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PARTI
Forward Looking Statements

This report contains "forward-looking statements" within the meaning of the Private Securities Litigation Reform Act of 1995, Section 27A
of the Securities Act of 1933, as amended and Section 21E of the Securities Exchange Act of 1934, as amended. Forward-looking statements
relate to expectations concerning matters that are not historical facts. Words such as "project,” "believe," "anticipate," "plan," "expect,”" "intend,"
"may," "should," "will," "would," and similar words and expressions are intended to identify forward-looking statements. We believe that the
expectations reflected in the forward-looking statements are reasonable, but those expectations may not prove to be correct. Important factors
that could cause our actual results to differ materially from those expectations are disclosed in this report, including, without limitation, those
described in Part I, Item 1, "Business," Part I, Item 1A, "Risk Factors" and Part II, Item 7, "Management's Discussion and Analysis of Financial
Condition and Results of Operations" as well as elsewhere in this report and other documents previously filed or hereafter filed by us from time
to time with the Securities and Exchange Commission. Such factors, of course, do not include all factors that might affect our business and
financial condition. Although we believe that the assumptions upon which our forward-looking statements are based are reasonable, such
assumptions could prove to be inaccurate and actual results could differ materially from those expressed in or implied by the forward-looking
statements. All forward-looking statements contained in this report are qualified in their entirety by this statement. We undertake no obligation
other than as may be required under securities laws to publicly update or revise any forward-looking statements, whether as a result of new
information, future events or otherwise.

non non

ITEM 1. BUSINESS

General

OSI Systems, Inc., together with its subsidiaries, is a vertically integrated designer and manufacturer of specialized electronic systems and
components for critical applications. We sell our products and provide related services in diversified markets, including homeland security,
healthcare, defense and aerospace. Our company was originally incorporated in 1987 in California. In March 2010, we reincorporated our
company in the State of Delaware. Our principal office is located at 12525 Chadron Avenue, Hawthorne, California 90250.

We have three operating divisions: (a) Security, providing security and inspection systems, turn-key security screening solutions and related
services; (b) Healthcare, providing patient monitoring, diagnostic cardiology and anesthesia systems; and (c) Optoelectronics and
Manufacturing, providing specialized electronic components for the Security and Healthcare divisions, as well as for applications in the defense
and aerospace markets, among others.

Through our Security division, we design, manufacture, market and service security and inspection systems under the "Rapiscan Systems"
trade name. Rapiscan Systems products fall into four categories baggage and parcel inspection; cargo and vehicle inspection; hold (checked)
baggage screening; and people screening. They are used to search for weapons, explosives, drugs and other contraband as well as for the safe,
accurate and efficient verification of cargo manifests for the purpose of assessing duties and monitoring the export and import of controlled
materials. We also provide turn-key security screening solutions under the "S2" trade name, which can include the construction, staffing and
long-term operation of security screening checkpoints for our customers.

Through our Healthcare division, we design, manufacture, market and service patient monitoring, diagnostic cardiology and anesthesia
delivery and ventilation systems worldwide to end users primarily under the "Spacelabs" trade name. These products are used by care providers
in critical care, emergency and perioperative areas within hospitals as well as physicians' offices, medical clinics and ambulatory surgery centers.

Through our Optoelectronics and Manufacturing division, we design, manufacture and market optoelectronic devices and provide
electronics manufacturing services worldwide for use in a broad range of applications, including aerospace and defense electronics, security and
inspection systems, medical imaging and diagnostic devices, computed tomography (CT) products, telecommunications equipment, industrial
automation systems,
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automotive diagnostic tools and renewable energy technologies. We sell our optoelectronic devices under the "OSI Optoelectronics" trade name
and perform our electronics manufacturing services under the "OSI Electronics" trade name. We provide our optoelectronic devices and
electronics manufacturing services to original equipment manufacturers, as well as to our own Security and Healthcare divisions.

In fiscal 2011, revenues from the Security division amounted to $294.7 million, or approximately 45% of our revenues; revenues from the
Healthcare division amounted to $215 million, or approximately 33% of our revenues; and third-party revenues from the Optoelectronics and
Manufacturing division amounted to $146.4 million, or approximately 22% of revenues. Additional financial information concerning reporting
segments and geographic areas is available in our Consolidated Financial Statements, Note 14.

Industry Overview

We sell our security and inspection systems and patient monitoring, diagnostic cardiology and anesthesia systems primarily to end-users,
while we design and manufacture our optoelectronic devices and value-added subsystems primarily for original equipment manufacturers.

Security. A variety of technologies are currently used worldwide in security and inspection applications, including transmission and
backscatter X-ray, computed tomography, metal detection, trace detection, gamma-ray and neutron analysis. We believe that the market for
security and inspection products will continue to be affected by the threat of terrorist incidents and by new government mandates and
appropriations for security and inspection products in the United States and internationally.

As aresult of the September 11, 2001 terrorist attacks on the World Trade Center and subsequent attacks in other locations worldwide,
security and inspection products have increasingly been used at a wide range of facilities other than airports, such as border crossings, railway
stations, seaports, cruise line terminals, freight forwarding operations, sporting venues, government and military installations and nuclear
facilities. Congress passed the Aviation and Transportation Security Act and integrated many U.S. security-related agencies, including the
Federal Aviation Administration, into the U.S. Department of Homeland Security. Under its directive from Congress, the U.S. Department of
Homeland Security has since undertaken numerous initiatives to prevent terrorists from entering the country, hijacking airliners, and obtaining
and trafficking in weapons of mass destruction and their components, to secure sensitive U.S. technologies and to identify and screen high-risk
cargo before it is loaded onto airlines and ships, among others. These initiatives, known, for example, as the Strategic Border Initiative, the
Customs-Trade Partnership Against Terrorism and the U.S. Customs and Border Protection Container Security Initiative, have resulted in an
increased demand for security and inspection products.

