany sells its products and services in
diversified markets, including homeland securityalthcare, defense and aerospace.

The Company has three operating divisions: (i) 88cyproviding security and inspection systemsnkey security screening solutions and
related services; (ii) Healthcare, providing patignitoring, diagnostic cardiology and anesthegitems, and related services; and

(iii) Optoelectronics and Manufacturing, providiagecialized electronic components and electronicuf@aturing services for the Security
and Healthcare divisions, as well as to externigirmal equipment manufacturer clients for applicas in the defense, aerospace, medical and
industrial markets, among others.

Through its Security division, the Company designanufactures, markets and services security apgation systems worldwide, and
provides turnkey security screening solutions. $keurity division’s products are used to inspegigage, cargo, vehicles and other objects
for weapons, explosives, drugs and other contralemiito screen people. These products and sesieedso used for the safe, accurate and
efficient verification of cargo manifests for tharpose of assessing duties and monitoring the &gparimport of controlled materials.

Through its Healthcare division, the Company desigmanufactures, markets and services patient orongt diagnostic cardiology and
anesthesia delivery and ventilation systems woddwirhese products are used by care providergticaticare, emergency and perioperative
areas within hospitals as well as physicians’ efficnedical clinics and ambulatory surgery centers.

Through its Optoelectronics and Manufacturing dons the Company designs, manufactures and maokét&lectronic devices and provides
electronics manufacturing services worldwide foe irsa broad range of applications, including geacs and defense electronics, security
and inspection systems, medical imaging and diggnpsoducts, telecommunications, test and measeméntevices, industrial automation
systems, automotive diagnostic products and renleveadergy technologies. This division provides jpicid and services to original
equipment manufacturers and end users as wellthe Gompany’s own Security and Healthcare division

Basis of Presentatio

The condensed consolidated financial statementsdadhe accounts of OSI Systems, Inc. and itsidigv®s. All significant intercompany
accounts and transactions have been eliminateghisotidation. The condensed consolidated finarstéatements have been prepared by the
Company, without audit, pursuant to interim finaeeporting guidelines and the rules and regutatiof the Securities and Exchange
Commission. Certain information and footnote disal@s normally included in annual financial stateta@repared in accordance with
accounting principles generally accepted in thetdééhBtates of America have been condensed or ahpittessuant to such rules and
regulations. In the opinion of the Company’s mamaget, all adjustments, consisting of only normal egcurring adjustments, necessary for
a fair presentation of the financial position ahd tesults of operations for the periods preseinée@ been included. These condensed
consolidated financial statements and the accompamptes should be read in conjunction with theitel consolidated financial statements
and accompanying notes included in the Companytsu@hReport on Form 10-K for the fiscal year endede 30, 2012, filed with the
Securities and Exchange Commission on August 1B ZDhe results of operations for the three moatided September 30, 2012 are not
necessarily indicative of the operating resultbeaxpected for the full fiscal year or any futpegiods.

Per Share Computatior

The Company computes basic earnings per sharevtajrdj net income available to common stockholdershe weighted average numbe
common shares outstanding during the period. Thepaoy computes diluted earnings per share by digidet income available to common
stockholders by the sum of the weighted averagebeumf common and dilutive potential common shargstanding. Potential common
shares consist of the shares issuable upon theiss@f stock options or warrants under the trgastock method. Stock options to purchase
a total of 0.1 million shares of common stock toe three months ended September 30, 2011 weraciotied in diluted earnings per share
calculations because to do so would have beenilatitrd, while no such shares were excluded fromdalculations for the three months
ended September 30, 2012.
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The following table sets forth the computation asiz and diluted earnings per share (in thousandgpt per share amounts):

Three Months Ended
September 30,

2011 2012
Net income for diluted earnings per share calooife $ 4,761 $ 6,33¢
Weighted average shares for basic earnings pee shigulatior 19,57¢ 19,90¢
Dilutive effect of stock award 51¢ 665
Weighted average shares for diluted earnings peestalculatior 20,08¢ 20,57:
Basic net income per she $ 024 $ 0.32
Diluted net income per sha $ 024 $ 0.31

Cash Equivalents

The Company considers all highly liquid investmgmischased with maturities of approximately thremths or less as of the acquisition «
to be cash equivalents.

Components of cash and cash equivalents consikted o

June 30, September 30
2012 2012
Cash in bank $ 47,40: $ 63,19:
Money marke 34,06: 7,01¢
Commercial paper 9,98 3,50(
Total $ 91,45: $ 73,70%

Fair Value of Financial Instrumen

The Company'’s financial instruments consist prilgaof cash, marketable securities, derivative imstents, accounts receivable, accounts
payable and debt instruments. The carrying valfiéisancial instruments, other than debt instrurseate representative of their fair values
due to their short-term maturities. The carryinfuea of the Company’s long-term debt instrumengscansidered to approximate their fair

values because the interest rates of these institsraee variable or comparable to current ratesredf to the Company.

Fair value is the price that would be receiveddiban asset or paid to transfer a liability incaderly transaction between market participants
at the measurement date. The Company has deterhiaieall of its marketable securities fall int@th.evel 1" category, which values assets
and liabilities at the quoted prices in active nedsikfor identical assets and liabilities; while @empany’s derivative instruments fall into the
“Level 2" category, which values assets and lisie#i from observable inputs other than quoted nigrkees. There were no assets or
liabilities where “Level 3" valuation techniques reaused, and there were no assets and liabilitessared at fair value on a non-recurring
basis.

The fair values of the Company’s assets (liabditiwere:

June 30, September 30
2012 2012
Level 1 $ 10,95 $ 12,19:
Level 2 13 (24)
Total $ 10,96¢ $ 12,16]

Derivative Instruments and Hedging Activ

The Company’s use of derivatives consists primarilforeign exchange contracts and interest raspsagreements. As of September 30,
2012, the Company had outstanding foreign curréoicyard contracts of approximately $6.2 millionhélforeign exchange contracts do not
meet the criteria as an effective cash flow hedfeerefore, the net gain (loss) is reported inregeexpense and other income, net in the
condensed consolidated statement of operations.intérest rate swap agreement was entered imtopi@ve the predictability of cash flows
from interest payments related to variable, LIBCd&dd debt for the duration of the term loan.

8
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The interest rate swap matures in October 201% ififerest rate swap is considered an effective taw hedge, and, as a result, the net
gains or losses on such instrument were reportedcasponent of other comprehensive income in éinelensed consolidated financial
statements and are reclassified as net earnings thbéhedge transaction settles.

