EDGAROnline

OSI SYSTEMS INC

FORM 10-Q

(Quarterly Report)

Filed 05/02/14 for the Period Ending 03/31/14

Address

Telephone
CIK
Symbol
SIC Code
Industry
Sector
Fiscal Year

12525 CHADRON AVE

HAWTHORNE, CA 90250

3109780516

0001039065

OSIS

3674 - Semiconductors and Related Devices
Scientific & Technical Instr.

Technology

06/30

Powere d By ED‘GA;Rbn]ine

http://www.edgar-online.com
© Copyright 2014, EDGAR Online, Inc. All Rights Reserved.

Distribution and use of this document restricted under EDGAR Online, Inc. Terms of Use.


http://www.edgar-online.com

Table of Contents

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 March 31, 2014
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 of (I.LR.S. Employer
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 (orsiach shorter period that the registrant was reduodile such reports), and (2) has been
subject to such filing requirements for the pastégs. Yesixl] No O

Indicate by check mark whether the registrant lasmstted 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 ttiapter) during the preceding 12
months (or for such shorter period that the regiigtwas required to submit and post such filesy & 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 acceleréited” “accelerated filer” and “smaller reportirgpmpany” in Rule 12b-2 of the Exchange
Act.



Large accelerated file[X] Accelerated filer

Non-accelerated fileid Smaller reporting compan
(Do not check if a smaller reporting compa

Indicate by check mark whether the registrantskell company (as defined in Rule 12b-2 of the Bxgje Act). YesO No

As of May 1, 2014, there were 19,941,974 shardékeofegistrant’'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)
June 30, March 31,
2013 2014
ASSETS
Current Assets
Cash and cash equivalel $ 34,697 $ 39,84¢
Accounts receivablenet 206,81 142,80¢
Inventories 206,21: 239,02¢
Prepaid expenses and other current a: 78,97- 93,93:
Total current asse 526,69¢ 515,61.
Property and equipment, r 249,02¢ 265,73¢
Goodwill 83,74 92,19¢
Intangible assets, n 36,60: 40,72¢
Other asset 23,72 25,47¢
Total asset $ 919,79¢ $ 939,74
LIABILITIES AND STOCKHOLDERS ' EQUITY
Current Liabilities:
Bank lines of credi $ 59,00 $ 22,00(
Current portion of lon-term debt 1,791 2,77¢
Accounts payabl 97,05( 73,80¢
Accrued payroll and related expen: 28,50: 31,86¢
Advances from custome 37,43 39,86¢
Accrued warrantie 12,89( 11,35¢
Deferred revenu 18,13: 62,94(
Other accrued expenses and current liabil 26,61( 21,63t
Total current liabilities 281,41 266,25:
Long-term debi 10,67: 10,841
Advances from custome 75,00( 56,25(
Deferred income taxe 30,24¢ 57,16
Other lon¢-term liabilities 44,01. 47,48¢
Total liabilities 441 ,34! 438,00(
Commitments and contingencies (Note
Stockholder Equity:
Preferred stock, $0.001 par value, 10,000,000 sterthorized; no shares issued or outstan — —
Common stock, $0.001 par value, 100,000,000 star®rized; 19,914,089 issued and outstandil
June 30, 2013 and 19,938,859 shares at March 34, 285,00: 279,99:
Retained earning 199,78t 225,55:
Accumulated other comprehensive I (6,33€) (3,807
Total stockholder equity 478,45: 501,74"
Total liabilities and stockholde’ equity $ 919,79t $ 939,74

See accompanying notes to condensed consolidaizucfal statements.
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Net revenues
Products
Services
Total net revenue
Cost of goods solc
Products
Services
Total cost of goods sol
Gross profit
Operating expense
Selling, general and administrati
Research and developme
Impairment, restructuring and other char
Total operating expens
Income from operation
Interest and other expense,
Income before income tax
Provision for income taxe
Net income

Net income per shar
Basic
Diluted

Shares used in per share calculat
Basic

Diluted

See accompanying notes to condensed consolidaiaucfal statements.

OSI SYSTEMS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except per share data)

(Unaudited)
For the Three Months Ended For the Nine Months Ended
March 31, March 31,
2013 2014 2013 2014
$ 139,02¢ $ 139,41: $ 432,97¢ $ 456,86:
59,38: 64,54¢ 141,17¢ 189,77
198,40¢ 203,95¢ 574,15 646,63!
96,15¢ 95,62( 288,98t 317,99«
30,41¢ 37,82¢ 81,88: 109,25:
126,57: 133,44¢ 370,87 427,241
71,83¢ 70,50 203,28: 219,39.
37,75 39,39¢ 114,50¢ 127,16
12,38¢ 10,57¢ 35,56( 32,77¢
2,28¢ 2,507 5,00¢ 8,92
52,42¢ 52,48t 155,07! 168,86
19,41« 18,02: 48,20¢ 50,52«
1,341 1,37( 3,82: 4,34
18,07: 16,65 44,38: 46,18:
4,54¢ 11,85! 12,09« 20,41
$ 13,52¢ $ 4,801 $ 32,28¢ $ 25,76¢
$ 0.6 $ 024 $ 162 $ 1.2¢€
$ 0.6€ $ 0.2z $ 157 $ 1.2
19,98 19,93¢ 19,96¢ 19,95¢
20,55¢ 20,54¢ 20,57¢ 20,58t
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OSI SYSTEMS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(amounts in thousands)

(Unaudited)
For the Three Months Ended For the Nine Months Ended
March 31, March 31,

2013 2014 2013 2014

Net income $ 13,52¢ $ 4,801 $ 32,28¢ $ 25,76¢
Other comprehensive income (los

Foreign currency translation adjustm (7,709 247 (2,970 2,02¢
Other 25C 387 (89 50¢
Other comprehensive income (loss) (7,459 634 (3,059 2,53¢
Comprehensive income $ 6,07C $ 543t $ 29.23( % 28,30

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 Nine Months Ended

March 31,
2013 2014
Cash flows from operating activitie
Net income $ 32,28¢ $ 25,76¢
Adjustments to reconcile net income to net caskigeal by operating activitie:
Depreciation and amortizatic 17,87: 40,02
Stock based compensation expe 11,48: 13,97¢
Provision for losses on accounts receivi 2,50¢ 604
Deferred income taxe 19¢€ 25,76¢
Other 23¢ 19¢€
Changes in operating assets and liabil—net of business acquisitio:
Accounts receivabl (15,18) 68,34¢
Inventories (4,745 (28,640
Prepaid expenses and other as 14,81¢ (22,217
Accounts payabl 25,28: (26,680)
Accrued payroll and related expen: 1,03t 3,081
Advances from custome (9,389 (16,32)
Accrued warrantie (3,539 (1,919
Deferred revenu (5,477 43,36:
Other accrued expenses and liabili (10,159 (1,529
Net cash provided by operating activit 57,24, 123,82t
Cash flows from investing activitie
Acquisition of property and equipme (139,429 (48,137
Acquisition of businesse (6,087 (11,640
Acquisition of intangible and other ass (3,779 (4,219
Net cash used in investing activiti (149,289 (63,98¢)
Cash flows from financing activitie
Net borrowings (repayments) on bank lines of cr 55,00( (37,000
Proceeds from lor-term debi 11,10( 3,22(
Payments on lor-term debt (8249) (2,952)
Proceeds from exercise of stock options and emplsyeck purchase pl: 4,61¢ 1,501
Repurchase of common sha (10,449 (12,056
Taxes paid related to net share settlements ofyegwiards (10,307 (8,427
Net cash provided by (used in) financing activi 49,14¢ (55,719
Effect of exchange rate changes on ¢ (87€) 1,02¢
Net increase (decrease) in cash and cash equis (43,777) 5,151
Cash and cash equivale-beginning of periot 91,45 34,69
Cash and cash equivale-end of perioc $ 47,68 $ 39,84¢
Supplemental disclosure of cash flow informati
Cash paid, net during the period f
Interest $ 2,25¢ $ 3,84¢
Income taxe: $ 9.67¢ $ 15,00¢

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 applicatiords@ovider of security screening services. The Camygsells its products and services in
diversified markets, including homeland securityalthcare, defense and aerospace.

The Company has three reporting segments: (i) 8gcproviding security inspection systems, turnlsegurity screening solutions and
related services; (ii) Healthcare, providing patigronitoring, diagnostic cardiology and anesthegitems, and related services and

(iii) Optoelectronics and Manufacturing, providiagecialized electronic components and electronicufaaturing services for the Security
and Healthcare divisions as well as to externglioal equipment manufacturing clients for applicas in the defense, aerospace, medica
industrial markets, among others.

Through its Security division, the Company designanufactures and markets security inspectiongsysand security screening, threat
detection and non-intrusive inspection productsratated services globally. These products fab thie following categories: baggage and
parcel inspection systems; cargo and vehicle ingpesystems; hold (checked) baggage screeningrsgstpeople screening systems and
radiation detection systems. In addition to theselpcts, the Company provides site design, indtafiatraining and technical support
services to its customers. The Company also previgimkey security screening solutions, which cauide the construction, staffing and
long term operation of security screening checkizdior its customers.

Through its Healthcare division, the Company desigmanufactures and markets patient monitoringyrdiatic cardiology and anesthesia
delivery and ventilation systems, and related sesvivorldwide. These products are used by caredexvin critical care, emergency and
perioperative areas within hospitals as well assjatigns’ offices, medical clinics and ambulatorygary centers.

Through its Optoelectronics and Manufacturing donsthe Company designs, manufactures and maokételectronic 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 consproducts. This division provides products andisess to original equipment
manufacturers and end users as well as to the Quorispawn Security and Healthcare divisions.

Basis of Presentatio

The condensed consolidated financial statementsdadhe accounts of OSI Systems, Inc. and itsidiabes. All significant intercompany
accounts and transactions have been eliminateghisotidation. The condensed consolidated finarstétements have been prepared by the
Company, without audit, pursuant to interim finahceporting guidelines. Certain information andtfte disclosures normally included in
annual financial statements prepared in accordaitbeaccounting principles generally accepted i thhited States of America have been
condensed or omitted pursuant to such rules andaggns. In the opinion of the Company’s manageithe condensed consolidated
financial statements include all adjustments, img of only normal and recurring adjustments,assary for a fair presentation of the
financial position and the results of operationstifie@ periods presented. These condensed consaliflatincial statements and the
accompanying notes should be read in conjunctidh thie audited consolidated financial statementsaa@ompanying notes included in the
Company’s Annual Report on Form Kofor the fiscal year ended June 30, 2013. Thelt®estioperations for the three and nine monthsed
March 31, 2014 are not necessarily indicative efdperating results to be expected for the fulll2fidcal year or any future periods.

Per Share Computatior

The Company computes basic earnings per sharevlujrdj 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 shangstanding. Potential common
shares consist of the shares issuable upon theisx@f stock options and restricted stock awardsids under the treasury stock method.
Stock awards to purchase 0.1 million shares of comatock for the three and nine months ended Mat¢l2014 were excluded from the
calculation of diluted earnings per share becansl®tso would have been antidilutive; while durihg three and nine months ended

March 31, 2013 no stock awards were excluded figercalculation.
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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 Nine Months Ended
March 31, March 31,
2013 2014 2013 2014

Net income available to common stockholc $ 13,52¢ $ 4,801 $ 32,28¢ $ 25,76t
Weighted average shares outstanding for basicregmier

share calculatio 19,981 19,93¢ 19,96« 19,95¢
Dilutive effect of stock award 56€ 612 614 62¢
Weighted average shares outstanding for dilutexiregs per

share calculatio 20,55¢ 20,54¢ 20,57¢ 20,58¢
Basic net income per she $ 0.6¢ $ 024 $ 162 $ 1.2¢
Diluted net income per sha $ 0.6€ $ 0.2: $ 157§ 1.2t

Cash Equivalents

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

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 val@iésancial instruments, other than long-term dielstruments, are representative of their
fair values due to their short-term maturities. Therying values of the Company’s long-term debtrinments are considered to approximate
their fair values because the interest rates afetlestruments are variable or comparable to cureges offered to the Company.

Fair value is the price that would be receivedeiban asset or paid to transfer a liability inaderly transaction between market participants
at the measurement date. “Level 1" category induaisets and liabilities at the quoted prices tiveamarkets for identical assets and
liabilities. “Level 2" category includes assetsldiabilities from observable inputs other than abmarket prices. “Level 3" category
includes assets and liabilities whose valuatiohri@&ges are unobservable and significant to threvilue measurement. There were no asset:
or liabilities where “Level 3" valuation technique®re used, and there were no assets and liabiliteasured at fair value on a non-recurring
basis.

The following is a summary of the investments eatiat fair value (in thousands):

June 30, March 31,
Level 1 Level 2 2013 Level 1 Level 2 2014
Equity securitie: 31¢€ — 31€ 55k — 55k
Insurance company contrau — 13,91 13,91 — 16,71¢ 16,71¢
Interest rate contra — 66 66 — 58 58
Total $ 31€ % 13,98( $ 14,29¢ $ 558 % 16,77: $ 17,32¢

Derivative Instruments and Hedging Activ

The Company’s use of derivatives consists of agr@st rate swap agreement. The interest rate agr@ement was entered into to improve
the predictability of cash flows from interest pagmts related to variable, LIBOR-based debt fordheation of the term loan. The interest
rate swap matures in October 2019. The interéstsi@ap is considered an effective cash flow hedge, as a result, the net gains or losses
on such instrument were reported as a componddther comprehensive income in the condensed calageti financial statements and are
reclassified as net income when the hedge traosestttles.
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Revenue Recognitic

The Company recognizes revenue from sales of ptedymn shipment when title and risk of loss passed when terms are fixed and
collection is probable. Revenue from services idebiafter-market services, installation and impletateon of products, and turnkey security
screening services. The portion of revenue forstile attributable to installation is deferred amcbignized when the installation service is
provided. In an instance where terms of sale irekubjective customer acceptance criteria, revendeferred until the Company has
achieved the acceptance criteria. Concurrent Wighshipment of the product, the Company accru@satsd product return reserves and
warranty expenses. Critical judgments made by mamagt related to revenue recognition include therdenation of whether or not
customer acceptance criteria are perfunctory arisequential. The determination of whether or mstamer acceptance terms are
perfunctory or inconsequential impacts the amoudttaming of revenue recognized. Critical judgmeaito include estimates of warranty
reserves, which are established based on histexqedrience and knowledge of the product underamayr

Revenue from turnkey services agreements is indlideesvenue from services. In certain agreemeetgnue is recognized based upon
proportional performance, measured by the actualbau of hours incurred divided by the total estmdatumber of hours for the project. The
impact of changes in the estimated hours to sethie@agreement is reflected in the period duringclvthe change becomes known.

Revenues from out of warranty service maintenancgracts are recognized ratably over the term oifi ontract. For services not derived
from specific maintenance contracts, revenuesemegnized as the services are performed. Defeerazhue for such services arises from
payments received from customers for services epbpgrformed. On occasion, the Company receivearads from customers that are
amortized against future customer payments purgoghe underlying agreements. Such advances assifiéd in the condensed consolid:
balance sheets as either a current or long tebilitjadependent upon when the Company estimatesdnresponding amortization to occur.
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. Duritngthine months ended March 31, 2014, the
Company completed acquisitions that were immatea#h individually and in the aggregate.

Reclassification:

We have reclassified certain prior period amouritBivour condensed consolidated financial statémenconform to our current year
presentation.

2. Balance Sheet Details

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

June 30, March 31,
2013 2014
Accounts receivable
Billed receivable: $ 179,45¢ $ 146,62:
Unbilled receivable 34,63¢ 2,66¢
Less allowance for doubtful accoul (7,277 (6,480)
Total $ 206,810 $ 142,80¢
Unbilled receivables included earned but unbilledenue.
June 30, March 31,
2013 2014
Inventories
Raw materials $ 117,41¢ % 122,63
Work-in-process 37,33% 53,01«
Finished good 51,46( 63,37¢
Total $ 206,21 $ 239,02¢
June 30, March 31,
2013 2014
Property and equipment
Land $ 8,36t $ 13,65:
Buildings and improvemen 102,18 161,31(
Leasehold improvemen 9,30z 10,31
Equipment and toolin 135,43 154,79¢
Furniture and fixture 3,551 4,10¢
Computer equipmer 14,30¢ 16,97(
Computer softwar 15,20¢ 15,41¢

Construction in proces 48,71: 11,99¢




Total 337,07: 388,55t
Less: accumulated depreciation and amortize (88,044 (122,81)

Property and equipment, r $ 249,02¢ $ 265,73¢
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Depreciation expense was approximately $14.4 millind $36.5 million for the nine months ended M&th2013 and 2014, respectively,
and approximately $5.8 million and $12.6 milliorr fbe three months ended March 31, 2013 and 2@spectively.