Certain of the government sponsored initiatives in the United States, such as the U.S. Customs and Border Protection Container Security
Initiative and the Customs-Trade Partnership Against Terrorism, have also stimulated security programs in other areas of the world because the
U.S. initiatives call on other nations to bolster their port security strategies, including acquiring or improving their security and inspection
equipment and screening operations. The international market for non-intrusive inspection equipment and related services, therefore, continues
to expand as countries that ship goods directly to the United States participate in such programs and as they choose to procure and operate
equipment in order to secure their own borders, transportation networks, facilities and other venues.

Congress also passed legislation that calls for the inspection of international maritime cargo destined for the United States, domestic civil
aviation cargo, and for radiological and nuclear threats in cargo entering the United States. Certain of our cargo and vehicle inspection systems
are already being used internationally and by the U.S. government to comply with these standards.
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Following recommendations outlined in the "9/11 Commission Report," issued by the National Commission on Terrorist Attacks Upon the
United States, the U.S. Department of Homeland Security now requires the screening of all cargo carried on passenger airlines in the United
States. Several of our hold (checked) baggage and cargo screening systems have been approved by the U.S. Department of Homeland Security
for this purpose and are being procured and used by freight forwarders, airlines, transportation companies and other businesses to fulfill their
compliance requirements.

Following an attempted bombing on an airline flight destined for Detroit, Michigan on Christmas Day 2009, during which a passenger tried
to detonate explosives concealed beneath his clothing, the U.S. Government initiated the widespread deployment of advanced imaging
technology systems (body-scanners) such as our Secure 1000 system to U.S. airport checkpoints. These systems are used to detect both metallic
and non-metallic threat objects concealed in or under clothing. This incident also prompted foreign governments to initiate similar deployments
at other airports across the world.

Furthermore, the U.S. Department of Homeland Security's Science and Technology Directorate has recently supported the development of
new security inspection technologies and products. Our Security division participates in a number of such research and development efforts,
including projects to develop new technologies for radiation and nuclear materials detection, aviation screening and suicide bomber detection.
The Science and Technology Directorate has also initiated programs for the development of technologies capable of protecting highways,
railways and waterways from terrorist attack.

In addition, the U.S. Department of Defense has invested heavily in technologies and services that screen would-be attackers before they
are able to harm U.S. and allied forces. These technologies include products that can screen personnel, vehicles and other containers for the
presence of explosives, improvised explosive devices (IEDs), weapons and other contraband.

Similar initiatives and new regulations promulgated by international organizations such as the European Union have resulted in a growing
worldwide demand for airline, cargo, port and border inspection technologies. For example, the European Union has issued uniform
performance standards for systems that screen baggage and people at aviation checkpoints and air cargo, as well as new directives related
specifically to maritime security, among others.

As aresult of these and other changes, sales of our security and inspection products have grown as compared to pre-September 11, 2001
levels. Major projects recently installed or currently underway include installations at airports, ports and border crossings, government and
military facilities and other locations in the United States and throughout the world. These projects contain various inspection product offerings.
We anticipate that there may be growing demand from governments and commercial enterprises for increasingly sophisticated, turn-key,
security screening solutions.

Healthcare. Healthcare has been, and we believe will continue to be, a growing sector throughout much of the world. Many developing
countries in Asia and Latin America are expected to continue to build healthcare infrastructure to serve expanding middle class populations. In
developed countries, including the United States and Europe, an aging population is expected to fuel growth for many years.

Many factors such as a nursing shortage in the United States and Europe, stricter government requirements affecting staffing and
accountability as well as shrinking reimbursements from health insurance organizations are forcing healthcare providers to do more with less.
Our Healthcare division designs, manufactures and markets products that respond to these economic forces by helping hospitals reduce costs
while maintaining or improving the quality of care their physicians and nurses are able to deliver.
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We are a global manufacturer and distributor of patient monitoring, cardiac diagnostic and clinical networking solutions for use primarily in
hospitals. We design, manufacture and market patient monitoring solutions for critical, emergency and perioperative care areas of the hospital,
wired and wireless networks, and ambulatory blood pressure monitors, all aimed at providing caregivers with timely patient information. Our
cardiac diagnostic systems include Holter recorders and analyzers, ambulatory blood pressure, ECG, stress event data management systems and
related software and services. By making critical patient information more readily accessible both inside and outside the hospital, delays in
decision-making can be reduced, length of stay can be shortened and treatment errors can be minimized.

We are also a global manufacturer and distributor of anesthesia delivery systems, ventilators and vaporizers. We sell these products
primarily to hospitals for use in operating rooms and anesthesia induction areas as well as in magnetic resonance imaging (MRI) facilities. We
also sell subsystems and components, such as anesthesia vaporizers and ventilators to pharmaceutical companies and other manufacturers of
anesthesia delivery systems.