Revenue Recognitic

The Company recognizes revenue from sales of ptedyon shipment when title and risk of loss pasaed when terms are fixed and
collection is probable. Revenue from services ideBiafter-market services, installation and impletaiéon of products, and turnkey security
screening services. The portion of revenue foistile attributable to installation is deferred aexbgnized when the installation service is
provided. In an instance where terms of sale irelsubjective customer acceptance criteria, revendeferred until the Company has
achieved the acceptance criteria. Concurrent Wighshipment of the product, the Company accruésatstd product return reserves and
warranty expenses. Critical judgments made by mamagt related to revenue recognition include therdgnation of whether or not
customer acceptance criteria are perfunctory arisequential. The determination of whether or mst@mer acceptance terms are
perfunctory or inconsequential impacts the amoudttaning of revenue recognized. Critical judgmeait® include estimates of warranty
reserves, which are established based on histeedrience and knowledge of the product underamyr

Revenue from certain fixed-fee turnkey servicegagrents is recognized based upon proportional ipeafoce, measured by the actual
number of hours incurred divided by the total eatied number of hours for the project. The impacth@nges in the estimated hours to
service the agreement is reflected in the periagthdwvhich the change becomes known.

Revenues from out-of-warranty service maintenancgracts are recognized ratably over the term ofi @ontract. For services not derived
from specific maintenance contracts, revenuesearegnized as the services are performed. Defegessxhue for such services arises from
payments received from customers for services eppgrformed.

Business Combinatiot

During the normal course of business the Comparkemacquisitions. In the event that an indivicaauisition (or an aggregate of
acquisitions) is material, appropriate disclosursuzh acquisition activity is disclosed.

2. Balance Sheet Details

The following tables provide details of selectethbae sheet accounts (in thousands):

June 30, September 30
2012 2012
Inventories, net
Raw materialt 103,74° $ 108,54
Work-in-process 28,09¢ 27,02:
Finished goods 63,33! 59,81¢
Total 195,17¢ $ 195,38
June 30, September 30
2012 2012
Property and equipment, net
Land 519 $ 8,12¢
Buildings 13,59° 24,91°
Leasehold improvemen 12,38t 11,56¢
Equipment and toolin 74,78¢ 105,10:
Furniture and fixture 3,98 4,11¢
Computer equipmer 13,937 15,31¢
Computer softwar 15,24¢ 15,48(
Construction in process 52,26 68,52:
Total 191,39 253,15:
Less: accumulated depreciation and amortization (79,73)) (80,63))
Property and equipment, net 111,66: $ 172,52.

Construction in process includes costs primarilstesl to the construction of equipment and infragtire associated with a program in

Mexico.
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3. Goodwill and Intangible Assets

The changes in the carrying value of goodwill fog three month period ended September 30, 201&sdm@lows (in thousands):

Optoelectronics

and
Security Healthcare Manufacturing
Division Division Division Consolidated

Balance as of June 30, 2012 $ 27,58: $ 35,88 $ 18,67¢ $ 82,14¢

Gooduwill acquired or adjusted during the per — — — —

Foreign currency translation adjustment 14C 14¢ (3) 28€

Balance as of September 30, 2012 $ 27,727 $ 36,03t $ 18,67¢ $ 82,43t
Intangible assets consisted of the following (ioubands):

June 30, 2012 September 30, 201
Weighted Gross Gross
Average Carrying Accumulated Intangibles Carrying Accumulated Intangibles
Lives Value Amortization Net Value Amortization Net

Amortizable asset:
Software development cos 5 years $ 1517¢ $ 4,14C $ 1103F $ 16,68 $ 4391 $ 12,29t
Patents 15 years 4,25¢ 52€ 3,73: 4,49] 55¢ 3,93¢
Core technolog 10 years 2,09z 1,54¢ 54t 2,181 1,66 514
Developed technolog 12 years 20,02: 12,56( 7,46: 20,07: 13,10 6,96¢
Customer relationships/backlog 8 years 11,95t 7,611 4,34« 8,77¢ 4,75¢ 4,024
Total amortizable assets 53,50+ 26,38¢ 27,11¢ 52,21 24,47 27,74(
Non-amortizable asset
Trademarks 10,62 — 10,62 10,66¢ — 10,66¢
Total intangible assets $ 64127 $ 2638 $ 37,74:. $ 6287¢ $ 2447: $ 38,40:

Amortization expense related to intangibles assats$1.1 million and $1.2 million for the three nftmmended September 30, 2011 and 2012,
respectively. At September 30, 2012, the estimatieate amortization expense was as follows (in Hzmals):

2013 (remaining 9 month $ 3,34(
2014 3,83t
2015 2,34:
2016 2,10(
2017 1,742
2018 1,03¢
2019 and thereafter 13,34:

Total $ 27,74

4. Borrowings

The Company has a $425 million credit agreemenurmg November 2016. The credit agreement consfsas$425 million revolving credit
facility, including a $375 million sub-limit for teers of credit. The Company has the ability toéase the facility by $100 million under
certain circumstances. Borrowings under this fgcbiear interest at the London Interbank OffereteRBIBOR) plus a margin of 1.5% as of
September 30, 2012. This margin is determined eyObmpany’s consolidated leverage ratio and mageréiom 1.5% to 2.0%. Letters of
credit reduce the amount available to borrow byr ttaee value. The unused portion of the faciligabs a commitment fee of 0.25%. The
Company’s borrowings under the credit agreemengaaganteed by the Company’s U.S. based subsigliané are secured by substantially
all of the Company’s and certain subsidiaries’ tssSEhe agreement contains various representatiarsanties, affirmative, negative and
financial covenants, and conditions of default cosdry for financing agreements of this type. ASeptember 30, 2012, there were no
borrowings under the revolving credit facility aledters-of-credit outstanding totaled $193.0 miilio

Several of the Company’s foreign subsidiaries na@nbank lines-of-credit, denominated in local enaies, to meet short-term working
capital requirements and for the issuance of eéicredit. As of September 30, 2012, $10.7 milleas outstanding under these letter-of-
credit facilities, while no debt was outstanding. & September 30, 2012, the total amount availabtier these credit facilities was $34.1
million, with a total cash borrowing sub-limit ofi& million.

10
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In September 2012, the Company entered into altamagreement for $11.1 million to fund the aciiois of land and a building in the sti
of Washington. The loan is payable over sevensyaad bears interest at LIBOR plus 1.25%, whigbaigable on a monthly basis.
Concurrent with entering into the floating raterlpthe Company entered into an interest rate swegeaent that effectively locks the inter
rate of the loan to 2.2% per annum for the terrthefloan.

In fiscal 2005, the Company entered into a bank le$5.3 million to fund the acquisition of landdabuildings in the U.K. The loan is
payable over a 20-year period. The loan bearsastet LIBOR plus 1.2%, payable on a quarterlysass of September 30, 2012, $2.7
million remained outstanding under this loan atraerest rate of 1.88% per annum.

Long-term debt consisted of the following (in thands):

June 30, September 30
2012 2012
Twenty-year term loan due in 2025 $ 2,68. $ 2,73¢
Seven-year term loan due in 2020 — 11,10(
2,68: 13,83¢
Less current portion of long-term debt 21F 1,67
Long-term portion of debt $ 2467 $ 12,16:

5. Stock-based Compensation
As of September 30, 2012, the Company maintaineshaity participation plan and an employee stoakclpase plan.