3. Goodwill and Intangible Assets

The changes in the carrying value of goodwill foe hine month period ended March 31, 2014 arelbsvi® (in thousands):

Optoelectronics

and
Security Healthcare Manufacturing Consolidated
Balance as of June 30, 20 $ 28,54t $ 35827 $ 19,37( $ 83,74
Gooduwill acquired or adjusted during the per 784 1,01¢ 5,531 7,33:
Foreign currency translation adjustm: 222 29¢ 59¢ 1,12(
Balance as of March 31, 20 $ 29,55. $ 37,14 $ 25500 $ 92,19¢
Intangible assets consisted of the following (ioubands):
June 30, 201: March 31, 2014
Weighted Gross Gross
Average Carrying Accumulated Intangibles Carrying Accumulated Intangibles
Lives Value Amortization Net Value Amortization Net
Amortizable asset:
Software
development
Costs 7year $ 17,35( $ 5,39 $ 11,95 $ 19,76 $ 6,47 $ 13,29:
Patent: 13 year 5,40( 63% 4,76~ 6,32( 732 5,58¢
Core technolog 10 year 2,05¢ 1,72¢ 33C 2,23¢ 2,04: 192
Developed
technology 11 year 20,00: 14,62( 5,382 16,36( 11,34° 5,01:
Customer
relationships/
backlog 7 year 9,17¢ 5,624 3,554 11,37( 6,71¢ 4,652
Total amortizable
assets 53,98¢ 28,00: 25,98t 56,04¢ 27,31 28,73¢
Non-amortizable
asset- Trademark: 10,61¢ — 10,61¢ 11,98¢ — 11,98¢
Total intangible asse $ 64,60¢ $ 28,00 $ 36,60: $ 68,03¢ $ 27,31 $ 40,72t

Amortization expense related to intangibles assats$3.5 million for each of the nine months enbltedich 31, 2013 and 2014, respectively.
For the three months ended March 31, 2013 and 20tdrtization expense was $1.2 million and $1.0ioni] respectively. At March 31,
2014, the estimated future amortization expenseasdsllows (in thousands):

Fiscal Years
2014 (remaining 3 month $ 82C
2015 2,911
2016 3,15(
2017 2,78
2018 2,63:¢
2019 2,532
2020 and thereafter, including assets that havgetdiegun to be amortiz: 13,90¢
Total $ 28,73¢

Software development costs for software produdasrired before establishing technological feasibéite charged to operations. Software
development costs incurred after establishing teldyical feasibility are capitalized on a produgtgsoduct basis until the product is
available for general release to customers at wiirich amortization begins. Annual amortization, rgjeal to cost of goods sold, is the amount
computed using the ratio that current revenues fmoduct bear to the total current and anticipaiidte revenues for that product. In the
event that future revenues are not estimable, sosts are amortized on a straight line basis dv@rémaining estimated economic life of the
product. Amortizable assets that have not yet bégine amortized are included in thereafter intéide above. The Company capitalized
software development costs in the amount of $2IBomiand $2.2 million for the nine months endedrbta31, 2013 and 2014, respectively,
and $1.2 million and $0.5 million for each of tiege months ended March 31, 2013 and 2014, resphbcti
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4. Borrowings

The Company has a $425 million credit agreementirimgg November 2016. The credit agreement conefsas$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 facbiear interest at the London Interbank OffereteRaIBOR) plus a margin of 1.5% as of
March 31, 2014. This margin is determined by thenGany’s consolidated leverage ratio and may rarga 1.5% to 2.0%. Letters of credit
reduce the amount available to borrow by their femlee. The unused portion of the facility beacommitment fee of 0.25%. The
Company'’s borrowings under the credit agreemengaaganteed by the Company’s U.S.-based subsigianié are secured by substantially
all of the Company’s and certain subsidiaries’ tsSEhe agreement contains various representagiathsvarranties, affirmative and negative
and financial covenants, and events of defaultornaty for financing agreements of this type. Adjafrch 31, 2014, there was $22.0 million
outstanding under the revolving credit facility e$til2.0 million outstanding under the letters-cdetit sub-facility.

Several of the Company’s foreign subsidiaries na@inbank lines-of-credit, denominated in local engies, to meet short-term working
capital requirements and for the issuance of eércredit. As of March 31, 2014, $5.8 million waststanding under these letter-of-credit
facilities, while no debt was outstanding. As ofeta31, 2014, the total amount available undereluesdit facilities was $35.8 million, with
a total cash borrowing sub-limit of $3.2 million.

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, which bears interestiBAR plus 1.25%, is payable on a monthly basis @esen years. Concurrent with
entering into the floating rate loan, the Companteeed into an interest rate swap agreement thettiafely locks the interest rate of the loan
to 2.2% per annum for the term of the loan.

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

June 30, March 31,
2013 2014
Term loans $ 12,47C  $ 11,31¢
Other long-term debt — 2,31(
12,47( 13,62¢
Less current portion of lo-term debt 1,797 2,77¢
Long-term portion of dek $ 10,67: $ 10,84
5. Impairment, Restructuring and Other Charges
The following table summarizes the impairment,meguring and other charges (in thousands):
Optoelectronics
and
Security Healthcare Manufacturing
Division Division Division Corporate Consolidated
Balance as of June 30, 2013 $ 1,04: % 1,63¢ $ 66 — $ 2,74¢
Expensed during the peria
Facility closures (1 — 2,00¢ 763 — 2,772
Employee termination costs ( 822 — 66¢ — 1,491
Charges related to government contract is
3) 4,29¢ — — — 4,29¢
Charges related to class action litigation — — — 364 364
Total expensed during the period 5,12( 2,00¢ 1,432 364 8,92t
Paid or incurred during the period 4,54¢ 2,04¢ 1,21t 364 8,171
Balance as of March 31, 2014 $ 1617 $ 1,60 $ 283 — % 3,50z

(1) The facility relocation within the Healthcare digis began in fiscal 2013 and was completed dutedfirst quarter of fiscal 2014.
The facility consolidations within the Optoelectimmand Manufacturing division began during thetfquarter of fiscal 2014 and are
expected to be completed during the remainderef/#ar.

(2) The employee termination costs within the Secuitysion were incurred as a result of managemesitueturing. The employee
termination costs within the Optoelectronics anchifacturing division related to facility consolidats that began in the first
quarter of fiscal 2014 and are expected to be ceraglduring the remainder of the fiscal year.

(3) These costs related to a contract with the Tranation Security Administration (TSA) terminatedfiscal 2013 and current contr:
issues with the TSA and other U.S. government dagencrhese costs include removal, storage andhishing costs for products
previously sold to the TSA as required by the teatibn, and legal and other costs for the currentract issues .

11




Table of Contents

6. Stock-based Compensation

As of March 31, 2014, the Company maintained twarstbased employee compensation plans (the “O8Blahe 2012 Incentive Award
Plan (“2012 Plan”) and the 2006 Equity Participatitlan (“2006 Plan”). Upon the effective datelsf 2012 Plan, the Company ceased to

make grants under the 2006 Plan.

The Company recorded stock-based compensation sxpemthe condensed consolidated statements cdtigres as follows (in thousands):

Three Months Ended Nine Months Ended
March 31, March 31,
2013 2014 2013 2014
Cost of goods sol $ 33k % 18C $ 601 $ 70t
Selling, general and administrati 3,94¢ 3,057 10,70¢ 13,13(
Research and developmt 57 17 172 14C
Stocl-based compensation expense before t $ 4,33¢ % 3,25¢ 11,48: $ 13,97t
Less: related income tax bene 1,65¢€ 1,31¢ 4,36/ 5,45
Stocl-based compensation expense, net of estimated ~ $ 2,680 $ 193¢ § 7,118 $ 8,51¢

As of March 31, 2014, total unrecognized compensatost related to share-based compensation grenésestimated at $1.3 million for
stock options and $18.7 million for restricted &tamd restricted stock units (“RSUs”) under the ®fins. The Company expects to
recognize these costs over a weighted-averagedoefib.6 years with respect to the options andy2dlrs for grants of restricted stock and
RSUs.

The following summarizes stock option activity digrithe nine months ended March 31, 2014;

Weightec-
Average Weighteo-Average Aggregate
Number of Exercise Remaining Contractual Intrinsic Value
Options Price Term (in thousands)
Outstanding at June 30, 2013 1,019,73. $ 26.3:
Grantec 10,29 $ 70.5¢
Exercisec (1,169 $ 39.97
Expired or forfeited (4,646 $ 54.07
Outstanding at March 31, 2014 1,024,21; $ 26.6:2 59year $ 34,14«
Exercisable at March 31, 2014 845,80! $ 22.5¢ 5.4year $ 31,53:

A summary of restricted stock and RSU award agtiditring the nine months ended March 31, 2014 islésws:

Weighted-

Average

Shares Fair Value
Nonvested at June 30, 20 627,12: $ 43.1¢
Granted 322,27¢ 63.77
Vested (276,716 39.1¢
Forfeited (3,997 49.2:
Nonvested at March 31, 20. 668,69: $ 54.7:

As of March 31, 2014, there were 3,322,921 shara#adle for grant under the 2012 Plan. Undentémms of that plan, restricted stock and
RSUs granted from the pool of shares availablgfant on or after December 12, 2012 reduce the Ipp@l87 shares for each share granted.
Restricted stock and RSUs forfeited and returnatiégool of shares available for grant increaseptbol by 1.87 shares for each share
forfeited.

The Company granted 178,500 and 160,922 perforrdaased awards during the nine months ended MarcB(B and 2014 respectively.
These performance-based restricted stock and RSitdavare contingent on the achievement of ceriaam€ial performance metrics. The
payout can range from zero to 250% of the origmahber of shares or units awarded, which are coewénto shares of the Company’s
common stock.

12




Table of Contents
7. 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 Nine Months Ended
March 31, March 31,
2013 2014 2013 2014
Service cos $ 26 $ 28¢ % 855 $ 89C
Amortization of prior service co: 22¢ 202 68¢ 60¢€
Net periodic pension expen $ 49€ $ 49C $ 154: § 1,49¢

For each of the three months ended March 31, 26d2814, the Company made contributions of $0.1lianito these defined benefit plans.
For the nine months ended March 31, 2013 and 2b&4Company made contributions of $0.1 million #id million, respectively, to these
defined benefit plans.

In addition, the Company maintains various defipedtribution plans. For the three months ended M&d; 2013 and 2014, the Company
made contributions of $0.9 and $1.0 million, respety, to these defined contribution plans. Far thne months ended March 31, 2013 and
2014, the Company made contributions of $2.7 nmlbmd $3.0 million, respectively, to these defigedtribution plans.

8. Commitments and Contingencies
Legal Proceeding

On December 12, 2013, a putative class action caimtphas filed against the Company and certaintsobfficers in the United States District
Court for the Central District of California (“Cdtly, captioned Roberti v. OSI Systems, Inc., et@ase No. 2:13-cv-09174-MWF-VBK (the
“Roberti Action”). The Roberti Action purports be brought on behalf of persons who purchased timep@ny’s common stock between
January 24, 2012 and December 6, 2013. The comygjanerally asserts that defendants violatedsed(b) of the Securities Exchange
of 1934 (the “Act”) and Rule 10b-5 promulgated #erder and also that the individual defendantsatéal section 20(a) of the Act by
misrepresenting or failing to disclose that the @any allegedly manipulated operational testingsfidvanced Imaging Technology by
selectively picking the best sensors and therehgiog the testing not to be representative of tiagsers already deployed at airports; that
certain of the Company’s products allegedly ramstedng privacy concerns and were subject to disiigation for use in airport security
checkpoints; and that the Company allegedly manuifad its products with parts that violated contsagith TSA, thereby risking
cancellation of the contracts. Plaintiffs demandrg trial and seek class certification, unspedfdamages, an award of pre-judgment and
post-judgment interest, attorneys’ and expertss feests, and other unspecified relief. On March2D14, the Court appointed plaintiff
Arkansas State Highway Employees Retirement Syatelead plaintiff.

On April 15, 2014, a putative shareholder derivattemplaint was filed in the Court against the Camp(as nominal defendant) and the
members of the Company’s Board of Directors (as/iddal defendants) as a related case to the Riobetibn and was captioned Hagan v.
Chopra, et al., Case No. 2:14-cv-02910-ODW-PJW ‘{ireivative Action”). The complaint in the Deritree Action generally asserts the
same factual allegations as those at issue in therfd Action and also claims that certain of thdividual defendants allegedly sold stock
based on material non-public informatiofhe plaintiff in the Derivative Action asserts thahile he never made any demand on the Boa
Directors to take corrective action, demand wapguedly excused. The Derivative Action generallings claims for breach of fiduciary
duties and unjust enrichment, and the complairksaaspecified damages, restitution, injunctivéefehttorneys’ and experts’ fees, costs,
expenses, and other unspecified relief.

While the Company believes that the Roberti Actod the Derivative Action are without merit anceimds to defend the litigation

vigorously, it expects to incur costs associatetth wefending the Roberti Action and the Derivathation. At this early stage of the

litigations, the ultimate outcomes of the Roberttidn and the Derivative Action are uncertain amel Company cannot reasonably assess the
timing or outcomes, or estimate the amount of ldsmy, or their effect, if any, on its financistatements.

The Company is involved in various other claims gl proceedings arising in the ordinary courfseusiness. In the Company’s opinion
after consultation with legal counsel, the ultimdigposition of such proceedings is not likely twvé a material adverse effect on its business,
financial condition, results of operations or clielvs. The Company has not accrued for loss cgstigies relating to such matters because
the Company believes that, although unfavorablearaes in the proceedings may be possible, thegareonsidered 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 business, financial condition, resultspérations and/or liquidity could be material.
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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 future payments under arrangements with ageniinconsideration caps is $51 million as of Ma&8&h2014. In addition, one of the
purchase agreements the Company entered into esqoiyalty payments through 2022 based on thede&enh or sales of products contain
the technology of CXR Limited, a company acquine@®04. For acquisitions that occurred prior todisyear 2010, the Company accounts
for such contingent payments as an addition t@thiehase price of the acquired business. Otherwisegstimated fair value of these
obligations is recorded as a liability at the tioféhe acquisition in the condensed consolidatddriza sheets with subsequent revisions
reflected in the condensed consolidated statenoémgerations. As of June 30, 2013 and March 3142815.4 million and $18.5 million of
contingent payment obligations, respectively, amuded in Other long-term liabilities in the acqmmying 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 segwireening solution along the country’s bordensl ia its ports and airports . Associated
with the agreement, the Company was provided aaramb/totaling $100 million. The Company is oblaghto provide a guarantee until the
advance has been amortized. As of March 31, 2B8%.3 million of this advance remains outstanding.

Environmental Contingencie

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

During one investigation, the Company discoverdatasa groundwater contamination at its Hawthoi@alifornia facility that the Company
believes was the result of unspecified on- andsitéfreleases occurring prior to the Company’s paagy. Historical usage of this site
includes semiconductor and electronics manufaajudating back to the mid-1960’s, as well as pdesiircraft and related manufacturing
dating to the early 1940’s. Similar operations)uding chemical manufacturing and storage, weralaoted at neighboring sites throughout
that period and into the 1990's. It is not prelsekiown when the releases occurred or by whom thene caused, though Company records,
in conjunction with data obtained from soil andrdwater surveys, support the Company’s asseltiatrtihese releases are historical in
nature. Further, the groundwater contaminationkis@avn regional issue, not limited to the Comparmremises or its immediate
surroundings. The Company filed the requisite respooncerning this site with the appropriate envinental authorities upon discovery, and
in cooperation with the local governing agency iavided additional historical information and cawted further site characterization
studies. Recent soil and groundwater investigatiortluding the installation of groundwater moriitg wells, were completed in fiscal 20
Results from these studies are being evaluatedttordine the extent of the on-site releases andhwhany soils remediation will be
required. Periodic groundwater monitoring is expddb continue until such time as the governingaitty requests further action.

The Company has not accrued for loss contingemelasng to the Hawthorne facility or any other Bammental matters because it believes
that, although unfavorable outcomes may be posdidy are not considered by the Company’s managetnde probable and reasonably
estimable. If one or more of environmental matseesresolved in a manner adverse to the Compa@yibact on the Company’s business,
financial condition, results of operations, finaaigosition and/or liquidity could be material.
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Indemnifications

In the normal course of business, the Company tieed to indemnify certain parties with respeatddain matters. The Company has ag
to hold certain parties harmless against lossesgrfrom a breach of representations, warrantieoeenants, or out of intellectual property
infringement or other claims made by third partiEsese agreements may limit the time within whinhralemnification claim can be made
and the amount of the claim. In addition, the Conyplaas entered into indemnification agreements itstdirectors and certain of its officers.
It is not possible to determine the maximum posdratimount under these indemnification agreemerggalthe limited history of prior
indemnification claims and the unique facts andwinstances involved in each particular agreemdr@.dompany has not recorded any
liability for costs related to indemnification aEMarch 31, 2014.