Optoelectronics and Manufacturing. Our optoelectronic devices are used in a wide variety of applications for diversified markets
including the aerospace and defense, avionics, medical imaging and diagnostic, renewable energy, biochemistry analysis, pharmaceutical,
nanotechnology, telecommunications, construction and homeland security markets. Medical applications for our devices include diagnostic and
imaging products, computed tomography (CT) scanners, patient monitoring equipment, optometry instrumentation, and glucose monitors.
Aerospace and defense applications for our devices include satellite navigation sensors, laser guided munitions systems, range finders, weapons
simulation systems, computer peripherals and other applications that require the conversion of optical signals into electronic signals. Homeland
security applications for our devices include X-ray based and other detection systems. Our optoelectronic devices and value-added subsystems
are also used in a wide variety of measurement control, monitoring and industrial applications and are key components in telecommunications
technologies. We also offer electronics manufacturing services to our optoelectronics customers, as well as to our Security and Healthcare
divisions. We offer full turn-key and box-build manufacturing services, in which we provide product design and development, supply chain
management, and production manufacturing services.

We believe that continued advances in technology and reductions in the cost of key components of optoelectronic systems, including
computer processing power and memory, have broadened the market by enabling the use of optoelectronic devices in a greater number of
applications. In addition, we see a trend among original equipment manufacturers to increasingly outsource the design and manufacture of
optoelectronic devices as well as value-added subsystems to fully-integrated, independent manufacturers, like us, who may have greater
specialization, broader expertise and the flexibility to respond in shorter time periods than they can accomplish in-house. We believe that our
level of vertical integration, substantial engineering resources, expertise in the use and application of optoelectronic technology and low-cost
international manufacturing operations enable us to compete effectively in the market for optoelectronic devices and for electronics
manufacturing services.

We have also penetrated several related markets that depend on our optoelectronic technologies and electronics manufacturing capabilities.
For example, we sell a series of high-speed photodetectors for use in fiber optic systems such as gigabit ethernet, fiber channel and other
telecommunication and data communication applications. Through system engineering and product development, we also develop, manufacture
and sell laser-based remote sensing devices that are used to detect and classify vehicles in toll and traffic management systems.

Growth Strategy

We believe that one of our primary competitive strengths is our expertise in the cost-effective design and manufacture of specialized
electronic systems and components for critical applications. As a result, we have leveraged, and intend to continue to leverage, such expertise
and capacity to gain price, performance and agility advantages over our competitors in the security, healthcare and optoelectronics fields, and to
translate such
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advantages into profitable growth in those fields. At the same time, we continually seek to identify new markets in which our core expertise and
capacity will provide us with competitive advantages. Key elements of this strategy include:

Capitalizing on Global Reach. We operate from locations throughout the world. We view our international operations as providing an
important strategic advantage over competitors. First, international manufacturing facilities allow us to take advantage of competitive labor rates
and favorable tax regulations in order to be a low cost producer. Second, our international offices strengthen our sales and marketing efforts and
our ability to service and repair our systems by providing direct access to growing markets and to our existing international customer base.
Third, multiple manufacturing locations allow us to reduce delivery times to our global customer base. In the future, we intend to continue to
enhance our international manufacturing and sales capabilities.

Capitalizing on Vertical Integration. Our vertical integration provides several advantages in each of our divisions. These advantages
include reduced manufacturing and delivery times, lower costs due to our access to competitive international labor markets, direct sourcing of
raw materials and quality control. We also believe that we offer significant added value to our customers by providing a full range of
vertically-integrated services including component design and customization, subsystem concept design and application engineering, product
prototyping and development, efficient pre-production and short-run and high volume manufacturing. We believe that our vertical integration
differentiates us from many of our competitors and provides value to our customers who can rely on us to be an integrated supplier. We intend to
continue to leverage our vertically integrated services to create greater value for our customers in the design and manufacture of our products.

Capitalizing on the Growing Market for Security and Inspection Systems. Attentiveness to terrorist and other security threats may
continue to drive growth in the market for security and inspection systems, not only in transportation security, but also at ports and border
crossings, government installations, military facilities and public event venues. The trend toward increased screening of goods entering and
departing from ports has resulted and may continue to result in growth in the market for cargo inspection systems and turn-key security
screening services that are capable of screening shipping containers for contraband and assisting customs officials in the verification of shipping
manifests. Package and cargo screening by freight forwarders, airlines and air cargo companies represents a growing sector, as new regulations
in the U.S. and Europe require such screening in certain circumstances. We intend to expand our sales and marketing efforts both domestically
and internationally, to capitalize on opportunities to replace, service and upgrade existing security installations, and to offer turn-key security
screening solutions in which we may construct, staff and/or operate on a long-term basis security screening checkpoints for our customers.
Finally, we also intend to continue to develop new security and inspection technologies, such as our proprietary real time tomography products,
and to enhance our current product and services offerings through internal research and development and selective acquisitions.

Improving and Complementing Existing Medical Technologies. We develop and market patient monitoring systems, diagnostic
cardiology products, anesthesia delivery systems, ventilators and vaporizers. We are able to market and sell many of our product offerings
through shared sales channels and distribution networks. Our efforts to develop new products and improve our existing medical technologies are
focused on the needs of care providers and their patients. By making decision-critical patient information available to clinicians at the bedside,
throughout a hospital, or even away from the hospital, our products reduce time demands on physicians and nurses, enabling more rapid
treatment decisions and improved patient care. Our efforts to improve existing diagnostic cardiology and anesthesia delivery technologies will
also continue to concentrate on providing products that are flexible and intuitive to use so that clinicians can deliver accurate, precise, reliable
and cost-effective care.