The Company recorded stock-based-compensation sgpethe condensed consolidated statement of tippesaas follows (in thousands):

Three Months Ended

September 30
2011 2012
Cost of goods sol $ 11€  $ 13€
Selling, general and administrati 1,33(C 3,332
Research and developmt 63 63
Stock-based compensation expense before t $ 1511 $ 3,531
Less: related income tax bene 53¢ 1,33t
Stocl-based compensation expense, net of estimated $ 97t $ 2,19¢

The following table summarizes stock-based comp@rsgalan activity during the three months endegt&mber 30, 2012;

Stock Option Activity

Restricted Stock Activity

Weighted Weighted
Weighted Average Aggregate Average
Shares Average Remaining Intrinsic Grant
Available Number of Exercise Contractual Value (in Date Fair
for Grant Shares Price Term thousands) Shares Value
Balance as of June 30, 20 1,090,87! 1,059,39 $ 23.01 7.2year $  42,72¢ 580,46¢ $ 28.9:
Restricted stock shares gran (234,94) 234,94 57.6:
Restricted stock shares ves (145,139 27.8(
Stock options grante (20,000 10,00( 61.9¢
Stock options exercise 116,9041) (108,729 14.4¢
Stock options forfeited and cancel 1,15¢ (1,15¢) 16.7:2
Restricted stock shares forfeited ¢
cancellec 3,52¢ 3,52¢ 31.71
Balance as of September 30, 2( 967,52‘(2) 959,51° $ 24.3¢ 7.2 year $ 51,29( 666,74 $ 39.2¢

(1) These shares were returned to the shares avditalgeant pool as they were shares used for ndéesednt to cover option cost and tax
obligations.
(2) Ofthe 967,524 shares available for grant, 525sf@Efes may be granted in the form of restrictecksto

As of September 30, 2012, total unrecognized cosgté@n cost related to non-vested, share-basedamsafion arrangements granted was
approximately $24.3 million. The Company expectsettognize these costs over a weighted-averagedefi2.3 years.

11
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6. Retirement Benefit Plans

The Company sponsors various retirement benefitspitacluding qualified and nonqualified defined bfinpension plans for its employees.
The components of net periodic pension expensasafellows (in thousands):

Three Months Ended

September 30
2011 2012
Service cos $ 157 $ 27¢
Amortization of prior service co: 112 23C
Net periodic pension expen $ 26 $ 50¢

For both the three months ended September 30, 2042012, the Company made contributions of $0lllomito these defined benefit plai

In addition, the Company maintains various defipedtribution plans. For the three months endede®aipér 30, 2011 and 2012, the
Company made contributions of $1.1 million and $hibion, respectively, to these defined contriloatiplans.

7. Commitments and Contingencies
Legal Proceeding

The Company is involved in various claims and lggakeedings arising out of the ordinary coursbusiness. In the Company’s opinion
after consultation with legal counsel, the ultimdigposition of such proceedings is not likely twé a material adverse effect on its financial
position, future results of operations or cash 8oWwhe Company has not accrued for loss contingemelating to such matters because the
Company believes that, although unfavorable outsoiméhe proceedings may be possible, they arearwidered by management to be
probable or reasonably estimable. If one or mothese matters are resolved in a manner advetke Gompany, the impact on the
Company’s results of operations, financial positiol/or liquidity could be material.

Contingent Acquisition Obligations

Under the terms and conditions of the purchaseeageats associated with certain acquisitions, thefgamy may be obligated to make
additional payments based on the achievement bgdtyeired operations of certain sales or profitghihilestones. The maximum amount of
such payments under arrangements with contingersideration caps is $63 million. In addition, orig¢ree purchase agreements the
Company entered into requires royalty paymentsuindi2022 based on the license of, or sales of ptedwntaining the technology of CXR
Limited, a company acquired in 2004. For acquisiithat occurred prior to fiscal year 2010, whighre accounted for under Statement of
Financial Accounting Standards 141, “Business Couations,” the Company accounts for such contingagiments as an addition to the
purchase price of the acquired business. For atiguis accounted for under Accounting Standardsii@adion 805, “Business
Combinations” (“ASC 805")the estimated fair value of these obligations é®rded as a liability in the condensed consolidatddnce shee
with subsequent revisions reflected in the condgesasolidated statements of operations. As ofeédaiper 30, 2012, pursuant to ASC 805,
$20.8 million of contingent payment obligations areluded in other long-term liabilities in the aoepanying condensed consolidated
balance sheets.

Advances from Custome

The Company receives advances from customers assoeiith certain projects. In fiscal 2012, then@any entered into an agreement with
the Mexican government to provide a turnkey seguiteening solution along the country’s bordensl i its ports and airports . Associated
with the agreement, the Company was provided aaramb/totaling $100 million. The Company is obléghto provide a guarantee until the
advance has been earned.

Environmental Contingencie

The Company is subject to various environmentatlaiihe Company’s practice is to conduct appropgatéronmental investigations for
each of its properties in the United States at wiiie Company manufactures products in order tatiiye as of the date of such report,
potential areas of environmental concern relatguhi and present activities or from nearby opematiln certain cases, the Company has
conducted further environmental assessments comgsisft soil and groundwater testing and other itigasions deemed appropriate by
independent environmental consultants.

During one investigation, the Company discoverdabasw groundwater contamination at its Hawthoi@alifornia facility. The Company
filed the requisite reports concerning this problsith the appropriate environmental authoritiefisial 2001.
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The Company has not yet received any responsectorsports, and no agency action or litigationrisspntly pending or threatened. The
Companys site was previously used by other companiesdimicnductor manufacturing similar to that preseatinducted on the site by 1
Company, and it is not presently known who is resgae for the contamination or, if required, tleenediation. The groundwater
contamination is a known regional problem, nottadito the Company’s premises or its immediateosunaings.

The Company has not accrued for loss contingemelatng to the above environmental matter bec#éusaieves that, although an
unfavorable outcome may be possible, it is not iclemed by the Company’s management to be probatdleeasonably estimable. If this
matter is resolved in a manner adverse to the Coyplae impact on the Company’s results of openatifinancial position and/or liquidity
could be material.

Product Warrantie:

The Company offers its customers warranties on nodlye products that it sells. These warrantigically provide for repairs and
maintenance of the products if problems arise duaispecified time period after original shipméncurrent with the sale of products, the
Company records a provision for estimated warranpenses with a corresponding increase in cosdadgisold. The Company periodically
adjusts this provision based on historical expegesnd anticipated expenses. The Company charged agpenses of repairs under
warranty, including parts and labor, to this praviswhen incurred.