Other Matters

On December 5, 2013, the Company’s Security dimisias notified by the TSA that a delivery ordertth&ad received on September 26,
2013, for baggage and handling inspection systeassh&ing terminated for default. The terminatiesuited from the use of an upgraded X-
ray generator component. While the component had betted by the Security division’s internal qtyadissurance, the Security division had
not met the contractual requirement of obtainirgTSA’s approval in advance. As a result of tersnination for default, the Security
division has been referred to the U.S. Departmé&htomneland Security for further review. Althoudtetresults of this review cannot be
determined at this time, among other consequetttesecurity division could be barred from conchgfiuture business with the U.S. fede
government for a period of time.

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 cosdadgsold. The Company periodically
adjusts this provision based on historical expesgesind anticipated expenses. The Company charged egpenses of repairs under
warranty, including parts and labor, to this pramiswhen incurred.

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

Nine Months Ended

March 31,
2013 2014
Balance at beginning of peric $ 17,56: $ 12,89(
Warrantee claims provisic 1,19t 3,30¢
Settlements mac (4,799 (4,840
Balance at end of peric 13,96 $ 11,35¢

9. Income Taxes

The provision for income taxes is determined usingffective tax rate that is subject to fluctuasi@uring the year as new information is
obtained. The assumptions used to estimate theaheffective tax rate include factors such asntiteof 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 creditanges in or the interpretation of tax lawsuirsdictions where the Company conducts
business and certain tax elections. During theethmenths ended March 31, 2014, the Company eléctadcelerate depreciation of certain
foreign assets. As a result of this election thxebi@ses of these assets were permanently redubéh increased the effective tax rate for the
three months and nine months ended March 31, 2074.2% and 44.2%, respectively. Had this eleatioihbeen made and the assets were
depreciated using regular depreciation, the effedtix rate would have been 25.3% and 27.7% fothite® and nine months ended March
2014, respectively. Effective for tax years begignJanuary 1, 2014, the election to accelerateedégtion is no longer available in the
Mexican tax code. The Company recognizes defaéaedssets and liabilities for temporary differenbetween the financial reporting basis
and the tax basis of its assets and liabilitiea@l@ith net operating loss and tax credit carryev&@he Company records a valuation allows
against its deferred tax assets to reduce theansticg 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 &l
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10. 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 (higade 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, expenseeddtastock issuances and legal and audit and pthérssional service fees not allocated to

product segments. Both the Security and Healthadigisions comprise primarily end-user businessdslenthe Optoelectronics and
Manufacturing division primarily supplies componeahd subsystems to original equipment manufactuirezluding to the Security and
Healthcare divisions. Sales between divisions at@asfer prices that approximate market valuléother accounting policies of the

segments are the same as described in Note 1, Syrofr@ignificant Accounting Policies of the Forf-K for the fiscal year ended June 30,

2013.

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

Revenues (2— by Segment
Security divisior
Healthcare divisiol
Optoelectronics and Manufacturing division, inchugli
intersegment revenu
Intersegment revenues eliminati

Total

Operating income (los— by Segment
Security divisior
Healthcare divisiol
Optoelectronics and Manufacturing divisi
Corporate
Eliminations (1)
Total

Assets— by Segment
Security divisior
Healthcare divisiol
Optoelectronics and Manufacturing divisi
Corporate
Eliminations (1)
Total

Three Months Ended Nine Months Ended

March 31, March 31,

2013 2014 2013 2014
99,84( % 95,007 $ 274.61¢ $ 298,74
51,351 52,18¢ 159,05: 161,08:
54,76! 66,33! 169,18! 214,00(
(7,549 (9,570) (28,704 (27,19))

198,40¢ $ 203,95t $ 574,15. $ 646,63t

Three Months Ended Nine Months Ended

March 31, March 31,

2013 2014 2013 2014
16,17¢ $ 14,21 $ 29,25, $ 40,98¢
3,59¢ 4,08¢ 14,38¢ 11,31
3,271 3,414 13,561 10,30(
(4,017 (3,489 (9,709 (11,88
38¢ (201) 70¢ (184
1941: $ 18,02: $ 48,20¢ $ 50,52«

June 30, March 31,
2013 2014

$ 499,53¢ $ 505,33«

190,96 172,13
158,58 178,42:
75,49¢ 88,82t
(4,786) (4,969)

$ 919,79¢ $ 939,74

(1) Eliminations within operating income primarily redit the change in the elimination of intercomparofipin inventory not-yet-
realized. Eliminations in assets reflect the amadimtercompany profits in inventory as of thedrade sheet date. Such
intercompany profit will be realized when inventasyshipped to the external customers of the Sgcand Healthcare divisions.

(2) One customer accounted for 16% and 15% of totalevenues for the three and nine months ended MarcR014, respectively;
and the same customer accounted for 14% and 8&tabfntet revenues for the three and nine monthscihrch 31, 2013,
respectively. No customers accounted for 10% orenobreceivables as of March 31, 2014.
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

In this report, “OSI”, the “Company”, “we”, “us”,dur” and similar terms refer to OSI Systems, logether with its wholly-owned
subsidiaries.

This management’s discussion and analysis of fiahoondition as of March 31, 2014 and results mérations for the nine-months ended
March 31, 2013 and 2014 should be read in conjonatiith management’s discussion and analysis ahfifal condition and results of
operations included in our Annual Report on ForrKifar the year ended June 30, 2013.

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 ameyraied Section 21E of the Securil
Exchange Act of 1934, as amended, and involve aisé#suncertainties. These forwelooking statements may be identified by the use of
forward-looking terms such as “anticipate,” “believe,” “g@ect,” “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.
These forward-looking statements should be consdir light of numerous risks and uncertaintiesctibgd in this Quarterly Report on
Form 1(-Q, our Annual Report on Form 10-K and other docatag@reviously filed or hereafter filed by us frime to time with the
Securities and Exchange Commission. Such factbcaurse, do not include all factors that migheatfour business and financial condition.
Although we believe that the assumptions upon wictiorwarc-looking statements are based are reasonable, asshmptions could prove
to be inaccurate and actual results could differtenzlly from those expressed in or implied by thevard-looking statements. For example,
the Company could be exposed to a variety of negatinsequences as a result of delays relatecetawlard of domestic and international
contracts; delays in customer programs; unantiogghimpacts of sequestration and other provisionth@Budget Control Act of 2011 as
modified by the Bipartisan Budget Act of 2QX3anges in domestic and foreign government spentindgetary, procurement and trade
policies adverse to our businesses; market acceptahour new and existing technologies, produntsservices; our ability to win new
business and convert any orders received to salbawthe fiscal year in accordance with our annoglerating plan one or more
enforcement actions in respect of any noncompliavitelaws and regulations including export contesid environmental regulations and
the matters that are the subject of some or alhefCompany’s ongoing investigations and compliaewéew, including contract and
regulatory compliance matters with the U.S. Goventnand such actions, if brought, resulting ingotents, settlements, fines, injunctions,
debarment and/or penalties as well as other rigkd ancertainties, including but not limited to teatetailed herein and from time to time in
our Securities and Exchange Commission filingsciwlkould have a material and adverse impact onbmpany’s business, financial
condition and results of operation. All forward-king statements contained in this Quarterly ReparForm 10-Q are qualified in their
entirety by this statement. We undertake no ohtigatther than as may be required under securla@s to publicly update or revise any
forward-looking statements, whether as a result of nearmétion, future events or otherwise.

Executive Summary

We are a vertically integrated designer and manufacof 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 theeatiog divisions: (i) Security, (ii) Healthcaredafiii) Optoelectronics and Manufacturing.

Security DivisionThrough our Security division, we design, manufext@nd market security inspection systems worldadesale primarily

to U.S. and foreign government agencies, and peotichkey security screening solutions. These ptsdand services are used to inspect
baggage, cargo, vehicles and other objects for eregexplosives, drugs and other contraband asaséd screen people. Revenues from our
Security division accounted for 48% and 46% of total consolidated revenues for the nine montheemdarch 31, 2013 and 2014,
respectively.

As a result of the terrorist attacks of Septemlier2001, and subsequent attacks in other locatimmisiwide, 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, sportirnues, 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 throughloettorld.
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Currently, the U.S. federal government is discussiarious options to address sequestration and fBefederal government’s overall fiscal
challenges and we cannot predict the outcome sktkéorts. While we believe that national secusjtgnding will continue to be a priority,
U.S. government budget deficits and the nationht Have created increasing pressure to examineeahude spending across many federal
agenciesWe believe that the diversified product portfolitdanternational customer mix of our Security dietsposition us well to withstar
the impact of these uncertainties and even befnefit specific initiatives within various governmesntHowever, depending on how future
sequestration cuts are implemented and how thefeld8ral government manages its fiscal challengedelieve that these federal actions
could have a material, adverse effect on our bssiffnancial condition and results of operations.

On December 5, 2013, we were notified by the Uran3portation Security Administration (TSA) thadelivery order that we had received
on September 26, 2013, for baggage and handlipgati®n systems was being terminated for defaltie termination resulted from the use
of an upgraded X-ray generator component. Whilectiraponent had been vetted by our Security divisiamternal quality assurance, we t
not met the contractual requirement of obtainirgT$A’s approval in advance. As a result of thisntination for default, we have been
referred to the U.S. Department of Homeland Sec{fiHS) for further review. Although the resultstbis review cannot be determined at
this time, among other consequences, we could tvedb&iom conducting future business with the WeBleral government for a period of
time. We are working to complete the process Wittt.

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 25% oftotal consolidated revenues for the nine monttied March 31, 2013 and 2014,
respectively.

The healthcare markets in which we operate areyhigimpetitive. We believe that our customers cleaa®iong competing products on the
basis of product performance, functionality, vadunel service. In addition, there is continued uraiety regarding the ongoing debates related
to the U.S. budget and debt ceiling and the PaReatiection and Affordable Care Act, amended byHbalth Care and Education and
Reconciliation Act of 2010 (the “Affordable Caret®¢ in the U.S., any of which may impact hospgaknding, reimbursement and fees
which will be levied on certain medical device reves and adversely affect our business and resfudiserations. In addition, hospital
capital spending appears to have been impactettdiggic uncertainties surrounding the AffordabdreCAct and economic pressures. We
also believe that the worldwide economic slowdowr baused some hospitals and healthcare proviwidedaty purchases of our products
services. During this period of uncertainty, salesur healthcare products may be negatively irrgghdAlthough there are indications that a
general economic recovery is underway, we canrestipr when the markets will fully recover or whée tuncertainties related to the U.S.
federal government will be resolved and, therefatgen this period of delayed and diminished puricitawill end. A prolonged delay could
have a material adverse effect on our businesaial condition and results of operations.

Optoelectronics and Manufacturing DivisioRhrough our Optoelectronics and Manufacturing ddviswe design, manufacture and market
optoelectronic devices and provide electronics rfaturing services worldwide for use in a broadgenf applications, including aerospace
and defense electronics, security and inspectisterys, medical imaging and diagnostics, telecomaations, office automation, computer
peripherals, industrial automation, automotive di@gjic systems, gaming systems and consumer poddet also provide our optoelectronic
devices and valuadded manufacturing services to our own Securityt@althcare divisions. External revenues from@ptoelectronics an
Manufacturing division accounted for 24% and 29%uwif total consolidated revenues for the nine meetided March 31, 2013 and 2014,
respectively.

During the nine months ended March 31, 2014, ouné@ectronics and Manufacturing division completwd acquisitions relating to our
contract manufacturing services business and atlavggo expand our customer base and geograpltjariiol while leveraging our existing
infrastructure. These acquisitions were considévdze immaterial individually and in the aggregate
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Results of Operations for the Three Months Ended March 31, 2013 (Q3 2013) Compared to Three Months Ended March 31, 2014 (Q3
2014) (amountsin millions)

Net Revenues

The table below and the discussion that followsbased upon the way in which we analyze our busirése Note 10 to the condensed
consolidated financial statements for addition&rimation about our business segments.

Q3 % of Q3 % of
2013 Net Sales 2014 Net Sales $ Change % Change
Security divisior $ 99.¢ 50% $ 95.C 46% $ (4.9 (5)%
Healthcare divisiol 51.4 26% 52.2 26% 0.€ 2%
Optoelectronics and Manufacturing divisi 54.¢ 28% 66.4 33% 11.7 21%
Less: inte-division sales (7.6) (4% (9.6) (5)% (2. 28%
Total revenue $ 198.4 10C% $ 204.C 10C% $ 5.€ 3%

Net revenues for the three months ended March@14 thcreased $5.6 million, or 3% to $204.0 millifnom $198.4 million for the
comparable prior-year period.

Revenues for the Security division for the threenthe ended March 31, 2014 decreased $4.8 millios%g to $95.0 million, from $99.8
million for the comparable prior-year period. Thectease was primarily attributable to a decreasarigo equipment sales partially offset by
increases in revenue from our turnkey screeningEs in Mexico.

Revenues for the Healthcare division were geneflatyas compared to the prior year.

Revenues for the Optoelectronics and Manufactutiaigion for the three months ended March 31, 2@tdeased $11.7 million, or 21%, to
$66.4 million, from $54.8 million for the comparahprior-year period. Excluding the impact of $7.llion of revenue attributable to

acquired businesses over the last twelve montagyribwth was 8%. This change was attributabladoeiases in contract manufacturing sales
and sales to our Security and Healthcare divisi@sch intersegment sales are eliminated in caesain.

Gross Profit

Q3 % of Q3 % of
2013 Net Sales 2014 Net Sales

Gross profit $ 71.¢ 36.2% $ 70. 34.6%

Gross profit decreased $1.3 million, or 2%, to $#illion for the three months ended March 31, 2Gi@m $71.8 million for the comparat
prior-year period. The gross margin decreased6% from 36.2% for the comparable prior-year parishich was primarily attributable to:
(i) the impact of increased revenues from our Opttieonic and Manufacturing division which grewrsigcantly faster than our other two
higher gross margin divisions, (ii) the impact o€ foroduct mix within our Optoelectronics and Maatfiring division as a higher proportion
of sales occurred in the contract manufacturingrass, which carries lower gross margins than gheadectronics business and (iii) incree
depreciation associated with the increase of tyrigerations in our Security division. These fastwere partially offset by significant
improvements in margins in the cargo equipmentriass within our Security division, primarily asesult of more efficient manufacturing
processes.

Operating Expenses

Q3 % of Q3 % of
2013 Net Sales 2014 Net Sales $ Change % Change
Selling, general and administrati $ 37.¢ 19.(% $ 39.4 19.5% $ 1.€ 4%
Research and developmt 12.2 6.2% 10.€ 5.2% (1.7 (14)%
Impairment, restructuring and othe
charges 2.3 1.2% 255 1.2% 0.2 9%
Total operating expens $ 52.4 26.8% $ 52.t 25.1% $ 0.1 0%

Selling, general and administrative. Selling, general and administrative (SG&A) expes consist primarily of compensation paid tossale
marketing and administrative personnel, professdiseavice fees and marketing expenses. For the thenths ended March 31, 2014, SG
expenses increased by $1.6 million, or 4%, to $88ldon, from $37.8 million for the comparable priyear period. This increase was
primarily attributable to increased costs to suppue growth of the Company as well as increasetepsional fees. As a percentage of
revenue, SG&A expenses were 19.3% for the threamanded March 31, 2014, compared to 19.0% focdngparable prior-year period.

Research and developmentResearch and development (R&D) expenses inckskarch related to new product development anduptod
enhancement expenditures. For the three monthslévidech 31, 2014, R&D expenses decreased by $1lismor 14%, to $10.6 million,
from $12.3 million primarily as a result of reducgending relating to products that are nearingptetion as well as resources moving from
R&D activities to support newly developed produoteur Security division.
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Impairment, restructuring and other charges. During the three months ended March 31, 2014naarred $2.5 million of impairment,
restructuring and other charges, which was compiage$0.3 million of employee termination costsldacility consolidation costs as we
continue to optimize our cost structure, $1.8 millbf costs in our Security division related to traot issues with the U.S. federal
government, and $0.4 million of professional fegsomiated with a class action complaint that wlas fagainst the Company. In the three
months ended March 31, 2013, we incurred impairnrestructuring and other charges of $2.3 millimade up of a $1.7 million charge in
our Security division and a $0.6 million chargeour Optoelectronics and Manufacturing division.