Selectively Entering New Markets. We intend to continue to selectively enter new markets that complement our existing capabilities in
the design, development and manufacture of specialized electronic systems and components for critical applications such as security inspection
and patient monitoring, diagnostic cardiology and anesthesia systems. We believe that by manufacturing products that rely on our existing
technological capabilities,
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we will leverage our integrated design and manufacturing infrastructure to capture greater margins and build a larger presence in new markets
that present attractive competitive dynamics. We intend to achieve this strategy through internal growth and through selective acquisitions.

Acquiring New Technologies and Companies. Our success depends in part on our ability to continually enhance and broaden our product
offerings in response to changing technologies, customer demands and competitive pressures. We have developed expertise in our various lines
of business and other areas through internal research and development efforts as well as through selective acquisitions. As a vertically integrated
designer and manufacturer of specialized electronic systems and components for critical applications, we have consistently looked for
acquisition opportunities to broaden our technological expertise and capabilities, lower our manufacturing costs and facilitate our entry into new
markets.

Products and Technology

We design, develop, manufacture and sell products ranging from security and inspection systems to patient monitoring, diagnostic
cardiology and anesthesia systems to discrete optoelectronic devices and value-added subsystems.

Security and Inspection Systems. We design, manufacture and market security and inspection systems worldwide to end users under the
"Rapiscan Systems" trade name. Rapiscan Systems products are used to inspect baggage, cargo, people, vehicles and other objects for weapons,
explosives, drugs and other contraband. These systems are also used for the safe, accurate and efficient verification of cargo manifests for the
purpose of assessing duties and monitoring the export and import of controlled materials. Rapiscan Systems products fall into four categories:
baggage and parcel inspection, cargo and vehicle inspection, hold (checked) baggage screening and people screening. We also offer turn-key
security screening services under the "S2" trade name, including the staffing and operation of security screening checkpoints.

As aresult of the terrorist attacks of September 11, 2001, and subsequent attacks in other locations worldwide, security and inspection
products have increasingly been used at a wide range of facilities other than airports, such as border crossings, railway stations, seaports, cruise
line terminals, freight forwarding operations, government and military installations and nuclear facilities. As a result of the additional markets,
we have diversified our sales channels for security and inspection products.

Many of our security and inspection systems include dual- or multi-energy X-ray technology with computer software enhanced imaging
technology to facilitate the detection of materials such as explosives, weapons, narcotics, currency or other contraband. While all X-ray systems
produce a two-dimensional image of the contents of the inspected object, the dual-energy X-ray systems also measure the X-ray absorption of
the inspected object's contents at two X-ray energies to determine the atomic number, mass and other characteristics of the object's contents. The
various organic and inorganic substances in the inspected object appear to operators of the inspection systems in various colors and this visual
information can be used to identify and differentiate the inspected materials. We have developed a dual-view X-ray technology, now available
on many of our systems, that allows operators to examine objects from two orthogonal positions simultaneously, thereby reducing the need for
re-scanning of objects and improving the operator's ability to detect threats. Our baggage and parcel inspection, cargo and vehicle inspection and
hold baggage screening inspection systems range in size from compact tabletop systems to large systems comprising entire buildings in which
trucks, shipping containers or pallets are inspected. Many of our inspection systems are also designed to be upgradeable to respond to new
customer requirements as they emerge or change.

Our cargo and vehicle inspection applications, in which cars, trucks, shipping containers, pallets and other large objects can be inspected,
are designed in various configurations, including fixed-site, gantry, relocatable, portal and mobile systems. These products are primarily used to
verify the contents of cars, trucks or cargo
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containers and to detect the presence of contraband, including narcotics, weapons, explosives, and other smuggled items. They offer significant
improvements over past methods of cargo screening, such as manual searches, as our cargo systems are faster, more thorough and do not subject
the cargo to pilferage. Entire shipping containers or trucks containing densely packed goods can be screened rapidly.

Many of our cargo and vehicle inspection systems utilize X-ray or gamma-ray beams, in conjunction with digital imaging equipment, to
non-intrusively inspect objects and present images to an inspector, showing shapes, sizes, locations and relative densities of the contents. Many
of these systems have been built to meet specific customer inspection requirements. Other cargo and vehicle inspection products non-intrusively
detect chemical signatures indicating the presence of explosives and other contraband through the use of pulsed fast neutron and thermal neutron
technologies. These technologies permit the operator to inspect cargo, vehicles and containers based on the distinctive chemical composition of
explosives, drugs or other contraband.

Our Security division is the only competitor in the market offering X-ray, gamma-ray and neutron-based material specific technologies. In
addition, we are the only competitor that offers inspection systems at energy levels ranging from 200 KeV (Kilo electron Volts), to 1 MeV, 4.5
MeV, 6 MeV and 9MeV (Mega electron Volts). As a result, we believe that we offer the broadest technology platform in the cargo and vehicle
inspection systems industry. This broad platform also permits us to offer customers hybrid solutions utilizing two or more of the technologies
together, thereby optimizing flexibility, performance and cost to meet the customer's unique application requirements.

Our Security division also offers hold (checked) baggage screening systems that are utilized by airports, freight forwarders, and other
parties responsible for screening baggage and cargo before it is placed in the cargo hold of airplanes. Certain of our currently available systems
utilize multiple, dual-energy X-ray beams to provide high-quality images and to enable detection algorithms that assist operators in the detection
of explosives. Other systems utilize a very large number of distributed X-ray emitters that rapidly capture approximately 1,000 views of a bag
and then utilize sophisticated software to reconstruct high resolution images. These systems are designed to meet the high-speed screening and
analysis demands of our customers. They can be operated in stand-alone mode, where a single operator views the images produced by a single
system, or can be networked, allowing operators stationed at a remote computer terminal to monitor multiple systems.