The following table presents changes in warrantyisions (in thousands):

Three Months Ended

September 30
2011 2012
Balance at beginning of period $ 14,53C $ 17,56:
Additions 834 632
Reductions for warranty repair costs and adjustment (92€) (1,27%)
Balance at end of period $ 14,43t $ 16,91¢

8. Income Taxes

The provision for income taxes is determined usingffective tax rate that is subject to fluctuasiauring the year as new information is
obtained. The assumptions used to estimate theahrffective tax rate includes factors such asiheof pre-tax earnings in the various tax
jurisdictions in which the Company operates, vaturaallowances against deferred tax assets, inese@sdecreases in uncertain tax positi
utilization of research and development tax creditgl changes in or the interpretation of tax lawjarisdictions where the Company
conducts business. The Company recognizes defexeabsets and liabilities for temporary differenbetween the financial reporting basis
and the tax basis of its assets and liabilitiea@hith net operating loss and tax credit carrysv&@he Company records a valuation allowz
against its deferred tax assets to reduce theanmsticg value to an amount that it believes is nlikkedy than not to be realized. When the
Company establishes or reduces the valuation atloevagainst its deferred tax assets, the provisioimcome taxes will increase or decre
respectively, in the period such determination &lm

9. Segment Information

The Company has determined that it operates i tllientifiable industry segments, (a) security ersghection systems (Security division),
(b) medical monitoring and anesthesia systems (hiesde division) and (c) optoelectronic devices arahufacturing (Optoelectronics and
Manufacturing division). The Company also has gomate segment (Corporate) that includes execativgpensation and certain other
general and administrative expenses; expensesddastock issuances; and legal and audit and ptb&ssional service fees not allocate
product segments. Both the Security and Healthaigigions comprise primarily end-product businesshereas the businesses of the
Optoelectronics and Manufacturing division primaslipplies components and subsystems to originapagent manufacturers, including to
the Security and Healthcare divisions. Sales batwdgsions are at transfer prices that approxinnadeket values. All other accounting
policies of the segments are the same as desdnibdaote 1, Summary of Significant Accounting Padigiof the Form 10-K for the fiscal year
ended June 30, 2012 .
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The following tables present the operations andtiflable assets by industry segment (in thousands)

Three Months Ended

September 30,
2011 2012
Revenue— by Segment
Security divisior $ 72,597 % 82,91¢
Healthcare divisiol 46,52( 51,58:
Optoelectronics and Manufacturing division, inchuglintersegment revenu 53,09: 57,14%
Intersegment revenues eliminati (10,89 (9,950
Total $ 161,31 $ 181,69
Revenue— by Geography
Americas $ 107,82. $ 118,48(
Europe 35,34( 43,81¢
Asia 29,04¢ 29,34¢
Intersegment revenues eliminati (10,89.) (9,950
Total $ 161,31 $ 181,69
Three Months Ended
September 30
2011 2012
Operating income (los— by Segment
Security divisior $ 3,84t % 4,46t
Healthcare divisiol 2,39¢ 3,881
Optoelectronics and Manufacturing divisi 4,93¢ 4,83:
Corporate (3,307%) (3,249
Eliminations (1) (264) 184
Total $ 7,61C $ 10,11«
June 30, September 30
2012 2012
Assets— by Segment
Security divisior $ 351,66¢ $ 390,62:
Healthcare divisiol 162,58: 159,65¢
Optoelectronics and Manufacturing divisi 132,28: 144 ,51!
Corporate 109,40! 98,72¢
Eliminations (1) (6,04 (6,799
Total $ 749,89t $ 786,72!

(1) Eliminations within operating income primarily refit the change in the elimination of intercomparofipin inventory not-yet-realized;
while the eliminations in assets reflect the amafribtercompany profits in inventory as of thedrale sheet date. Such intercompany
profit will be realized when inventory is shippexdthe external customers of the Security and Heatthdivisions.
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Item 2. Management'’s Discussion and Analysis of Famcial Condition and Results of Operations
Forward-Looking Statements

Certain statements contained in this Quarterly Repo Form 10-Q that are not related to historieakults, including, without limitation,
statements regarding our business strategy, objestand future financial position, are forward-lawl statements within the meaning of the
Private Securities Litigation Reform Act of 1996¢ton 27A of the Securities Act of 1933, as am@yraied Section 21E of the Securil
Exchange Act of 1934, as amended, and involve a@is#suncertainties. These forwelooking statements may be identified by the use of
forward-looking terms such as “anticipate,” “believe,” “gect,” “may,” “could,” “likely to,” “should,” or “w ill,” or by discussions of
strategy that involve predictions which are baspdrua number of future conditions that ultimatelgynprove to be inaccurate. Statements in
this Quarterly Report on Form 10-Q that are forwdobking are based on current expectations andaatesults may differ materially.
Forward-looking statements involve numerous risks and iiaic¢ies described in this Quarterly Report on Foi0-Q, our Annual Report on
Form 1(-K and other documents previously filed or hereadited by us from time to time with the Securiisl Exchange Commission. Such
factors, of course, do not include all factors tha@ght affect our business and financial conditidithough we believe that the assumpti
upon which our forward-looking statements are basedreasonable, such assumptions could prove fodizurate and actual results could
differ materially from those expressed in or imgl®y the forward-looking statements. All forward#ang statements contained in this
Quarterly Report on Form 10-Q are qualified in thentirety by this statement. We undertake no aliligp other than as may be required
under securities laws to publicly update or re\assy forward-looking statements, whether as a resfuttew information, future events or
otherwise.

Critical Accounting Policies and Estimates

The preparation of financial statements in confoymiith accounting principles generally acceptethia United States requires us to make
estimates and assumptions and select accountifgigsaihat affect the reported amounts of assetdiahilities and disclosure of contingent
assets and liabilities at the date of the finanstalements, as well as the reported amounts efites and expenses during the reporting
period. Actual results could differ from those s®ttes. Our critical accounting policies are dethiteour Annual Report on Form 10-K for
the year ended June 30, 2012.

Recent Accounting Pronouncements
There are no recent accounting pronouncementsitivaplemented, would impact us materially.
Executive Summary

We are a vertically integrated designer and manufac of specialized electronic systems and compisrfer critical applications, and
provider of screening services. We sell our préslaad provide related services in diversified retgkincluding homeland security,
healthcare, defense and aerospace. We have theesiog divisions: (i) Security, (ii) Healthcaredhfiii) Optoelectronics and Manufacturing.

Security DivisionThrough our Security division, we design, manufeznd market security and inspection systems wuiatel for sale
primarily to U.S. and foreign government agencés] provide turnkey security screening solutioriese products and services are used to
inspect baggage, cargo, vehicles and other oHj@ctgeapons, explosives, drugs and other contrabanell as to screen people. Revenues
from our Security division accounted for 46% an@4&f our total consolidated revenues for the timeaths ended September 30, 2012 and
2011, respectively.

As a result of the terrorist attacks of Septemlier2001, and subsequent attacks in other locatimnklwide, security and inspection produ
have increasingly been used at a wide range dftfesiother than airports, such as border crossirgjlway stations, seaports, cruise line
terminals, freight forwarding operations, sportirenues, government and military installations andear facilities. We believe that our
wide-ranging product portfolio together with ouilip to provide turnkey screening solutions pasmitius to competitively pursue security and
inspection opportunities as they arise throughloitvtorld.