Other Income and Expenses

Q3 % of Net Q3 % of Net %
2013 Sales 2014 Sales $ Change Change

Interest and other expense, $ 1. 0.7% $ 1.2 0.€% $ = 0%

(¢%]

Interest and other expense, netFor the three months ended March 31, 2014, istenmed other expense, net, was unchanged as cadrtpare
the prior-year period.

Income taxes. For the three months ended March 31, 2014, a@anie tax provision was $11.9 million, compared4db3nillion for the
comparable prior-year period. Our effective taxe ffat the three months ended March 31, 2014 wa@ lcompared to 25.1% in the
comparable prior-year period. Included within theome tax provision for the three months endeddd&1, 2014 was a non-cash tax charge
of $7.6 million as a result of electing to accelerthe tax depreciation of certain fixed asseteel to our turnkey screening solutions proc
in Mexico. This election resulted in a cash taxirsgs of approximately $21.0 million in the thre@mths ended March 31, 2014; however,
portions of the tax bases of the underlying assets forfeited resulting in a nazash tax charge in the year the election was meaeluding
the impact of this charge, our effective tax ratethe three months ended March 31, 2014 would baea 25.3%. Effective for tax years
beginning January 1, 2014, the election to acceletapreciation is no longer available in the Maritax code. The effective tax rate for a
particular period varies depending on a numbeacfdfrs including (i) the mix of income earned imigas tax jurisdictions, each of which
applies a unique range of income tax rates andnedax credits, (i) changes in previously estdi@ivaluation allowances for deferred tax
assets (changes are based upon our current anafiyseslikelihood that these deferred tax assetse realized), (iii) the level of non-
deductible expenses, (iv) certain tax elections(ahthx holidays granted to certain of our inteim@al subsidiaries.

Results of Operations for the Nine Months Ended March 31, 2013 (YTD Q3 2013) Compared to Nine Months Ended March 31, 2014 (YTD
Q3 2014) (amountsin millions)

Net Revenues

The table below and the discussion that followstased upon the way in which we analyze our busiriése Note 10 to the condensed
consolidated financial statements for addition&rimation about our business segments.

YTD Q3 % of YTD Q3 % of
2013 Net Sales 2014 Net Sales $ Change % Change

Security divisior $ 274.¢ 48% $ 298.7 4€% $ 24.1 9%
Healthcare divisiol 159.1 28% 161.1 25% 2.C 1%
Optoelectronics and Manufacturi

division 169.2 2% 214.( 33% 44.¢ 26%
Less: inte-division sales (28.7) (5)% (27.2) (4)% 1.5 (5)%

Total revenue $ 574.; 100% $ 646.¢ 10(% $ 72.4 13%

Net revenues for the nine months ended March 314 &tcreased $72.4 million, or 13% to $646.6 millifrom $574.2 million for th:
comparable prior-year period.

Revenues for the Security division for the nine therended March 31, 2014 increased $24.1 millio®9%, to $298.7 million, from $274.6
million for the comparable prior-year period. Tiherease was primarily attributable to increasegmneie from our turnkey screening services

in Mexico and sales of cargo equipment, which wasigily offset by the decrease in revenues astatiaith the London Olympic Games,
which contributed approximately $23 million in renees in the prior year period.

Revenues for the Healthcare division were geneflatyas compared to the prior year.
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Revenues for the Optoelectronics and Manufactutiaigion for the nine months ended March 31, 20fctéased $44.8 million, or 26%, to
$214.0 million, from $169.2 million for the compata prior-year period. Excluding the impact of ®Lillion of revenue attributable to
acquired businesses over the last twelve montagyribwth was 16%. This change was primarily aitable to increases in contract
manufacturing sales to customers in the consunoelysts business. The Optoelectronics and Manufagtdivision recorded intersegment
sales of $27.2 million, compared to $28.7 milliorthe comparable prigrear period. Such intersegment sales are elindrinteonsolidatior

Gross Profit

YTD Q3 % of YTD Q3 % of
2013 Net Sales 2014 Net Sales
Gross profit $ 203.3 354 % 219. 33.9%

Gross profit increased $16.1 million, or 8%, to $21million for the nine months ended March 31,20tom $203.3 million for the
comparable prior-year period and was attributable 13% increase in sales. The gross margin desuida 33.9% from 35.4% for the
comparable prior-year period, which was primartlyilutable to:(i) the impact of increased revenirem our Optoelectronic and
Manufacturing division, which grew faster than otier two divisions, and which has historically geated the lowest gross margins across
the three divisions; (ii) the impact of the prodatk within our Optoelectronic and Manufacturingidion, as a higher proportion of sales
occurred in the contract manufacturing business;hvtarries lower gross margins than the optoedeats business; (iii) the impact of a
lower level of growth in our Healthcare divisionhieh historically has generated the highest grosggm across the three divisions and (iv)
increased depreciation associated with the incregenkey operations in our Security divisionheBe factors were partially offset by
significant improvements in margins in the cargaipment business within our Security division, petiity as a result of more efficient
manufacturing processes.

Operating Expenses

YTD Q3 % of YTD Q3 % of
2013 Net Sales 2014 Net Sales $ Change % Change
Selling, general and administrati $ 114.% 19.% $ 127.2 19.7% $ 12.7 11%
Research and developmt 35.€ 6.2% 32.¢ 5.1% (2.9 (8)%
Impairment, restructuring and other char 5.C 0.9% 8.9 1.4% 3.9 78%
Total operating expens $ 155.1 27.% $ 168.¢ 26.2% $ 13.¢ 9%

Selling, general and administrative. Selling, general and administrative expensesisbprimarily of compensation paid to sales, mtnkge
and administrative personnel, professional serfides and marketing expenses. For the nine monttedearch 31, 2014, SG&A expenses
increased by $12.7 million, or 11%, to $127.2 roiilifrom $114.5 million for the comparable prioraygeriod. This increase was primarily
attributable to increased cost to support our regegrowth and increased professional fees primarigur Security division. As a percentage
of revenue, SG&A expenses were 19.7% for the niaeths ended March 31, 2014, compared to 19.9%h&comparable prior-year period.

Research and development Research and development expenses include cbsedaited to new product development and product
enhancement expenditures. For the nine months evidech 31, 2014, expenses decreased by $2.8 mitiod8%, to $32.8 million, from
$35.6 million primarily as a result of reduced sgieg relating to products that are nearing comptetis well as resources moving from R&D
activities to support newly developed productsun $ecurity division.

Impairment, restructuring and other charges. During the nine months ended March 31, 2014inwerred $8.9 million of impairment,
restructuring and other charges, which was comgiase(i) $2.2 million in our Security and our Optectronics and Manufacturing divisions
for employee termination costs and costs relatddditity consolidations; (ii) $2.0 million in oudealthcare division related to our move in
new building to serve as the division’s headquaréerd primary manufacturing facility; iii) $4.3 tdin of costs incurred within our Security
division related to contract issues with the Ueslefral government, and iv) $0.4 million of professil fees associated with a class action
complaint that was filed against the Company. Bwyithe nine months ended March 31, 2013, we indim@airment, restructuring and otl
charges of $5.0 million. This was made up of $ilfion of costs as a result of the terminatioraafagreement with the TSA; and $2.3
million of costs primarily consisting of severarfoe restructuring in our Security and Optoelectosrind Manufacturing divisions.

Other Income and Expenses

Q3 % of Net Q3 % of Net %
2013 Sales 2014 Sales $ Change Change

Interest and other expense, $ 3.8 0.7% $ 4.2 0.7% $ 0.t 13%
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Interest and other expense, net For the nine months ended March 31, 2014, istened other expense, net, was $4.3 million as eoeatc
$3.8 million for the same prior-year period. Thwcge was primarily due to increased interest esgeslated to higher average outstanding
borrowings under our revolving credit facility torfd the investment in the Mexican turnkey servip@gram and the mortgage debt
associated with the acquisition of a building ipp®enber 2012 for which there was a nine month irhphthe interest expense in fiscal 2014
as compared to six months in the comparable pear-period.

Income taxes. For the nine months ended March 31, 2014, aronre tax provision was $20.4 million, compared1@.% million for the
comparable prior-year period. Our effective taxe far the nine months ended March 31, 2014, waa’44ompared to 27.3% in the
comparable prior-year period. Included within theome tax provision for the three months endedd&1, 2014 was a naash tax charg
of $7.6 million as a result of electing to accelerthe tax depreciation of certain fixed assetteel to our turnkey screening solutions procg
in Mexico. This election resulted in a cash taxirsgs of approximately $21.0 million in the nine ntles ended March 31, 2014; however,
portions of the tax bases of the underlying assets forfeited resulting in a nazash tax charge in the year the election was medeluding
the impact of this charge, our effective tax ratethe nine months ended March 31, 2014 would heen 27.7%. Effective for tax years
beginning January 1, 2014, the election to acceetapreciation is no longer available in the Maritax code. The effective tax rate for a
particular period varies depending on a numbeadidfrs including (i) the mix of income earned imioas tax jurisdictions, each of which
applies a unique range of income tax rates andvedax credits, (ii) changes in previously est&gdsvaluation allowances for deferred tax
assets (changes are based upon our current anafiyseslikelihood that these deferred tax assetse realized), (iii) the level of non-
deductible expenses, (iv) certain tax elections(@pthx holidays granted to certain of our intéim@al subsidiaries.

Liquidity and Capital Resources

Our principal sources of liquidity are our cash aadh equivalents, cash generated from operatimhsar credit facility. Cash and cash
equivalents totaled $39.8 million at March 31, 20dd increase of $5.2 million from the $34.7 milliat June 30, 2013. During the nine
months ended March 31, 2014, we generated $123i8mrof cash flow from operations. These proceedse used for the following: $48.1
million invested in capital expenditures, $37.0limil in the repayment of bank lines of credit, EL&illion for the acquisition of businesses
and other assets and $ 20.5 million for the remselof our common stock, including net share seéte of equity awards. If we continue to
net settle equity awards, we will use additionalhct pay our tax withholding obligations in conti@t with such settlements. We currently
anticipate that our available funds, credit faigfitand cash flow from operations will be suffi¢giemmeet our operational cash needs for the
foreseeable future. In addition, without repatnigtearnings from noi).S. subsidiaries, we anticipate that cash genéfaden operations wi
be able to satisfy our obligations in the U.S.|uding our outstanding lines of credit as accoungarnings in the U.S. are not necessarily
indicative of cash flows since earnings are geheratluced by non-cash expenses including depireniamortization, and stock-based
compensation.

We have a fiverear revolving credit facility that allows us torbmwv up to $425 million at London Interbank Offerigdte (LIBOR) plus 1.59
depending upon our leverage ratio. As of March2BiL4, there was $22.0 million outstanding underéwplving credit facility and $112.0
million outstanding under the letters-of-credit Sability.

Cash Provided by Operating ActivitigSash flows from operating activities can fluctusignificantly from period to period, as net income,
adjusted for non-cash items, and working capitadtfiations impact cash flows. During the nine mer@hded March 31, 2014, we generated
cash from operations of $123.8 million compare®#5@.2 million in the prior year period, or an inese of $66.5 million. Cash flow from
operating activities during the first nine monttigiscal 2014 primarily consisted of net income$@5.8 million, adjusted for certain non-cash
items, including total depreciation and amortizatid $40.0 million, stock-based compensation exparis$14.0 million, deferred income
taxes of $25.8 million and other non-cash operatems of $0.9 million, and the net positive impatthanges in working capital on cash of
$17.3 million. The $66.5 million increase in cdsdm operations primarily resulted from the impatthanges in net income after giving
consideration to non-cash operating items as reltegle, which increased by $41.9 million, and dua $24.6 million increase in changes in
cash flow from changes in working capital. The @agndriver of the change in cash flow from workicepital was an $83.5 million increase
in the change in cash flow from accounts receivablel a $48.8 million increase in the change ih flasv from deferred revenue partially
offset by a $52.0 million decrease in the changeash flow from accounts payables, a $37.0 mildeorease in the change in cash flow from
prepaid expenses and other assets and $23.9 ndliorease in the change in cash flow from inveesori

Cash Used in Investing Activitiedet cash used in investing activities was $64.0ioniffor the nine months ended March 31, 2014 as
compared to $149.3 million used for the nine momthded March 31, 2013. During the nine months émdarch 31, 2014, we invested
$48.1 million in capital expenditures compared 18%4 million during the comparable prior-year pdri This decrease is primarily a result
of the timing of capital expenditures in supporbaf turnkey screening program in Mexico. In theeninonths ended March 31, 2014 we also
used cash of $11.6 million for acquisitions of lmesises and other assets as compared to $6.1 milliba comparable prior-year period.
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Cash Provided by (Used in) Financing ActivitiBket cash used by financing activities was $55.Tignilfor the nine months ended March 31,
2014, compared to $49.1 million of net cash progitg financing activities for the nine months endéarch 31, 2013. During the nine
months ended March 31, 2014, we paid down our adéhg bank lines of credit by $37.0 million as gared to receiving $55.0 million in
the prior year. During the nine months ended M&th2014, we repurchased $20.5 million of our camrstock including net share
settlement of equity awards compared to $20.7 onilfor the same period in the prior year. Cash iplex’ by financing in the prior year per
included $10.3 million related to the loan for ew headquarters in our Healthcare division.

Borrowings

Outstanding lines of credit and current and lorrgatdebt totaled $35.6 million at March 31, 2014earease of $35.9 million from $71.5
million at June 30, 2013. See Note 4 to the conglteensolidated financial statements for furthecdssion.

Cash Held by Foreign Subsidiaries

Our cash, cash equivalents, and investments to&88@ million at March 31, 2014. Of this amourmpeoximately 57% was held by our
foreign subsidiaries and subject to repatriationctansiderations. These foreign funds were locptedarily in Malaysia and China, and to a
lesser extent in Mexico, India, Singapore, the &bhiKingdom, Germany and Canada amongst othersni&fied to permanently reinvest a
significant portion of our earnings from foreignesgtions, and we currently do not anticipate thatwill need this cash in foreign countrie:
fund our U.S. operations. In the event that fumdmfforeign operations are needed to fund operaiiothe United States and if U.S. taxes
have not been previously provided on the relatediegs, we would provide for and pay additional Lt&es at the time we change our
intention with regard to the reinvestment of theaenings.

Stock Repurchase Program

Our Board of Directors has authorized a stock refpase program that provides for the repurchase ¢d 4,000,000 shares of our common
stock. This program does not have an expiratida.ddlpon repurchase, the shares are restoree s&tatus of authorized but unissued, and
we record them as a reduction in the number ofeshaff common stock issued and outstanding in oosal@ated financial statements.

The following table contains information about 8feres acquired during the quarter ended MarcBBH:

Maximum number
(or appropriate dollar

Total number of value)
shares (or units) of shares (or units)
purchased as that may
Total number of Average price part of publicly yet be purchased
shares (or paid per share announced plans or under the plans or
units) purchased (1) (or unit) programs programs
January 1, 2014 to January 31, 2014 106 $ 55.5] — 1,219,19
February 1, 2014 to February 28, 2( 3,26: $ 58.7¢ — 1,219,19
March 1, 2014 to March 31, 2014 33 % 64.2¢ — 1,219,19
3,401 $ 58.7( —

(1) Represents shares of common stock surrendered jpipyees to satisfy minimum statutory tax withholglimbligations 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 thesém@&ble future. Certain of our current
bank credit facilities restrict the payment of cdsfidends and future borrowings may contain sinmiéstrictions.
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Contractual Obligations

We presented our contractual obligations in our #aliReport on Form 10-K for the fiscal year endaael30, 2013. See Note 8 to the
condensed consolidated financial statements foindudiscussion regarding significant changes @sé¢hobligations during the first nine
months of fiscal 2014.

Off Balance Sheet Arrangements
As of March 31, 2014, we did not have any signiftcaff balance sheet arrangements as definedrnim 3@3(a)(4) of Regulation S-K.
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 finamstialements, as well as the reported amounts ehtms and expenses during the reporting
period. Actual results could differ from those esites. Our critical accounting policies are dethiteour Annual Report on Form 10-K for
the year ended June 30, 2013.

There are no recent accounting pronouncementsitiraplemented, would impact us materially.
ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES AB OUT MARKET RISK

For the nine months ended March 31, 2014, no natelianges occurred with respect to market rigisdosed in our Annual Report on
Form 10-K for the fiscal year ended June 30, 2013.

Market Risk

We are exposed to certain market risks, whichrarerent in our financial instruments and arise fteansactions entered into in the normal
course of business. We may enter into derivativaritial instrument transactions in order to marmageduce market risk in connection with
specific foreign-currency-denominated transactidds.do not enter into derivative financial instrurh&ansactions for speculative purposes.

We are subject to interest rate risk on our shermitborrowings under our bank lines of credit. Barings under these lines of credit do not
give rise to significant interest rate risk becatlmse borrowings have short maturities and areb@&d at variable interest rates. Historically,
we have not experienced material gains or lossegalinterest rate changes.