Our Security division also offers people screening products, such as a line of "Metor" brand walk-through metal detection products for use
at security checkpoints at airports, amusement parks, banks, courthouses, government buildings, sports arenas and other venues, and the Secure
1000 personnel screener, which uses extremely low dose backscatter X-ray imaging to detect contraband and weapons concealed underneath
clothing and hair. The Secure 1000 provides enhanced screening when compared to metal detectors as it displays anomalies caused by very
small amounts of metal as well as non-metallic items. As a result, the Secure 1000 can simultaneously assist in the location and detection of
conventional metal weapons, as well as ceramic knives, explosives, illicit drugs, precious metals, cameras, recording devices and other
contraband or security threats.

10
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The following table sets forth certain information related to the standard security and inspection products that we currently offer. We do,
however, also customize our standard products to suit specific applications and customer requirements.

PRODUCT NAME /
PRODUCT LINE PRODUCT FAMILY TECHNOLOGY MARKET SEGMENT
Baggage and Parcel Inspection Rapiscan 600 series Single and dual-energy X-ray = Checkpoint inspection at
X-ray systems airports, prisons, border
crossings, government
buildings, postal facilities for
mail screening
Cargo and Vehicle Inspection Rapiscan Eagle High energy X-ray Cargo and vehicle inspection
at airports, border crossings
Rapiscan VEDS Thermal neutron analysis and sea ports
Rapiscan GaRDS Gamma ray
Hold Baggage Screening Rapiscan MVXR 5000 Multi-view, dual energy X-ray Baggage inspection at
airports and freight
Rapiscan RTT Computed Tomography forwarding facilities
People Screening Metor series metal detectors  Electromagnetic induction Checkpoint inspection at
airports, border crossings,
Rapiscan Secure 1000 Backscatter X-ray stadiums, prisons and

government facilities
Patient Monitoring, Diagnostic Cardiology and Anesthesia Systems. Our Healthcare businesses design, manufacture and market their
products worldwide to end users primarily under the "Spacelabs" trade name.

Spacelabs products include patient monitors for use in perioperative, critical care and emergency care environments with neonatal, pediatric
and adult patients. Our patient monitoring systems comprise monitors and central nursing stations connected via hardwired or wireless networks,
as well as stand-alone monitors where the patient data can be transported physically from one monitor to another as the patient is moved. This
ensures that hospital staff can access patient data where and when it is required. In addition, these products are designed with an "open
architecture” to interact with hospital information systems. Many of these products allow clinicians to view and control various software
applications on the patient monitor's display, eliminating the need for separate computer terminals in the patient's room. Attending nurses can
check laboratory results and other reports, enter orders, review protocols and complete medical charting at the patient's bedside.

For electrocardiograph monitoring or multiparameter monitoring of ambulatory patients, we offer a digital telemetry system. The system
operates in government-protected bands, not used for private land mobile radio, business radio services or broadcast analog and digital
television. Our Ultraview digital telemetry solution comprises a lightweight and compact transmitter that enables monitoring of heart rate, ST
segment, arrhythmia and continuous SpO2 (pulse oximetry) monitoring.

In 2010, we launched the Ultraview DM3 dual-mode vital signs monitor. The Ultraview DM3 may function as either a spot check monitor
or continuous function monitor, and provides caregivers with a dual-mode solution for accurately and efficiently measuring vital signs on adult
and pediatric patients. We also introduced the Ultraview SL2900 Dual Display monitor. The Ultraview SL.2900 is designed to support the
clinical requirements of the highest acuity environments. Dual displays allow a dedicated, full-screen view of real-time physiologic waveforms
and alarms, plus an independent, full-screen presentation of charting and clinical applications.

In April 2011, we introduced the XPREZZON patient monitor. It incorporates a high-resolution display to provide crisp and visually rich
patient information that can be accessed with a single touch, all designed to enhance patient care and ease of use. XPREZZON is the first patient
monitor sensitive to a patient's need for a good night's

11
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rest. It dims the display in low ambient light. It also delivers patient information to mobile devices, allowing clinicians to monitor their patients
anywhere they have mobile access.

Our Healthcare division also develops cardiac diagnostic systems, including Holter analyzers and recorders. Our Pathfinder and Impresario
lines of Holter analyzers offer users interactive control with advanced diagnostic parameters. Our evo Holter recorders provide low cost of
ownership through, for example, the elimination of disposable batteries, memory cards with no moving parts to maintain and other advances.
Our Lifecard CF Aria recorders are worn by patients for up to seven days in order to capture heart arrhythmias that may occur in a patient only a
few times per week. Patients that may be experiencing even less frequent heart arrhythmias wear our CardioCall product, which stays with the
patient over several weeks and transmits its findings over the phone to a receiving station in the hospital.

In February 2011, we introduced the Pathfinder SL, a Holter analysis solution that delivers innovative technology, rapid analysis and
enhanced accuracy in the exploration of a patient's cardiac condition. Pathfinder SL offers a significant new advancement in the capability of
Holter analyzers by providing full analysis for up to a full seven days of continuous recording, in one analysis process and one report.