During our third quarter of fiscal 2012, our Setudivision won a six-year agreement with the Mexiggovernment to provide a turnkey
security screening solution along the country’sdiees, and in its ports and airports. We have begaognizing revenue under this agreement
and the results are reported as part of the sereienues.
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Healthcare DivisionThrough our Healthcare division, we design, mantufa; market and service patient monitoring, diagieacardiology
and anesthesia delivery and ventilation system#dwite for sale primarily to hospitals and medicahters. Our products monitor patients in
critical, emergency and perioperative care aredleohospital and provide such information, througted and wireless networks, to
physicians and nurses who may be at the patieatisitle, in another area of the hospital or evesigeithe hospital. Revenues from our
Healthcare division accounted for 28% and 29% oftotal consolidated revenues for the three moattteed September 30, 2012 and 2011,
respectively.

The healthcare markets in which we operate areyhigimpetitive. We believe that our customers cleaamsiong competing products on the
basis of product performance, functionality, vadunel service. We also believe that the worldwideneatic slowdown has caused some
hospitals and healthcare providers to delay pusshasour products and services. During this geofouncertainty, we anticipated lower
sales of patient monitoring, diagnostic cardiolagy anesthesia systems products than what we siaditally experienced, which negativ:
impacted our sales. Although there are indicattbas a recovery is underway, we cannot predict vithermarkets will fully recover and,
therefore, when this period of delayed and dimieishurchasing will end. A prolonged delay coulddavmaterial adverse effect on our
business, financial condition and results of openst

Optoelectronics and Manufacturing Divisiohhrough our Optoelectronics and Manufacturing daviswe design, manufacture and market
optoelectronic devices and provide electronics rfeiuring services worldwide for use in a broadyewnf applications, including aerospace
and defense electronics, security and inspectistesys, medical imaging and diagnostics, telecomeations, office automation, computer
peripherals, industrial automation, automotive dijic systems and renewable energy. We also praid optoelectronic devices and value-
added manufacturing services to our own SecuritH@althcare divisions. External revenues from@ptoelectronics and Manufacturing
division accounted for 26% of our total consolidatevenues for both the three months ended Septe3b2012 and 2011.

Results of Operations for the Three Months Ended September 30, 2012 (Q1 2013) Compared to Three Months Ended September 30, 2011
(Q1 2012) (amountsin millions)

Net Revenues

The table below and the discussion that followstased upon the way in which we analyze our busirigse Note 9 to the condensed
consolidated financial statements for addition&rimation about our business segments.

Q1 % of Q1 % of
2012 Net Sales 2013 Net Sales $ Change % Change
Security divisior $ 72.€ 45% $ 82.¢ 4€% $ 10.% 14%
Healthcare divisiol 46.5 29% 51.€ 28% 5.1 11%
Optoelectronics and Manufacturi
division 53.1 33% 57.1 31% 4.C 8%
Intersegment revenu (10.9 (1% (9.9 (5)% 1.C (9)%
Total revenue $ 161.% $ 181.5 $ 20.4 13%

Revenues for the Security division for the threethe ended September 30, 2012 increased $10.89mith 14%, to $82.9 million, from
$72.6 million for the comparable prior-year peridthe increase was attributable to: (i) a $6.4 wonillor 19% increase in sales of our
conventional equipment, primarily in baggage andg@anspection lines; and (ii) a $4.1 million iease in the sales of radiation and nuclear
sensing products.

Revenues for the Healthcare division for the thmemths ended September 30, 2012 increased $5idmibr 11%, to $51.6 million, from
$46.5 million for the comparable prior-year peridtie increase was primarily attributable to a $4ifion, or 14%, increase in patient
monitoring revenues primarily in North America ke £conomy continued to improve and the marketdgmonded favorably to recently
launched new product offerings.

Revenues for the Optoelectronics and Manufactutinigion for the three months ended September @02 2ncreased $4.0 million, or 8%, to
$57.1 million, from $53.1 million for the comparelprioryear period. This change was driven by strengtiuincontract manufacturing sa
driven by new customers. The Optoelectronics aadiacturing division recorded intersegment safe9® million, compared to $10.9
million in the comparable prior-year period. Suictersegment sales are eliminated in consolidation.
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Gross Profit

Q1 % of Net Q1 % of Net
2012 Sales 2013 Sales

Gross profit $ 52.¢ 32.8%$ 61.4 33.8%

Gross profit increased $8.5 million, or 16%, to B6tillion for the three months ended Septembe28@2, from $52.9 million for the
comparable prior-year period and was primarilyilattiable to a 13% increase is sales. The grosgimarcreased to 33.8% in the three
months ended September 30, 2012, from 32.8% focdheparable prior-year period. The increase wisgyily attributable to the favorable
sales mix in our Security division and strong Headte sales which carry higher gross margins thamiher two divisions partially offset b
reduced gross margin in our Optoelectronics andu¥anturing division due to an unfavorable sales.mix

Operating Expenses

Q1 % of Net Q1 % of Net %
2012 Sales 2013 Sales $ Change Change
Selling, general and administrat $ 34.4 21.% $ 39.¢ 22.% $ 5.2 16%
Research and developme 10.€ 6.8% 11.Z 6.2% 0.4 4%
Total operating expens $ 45.5 28.1% $ 51.2 28.2% $ 5.9 13%

Selling, general and administrative expensesSelling, general and administrative (SG&A) expeneonsist primarily of compensation paid
to sales, marketing and administrative personmefepsional service fees and marketing expenseshEdhree months ended September 30,
2012, SG&A expenses increased by $5.5 million,6%61to $39.9 million, from $34.4 million for the mparable prior-year period. This
increase was primarily attributable to an incraaseosts to support the strong sales growth asageihcremental costs in our Security
division in support of our operations related te #iorementioned program in Mexico. As a percentégevenue, SG&A expenses were
22.0% for the three months ended September 30, 20h2pared to 21.3% for the comparable prior-yesiogl.

Research and developmentResearch and development (R&D) expenses inckeskarch related to new product development anduptod
enhancement expenditures. For the three monthsleSejgtember 30, 2012, such expenses increasediilof, or 4%, to $11.3 million,
from $10.9 million for the comparable prior-yearipd. As a percentage of revenues, R&D expenses @28 for the three months ended
September 30, 2012, compared to 6.8% for the caabpmprior-year period. The increase in R&D expsrisethe three month period ended
September 30, 2012, was primarily attributablertangrease in spending in our Security divisiosuipport of new product introductions.

Other Income and Expenses

Q1 % of Net Q1 % of Net %
2012 Sales 2013 Sales $ Change Change

Interest and other expense, $ 0.8 0.5% $ 1.1 0.€% $ 0.2 38%

Interest and other expense, net For the three months ended September 30, 20tE2est and other expense, net amounted to $(dligrm
as compared to $(0.8) million in the comparablemyear period. The increase was mainly due tbdrgtilization of the letters-of-credit
facility in the three months ended September 3Q2Ztbmpared to the comparable prior-year period.