Foreign Currency

Our international operations are subject to cem@iportunities and risks, including foreign currgflactuations and governmental actions.
We closely monitor our operations in each couniry seek to adopt appropriate strategies that aponsive to changing economic and
political environments, and to fluctuations in figre currencies. We conduct business in more thacoR@tries. Due to our global operations,
weaknesses in the currencies of some of theserg@aiate often offset by strengths in others. Freurrency financial statements are
translated into U.S. dollars at period-end ratat) the exception of revenues, costs and expemdesh are translated at average rates during
the reporting period. We include gains and losesalting from foreign currency transactions in im&g while we exclude those resulting fi
translation of financial statements from income arudude them as a component of accumulated ottrapoehensive income. Transaction
gains and losses, which were included in our coselgconsolidated statements of operations, amotmidain of $3.0 million from foreign
exchange during the three months ended March 3B 8Ad a loss of $0.3 million during the three rhergnded March 31, 2014. We
recognized a gain of $2.5 million and a loss oR$tillion for the nine months ended March 31, 2@h8 2014, respectively. Furthermore, a
10% appreciation of the U.S. dollar relative toteatthe local currencies would have resulted meincrease in our operating income of
approximately $2 million in the third quarter ofdial 2014. Conversely, a 10% depreciation of ti& dollar relative to each of the local
currencies would have resulted in a net decreasarioperating income of approximately $2 millionthe second quarter of fiscal 2014.

Use of Derivatives

Our use of derivatives consists primarily of arerest swap agreement. As discussed in Note 1 tootdensed consolidated financial
statements, we had an interest rate swap of $8li®mbutstanding as of March 31, 2014.
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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 flucioras; and tariff regulations. In respons
these risks and others, we continue to perform imggeredit evaluations of our customers’ financahdition and, if deemed necessary, we
require advance payments for sales. Also, we mogéopolitical, economic and currency conditiorsuaid 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 thregerane months ended March 31, 2014.
Interest Rate Risk

We classify all highly liquid investments with méties of three months or less as cash equivakmdsrecord them on our balance sheet at
fair value.

Item 4. Controls and Procedures
Evaluation of Disclosure Controls and Procedu

Based upon an evaluation of the effectivenesssaiasure controls and procedures, our Chief Exee@ifficer (CEO) and Chief Financial
Officer (CFO) have concluded that as of the enthefperiod covered by this Quarterly Report on F@@¥Q, our disclosure controls and
procedures as defined under Exchange Act Rule 58a)-and 15d-15(e) were effective to provide reabtmassurance that information
required to be disclosed in our Exchange Act repisrtecorded, processed, summarized and repoitieith the time periods specified by the
Securities and Exchange Commission and is accuetbfatd communicated to management, including the @td CFO, as appropriate to
allow timely decisions regarding required discl@sur

Changes in Internal Control over Financial Repogin

There were no changes in our internal control dwancial reporting during the third quarter ofciig 2014 that have materially affected, or
are reasonably likely to materially affect, ourimtal control over financial reporting.

Limitations on Effectiveness of Controls and Prared

In designing and evaluating our disclosure contaold procedures, management recognizes that atrplsoand procedures, no matter how
well designed and operated, can provide only resiserassurance of achieving the desired contrelotibes, and management is required to
apply its judgment in evaluating the cost-benefiationship of possible controls and proceduresaBse of the inherent limitations in all
control systems, no evaluation of controls can ppi®absolute assurance that all control issuesramtances of fraud, if any, within the
Company have been detected.

PART Il OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS

Certain of the legal proceedings in which we ax®@ived are discussed in Note 8, “Commitments andti@gencies,” to our Unaudited
Condensed Consolidated Financial Statements irthésterly Report on Form 10-Q, and are herebyrpmated by reference.

ITEM 1A. RISK FACTORS

The discussion of our business and operationssrQbarterly 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, 2013, filed with the SecuritiesExchange Commission on August 16,
2013, which describe various risks and uncertaritiewhich 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 AND USE OF PROCEEDS

See Stock Repurchase Program discussion undeRltevianagement’s Discussion and Analysis of Finan€ondition and Results of
Operations, which is hereby incorporated by refeegen
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ITEM 3. DEFAULTS UPON SENIOR SECURITIES

None.

ITEM 4. MINE SAFETY DISCLOSURES

Not applicable

ITEM 5. OTHER INFORMATION

On April 25, 2014, the Administrative Committeetbé Board of Directors approved the Amended andaRes OS| Systems, Inc. Deferred
Compensation Plan (the “Amended and Restated Refé€@ompensation Plan”). The Amended and Restagéeri2d Compensation Plan
allows a select group of our management and highitgpensated employees to defer receipt of a poofitimeir salary, bonus, commission

and other specified compensation, and amends, anotier things, the terms of certain participaeriddits.

The foregoing description of the Amended and Redt@teferred Compensation Plan is qualified iniitisrety by reference to the full text of
the plan document, which is attached as Exhibit A0 is incorporated herein by reference.

ITEM 6. EXHIBITS

10.1 Amended and Restated OSI Systems, Inc. Deferreco€osation Pla

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

101.1 The following financial information from the Regiaht's Quarterly Report on Form 10-Q for the quaeteded March 31,

2014, as filed with the SEC on May 2, 2014, formein XBRL, as follows

(i) the condensed consolidated balance sheets

(i) the condensed consolidated statements of operations

(i) the condensed consolidated statements of comprigkeénsome

(iv) the condensed consolidated statements of cash flows

(v) the notes to the condensed consolidated finaneitdraents, tagged in summary and de
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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 1st dayiafy 2014.

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

Deepak Chopr
President and Chief Executive Offic

By: /s/ Alan Edrick
Alan Edrick
Executive Vice President and Chief Financial Offi
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AMENDED AND RESTATED OSI SYSTEMS, INC.
DEFERRED COMPENSATION PLAN

Effective
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ARTICLE |
Establishment and Purpo:

OSI Systems, Inc. (the “Company”) hereby adoptsAimended and Restated OSI Systems, Inc. Deferregp€nsation Plan (the “Plan”),
effective April 25, 2014. The Plan amends andatestin its entirety the OSI Systems, Inc. Defeedhpensation Plan.

The purpose of the Plan is to attract and retaynekaployees by providing each Participant with ppartunity to defer receipt of a portion of
their salary, bonus, commission, and other spetcf@npensation (if any). The Plan is not intenbecheet the qualification requirements of
Code Section 401(a), but is intended to meet theirements of Code Section 409A, and shall be dpérand interpreted consistent with that
intent.

The Plan constitutes an unsecured promise by &ipating Employer to pay benefits in the futuiarticipants in the Plan shall have the
status of general unsecured creditors of the Cognpathe Adopting Employer, as applicable. Eacti€ipating Employer shall be solely
responsible for payment of the benefits of its eypks and their beneficiaries. The Plan is unfdrideFederal tax purposes and is intended
to be an unfunded arrangement for eligible emplsyeigo are part of a select group of managemenigbiyhcompensated employees of the
Employer within the meaning of Sections 201(2),(3)@) and 401(a)(1) of ERISA. Any amounts seti@sd defray the liabilities assumed
by the Company or an Adopting Employer will remtir general assets of the Company or the Adoptmgl&yer and shall remain subject
to the claims of the Company’s or the Adopting Eoyel’s creditors until such amounts are distributethe Participants.

ARTICLE Il
Definitions

2.1 Account. Account means a bookkeeping account maintaiggddoCommittee to record the payment obligatioa &farticipating
Employer to a Participant as determined underaheg of the Plan. The Committee may maintain acofat to record the total
obligation to a Participant and component Accotmt®flect amounts payable at different times andifferent forms. Reference to
an Account means any such Account establisheddbZttimmittee, as the context requires. Accountsndéeeded to constitute
unfunded obligations within the meaning of Sectigf4(2), 301(a)(3) and 401(a)(1) of ERISA.

2.2 Account Balance Account Balance means, with respect to any Actdhe total payment obligation owed to a Partiaipfrom
such Account as of the most recent Valuation Date.

2.3 Adopting Employer. Adopting Employer means an Affiliate who, witltetconsent of the Company, has adopted the Plahdor
benefit of its eligible employees.

2.4 Affiliate . Affiliate means a corporation, trade or businbsd, together with the Company, is treated aaglesemployer under
Code Section 414(b) or (c).




2.5

2.6

2.7

Beneficiary. Beneficiary means a natural person, estateust designated by a Participant to receive paysenivhich a
Beneficiary is entitled in accordance with provigaf the Plan. The Participant’s spouse, if liviatherwise the Participastestate
shall be the Beneficiary if: (i) the Participarshfailed to properly designate a Beneficiary;iipra(l designated Beneficiaries have
predeceased the Participant.

Business Day A Business Day is each day on which the New Yatdck Exchange is open for business.

Change in Contral Change in Control, with respect to a ParticipgEmployer that is organized as a corporationyigcon the dat
on which any of the following events occur: (igtzange in the ownership of the Participating Emeioyii) a change in the effective
control of the Participating Employer; or (iii) Aange in the ownership of a substantial portiothefassets of the Participating
Employer.

For purposes of this Section, a change in the csteiof the Participating Employer occurs on thieda which any one person, or
more than one person acting as a group, acquirasrahip of stock of the Participating Employer thagether with stock held by
such person or group constitutes more than fiftg@et (50%) of the total fair market value or totating power of the stock of the
Participating Employer. A change in the effectbemtrol of the Participating Employer occurs on dage on which either: (i) a
person, or more than one person acting as a gaogpjres ownership of stock of the Participatingoiyer possessing thirty perct
(30%) or more of the total voting power of the &tof the Participating Employer, taking into accbalh such stock acquired during
the twelve (12) month period ending on the dathefmost recent acquisition; or (ii) a majoritytbé members of the Participating
Employer’'s Board of Directors is replaced during amelve (12) month period by directors whose appoéent or election is not
endorsed by a majority of the members of such Bo&iirectors prior to the date of the appointmenelection, but only if no other
corporation is a majority shareholder of the Paréittng Employer. A change in the ownership ofibstantial portion of assets
occurs on the date on which any one person, or thareone person acting as a group, other thamsamper group of persons that is
related to the Participating Employer, acquiregtssBom the Participating Employer that have altgtoss fair market value equa
or more than forty percent (40%) of the total grfadsmarket value of all of the assets of the iegrating Employer immediately
prior to such acquisition or acquisitions, takingpiaccount all such assets acquired during thivéw@&2) month period ending on
the date of the most recent acquisition.

An event constitutes a Change in Control with respea Participant only if the Participant perfarservices for the Participating
Employer that has experienced the Change in Comtrdhe Participant’s relationship to the affecRatticipating Employer
otherwise satisfies the requirements of TreasuguReion Section 1.409A-3(i)(5)(ii).

The determination as to the occurrence of a Chan@entrol shall be based on objective facts anacicordance with the
requirements of Code Section 409A.




2.8
2.9

2.10

2.11

2.12
2.13

2.14

2.15

2.16

2.17

Claimant. Claimant means a Participant or Beneficiarydjla claim under Article XII of this Plan.
Code. Code means the Internal Revenue Code of 198Gnasded from time to time.

Code Section 409A Code Section 409A means section 409A of the Caaie regulations and other guidance issued by thasur
Department and Internal Revenue Service thereunder.

Committee. Committee means the Employees of the Compangiajga by the Board of Directors of the Companytfer
appropriate committee of such board), and theilaggments as authorized by the Board of Directoradminister the Plan.

Company. Company means OSI Systems, Inc.

Company Contribution Company Contribution means a credit by a Paiditng Employer to a Participant’s Account(s) in
accordance with the provisions of Article V of tAlan. Company Contributions are credited at the digcretion of the Participatir
Employer and the fact that a Company Contributioaredited in one year shall not obligate the Bigeting Employer to continue
make such Company Contribution in subsequent ydandess the context clearly indicates otherwisefarence to Company
Contribution shall include Earnings attributablestech contribution.

Compensation Compensation means a Participant’s base sddanys, commission, and such other cash or equggeba
compensation (if any) approved by the CommitteE@ampensation that may be deferred under this Rtanmpensation shall not
include any compensation that has been previowslyriced under this Plan or any other arrangemedijesuto Code Section 409A.

Compensation Deferral AgreemenCompensation Deferral Agreement means an agredméveen a Participant and a
Participating Employer that specifies: (i) the ambof each component of Compensation that thedijaant has elected to defer to
the Plan in accordance with the provisions of Aetit/; and (ii) the Payment Schedule applicablene or more Accounts. The
Committee may permit different deferral amountsdach component of Compensation and may estabiighienum or maximum
deferral amount for each such component. Unldssreise specified by the Committee in the Compeémsddeferral Agreement,
Participants may defer up to eighty percent (80#their base salary and up to one hundred perd®@%) of other types of
Compensation for a Plan Year. A Compensation Da&féigreement may also specify the investment atioa described in
Section 8.4.

Corrective Distribution Corrective Distribution means the amount of 48§ (k) plan Excess Contribution (within the meanirfig
Code Section 401(k)(8) which is distributed to atiegant during any Plan Year.

Death Benefit Death Benefit means the benefit payable undePthn to a Participant’s Beneficiary(ies) uponRagticipant’s
death as provided in Section 6.1 of the Plan.




2.18

2.19

2.20

2.21

2.22

2.23

2.24

2.25

2.26

Deferral. Deferral means a credit to a Participant’s Actt(s) that records that portion of the Participai@ompensation that the
Participant has elected to defer to the Plan im@ance with the provisions of Article IV. Unletb® context of the Plan clearly
indicates otherwise, a reference to Deferrals oetUEarnings attributable to such Deferrals.

Deferrals shall be calculated with respect to tlesgjcash Compensation payable to the Participarttp any deductions or
withholdings, but shall be reduced by the Committe@ecessary so that it does not exceed one hlipdreent (100%) of the cash
Compensation of the Participant remaining afteudédn of all required income and employment taXéd,(k) and other employee
benefit deductions, and other deductions requiseldv. Changes to payroll withholdings that afféet amount of Compensation
being deferred to the Plan shall be allowed onltheéoextent permissible under Code Section 409A.

Disabled or Disability Disabled or Disability means that a Participanby reason of any medically-determinable physica
mental impairment which can be expected to reaulieiath or can be expected to last for a continpetied of not less than 12
months: (a) unable to engage in any substantiafglactivity, or (b) receiving income replaceméeiefits for a period of not less
than three months under an accident and healthcplagring employees of the Participant’s EmployEne Committee shall
determine whether a Participant is Disabled in etaace with Code Section 409A, provided, howeVet & Participant shall be
deemed to be Disabled if determined to be tota#iglled by the Social Security Administration. Tetermination of whether a
Participant is Disabled shall be made in complianith Treas. Reg. §1.409A-3(i)(4).

Disability Benefit. Disability Benefit means the benefit payable emitie Plan upon the Participant’s Disability, esviled under
Section 6.1 of the Plan.

Earnings. Earnings means an adjustment to the value éfcaount in accordance with Article VIII.

Effective Date Effective Date means, for purposes of the Pdanafnended and restated), April 25, 2014, theatatehich the Plal
(as amended and restated) was adopted by the Board.

Eligible Employee Eligible Employee means a member of a “seleatigrof management or highly compensated employeafes”
Participating Employer within the meaning of Sext®01(2), 301(a)(3) and 401(a)(1) of ERISA, agaeined by the Committee
from time to time in its sole discretion.

Employee. Employee means a common-law employee of an Braplo
Employer. Employer means, with respect to Employees itleysp the Company and each Affiliate.
ERISA. ERISA means the Employee Retirement Income 8gdct of 1974, as amended from time to time.
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2.27

2.28

2.29

2.30

2.31

2.32

2.33

Participant Participant means an Eligible Employee who heenlgiven notification of his or her eligibility thiefer Compensation
under the Plan under Section 3.1 and any otheppevih an Account Balance greater than zero, digas of whether such
individual continues to be an Eligible Employee.PArticipant’'s continued participation in the P&all be governed by Section 3.2
of the Plan.

Participating Employer Participating Employer means the Company antl dalopting Employer.

Payment Schedule Payment Schedule means the date as of whichgrayshan Account under the Plan will commence thied
form in which payment of such Account will be made.

PerformanceBased CompensationPerformance-Based Compensation means Compeansdiare the amount of, or entitlement to,
the Compensation is contingent on the satisfacfgre-established organizational or individualfpenance criteria relating to a
performance period of at least twelve (12) conseeuhonths. Organizational or individual perforrarcriteria are considered pre-
established if established in writing by not latean ninety (90) days after the commencement opéni®d of service to which the
criteria relate, provided that the outcome is safthlly uncertain at the time the criteria areabBshed. The determination of
whether Compensation qualifies as “Performance-@&msmpensation” will be made in accordance witha§rd&reg. Section 1.409A-
1(e) and subsequent guidance.