We are also a leading supplier of ambulatory blood pressure monitors which are routinely used in many European countries, clinical
research organizations and are increasingly being used in the United States. Many physicians are using ambulatory blood pressure monitoring to
detect "white coat" hypertension, a condition in which people experience elevated blood pressure in the doctor's office, but not in their daily
lives. Ambulatory blood pressure monitoring is also used to adjust drug therapies for hypertensive patients. Ambulatory blood pressure
monitoring helps improve diagnostic accuracy and minimize the associated costs of treatment

In February 2011, we introduced Sentinel Cardiology Information Management System 8, the latest version of our Sentinel product, which
integrates data from Spacelabs-branded products into a central database that can be accessed by care providers and medical facility
administrators. The Sentinel therefore provides enhanced workflow and efficiencies by centralizing recordings and reports into an enterprise
wide system.

Our anesthesia delivery and ventilation group designs and manufactures anesthesia delivery systems, anesthesia vaporizers and ventilators.
Our BleaseSirius, BleaseFocus, and BleaseGenius anesthesia delivery systems provide flexible anesthesia solutions for operating room
environments, anesthesia induction areas, day surgery centers, magnetic resonance imaging facilities and other locations where the
administration of anesthesia is required. Our BleaseDatum anesthesia vaporizers and Blease 700/900 anesthesia ventilators are also designed to
be compatible with the anesthesia delivery systems of several other manufacturers.

Recently, we added several new ventilation capabilities to our existing product line in order to provide clinicians with enhanced control
over the delivery of ventilation and the ability to more finely tune their requirements to a surgical procedure and to the individual patient. For
example, the BleaseSirius Electronic Flow Meter gives the physician the ability to view information electronically rather than relying on
traditional glass flow tubes, and provides data transfer to electronic patient medical record systems.
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The following table sets forth a description of the more significant healthcare products that we currently offer:

PRODUCT NAME /
PRODUCT LINE PRODUCT FAMILY MARKET SEGMENT
Patient Monitoring Xprezzon All hospital care areas;
and Connectivity Ultraview SL outpatient surgery centers;

Intesys Clinical Suite G2 and physician offices

ICS Xprezz

élance

Diagnostic Ambulatory blood pressure All hospital cardiology care
Cardiology monitors areas and physician offices

Impresario

Pathfinder

CardioCall

Lifecard

evo

CardioExpress ECG machines

CardioDirect Stress Testing

Systems

Sentinel Cardiology Data

Management

Anesthesia Delivery Blease 700 and 900 series Ambulatory surgery centers
and Ventilation ventilators and operating rooms
BleaseSirius
BleaseSirius EFM
BleaseDatum Vaporizer
BleaseFocus
BleaseGenius
Optoelectronic Devices and Manufacturing Services. Optoelectronic devices generally consist of both active and passive components.
Active components sense light of varying wavelengths and convert the light detected into electronic signals, whereas passive components
amplify, separate or reflect light. The active components we manufacture consist of silicon, gallium arsenide and indium gallium arsenide
photodetectors and light sources. Passive components include lenses, prisms, filters, mirrors and other precision optical products that are used by
us in the manufacture of our optoelectronic products or are sold to others for use in telescopes, laser printers, copiers, microscopes and other
detection and vision equipment. The devices we manufacture are both standard products and products customized for specific applications and
are offered either as components or as subsystems. For example, we have developed two-dimensional back-illuminated detector technology for
security, medical and industrial computed tomography (CT) applications. This technology overcomes the limitations of conventional detectors
by providing finer detector pitch density. This is used in high-resolution multi-slice CT scanners and other applications requiring improved
image resolution. Our optoelectronic products and services are provided primarily under the "OSI Optoelectronics" trade name.

In addition to the manufacture of standard and original equipment manufacturer products, we also specialize in designing and
manufacturing customized value-added subsystems for use in a wide range of products and equipment. An optoelectronic subsystem typically
consists of one or more optoelectronic devices that are combined with other electronic components and packaging for use in an end product. The
composition of a subsystem can range from a simple assembly of various optoelectronic devices that are incorporated into other subsystems (for
example, a printed circuit board containing our optoelectronic devices) to complete end-products (for example, pulse oximetry equipment).

We also provide electronics design and manufacturing services both in North America and in the Asia Pacific region with enhanced,
RoHS-compliant, printed circuit board and cable and harness assemblies and box-build manufacturing services utilizing state-of-the-art
automated surface mount technology lines. We offer electronics manufacturing services for data and signal processing, amplifier and processor
boards for medical equipment, musical tuning and studio hardware, motor controls, power supplies, and several other industrial applications that
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do not utilize optoelectronic devices. Our electronics manufacturing services are provided primarily under the "OSI Electronics" trade name.

We develop, manufacture and sell laser-based remote sensing devices that are used to detect and classify vehicles in toll and traffic
management systems under the "OSI Laserscan” trade name and blood pressure cuffs and unifusors for drug delivery applications under the
"Statcorp Medical" trade name. During fiscal 2011, our optoelectronics and manufacturing division also began offering solid-state laser products
for aerospace, defense, telecommunication and medical applications under the "OSI LaserDiode" trade name.

Markets, Customers and Applications

Security and Inspection Products. Most security and inspection products were developed in response to civilian airline hijackings.
Consequently, a significant portion of our security and inspection products have been and continue to be sold for use at airports. However, our
security and inspection products are also used for security purposes at locations in addition to airports, such as border crossings, shipping ports,
military and other government installations, freight forwarding facilities, high-profile locations such as Buckingham Palace, the Kremlin and the
Vatican and for high-profile events such as the Olympic Games and World Cup Finals. Furthermore, as terrorist attacks continue to occur,
overall transportation and travel industry demands have increased, resulting in heightened attention for our security and inspection products. We
also provide turn-key security screening solutions, which can include the construction, staffing and long-term operation of security screening
locations for our customers.