Income taxes. For the three months ended September 30, 2@t 2ncome tax provision was $2.7 million, compatre®2.0 million for the
comparable prior-year period. Our effective taxe ffatr the three months ended September 30, 2012%@%6, as compared to 30.1% in the
comparable prior-year period. Our provision fordnee taxes is dependent on the mix of income froB dnd foreign locations due to tax
rate differences among countries as well as dtleetimpact of permanent taxable differences.
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Liquidity and Capital Resources
To date, we have financed our operations primahilgugh cash flow from operations and our creditlities. Cash and cash equivalents

totaled $73.7 million at September 30, 2012, aebs®e of $17.7 million from $91.5 million at June 3012. The changes in our working
capital and cash and cash equivalent balancesgdilmnthree months ended September 30, 2012 arglusbelow.

(in millions) June 30, 2017 September 30, 201 % Change
Working capital $ 322t % 273.1 (15)%
Cash and cash equivalel 91.t 73.1 (19%

Working Capital During the three months ended September 30, 28222 0mpany utilized significant working capitaldequire a new
headquarters and manufacturing facility for our llheare division and to prepare for our turnkeyesaing solutions program in Mexico.
Specific fluctuations in components of working ¢apincluded decreases due to: (i) a $28.9 milli@mmease in accounts payable; (i) a $17.7
million decrease in cash and cash equivalents{iapd $10.1 million reduction in accounts recdile, reflecting the volatility of collections
as a result of seasonality of sales. These dexseeare partially offset by (i) decreases in aatneyroll and employee benefits of $4.6
million and; (ii) a decrease in other accrued esgsrand current liabilities of $3.7 million.

Three Months Ended Three Months Ended

September 30, 2011 September 30, 2012 % Change
Cash provided by operating activiti $ 10 $ 42.4 324%
Cash used in investing activiti (7.2 (66.0 817%
Cash provided by financing activiti 1.1 4.€ 31&%

Cash Provided by Operating ActivitigSash flows from operating activities can fluctusignificantly from period to period, as net income,
tax timing differences, and other items can sigaitfitly impact cash flows. Net cash provided by apens for the three months ended
September 30, 2012, was $42.4 million, an increa$82.4 million as compared to the $10.0 milli@ngrated in the comparable prior-year
period. This increase was primarily due to the fabée fluctuation in the changes in working capi@mponents in the current-year period
versus the prior-year period, including: (i) $2eh8lion from accounts payable; (ii) $18.9 milliorom inventory; (iii) $5.6 million from
changes in accounts receivables; (iv) $2.1 milfream accrued payroll and related expenses; andr(wipcrease in our net income of $4.0
million, after giving consideration to various asfjtnents to net income for non-operating cash itémetyding depreciation and amortization,
stock-based compensation, deferred taxes and oV losses on accounts receivable, among atfarboth periods. These favorable
changes in cash flows from operating activitiesengartially offset by an unfavorable change of@i%.4 million from advances from
customers and; (ii) $7.6 million in other accruggenses and current liabilities.

Cash Used in Investing ActivitieSet cash used in investing activities was $66.0ioniffor the three months ended September 30, 2812,
increase of $58.8 million as compared to $7.2 millused for the three months ended September 2@, ZDuring the three months ended
September 30, 2012, we invested $62.7 million pitehexpenditures compared to $3.2 million durihg comparable prioyear period. Thi
increase is primarily a result of the preparatibthe program in Mexico and the purchase of a neilding to serve as the future headquar
for our Healthcare division. In the three monthdezhSeptember 30, 2012, we also used cash of $lliéhnfor acquisitions of businesses as
compared to $3.2 million expended in the comparphta-year period.

Cash Provided by Financing Activitigset cash provided by financing activities was $#iBion for the three months ended September 30,
2012, compared to $1.1 million for the three morthded September 30, 2011. During the three mamttisd September 30, 2012, we
entered into a new $11.1 million loan to acquirepgerty in Washington State for our Healthcare divis During the three months ended
September 30, 2012, we received $3.0 million inpneteeds from the exercise of stock options aagthchase of stock under our employee
stock purchase plan compared to $1.1 million inpther year. In addition, during the three monginsled September 30, 2012, we used $9.4
million to repurchase shares of our common stoaeuur stock repurchase program and settle tagaildns arising out of our stock plans.

Borrowings

Outstanding lines of credit and current and lorrgatdebt totaled $13.8 million at September 30, 2@t2increase of $11.1 million from $2.7
million at June 30, 2012. See Note 4 to the congleensolidated financial statements for furthecdssion.
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Stock Repurchase Program

Our Board of Directors authorized a stock repureh@sgram that provides for the repurchase of 1§@60,000 shares of our common stc
This program does not have an expiration date. nUppurchase, the shares are restored to the sfaaushorized but unissued, and we re:

them as a reduction in the number of shares of comstock issued and outstanding in our consolidétedcial statements.

The following table presents the shares acquireohduhe quarter ended September 30, 2012:

Maximum number
(or approximate

Total number of dollar value)
shares (or of shares (or
units) purchased as units) that may
Total number of part of publicly yet be purchased
shares (or Average price announced plans or under the plans or
units) purchased paid per share (or unit) programs (1) programs
July 1, 2012 to July 31, 2012 — — 585,77:
August 1, 2012 to August 31, 20 78,60{(2)$ 73.1- — 585,77:
September 1, 2012 to September 30, 2012 49,64(3)$ 74.1¢ 11,34¢ 574,42
128,25( $ 73.5¢ 11,34t

(1) In March 1999, our Board of Directors authorizest@ck repurchase program of up to 2,000,000 shareSeptember 2004, our
Board of Directors authorized an additional 1,000,8hares for repurchase pursuant to this program.

(2) Includes a total of 58,206 shares, which were terttio satisfy minimum statutory tax withholdindightions related to the vesting
of restricted stock and the exercising of stockams. In addition, 20,397 shares were tendereter the option cost obligation.

(3) Includes a total of 38,302 shares, which were tmwito satisfy minimum statutory tax withholdingightions related to the vesting
of restricted shares.

Dividend Policy

We have not paid cash dividends on our common stothe past and have no plans to do so in thesémable future.

Contractual Obligations

We presented our contractual obligations in our daliReport on Form 10-K for the fiscal year endaael30, 2012. See Note 7 to the
condensed consolidated financial statements fonéuidiscussion regarding significant changes @s¢hobligations during the first three
months of fiscal 2013.

Off Balance Sheet Arrangements

As of September 30, 2012, we did not have any fogmit off balance sheet arrangements as definéeénm 303(a)(4) of Regulation S-K.

Item 3. Quantitative and Qualitative Disclosures abut Market Risk

For the three months ended September 30, 2012 aterial changes occurred with respect to markktassdisclosed in our Annual Report
Form 10-K for the fiscal year ended June 30, 2012.