Plan. Generally, the term Plan means the “AmendedRestated OSI Systems, Inc. Deferred Compensatani’ Bk documented
herein and as may be amended from time to timeaftere However, to the extent permitted or reqlimader Code Section 409A,
the term Plan may in the appropriate context aleanma portion of the Plan that is treated as desjpign under Treas. Reg.
Section 1.409A-1(c), or the Plan or portion of FHan and any other nonqualified deferred compemsaitian or portion thereof that
is treated as a single plan under such section.

Plan Year. Plan Year means January 1 through December 31.

Separation from Service An Employee incurs a Separation from Servicenuggomination of employment with the Employer.
Whether a Separation from Service has occurred lsbaletermined by the Committee in accordance @idte Section 409A.

Except in the case of an Employee on a bona fialeel®f absence as provided below, an Employeeeisidéd to have incurred a
Separation from Service if the Employer and the Byge reasonably anticipated that the level ofisessto be performed by the
Employee after a date certain would be reduced¢aty percent (20%) or less of the average serveesered by the Employee
during the immediately preceding thirty-six (36) mio period (or the total period of employmentgigd than thirty-six (36) months),
disregarding periods during which the Employee vmmaa bona fide leave of absence.

An Employee who is absent from work due to militeegve, sick leave, or other bona fide leave o€abs shall incur a Separation
from Service on the first date immediately




2.34

2.35

2.36

2.37

2.38

following the later of: (i) the six (6) month armersary of the commencement of the leave; orl{g)expiration of the Employee’s

right, if any, to reemployment under statute ortcact. Notwithstanding the preceding, howeverkEamployee who is absent from

work due to a physical or mental impairment thaxpected to result in death or last for a contirsyeeriod of at least six (6) mon
and that prevents the Employee from performingdilites of his position of employment or a similasijtion shall incur a Separati
from Service on the first date immediately follogyithe twenty-ninth (29) month anniversary of thenaeencement of the leave.

For purposes of determining whether a Separatimm f8ervice has occurred, the Employer means thddyempas defined in
Section 2.23 of the Plan, except that for purpageietermining whether another organization is dfiliate of the Company,
common ownership of at least fifty percent (50%glshe determinative.

The Committee specifically reserves the right teedaine whether a sale or other disposition of &riml assets to an unrelated
party constitutes a Separation from Service witipeet to a Participant providing services to thieisenmediately prior to the
transaction and providing services to the buyearafte transaction. Such determination shall béenii accordance with the
requirements of Code Section 409A.

Separation from Service AccountSeparation from Service Account means an Accesiablished by the Committee to record the
amounts payable to a Participant upon Separatmn 8ervice. Unless the Participant has establial@pecified Date Account for a
portion or all of his/her Deferrals, all Deferralsall be allocated to the Separation from Serviceolint on behalf of the Participant.

Separation from Service BenefitSeparation from Service Benefit means the bepafiable to a Participant under the Plan
following the Participant’'s Separation from Service

Specified Date Account A Specified Date Account means an Account eistaéd by the Committee to record the amounts payabl
at a future date as specified in the ParticipaDtmpensation Deferral Agreement. Unless otherdétermined by the Committee, a
Participant may maintain no more than five (5) $fpegt Date Accounts. A Specified Date Account niiyidentified in enroliment
materials as an “In-Service Account” or such otheme as established by the Committee without afigthe meaning thereof.

Specified Date Benefit Specified Date Benefit means the benefit paybteParticipant under the Plan in accordance with
Section 6.1(c).

Specified Employee Specified Employee means an Employee who, #seadate of his Separation from Service, is a “key
employee” of the Company or any Affiliate, any $t@f which is actively traded on an establishedisies market or otherwise.

An Employee is a key employee if he or she meetsahuirements of Code Section 416(i)(1)(A)(i)), @r (iii) (applied in
accordance with applicable regulations thereunddrvéthout regard to Code Section 416(i)(5)) at ime during the twelve
(12) month period ending on the Specified Emplageatification Date. Such
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2.39

2.40

241

2.42

Employee shall be treated as a key employee foetkiee twelve (12) month period beginning on tiped&fied Employee Effective
Date.

For purposes of determining whether an EmployeeSgecified Employee, the compensation of the Eyegleghall be determined
accordance with the definition of compensation ftest under Treas. Reg. Section 1.415(c)-2(d)(3gésavithin the meaning of
Code section 3401(a) for purposes of income talkhwiiding at the source, plus amounts excludiblenfgyoss income under
section 125(a), 132(f) (4), 402(e)(3), 402(h)(1)(®)2(k) or 457(b), without regard to rules thatitithe remuneration included in
wages based on the nature or location of the empay or the services performed); provided, howethat, with respect to a
nonresident alien who is not a Participant in tlPcompensation shall not include compensatiahighnot includible in the gross
income of the Employee under Code Sections 872,828 911, 931 and 933, provided such compensitioat effectively
connected with the conduct of a trade or businéggnithe United States.

Notwithstanding anything in this paragraph to tbateary: (i) if a different definition of compertgan has been designated by the
Company with respect to another nonqualified deftmompensation plan in which a key employee ppétes, the definition of
compensation shall be the definition provided ird&. Reg. Section 1.409A-1(i)(2); and (ii) the Campmay through action that is
legally binding with respect to all nonqualifiedfelred compensation plans maintained by the Compalagt to use a different
definition of compensation.

In the event of corporate transactions describéldtéas. Reg. Section 1.409A-1(i)6), the identifmatof Specified Employees shall
be determined in accordance with the default rdésribed therein, unless the Employer electsiliaauthe available alternative
methodology through designations made within theeframes specified therein.

Specified Employee ldentification DateSpecified Employee Identification Date meansddelger 31, unless the Employer has
elected a different date through action that isllgdhinding with respect to all nonqualified defesdt compensation plans maintained
by the Employer.

Specified Employee Effective DateSpecified Employee Effective Date means the fiesy of the fourth (£ ) month following the
Specified Employee Identification Date, or sucHieadate as is selected by the Committee.

Substantial Risk of Forfeiture Substantial Risk of Forfeiture shall have theameg specified in Treas. Reg. Section 1.409A-1(d).

Unforeseeable EmergencyAn Unforeseeable Emergency means a severe faldrardship to the Participant resulting from an
illness or accident of the Participant, the Pgvtait's spouse, the Participant’'s dependent (aselin Code section 152, without
regard to section 152(b)(1), (b)(2), and (d)(1)(B))a Beneficiary; loss of the Participant’s pndapelue to casualty (including the
need to rebuild a home following damage to a hootetherwise covered by insurance, for example, &sult of a
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natural disaster); or other similar extraordinamg anforeseeable circumstances arising as a i@seMents beyond the control of the
Participant. The types of events which may qualgyan Unforeseeable Emergency may be limited dthmmittee.

2.43 Valuation Date Valuation Date shall mean each Business Day.

ARTICLE Il
Eligibility and Participation

3.1 Eligibility and Patrticipation An Eligible Employee becomes a Participant ugienearlier to occur of: (i) a credit of Company
Contributions under Article V; or (ii) notificatioof eligibility to participate by the Committee it authorized representative.

3.2 Duration. A Participant shall be eligible to defer Comtien and receive allocations of Company Contriimgi subject to the
terms of the Plan, for as long as such Participemiins an Eligible Employee. A Participant whadslonger an Eligible Employee
but has not experienced a Separation from Serviyemot defer Compensation under the Plan but magreise exercise all of the
rights of a Participant under the Plan with respedtis or her Account(s). On and after a Sepamétiom Service, a Participant shall
remain a Participant as long as his or her Acc8aténce is greater than zero, and during such tivang continue to make allocation
elections as provided in Section 8.4. An individslzall cease being a Participant in the Plan wdiebpenefits under the Plan to
which he or she is entitled have been paid.

ARTICLE IV
Deferrals
4.1 Deferral Elections, Generally
(a) A Participant may elect to defer Compensation bynsitting a Compensation Deferral Agreement durlmgenrollment
periods established by the Committee and in theneraspecified by the Committee, but in any evangdcordance with
Section 4.2. A Compensation Deferral Agreemerttithaot timely filed with respect to a serviceipdror component of
Compensation shall be considered void and sha# haweffect with respect to such service perio@a@mpensation. The
Committee may modify any Compensation Deferral &grent prior to the date the election becomes inable under the
rules of Section 4.2 and may limit in its sole dégon the format, timing, components and othemelets of any election to
defer Compensation under this Article 1V, subjectie limitations contained in the Plan.
(b) The Participant shall specify on his or her Compéos Deferral Agreement the amount of Deferrald @re allocation of

such Deferrals in accordance with Section 4.3.a&i€ipant may also specify in his or her Compensabeferral
Agreement the Payment Schedule applicable to hioPlan Accounts. If the Payment Schedule ispetified in a
Compensation Deferral Agreement, the Payment Sébathall be the Payment Schedule specified in &eéti2.
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4.2

()

A deferral election shall also indicate whetheraatiipant elects to defer an additional amount€ofmpensation equal in
amount to any Corrective Distribution received dgrithe Plan Year to which the deferral electioere{“Corrective
Distribution Equivalent Deferral”). Unless othessidetermined by the Committee, in the event thrarécipant elects a
Corrective Distribution Equivalent Deferral, theabamount of such Deferral will be divided by tiember of pay periods
remaining in the Plan Year following the receiptthg Participant of the Corrective Distributiondahe resulting amount
will be added to the percentage of base salarydefdy such Participant.

Timing Requirements for Compensation Deferral Agrents.

(@)

(b)

(©)

First Year of Eligibility. In the case of the first 1 ) year in which digilale Employee becomes eligible to participate in
the Plan, if permitted by the Committee, he orlsag up to thirty (30) days following initial eligiiby to submit a
Compensation Deferral Agreement with respect to meation to be earned during such yddre Compensation Deferr
Agreement described in this paragraph becomesoicadle upon the end of such thirty (30) day perawduch earlier date
as the Committee may provide. The determinationtadther an Eligible Employee may file a Compemsabeferral
Agreement under this paragraph shall be deternimadcordance with the rules of Code Section 408éluding the
provisions of Treas. Reg. Section 1.409A-2(a)(7).

A Compensation Deferral Agreement filed under gfiasagraph applies only to Compensation earned drater the date
the Compensation Deferral Agreement becomes iraiec

Prior Year Election Except as otherwise provided in this Section 4 2ermitted by the Committee, Participants may
defer Compensation by filing a Compensation Defekgaeement no later than December 31 of the year fo the year in
which the Compensation to be deferred is earne@ompensation Deferral Agreement described ingaragraph shall
become irrevocable with respect to such Compensasaf January 1 of the year in which such Comgi@nsis earned.

Performance-Based Compensatioif permitted by the Committee, Participants rfilya Compensation Deferral
Agreement with respect to Performance-Based Conagpiensno later than the date that is six (6) mohifere the end of
the performance period, provided that:

0] the Participant performs services continuously ftbmlater of the beginning of the performancequkdr the date
the criteria are established through the date tirapggnsation Deferral Agreement is submitted; and

(i) the Compensation is not readily ascertainable déissoflate the Compensation Deferral Agreementsd. fi
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(d)

(e)

(f)

(9)

A Compensation Deferral Agreement becomes irreviecatih respect to Performance-Based Compensatsiai the day
immediately following the latest date for filingauelection. Any election to defer Performamased Compensation tha
made in accordance with this paragraph and thatrbes payable as a result of the Participant’s deatlisability (as
defined in Treas. Reg. Section 1.409A-1(e)) or up@hange in Control (as defined in Treas. Regti@et.409A-3(i)(5))
prior to the satisfaction of the performance cigtewill be void.

Sales CommissionsSales commissions (as defined in Treas. RedidBet.409A-2(a)(12)(i)) are considered to be edrne
by the Participant in the taxable year of the Bgndint in which the sale occurs. The Compensddieferral Agreement
applicable to any sales commissions, if permittgethe Committee, must be filed before the last ofatye year preceding
the year in which the sales commissions are eaar&tlbecomes irrevocable after that date.

Short-Term Deferrals Compensation that meets the definition of a fsterm deferral” described in Treas. Reg.
Section 1.409A-1(b)(4) may, if permitted by the Goittee, be deferred in accordance with the rule&rt€le VI, applied
as if the date the Substantial Risk of Forfeitaesks is the date payments were originally schéddaleommence, provide
however, that the provisions of Section 7.3 shallapply to payments attributable to a Change int@b (as defined in
Treas. Reg. Section 1.409A-3(i)(5)).

Certain Forfeitable Rights With respect to a legally binding right to a pagnt in a subsequent year that is subject to a
forfeiture condition requiring the Participasttontinued services for a period of at least teséh2) months from the date !
Participant obtains the legally binding right, d@ction to defer such Compensation may, if permitig the Committee, be
made on or before the thirtieth (80 ) day afterRlagticipant obtains the legally binding right he tCompensation,
provided that the election is made at least tw€l&® months in advance of the earliest date at lwttie forfeiture condition
could lapse. The Compensation Deferral Agreemestribed in this paragraph becomes irrevocable sifieh thirtieth (30
th) day. If the forfeiture condition applicable teetpayment lapses before the end of the requiméteegeriod as a result
the Participant’s death or disability (as defined’reas. Reg. Section 1.409A-3(i)(4)) or upon ar@eain Control (as
defined in Treas. Reg. Section 1.409A-3(i)(5)), @mmpensation Deferral Agreement will be void uslgsvould be
considered timely under another rule describetlim$ection.

Company Awards Participating Employers may unilaterally provide deferrals of Company awards prior to the adte
such awards. Deferrals of Company awards (suslgason, retention, or severance pay) may be nagotiwith a
Participant prior to the date the Participant héegally binding right to such Compensation.
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(h) “Evergreen” Deferral Elections The Committee, in its discretion, may providehia Compensation Deferral Agreement
that such Compensation Deferral Agreement will gt in effect for each subsequent year or perfagageriod. Such
“evergreen” Compensation Deferral Agreements valtdime effective with respect to an item of Comptoisan the date
such election becomes irrevocable under this Sedtid. An evergreen Compensation Deferral Agre¢mety be
terminated or modified prospectively with respec€ompensation for which such election remainsceklite under this
Section 4.2. A Participant whose Compensation Daifé.greement is cancelled in accordance withiSeet.6 will be
required to file a new Compensation Deferral Agreetunder this Article 1V in order to recommenceérals under the
Plan.

4.3 Allocation of Deferrals A Compensation Deferral Agreement may, if peteaitoy the Committee, allocate Deferrals to onmore
Specified Date Accounts and/or to the Separatiomfgervice Account. If no designation is made ebefls shall be allocated to the
Separation from Service Account. The Committee ,nraits discretion, establish a minimum deferratipd for Specified Date
Accounts (for example, the third 8 ) Plan Yeatdaing the year Compensation subject to the Comgtéars Deferral Agreement
is earned).

4.4 Deductions from Pay The Committee has the authority to determingpthgoll practices under which any component of
Compensation subject to a Compensation Deferrabément will be deducted from a Participant’s Conspéinn.

4.5 Vesting. Participant Deferrals shall be one hundred per(00%) vested at all times.

4.6 Cancellation of Deferrals The Committee may cancel a Participant’s Deferré) for the balance of the Plan Year in whah
Unforeseeable Emergency occurs; (ii) if the Pgo#iot receives a hardship distribution under the IByep's qualified 401(K) plan,
through the end of the Plan Year in which the 6)xnjonth anniversary of the hardship distributialtst and (iii) during periods in
which the Participant is unable to perform the elitf his or her position or any substantially Emposition due to a mental or
physical impairment that can be expected to resweath or last for a continuous period of atiesas(6) months, provided
cancellation occurs by the later of the end oftéxable year of the Participant or the fifteentd {9 day of the third (3 ) month
following the date the Participant incurs the dikgb(as defined in this paragraph (iii)).