Our customers include, among many others, the U.S. Transportation Security Administration, U.S. Customs and Border Protection, U.S.
Department of Defense and Federal Bureau of Prisons, in the United States, as well as Her Majesty's Revenue and Customs and Manchester
Airport Group in the United Kingdom, Chek Lap Kok Airport in Hong Kong, Ben Gurion International Airport in Israel, the Malaysian Airport
Board in Malaysia and the Port Authority of San Juan, Puerto Rico.

Patient Monitoring, Diagnostic Cardiology and Anesthesia Systems. Our patient monitoring, diagnostic cardiology and anesthesia
systems are manufactured and distributed globally for use in critical care, emergency and perioperative areas within hospitals as well as
physicians' offices, medical clinics and ambulatory surgery centers. We also provide wired and wireless networks and clinical information
access solutions, ambulatory blood pressure monitors and medical data services.

We have sold these products to organizations such as Eisenhower Medical Center in Rancho Mirage, California, Spartanburg Regional
Medical Center in Spartanburg, South Carolina, LSU Medical Center in Shreveport, Louisiana, Schiichtermannklinik in Germany, LKW Villach
in Austria and Universitétsspital Ziirich in Switzerland, among many other organizations, including Premier, Inc., a hospital and healthcare
system alliance with approximately 1,500 affiliated hospitals and other healthcare sites.

Optoelectronic Devices and Electronics Manufacturing Services. Our optoelectronic devices and the electronics we manufacture are
used in a broad range of products by a variety of customers. For example, they are utilized by customers in the following market segments:
aerospace and avionics; analytical and medical imaging; healthcare; telecommunications; homeland security; military defense; office
automation; toll and traffic management; and automotive diagnostic systems. Major customers in these segments include ITT Corporation,
Raytheon, Honeywell, FLIR Systems, Gilardoni, Bayer, Covidien, Smiths Medical, Conmed Corporation, Inogen, Beckman Coulter, JDS
Uniphase, SCM, Lockheed Martin, United Technologies, Northrop Grumman, Wincor, Digi-Key Corporation and Bosch (Vetronix), among
others.
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Marketing, Sales and Service

We market and sell our security and inspection products and turn-key security screening solutions worldwide through a direct sales and
marketing staff located in North America, Europe, Asia and Australia, in addition to an expansive global network of independent distributors.
This sales staff is supported by a service organization located primarily in North America, Europe and Asia, as well as a global network of
independent distributors. We also support these sales and customer relations efforts by providing operator training, computerized training and
testing equipment, in-country service support, software upgrades and service training for customer technicians.

We market and sell our patient monitoring, diagnostic cardiology and anesthesia systems worldwide through a direct sales and marketing
staff located in North America, Europe and Asia, in addition to a global network of independent distributors. We also support these sales and
customer service efforts by providing operator in-service training, software updates and upgrades and service training for customer biomedical
staff and distributors.

We market and sell our optoelectronic devices and value-added manufacturing services, through both a direct sales and marketing staff
located in North America, Europe and Asia, and indirectly through a global network of independent sales representatives and distributors. Our
sales staff is supported by an applications engineering group whose members are available to provide technical support, which includes
designing applications, providing custom tooling and process integration and developing products that meet customer defined specifications.

We consider our maintenance service operations to be an important element of our business. After the expiration of our standard product
warranty periods, we are sometimes engaged by our customers to provide maintenance services for our security and inspection products through
annual maintenance contracts. In addition, we believe that our expertise in installing, maintaining and operating our security inspection products
is an important factor for customers that are considering engaging us to provide turn-key security screening solutions. We provide a variety of
service and support options for our patient monitoring, diagnostic cardiology and anesthesia systems customers, ranging from complete on-site
repair and maintenance service and telephone support to parts exchange programs for customers with the internal expertise to perform a portion
of their own service needs. We believe that our international maintenance service capabilities allow us to be competitive in selling our security
and inspection systems as well as our patient monitoring, diagnostic cardiology and anesthesia systems. Furthermore, we believe that as the
installed base of both our security and inspection systems and patient monitoring, diagnostic cardiology and anesthesia systems increases,
revenues generated from such annual maintenance service contracts and from the sale of replacement parts will increase.

Research and Development

Our security and inspection systems are primarily designed at our facilities in the United States and internationally in Finland, Malaysia,
India and the United Kingdom. These products include mechanical, electrical, analog electronic, digital electronic and software subsystems,
which are all designed by us. In addition to product design, we provide system integration services to integrate our products into turn-key
systems at the customer site. We support cooperative research projects with government agencies and provide contract research for government
agencies.

Our patient monitoring, diagnostic cardiology and anesthesia systems are primarily designed at our facilities in the United States and
internationally in China, India and the United Kingdom. Such systems include mechanical, electrical, digital electronic and software subsystems,
all of which are designed by us. We are also currently involved, both in the United States and internationally, in several research projects aimed
at improving our medical systems and at expanding our current product line.

We design and manufacture optoelectronic devices and we provide electronics manufacturing services primarily in our facilities in the
United States and internationally in India, Indonesia, Malaysia and Singapore. We engineer and manufacture subsystems to solve the specific

application needs of our original equipment
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manufacturer customers. In addition, we offer entire subsystem design and manufacturing solutions. We consider our engineering personnel to
be an important extension of our core sales and marketing efforts.