Market Risk

We are exposed to certain market risks, whichrarerent in our financial instruments and arise ftegnsactions entered into in the normal
course of business. We may enter into derivativarfcial instrument transactions in order to marmageduce market risk in connection with
specific foreign-currency-denominated transacti®ke.do not enter into derivative financial instrurhansactions for speculative purposes.
We are subject to interest rate risk on our shermitborrowings under our bank lines of credit. Baings under these lines of credit do not
give rise to significant interest rate risk becatlmgse borrowings have short maturities and arebh@d at variable interest rates. Historically,
we have not experienced material gains or lossegalinterest rate changes.
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Foreign Currency Exchange Risk

We maintain the accounts of our operations in @di¢he following countries in the following currdaes: Finland, France, Germany, Italy and
Greece (Euros), Singapore (U.S. dollars), Malafdi&. dollars), United Kingdom (U.K. pounds), Nogv@orwegian kroners), India (Indiz
rupees), Indonesia (Indonesian rupiah), Hong Kétang Kong dollars), China (Chinese yuan), Canadmé&dian dollars), Mexico (Mexican
pesos and U.S. dollars), Australia (Australianalisll and Cyprus (Cypriot pounds). Foreign currdir@ncial statements are translated into
U.S. dollars at period-end rates, with the exceptibrevenues, costs and expenses, which aredtadsit average rates during the reporting
period. We include gains and losses resulting flfomign currency transactions in income, while welede those resulting from translation
of financial statements from income and includertteess a component of accumulated other comprehemsigene (AOCI). Transaction gains
and losses, which were included in our condensadaimated statements of operations, amounteddssaof $0.1 million and a loss of $0.5
million during the three months ended SeptembefBQ1 and 2012, respectively. Furthermore, a 10fteaation of the U.S. dollar relative
to each of the local currencies would have restftednet increase in our operating income of axiprately $2 million in the first quarter of
fiscal 2013. Conversely, a 10% depreciation ofih®. dollar relative to each of the local curresaciuld have resulted in a net decrease in
our operating income of approximately $2 milliortiie first quarter of fiscal 2013.

Use of Derivatives

Our use of derivatives consists primarily of foregxchange contracts and an interest swap agreeAwdiscussed in Note 1 to the
condensed consolidated financial statements, wéddraijn currency forward contracts of approxima®.2 million and an interest rate
swap of $11 million outstanding as of September28a2.

Importance of International Markets

International markets provide us with significanbwth opportunities. However, as a result of ourldwide business operations, we are
subject to various risks, including: internationegulatory requirements and policy changes; diffies in accounts receivable collection and
the management of distributors; geopolitical anaheenic instability; currency exchange rate flucioas; and tariff regulations. In respons
these risks and others, we continue to perform imggaredit evaluations of our customers’ financiahdition and, if deemed necessary, we
require advance payments for sales. Also, we mogéopolitical, economic and currency conditionsuaid the world to evaluate whether
there may be any significant effect on our intéorel sales in the future.

Inflation
We do not believe that inflation had a material &wipon our results of operations during the threaths ended September 30, 2012.
Interest Rate Risk

We classify all highly liquid investments with méity of three months or less as cash equivalenisracord them in the balance sheet at fair
value.

Item 4. Controls and Procedur es
Evaluation of Disclosure Controls and Procedu

We maintain disclosure controls and proceduresléfined in Rule 13a-15(e) or 15d-15(e) under theuBtes Exchange Act of 1934, as
amended (the “Exchange Act”)) that are designezhgure that information required to be discloseauinreports under the Exchange Act is
processed, recorded, summarized and reported withitime periods specified in the SEC’s rules famohs and that such information is
accumulated and communicated to management, imgute Chief Executive Officer and Chief Financficer, as appropriate, to allow 1
timely decisions regarding required disclosure.

We carried out an evaluation, under the superviaimhwith the participation of management, inclgdiur Chief Executive Officer and Ch
Financial Officer, of the effectiveness of the desand operation of the disclosure controls andgutares as of September 30, 2012, the end
of the period covered by this report. Based upai ¢fraluation, our management, including our CEiefcutive Officer and Chief Financial
Officer, concluded that our disclosure controls pratedures were effective as of September 30,.2012
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Changes in Internal Control over Financial Repogin

There were no changes in our internal control éwamncial reporting during the first quarter ofdi 2013 that have materially affected, or
reasonably likely to materially affect, our interantrol over financial reporting.

Limitations on Effectiveness of Controls and Praced

In designing and evaluating the disclosure contald procedures, management recognizes that atrplsoand procedures, no matter how
well designed and operated, can provide only resslerassurance of achieving the desired contrelatibps, and management is required to
apply its judgment in evaluating the cost-benefiationship of possible controls and procedures.

PART Il OTHER INFORMATION

Item 1. Legal Proceedings

We are involved in various claims and legal progegsiarising out of the ordinary course of businés®ur opinion, after consultation with
legal counsel, the ultimate disposition of suchcpatlings will not have a material adverse effeaurfinancial position, future results of
operations or cash flows.

Item 1A. Risk Factors

The discussion of our business and operationgsrQbarterly Report on Form 10-Q should be reaéttogr with the risk factors contained in
our Annual Report on Form 10-K for the fiscal yeaded June 30, 2012, filed with the SecuritiesExchange Commission on August 13,
2012, which describe various risks and uncertaritewhich we are or may become subject. There haga no material changes to the risk

factors included in our Annual Report.

Item 2. Unregistered Sales of Equity Securities andse of Proceeds —See Stock Repurchase Program discussion undelltem
Management’s Discussion and Analysis of Financ@hdition and Results of Operations.

Item 3. Defaults Upon Senior Securities — None
Item 4. Mine Safety Disclosures — None
Item 5. Other Information — None

Item 6. Exhibits

31.1 Certification pursuant to Section 302 of the Sads-Oxley Act of 200z
31.2 Certification pursuant to Section 302 of the Sads-Oxley Act of 200z
32.1 Certification pursuant to Section 906 of the Sads-Oxley Act of 200z
32.2 Certification pursuant to Section 906 of the Sads-Oxley Act of 200z

101.INS XBRL Instance Document

101.SCH XBRL Taxonomy Extension Schema Docume

101.CAL XBRL Taxonomy Extension Calculation Linkbase Docuntde
101.DEF XBRL Extension Definition]]

101.LAB XBRL Taxonomy Extension Label Linkbase Docume

101.PRE XBRL Taxonomy Extension Presentation Linkbase Doenth

¥ XBRL information is furnished and not filed for pase of Sections 11 and 12 of the Securities A&98fB and Section 18 of the
Securities Exchange Act of 1934, and is not sultgability under those sections, is not partal registration statement or prospectus
to which it relates and is not incorporated or deeéno be incorporated by reference into any regfisin statement, prospectus or other
document.
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Signatures

Pursuant to the requirements of the Securities &xgh Act of 1934, the registrant has duly caussdéport to be signed on its behalf by the
undersigned thereunto duly authorized, in the Gitidawthorne, State of California on the 24th dapotober 2012.