ARTICLE V
Company Contributions

51 Discretionary Company ContributionsThe Participating Employer may, from time toeimn its sole and absolute discretion, credit
Company Contributions to any Participant in any antaetermined by the Participating Employer. Scmhtributions will be
credited to a Participant’s Separation from Ser#iceount.
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5.2 Vesting. Company Contributions described in Section &kibve, and the Earnings thereon, shall vest inrdacce with the vestir
schedule(s) established by the Committee at the tiivat the Company Contribution is made. The Epeting Employer may, at a
time, in its sole discretion, increase a Particfjsavested interest in a Company Contribution. @any Contributions will become
100% vested upon the Participant’'s death or Digghilhile employed by the Company, and immediataipr to a Change in
Control. The portion of a Participant's Accourtiattremains unvested upon his or her Separatiom 8ervice after the application
of the terms of this Section 5.2 shall be forfeited

ARTICLE VI

Benefits

6.1 Benefits, Generally A Participant shall be entitled to the followibgnefits under the Plan:

(@)

(b)

Separation from Service BenefitJpon the Participant’s Separation from Servareréasons other than death, he or she
shall be entitled to a Separation from Service Ben&he Separation from Service Benefit shalldggial to the vested
portion of the Participant’s Separation from Sesvicccount and the unpaid balance of the Particip&pecified Date
Accounts with respect to which payments have nbtgmmenced, based on the value of those Accosni$the end of th
calendar month immediately preceding the calendartimof distribution. Payment of the SeparatianfrService Benefit
will be made no later than the end of the monttofaihg the month in which Separation from Servicews, with the actu
payment date determined in the sole discretioh@Qommittee. Notwithstanding the foregoing, Raxticipant is a
Specified Employee on the date of such Particiga®€paration from Service, such distribution wélrhade or begin on the
first day of the seventh calendar month followihg talendar month in which the Separation from iServccurs to the
extent necessary to avoid a “prohibited distritnitionder Section 409A(a)(2)(B)(i) of the Code (withy amounts
otherwise payable prior to such seventh calendantimiastead paid on the first day of such seveatarcar month). If the
Separation from Service Benefit is to be paid mfibrm of installments, any subsequent installnpayiments will be paid |
accordance with the schedule applicable to sucmpats.

Specified Date Benefitlf the Participant has established one or mgexEied Date Accounts, he or she shall be entiix
a Specified Date Benefit with respect to each Spécified Date Account. The Specified Date Bersdfill be equal to the
vested portion of the Specified Date Account, basethe value of that Account as of the end ofrtimath designated by t
Participant at the time the Account was establisieayment of the Specified Date Benefit will bedmar begin no later
than the end of the month following the designatexhth, with the actual payment or commencementdietiermined in the
sole discretion of the Committee.
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(d)

Death Benefit In the event of the Participant’s death, his@r designated Beneficiary(ies) shall be entitted Death
Benefit. The Death Benefit shall be equal to tbsted portion of the Separation from Service Actama the unpaid
balances of any Specified Date Accounts. The DBatiefit shall be based on the value of the Accoastof the end of the
month in which death occurred, with payment madéter than the end of the month following the nfoimtwhich death
occurs, with the actual payment date determingtddrsole discretion of the Committee.

Each Participant may, pursuant to such procedw#secaCommittee may specify, designate one or fBereficiaries in
connection with the Plan. If a Participant is rieadror has a registered domestic partner and naomeone other than his
or her spouse or domestic partner, as applicable,maimary Beneficiary with respect to any portadriis or her Accounts,
spousal/partner consent shall be required to béged in a form designated by the Committee, exatbly such
Participant’s spouse/partner and returned to thar@ittee. A Participant may change or revoke a Beiaey designation
by delivering to the Committee a new designatiarréeocation). Any designation or revocation shalleffective only if it
is received in proper form by the Committee. Hoerewhen so received, the designation or revocatiatl be effective as
of the date the notice is executed, but withoujLgliee to any Employer on account of any paymenderiaefore the change
is recorded. The last effective designation resegtiy the Committee shall supersede all prior aedigns. If a Participant
dies without having effectively designated a Betiafly, or if no Beneficiary survives the Participathe Death Benefit she
be payable (i) to his or her surviving spouse/ddiogmrtner, or (i) if the Participant is not siwed by his or her
spouse/domestic partner, to his or her estateorfidr spouse/domestic partner shall have no irtareter the Plan, as
Beneficiary or otherwise, unless the Participarsigieates such person as a Beneficiary after dissolof the
marriage/partnership, except to the extent providetkr the terms of a domestic relations orderasribed in Code
Section 414(p)(1)(B).

Unforeseeable Emergency Paymen# Participant who experiences an Unforeseeabiergency may submit a written
request to the Committee to receive payment afradiny portion of his or her vested Accounts. Viiket Participant or
Beneficiary is faced with an Unforeseeable Emerggramitting an emergency payment shall be detezthby the
Committee based on the relevant facts and circurostaof each case, but, in any case, a distriboticsccount of
Unforeseeable Emergency may not be made to thatakt@ such emergency is or may be reimbursedigfiransurance or
otherwise, by liquidation of the Participant’s asséo the extent the liquidation of such assetsld/aot cause severe
financial hardship, or by cessation of Deferraldemthis Plan. If an emergency payment is apprdoyetthe Committee, the
amount of the payment shall not exceed the am@asionably necessary to satisfy the need, takingartount the
additional compensation that is available to thei€lpant as the result of cancellation of defestal the Plan, including
amounts necessary to pay any taxes or penaltiethth®articipant reasonably anticipates will resul
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from the payment. The amount of the emergency payshall be subtracted first from the vested paortf the
Participant’s Separation from Service Account uthtipleted and then from the vested Specified Datm#énts, beginning
with the Specified Date Account with the latestipayt commencement date. Emergency payments shpdidd in a single
lump sum within the ninety (90) day period follogithe date the payment is approved by the Committee

(e) Disability Benefit In the event that a Participant becomes Disabitedr after the one-year anniversary of the Eiffect
Date, he or she shall be entitled to a Disabilign&fit. The Disability Benefit shall be equal bhe tvested portion of the
Separation from Service Account and the unpaidrzals of any Specified Date Accounts. The paymata fbr the
Disability Benefit shall be no later than the etidhe@ month following the calendar month in whitle Committee
determined that the Participant has become Disablitld the actual payment date determined in the discretion of the
Committee, and the Disability Benefit shall be lthea the value of the vested (and, as applicalbleaid) portion of the
Accounts as of the last day of the calendar mantlhich the Committee makes a determination akedarticipant’s
Disability. In the event that a Participant becerdésabled prior to the ongear anniversary of the Effective Date, then ¢
Participant shall not be entitled to a Disabilitgrigfit pursuant to this Section 6.1(e) and suctidizaint shall instead
remain eligible to receive a Separation from SerBenefit, a Specified Date Benefit or a Death Bgrees applicable,
pursuant to the Plan.

6.2 Form of Payment

€) Separation from Service BenefiA Participant who is entitled to receive a Sefian from Service Benefit shall receive
payment of such benefit in a single lump sum, wnthe Participant elects on his or her initial Cemgation Deferral
Agreement to have such benefit paid in annual lins¢amts, determined and paid in accordance withi®e6.2(g), over a
period of two (2) to fifteen (15) years, as eledbydhe Participant.

(b) Specified Date Benefit The Specified Date Benefit shall be paid inmgkd lump sum, unless the Participant elects on the
Compensation Deferral Agreement with which the aatevas established to have the Specified Date éucpaid in
annual installments, determined and paid in accmelavith Section 6.2(g), over a period of two @Jive (5) years, as
elected by the Participant.

Notwithstanding any Specified Date election of #iPig@ant, if a Participant incurs a Separatiomir8ervice, dies or
becomes Disabled, in each case before distributigthsrespect to a Specified Date Account have cemred, such
amounts shall be paid in accordance with the tintefarm of payment applicable to the ParticipaS&paration from
Service Benefit, Death Benefit, or Disability Beih¢hs applicable). With respect to Specified D&beount Balances that
have commenced to be paid in installment paymaits {o the date of the Separation from Servicatkl®r Disability, suc
Specified Date
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6.3

()

(d)

()

(f)

(9)

Accounts shall continue to be paid in accordandh thie form of payment election applicable to tipe&fied Date Accour

Death Benefit.In the event of the Participant’s death on or afterone-year anniversary of the Effective Date,dniher
designated Beneficiary(ies) shall be entitled eath Benefit as set forth in Section 6.1(c). Dieath Benefit shall be
equal to the vested portion of the ParticipantpaBation from Service Account and the unpaid baaraf any Specified
Date Accounts and shall be payable in a single lsomp. In the event of the Participant’s death imethe one year
anniversary of the Effective Date, a designatedeieiary who is entitled to receive a Death Bensffiall receive payment
of such benefit according to the Participant’s $atian from Service Benefit election.

Change in Control A Participant will receive his or her Separatfoom Service Benefit in a single lump sum payment
equal to the unpaid balance of all of his or hecdmts if Separation from Service occurs withinrtyefour (24) months
following a Change in Control.

A Participant or Beneficiary receiving installmgratyments when a Change in Control occurs, willikecthe remaining
account balance in a single lump sum within 90 dajjswing the Change in Control, with the actuayment date
determined in the sole discretion of the Committee.

Small Account BalancesThe Committee shall pay the value of the Paudict’'s Accounts upon a Separation from Service
in a single lump sum if the balance of such Accsusihot greater than the applicable dollar amoudier Code Section 402
(9)(1)(B), provided the payment represents the detapgiquidation of the Participant’s interest etPlan.

Rules Applicable to Installment Paymentd a Payment Schedule specifies installment gays) annual payments will be
made beginning as of the payment commencemenfatagech installments and shall continue on eactivansary thereof
until the number of installment payments specifiethe Payment Schedule has been paid. The ambeath installment
payment shall be determined by dividing (a) by @here (a) equals the Account Balance as of theafimn Date and

(b) equals the remaining number of installment payts.

For purposes of Article VII, installment paymenttl Wwe treated as a single form of payment. Ifimp sum equal to less
than one hundred percent (100%) of the Separation Service Account is paid, the payment commeno¢hate for the
installment form of payment will be the first {1 afiniversary of the payment of the lump sum.

Disability Benefit. A Participant who is entitled to receive a DisapiBenefit shall receive payment of such benefi in
single lump sum.

Acceleration of or Delay in PaymentsThe Committee, in its sole and absolute disonetinay elect to accelerate the time or forr

payment of a benefit owed to the
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Participant hereunder, provided such acceleratigneimitted under Treas. Reg. Section 1.409A-3(j)che Committee may also, in
its sole and absolute discretion, delay the tinmg&yment of a benefit owed to the Participant tieder, to the extent permitted
under Treas. Reg. Section 1.409A-2(b)(7). If thenPeceives a domestic relations order (withinrtteaning of Code Section 414(p)
(1)(B)) directing that all or a portion of a Paipiant’s Accounts be paid to an “alternate payeny @mounts to be paid to the
alternate payee(s) shall be paid in a single luamp. s

ARTICLE VII
Modifications to Payment Schedu

7.1 Participants Right to Modify. A Participant may modify any or all of the aftative Payment Schedules with respect to an Ac¢
consistent with the permissible Payment Scheduwlasadle under the Plan, provided such modificatomplies with the
requirements of this Article VII.

7.2 Time of Election. The date on which a modification election ismitted to the Committee must be at least twelvg (d@nths prio
to the date on which payment is scheduled to consmander the Payment Schedule in effect prioréanbdification.

7.3 Date of Payment under Modified Payment Scheduiscept with respect to modifications that rekat¢he payment of a Death
Benefit or a Disability Benefit, the date paymeauts to commence under the modified Payment Schedusé be no earlier than five
(5) years after the date payment would have comateander the original Payment Schedule. Undelincarastances may a
modification election result in an acceleratiorpafyments in violation of Code Section 409A.

7.4 Effective Date A modification election submitted in accordamdgth this Article VIl is irrevocable upon receipy the Committee
and becomes effective twelve (12) months after siath.

7.5 Effect on Accounts An election to modify a Payment Schedule is gjgeto the Account or payment event to which ipées and
shall not be construed to affect the Payment Sdkedhi any other Accounts.

ARTICLE VI

Valuation of Account Balances; Investments

8.1 Valuation. Deferrals shall be credited to appropriate Actswn the date such Compensation would have teEdrigthe
Participant absent the Compensation Deferral AgesemCompany Contributions shall be credited ®S3kparation from Service
Account at the times determined by the Committéaluation of Accounts shall be performed under pthees approved by the
Committee.

8.2 Earnings Credit Each Account will be credited with Earnings @tle Business Day, based upon the Participant’stmant

allocation among a menu of investment options setein advance by the Committee, in accordance thvétprovisions of this
Article VIII (“investment allocation”).
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8.3

8.4

8.5

Investment Options Investment options will be determined by the @dttee. The Committee, in its sole discretion lidha
permitted to add or remove investment options ftbenPlan menu from time to time, provided that angh additions or removals of
investment options shall not be effective with extgo any period prior to the effective date aftsuhange. In addition, following a
Change in Control, the Committee may add or renavavestment option, provided however, that (i) dacision to add or remove
an investment option shall be made in good faitld, @) there shall at all times be no less thamrnhmber of investment options that
existed immediately prior to the Change in Control.

Investment Allocations A Participant’s investment allocation constitigeedeemed, not actual, investment among the imesxt
options comprising the investment menu. At no tghall a Participant have any real or beneficiahership in any investment
option included in the investment menu, nor st Participating Employer or any trustee actingt®behalf have any obligation to
purchase actual securities as a result of a Rzatits investment allocation. A Participant’s ietraent allocation shall be used
solely for purposes of adjusting the value of aiBigant’'s Account Balances.

A Participant shall specify an investment allocatior each of his Accounts in accordance with pdoces established by the
Committee. Allocation among the investment optionsst be designated in increments of one percéfy}.(I'he Participant’s
investment allocation will become effective on #ane Business Day or, in the case of investmentatlbns received after a time
specified by the Committee, the next Business Day.

A Participant may change an investment allocatiomoy Business Day, both with respect to futureitse¢o the Plan and with
respect to existing Account Balances, in accordaviteprocedures adopted by the Committee. Chaslgalt become effective on
the same Business Day or, in the case of investallatations received after a time specified by@oenmittee, the next Business
Day, and shall be applied prospectively.

Unallocated Deferrals and Accountdf the Participant fails to make an investmdtdaation with respect to an Account, such
Account shall be invested in an investment optiba,primary objective of which is the preservatidrtapital, as determined by the
Committee.

ARTICLE IX
Administration

9.1

Plan Administration This Plan shall be administered by the Committhzh shall have discretionary authority to makeend,
interpret and enforce all appropriate rules andlaggns for the administration of this Plan andititize its discretion to decide or
resolve any and all questions, including but noitid to eligibility for benefits and interpretati® of this Plan and its terms, as may
arise in connection with the Plan. Claims for bgaehall be filed with the Committee and resole@ccordance with the claims
procedures in Article XII.
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9.2

9.3

9.4

9.5

Withholding. The Participating Employer shall have the righwvithhold from any payment due under the Plana(itih respect to
any amounts credited to the Plan) any taxes redjbiydaw to be withheld in respect of such paynfencredit). Withholdings with
respect to amounts credited to the Plan shall Haaed from Compensation that has not been deféoréee Plan.

Indemnification. The Participating Employers shall indemnify dnmdd harmless each employee, officer, directornage
organization, to whom or to which are delegatededutresponsibilities, and authority under the Rlantherwise with respect to
administration of the Plan, including, without ltation, the Committee and its agents, againstailins, liabilities, fines and
penalties, and all expenses reasonably incurreat byposed upon him or it (including but not lindte reasonable attorney fees)
which arise as a result of his or its actions dufa to act in connection with the operation addhinistration of the Plan to the exte
lawfully allowable and to the extent that such mlaliability, fine, penalty, or expense is not pé&d by liability insurance purchased
or paid for by the Participating Employer. Notvgithnding the foregoing, the Participating Emplaogteall not indemnify any person
or organization if his or its actions or failureact are due to gross negligence or willful miseaartdr for any such amount incurred
through any settlement or compromise of any aatidess the Participating Employer consents in mgito such settlement or
compromise.

Delegation of Authority In the administration of this Plan, the Comndtteay, from time to time, employ agents and dekegmat
them such administrative duties as it sees fit,raagl from time to time consult with legal counséloashall be legal counsel to the
Company and such other professional advisors aGdhamittee may determine.

Binding Decisions or Actions The decision or action of the Committee in resjpé any question arising out of or in connection
with the administration, interpretation and apgima of the Plan and the rules and regulationsetineder shall be final and
conclusive and binding upon all persons havingiatgrest in the Plan.

ARTICLE X
Amendment and Terminatis

10.1

10.2

Amendment and TerminatiaonThe Company may at any time and from time t@tamend the Plan or may terminate the Plan as
provided in this Article X. Each Participating Eloyper may also terminate its participation in tHarP

Amendments The Company, by action taken by its Board okbiors, may amend the Plan at any time and for@ason,

provided that any such amendment shall not recheegdsted Account Balances of any Participant accas of the date of any such
amendment or restatement (as if the Participanidadred a voluntary Separation from Service ochsdate) or reduce any rights
a Participant under the Plan or other Plan featwittsrespect to Deferrals made prior to the déditeny such amendment or
restatement without the consent of the Participdiie Board of Directors of the Company may delegathe Committee the
authority to amend the Plan without the consenhefBoard of Directors for the purpose of: (i) fmming the Plan to the
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10.3

10.4

requirements of law; (ii) facilitating the administion of the Plan; (iii) clarifying provisions bed on the Committee’s interpretation
of the document; and (iv) making such other amemisnas the Board of Directors may authorize.