OSI SYSTEMS, INC.
By: /s/ Deepak Chopr

Deepak Chopr
President and Chief Executive Offic

By: /s/ Alan Edrick
Alan Edrick
Executive Vice President al
Chief Financial Office
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Exhibit 31.1

CERTIFICATION
Certification required by Rule 13a-14(a) or Rulel113}(a)
and under Section 302 of the Sarbanes-Oxley A2062

I, Deepak Chopra, certify that:
1. | have reviewed this Quarterly Report on Form 16f@SI Systems, Inc.;

2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omgttéde a material fact necessary to
make the statements made, in light of the circuntsta under which such statements were made, nletadisg with respect to the period

covered by this report;

3. Based on my knowledge, the financial statementsodimer financial information included in this repdairly present in all material
respects the financial condition, results of ogerstand cash flows of the registrant as of, amgtiie periods presented in this report;

4. The registrans other certifying officer and | are responsibledstablishing and maintaining disclosure contanld procedures (as defir
in Exchange Act Rules 13a-15(e) and 15d-15(e))iatgdnal control over financial reporting (as definin Exchange Act Rules 13a-15
() and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procsedorecaused such disclosure controls and procsdorge designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhibsidiaries, is made known to us by
others within those entities, particularly duriig period in which this report is being prepared;

(b) Designed such internal control over financggarting, or caused such internal control overrfaial reporting to be designed under
supervision, to provide reasonable assurance rieggitie reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generally@edeaccounting principles;

(c) Evaluated the effectiveness of the registradisslosure controls and procedures and presentesisi report our conclusions about the
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psint based on such evaluation; and

(d) Disclosed in this report any change in thegegnt's internal control over financial reportitigat occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth disguarter in the case of an annual report) thathaterially affected, or is reasonably likely
to materially affect, the registrant’s internal tohover financial reporting; and

5. The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluationterhal control over financial
reporting, to the registrant’s auditors and theitasmmmittee of the registrant’s board of directf@spersons performing the equivalent

functions):

(a) All significant deficiencies and material weakses in the design or operation of internal céotrer financial reporting which are
reasonably likely to adversely affect the regisfeaability to record, process, summarize and refioancial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sagmiifiole in the registrant’s internal
control over financial reporting.

Date: October 24, 2012

/s/ Deepak Chopt

Deepak Chopr
Chief Executive Office




Exhibit 31.2

CERTIFICATION
Certification required by Rule 13a-14(a) or Rulel113}(a)
and under Section 302 of the Sarbanes-Oxley A2062

[, Alan Edrick, certify that:
1. | have reviewed this Quarterly Report on Form 16f@SI Systems, Inc.;

2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omgttéde a material fact necessary to
make the statements made, in light of the circuntsta under which such statements were made, nletadisg with respect to the period

covered by this report;

3. Based on my knowledge, the financial statementsodimer financial information included in this repdairly present in all material
respects the financial condition, results of ogerstand cash flows of the registrant as of, amgtiie periods presented in this report;

4. The registrans other certifying officer and | are responsibledstablishing and maintaining disclosure contanld procedures (as defir
in Exchange Act Rules 13a-15(e) and 15d-15(e))iatgdnal control over financial reporting (as definin Exchange Act Rules 13a-15
() and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procsedorecaused such disclosure controls and procsdorge designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhibsidiaries, is made known to us by
others within those entities, particularly duriig period in which this report is being prepared;

(b) Designed such internal control over financggarting, or caused such internal control overrfaial reporting to be designed under
supervision, to provide reasonable assurance rieggitie reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generally@edeaccounting principles;

(c) Evaluated the effectiveness of the registradisslosure controls and procedures and presentesisi report our conclusions about the
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psint based on such evaluation; and

(d) Disclosed in this report any change in thegegnt's internal control over financial reportitigat occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth disguarter in the case of an annual report) thathaterially affected, or is reasonably likely
to materially affect, the registrant’s internal tohover financial reporting; and

5. The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluationterhal control over financial
reporting, to the registrant’s auditors and theitasmmmittee of the registrant’s board of directf@spersons performing the equivalent

functions):

(a) All significant deficiencies and material weakses in the design or operation of internal céotrer financial reporting which are
reasonably likely to adversely affect the regisfeaability to record, process, summarize and refioancial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sagmiifiole in the registrant’s internal
control over financial reporting.

Date: October 24, 2012

/s/ Alan Edrick

Alan Edrick
Chief Financial Office




Exhibit 32.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER PURSUANT T O 18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANESOXLEY ACT OF 2002

In connection with the Quarterly Report of OSI ®ys$, Inc. (the “Company”) on Form 10-Q for the deaended September 30, 2012, as
filed with the Securities and Exchange Commissionhe date hereof (the “Report”), |, Deepak ChofMaief Executive Officer of the
Company, certify, pursuant to 18 U.S.C. Section01 3% adopted pursuant to Section 906 of the Sask@nley Act of 2002, that:

(1) The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeoh 1934, as amended; and

(2) The information contained in the Report fairly prets, in all material respects, the financial ctadiand results of operations of the
Company at the dates and for the periods presémtbeé Report.

Date: October 24, 2012

/s/ Deepak Chopt

Deepak Chopr
Chief Executive Office

The foregoing certification is being furnished $pleursuant to 18 U.S.C. Section 1350, is not béiled as part of the Report or as a separate
disclosure document, and is not being incorporbterkference into any filing of the Company under Securities Act of 1933, as amended,
or the Securities Exchange Act of 1934, as amen@étether made before or after the date of the Rerespective of any general
incorporation language contained in such filinge Bigned original of this written statement reqdiiby Section 906 of the Sarbanes-Oxley
Act of 2002 has been provided to the Company aticbeiretained by the Company and furnished toSbeurities and Exchange Commis:

or its staff upon request.




Exhibit 32.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER PURSUANT T O 18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANESOXLEY ACT OF 2002

In connection with the Quarterly Report of OSI ®ys$, Inc. (the “Company”) on Form 10-Q for the deaended September 30, 2012, as
filed with the Securities and Exchange Commissiothe date hereof (the “Report”), |, Alan Edrickji€f Financial Officer of the Company,
certify, pursuant to 18 U.S.C. Section 1350, aptatbpursuant to Section 906 of the Sarbanes-Oxtewf 2002, that:

(1) The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeoh 1934, as amended; and

(2) The information contained in the Report fairly prets, in all material respects, the financial ctadiand results of operations of the
Company at the dates and for the periods presémtbeé Report.

Date: October 24, 2012

/s/ Alan Edrick
Alan Edrick
Chief Financial Office

The foregoing certification is being furnished $pleursuant to 18 U.S.C. Section 1350, is not béiled as part of the Report or as a separate
disclosure document, and is not being incorporbterkference into any filing of the Company under Securities Act of 1933, as amended,
or the Securities Exchange Act of 1934, as amen@étether made before or after the date of the Rerespective of any general
incorporation language contained in such filinge Bigned original of this written statement reqdiiby Section 906 of the Sarbanes-Oxley
Act of 2002 has been provided to the Company aticbeiretained by the Company and furnished toSbeurities and Exchange Commis:

or its staff upon request.