Termination. The Company, by action taken by its Board okbiors, may terminate the Plan and pay ParticipamdsBeneficiarie
their Account Balances in a single lump sum att@mg, to the extent and in accordance with Treag. Bection 1.409A-3(j)(4)(ix).
If a Participating Employer terminates its partatipn in the Plan, the benefits of affected Empésyshall be paid at the time
provided in Article VI.

Accounts Taxable Under Code Section 409Ahe Plan is intended to constitute a plan oédefl compensation that meets the
requirements for deferral of income taxation undede Section 409A. The Committee, pursuant tauthority to interpret the Pla
may sever from the Plan or any Compensation DdfAgeeement any provision or exercise of a righdttbtherwise would result ir
violation of Code Section 409A.

ARTICLE XI
Informal Funding

111

11.2

General Assets Obligations established under the terms of tha Fhay be satisfied from the general funds oRhgicipating
Employers, or a trust described in this Article XNo Participant, spouse or Beneficiary shall hang right, title or interest whatever
in assets of the Participating Employers. Nothiagtained in this Plan, and no action taken purtsigeits provisions, shall create or
be construed to create a trust of any kind, odaciary relationship, between the Participating Eyers and any Employee, spouse,
or Beneficiary. To the extent that any person aegta right to receive payments hereunder, sygtigiare no greater than the right
of an unsecured general creditor of the Partiaigaimployer.

Rabbi Trust A Participating Employer may, in its sole digwn, establish a grantor trust, commonly knowm aabbi trust, as a
vehicle for accumulating assets to pay benefiteutite Plan. Payments under the Plan may be paidthe general assets of the
Participating Employer or from the assets of arghs@abbi trust. Payment from any such source sédiice the obligation owed to
the Participant or Beneficiary under the Plan.

ARTICLE Xl

Claims

121

Filing a Claim. Any controversy or claim arising out of or réhatto the Plan shall be filed in writing with ti@®mmittee which
shall make all determinations concerning such clakny claim filed with the Committee and any démisby the Committee
denying such claim shall be in writing and shaldedivered to the Participant or Beneficiary filittge claim (the “Claimant”).

€) In General. Notice of a denial of benefits (other than Disgbbenefits) will be provided within ninety (9@ays of the
Committee’s receipt of the Claimant’s claim for béts. If the Committee determines that it needidittonal time to
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review the claim, the Committee will provide theafdhant with a notice of the extension before the @fthe initial ninety
(90) day period. The extension will not be morartiminety (90) days from the end of the initialetyn(90) day period and
the notice of extension will explain the speciatomstances that require the extension and thebgatdich the Committee
expects to make a decision.

(b) Contents of Notice If a claim for benefits is completely or partyadienied, notice of such denial shall be in wgtand
shall set forth the reasons for denial in plairglzage. The notice shall: (i) cite the pertinenivgsions of the Plan
document; and (ii) explain, where appropriate, ltlogClaimant can perfect the claim, including acdpsion of any
additional material or information necessary to ptete the claim and why such material or informai®necessary. The
claim denial also shall include an explanationhaf tlaims review procedures and the time limitdiagple to such
procedures, including a statement of the Claimaigist to bring a civil action under Section 502¢8)ERISA following an
adverse decision on review. In the case of a cetamr partial denial of a Disability benefit claithe notice shall provide
statement that the Committee will provide to thai@lant, upon request and free of charge, a copypwinternal rule,
guideline, protocol, or other similar criterion theas relied upon in making the decision.

(c) Disability Benefits Notice of denial of Disability benefits will rovided within forty-five (45) days of the Comneiét's
receipt of the Claimarg’claim for Disability benefits. If the Committeetdrmines that it needs additional time to reviea
Disability claim, the Committee will provide thednant with a notice of the extension before the @fithe initial 45-day
period. If the Committee determines that a decisemot be made within the first extension period th matters beyond
the control of the Committee, the time period faking a determination may be further extended foadditional 30 days.
If such an additional extension is necessary, tha@ittee shall notify the Claimant prior to the &apon of the initial 30-
day extension. Any notice of extension shall intBdhe circumstances necessitating the extensitimef the date by whic
the Committee expects to furnish a notice of denisihe specific standards on which such entitldrteea benefit is based,
the unresolved issues that prevent a decision@nl#im and any additional information needed tohee those issues. A
Claimant will be provided a minimum of 45 days tdmit any necessary additional information to tleentittee. In the
event that a 30-day extension is necessary du€taimant’s failure to submit information necesstrylecide a claim, the
period for furnishing a notice of decision shalltbkbed from the date on which the notice of théeesion is sent to the
Claimant until the earlier of the date the Claimaa#ponds to the request for additional informatiothe response deadline.

12.2 Appeal of Denied Claims A Claimant whose claim has been completely otigdly denied shall be entitled to appeal therolai
denial by filing a written appeal with a
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committee designated to hear such appeals (theddlpfCommittee”). A Claimant who timely requestgwew of the denied claim
(or his or her authorized representative) may myigon request and free of charge, copies ofadlthents, records and other
information relevant to the denial and may subntitten comments, documents, records and otherrimdtion relevant to the claim
to the Appeals Committee. All written commentsguiments, records, and other information shall besickered “relevant” if the
information: (i) was relied upon in making a batsefletermination; (ii) was submitted, consideregenerated in the course of
making a benefits decision regardless of wheth&at relied upon to make the decision; or (iii) dastrates compliance with
administrative processes and safeguards establishethking benefit decisions. The Appeals Comemittnay, in its sole discretion
and if it deems appropriate or necessary, decithltha hearing with respect to the claim appeal.

€) In General. Appeal of a denied benefits claim (other thddisability benefits claim) must be filed in writingith the
Appeals Committee no later than sixty (60) daysrattceipt of the written notification of such cladenial. The Appeals
Committee shall make its decision regarding theitsief the denied claim within sixty (60) days falling receipt of the
appeal (or within one hundred and twenty (120) dxter such receipt, in a case where there araapécumstances
requiring extension of time for reviewing the aplpéaclaim). If an extension of time for reviewitige appeal is required
because of special circumstances, written noticeee&xtension shall be furnished to the Claimaiat o the
commencement of the extension. The notice willdate the special circumstances requiring the eixdanof time and the
date by which the Appeals Committee expects toaetite determination on review. The review wikdanto account
comments, documents, records and other informatitmitted by the Claimant relating to the claimhwiit regard to
whether such information was submitted or considi@rehe initial benefit determination.

(b) Contents of Notice If a benefits claim is completely or partiallgrded on review, notice of such denial shall beiiting
and shall set forth the reasons for denial in planguage.

The decision on review shall set forth: (i) thedfic reason or reasons for the denial; (ii) sfieceferences to the pertinent
Plan provisions on which the denial is based; &igtatement that the Claimant is entitled to rexaipon request and free
charge, reasonable access to and copies of alhdaus, records, or other information relevant @fed above) to the
Claimant’s claim; and (iv) a statement describing @oluntary appeal procedures offered by the plagha statement of the
Claimant’s right to bring an action under Secti@2&) of ERISA.

(c) Disability Benefits Appeal of a denied Disability benefits claim mhbstfiled in writing with the Appeals Committee no
later than 180 days after receipt of the writtetifivation of such claim denial. The review shadl tonducted by the
Appeals Committee (exclusive of the person who niadenitial adverse decision or such person’s siibate). In
reviewing the appeal, the Appeals
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12.3

12.4

Committee shall: (i) not afford deference to thigiahdenial of the claim, (ii) consult a medicabgessional who has
appropriate training and experience in the fieldnedicine relating to the Claimant’s disability ambdo was neither
consulted as part of the initial denial nor is subordinate of such individual, and (iii) identtfye medical or vocational
experts whose advice was obtained with respettetanitial benefit denial, without regard to whatlige advice was relied
upon in making the decision. The Appeals Commistead] make its decision regarding the merits ofdmried claim within
45 days following receipt of the appeal (or withib days after such receipt, in a case where therspecial circumstances
requiring extension of time for reviewing the aplpeaclaim). If an extension of time for reviewinggtappeal is required
because of special circumstances, written noticeee&xtension shall be furnished to the Claimaiat o the
commencement of the extension. The notice willdath the special circumstances requiring the eiters time and the
date by which the Appeals Committee expects togetitt determination on review. Following its ravief any additional
information submitted by the Claimant, the Appeatsnmittee shall render a decision on its reviewhefdenied claim.

(d) For the denial of a Disability benefit, the notigdl also include a statement that the Appeals Catbea will provide, upon
request and free of charge: (i) any internal rgleédeline, protocol or other similar criterion ediupon in making the
decision, (ii) any medical opinion relied upon take the decision, and (iii) the required statenueitier Section 2560.503-1
()(5)(iii) of the Department of Labor regulations.

Legal Action. A Claimant may not bring any legal action, irdihg commencement of any arbitration, relating tdaam for
benefits under the Plan unless and until the Clatrhas followed the claims procedures under tha Btal exhausted his or her
administrative remedies under such claims procedure

If a Participant or Beneficiary prevails in a legabceeding brought under the Plan to enforceitites of such Participant or any
other similarly situated Participant or Beneficiairywhole or in part, the Participating Employaal reimburse such Participant or
Beneficiary for all legal costs, expenses, attoshées and such other liabilities incurred assailteof such proceedings. If the legal
proceeding is brought in connection with a Chamg€antrol, or a “change in control” as defined irahbi trust described in
Section 11.2, the Participant or Beneficiary mag di claim directly with the trustee for reimbursarhof such costs, expenses and
fees. For purposes of the preceding sentencentioeint of the claim shall be treated as if it waameaddition to the Participant’s or
Beneficiary’s Account Balance and will be includadietermining the Participating Employer’s trustdling obligation under
Section 11.2.

Discretion of Appeals CommitteeAll interpretations, determinations and decisiofithe Appeals Committee with respect to any
claim shall be made in its sole discretion, andl &eafinal and conclusive.
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ARTICLE Xl
General Provisions

131

13.2

13.3

13.4

135

13.6

Anti-assignment Rule No interest of any Participant, spouse or Bemafy under this Plan and no benefit payable heteushall
be assigned as security for a loan, and any sugifopied assignment shall be null, void and of Hedf nor shall any such interest
any such benefit be subject in any manner, eitbemtarily or involuntarily, to anticipation, saleansfer, assignment or
encumbrance by or through any Participant, spouBepeficiary. Notwithstanding anything to the trany herein, however, the
Committee has the discretion to make payments ttamate payee in accordance with the termsdoinaestic relations order (as
defined in Code Section 414(p)(1)(B)).

No Legal or Equitable Rights or IntereslNo Participant or other person shall have aggller equitable rights or interest in this
Plan that are not expressly granted in this PRaxticipation in this Plan does not give any pemay right to be retained in the
service of the Participating Employer. The rightlgpower of a Participating Employer to dismisslischarge an Employee is
expressly reserved. The Participating Employerkenmed representations or warranties as to thedagemjuences to a Participant or
a Participant’s beneficiaries resulting from a defieof income pursuant to the Plan.

No Employment Contract Nothing contained herein shall be construedttstitute a contract of employment between an Eygg
and a Participating Employer.

Notice. Any notice or filing required or permitted to delivered to the Committee under this Plan shaliblivered in writing, in
person, or through such electronic means as iblesdtad by the Committee. Notice shall be deemeeingas of the date of delivery
or, if delivery is made by mail, as of the datewhan the postmark on the receipt for registratiocertification. Written
transmission shall be sent by certified mail to:

OSI SYSTEMS, INC.
ATTN: DIRECTOR OF HUMAN RESOURCES
12525 CHADRON AVENUE
HAWTHORNE, CA 90250

Any notice or filing required or permitted to bevgn to a Participant under this Plan shall be sieffit if in writing or handdelivered
or sent by mail to the last known address of theidaant.

Headings The headings of Sections are included solelgdmvenience of reference, and if there is anylmitfetween such
headings and the text of this Plan, the text gwaitrol.

Invalid or Unenforceable Provisionslf any provision of this Plan shall be held itidar unenforceable, such invalidity or
unenforceability shall not affect any other proeis hereof and the Committee may elect in its disleretion to construe such inve
or unenforceable provisions in a manner that cangoio applicable law or as if such provisions hte éxtent invalid or
unenforceable, had not been included.

23




13.7

13.8

13.9

Lost Participants or BeneficiariesAny Participant or Beneficiary who is entitlada benefit from the Plan has the duty to keep the
Committee advised of his or her current mailingradd. If benefit payments are returned to the Btare not presented for paym
after a reasonable amount of time, the Committed presume that the payee is missing. The Coramitifter making such efforts
as in its discretion it deems reasonable and apiptego locate the payee, shall stop payment gruanashed checks and may
discontinue making future payments until contachwhe payee is restored.

Facility of Payment to a Minar If a distribution is to be made to a minor, @atperson who is otherwise incompetent, then the
Committee may, in its discretion, make such distitn: (i) to the legal guardian, or if none, tparent of a minor payee with whom
the payee maintains his or her residence; orq(iihé conservator or committee or, if none, togéeson having custody of an
incompetent payee. Any such distribution shalyfdischarge the Committee, the Company, and tha ffbm further liability on
account thereof.

Governing Law. To the extent not preempted by ERISA, the lafswb® State of California shall govern the condinrcand
administration of the Plan.

IN WITNESS WHEREOF, the undersigned executed this Rn as of the 25th day of April, 2014, to be effeiste as of the Effective Date.

OSI Systems, Inc.

By:

Its:

/s/ Alan Edrick
Alan Edrick
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:

| have reviewed this Quarterly Report on Form 16f@SI Systems, Inc.;

2. Based on my knowledge, this report does not comajnuntrue statement of a material fact or omsitéde a material fact necessary to

make the statements made, in light of the circuntgts.under which such statements were made, niatadisg with respect to the period
covered by this report;

Based on my knowledge, the financial statementsoéimer financial information included in this repdairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amngtfe@ periods presented in this report;

. The registrant’s other certifying officer and | aesponsible for establishing and maintaining disgte controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportirag defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd &ave:

(a) Designed such disclosure controls and procsdorecaused such disclosure controls and procedaoitge designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, 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 financégarting, 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 registragisslosure controls and procedures and presenteusi 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 fourthdisguarter in the case of an annual report) thatnhaterially affected, or is reasonably likely
to materially affect, the registrant’s internal tohover financial reporting; and

The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluatiorterhal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@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: May 1, 2014

/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:

| have reviewed this Quarterly Report on Form 16f@SI Systems, Inc.;

2. Based on my knowledge, this report does not comajnuntrue statement of a material fact or omsitéde a material fact necessary to

make the statements made, in light of the circuntgts.under which such statements were made, niatadisg with respect to the period
covered by this report;

Based on my knowledge, the financial statementsoéimer financial information included in this repdairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amngtfe@ periods presented in this report;

. The registrant’s other certifying officer and | aesponsible for establishing and maintaining disgte controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportirag defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd &ave:

(a) Designed such disclosure controls and procsdorecaused such disclosure controls and procedaoitge designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, 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 financégarting, 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 registragisslosure controls and procedures and presenteusi 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 fourthdisguarter in the case of an annual report) thatnhaterially affected, or is reasonably likely
to materially affect, the registrant’s internal tohover financial reporting; and

The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluatiorterhal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@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: May 1, 2014

/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 ®yss, Inc. (the “Company”) on Form 10-Q for the dqemaended March 31, 2014, as filed
with the Securities and Exchange Commission ord#tte hereof (the “Report”), |, Deepak Chopra, CHEeécutive Officer of the Company,
certify, pursuant to 18 U.S.C. Section 1350, aptetbpursuant to Section 906 of the Sarbanes-Oxtewf 2002, that:

(1) The Report fully complies with the requirementsSetction 13(a) or 15(d), as applicable, of the S#earExchange Act of 1934, as
amended; and

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

Date: May 1, 2014

/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 toSkeurities 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 ®yss, Inc. (the “Company”) on Form 10-Q for the dqeaended March 31, 2014, as filed
with the Securities and Exchange Commission ord#tte hereof (the “Report”), I, Alan Edrick, Chigh&ncial 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) , as applicable, of the 8tes Exchange Act of 1934, as
amended; and

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

Date: May 1, 2014

/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 any such filifige signed original of this written statementuieed by Section 906 of the Sarbanes-
Oxley Act of 2002 has been provided to the Compamy will be retained by the Company and furnisteethé Securities and Exchange
Commission or its staff upon request.