In addition to close collaboration with our customers in the design and development of our current products, we maintain an active program
for the development and introduction of new products, enhancements and improvements to our existing products, including the implementation
of new applications of our technology. We seek to further enhance our research and development program and consider such program to be an
important element of our business and operations. As of June 30, 2011, we engaged approximately 428 full-time engineers, technicians and
support staff. Our research and development expenses were $36.9 million in fiscal 2009, $38.6 million in fiscal 2010 and $45.4 million in fiscal
2011. We intend to continue to invest in our research and development efforts in the future.

Manufacturing and Materials

We currently manufacture our security and inspection systems domestically in California, Mississippi and North Carolina, and
internationally in Malaysia and the United Kingdom. We currently manufacture our patient monitoring, diagnostic cardiology and anesthesia
systems domestically in Washington and internationally in China. We currently manufacture our optoelectronic devices and provide electronics
manufacturing services domestically in California, Massachusetts, Mississippi, New Jersey and Florida, and internationally in Mexico, India,
Indonesia, Malaysia, and Singapore. Most of our high volume, labor intensive manufacturing and assembly activities are performed at our
facilities in India, Indonesia and Malaysia. Since most of our customers are located in the United States, Europe and Asia, our ability to
manufacture products in these markets and provide follow-on service from offices located in these regions is an important component of our
global strategy.

Our global manufacturing organization has expertise in optoelectronic, microelectronic and integrated electronics for commercial, medical,
aerospace and defense industry applications. Our manufacturing includes silicon wafer processing and fabrication, optoelectronic device
assembly and screening, thin and thick film microelectronic hybrid assemblies, surface mounted and thru-hole printed circuit board electronic
assemblies and electronics services, including complete turn-key and box-build manufacturing. We outsource certain manufacturing operations,
including certain sheet metal fabrication and plastic components. The manufacturing process for components and subsystems consists of manual
tasks performed by skilled technicians as well as automated tasks.

The principal raw materials and subcomponents used in producing our security and inspection systems consist of X-ray generators, linear
accelerators, radioactive isotopes, neutron generators, detectors, data acquisition and computer systems, conveyance systems and miscellaneous
mechanical and electrical components. A large portion of the optoelectronic devices, subsystems and circuit card assemblies used in our
inspection and detection systems are manufactured in-house. The metal enclosures used in our baggage and parcel inspection systems are also
manufactured in-house, while the X-ray generators, linear accelerators, radioactive isotopes, neutron generators and conveyance systems used in
our cargo and vehicle inspection systems are purchased from unaffiliated third party providers.

The principal raw materials and subcomponents used in producing our patient monitoring, diagnostic cardiology and anesthesia systems
consist of printed circuit boards, housings, mechanical assemblies, pneumatic devices, cables, filters and packaging materials. We purchase
certain devices, including computers, peripheral accessories and remote displays from unaffiliated third party providers.

The principal raw materials and subcomponents used in producing our optoelectronic devices and electronic subsystems consist of silicon
wafers, electronic components, light emitting diodes, scintillation crystals, passive optical components, printed circuit boards, and packaging

materials. The silicon-based optoelectronic devices
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manufactured by us are critical components in most of our products and subsystems. We purchase silicon wafers and other electronic
components from unaffiliated third party providers.

For cost, quality control and efficiency reasons, at times we purchase raw materials and subcomponents only from single vendors with
whom we have ongoing relationships. We do, however, qualify second sources for most of our raw materials and critical components. We
purchase the materials pursuant to purchase orders placed from time to time in the ordinary course of business. Although to date none of our
divisions has experienced any significant shortages or material delays in obtaining any of its raw materials or subcomponents, it is possible that
they may face such shortages or delays in one or more materials in the future.

Patents, Trademarks, Tradenames and Licenses

Trademarks and Tradenames. We have used, registered and applied to register certain trademarks and service marks to distinguish our
products, technologies and services from those of our competitors in the United States and in foreign countries. We enforce our trademark,
service mark and trade name rights in the United States and abroad.

Patents. We hold a number of U.S. and foreign patents relating to various aspects of our security and inspection products, patient
monitoring, diagnostic cardiology and anesthesia systems and optoelectronic devices and subsystems. Our current patents will expire at various
times between 2011 and 2030. However, it remains possible that pending patent applications or other applications that may be filed may not
result in issued patents. In addition, issued patents may not survive challenges to their validity. Although we believe that our patents have value,
our patents, or any additional patents that may be issued in the future, may not be able to provide meaningful protection from competition.

Licenses. Our Security, Healthcare and Optoelectronics and Manufacturing divisions have each entered into a variety of license
arrangements under which they are permitted to manufacture, market, and/or sell a limited number of the products that we offer and/or to service
various types of software, data, equipment, components and enhancements to our own proprietary technology.

We believe that our trademarks and tradenames, patents and licenses are important to our business. The loss of some of our trademarks,
patents or licenses might have a negative impact on our financial results and operations. However, we operate in a competitive environment with
a known customer base and rely mainly on providing our customers with quality products and services to ensure continuing business. Thus, with
the exception of the loss of either the Spacelabs® or Rapiscan® trademarks, the impact of the loss of any single trademark, patent or license
would not likely have a material adverse effect on our business. We consider the Spacelabs® trademark an important asset and have registered it
in approximately forty countries. In addition, we have instituted a similar registration program for the Rapiscan® trademark.

Regulation of Medical Products

The patient monitoring, diagnostic cardiology and anesthesia systems we manufacture and market are subject to regulation by numerous
government agencies, principally the U.S. Food and Drug Administration (FDA) and by certain state and foreign authorities. They are also
subject to various U.S. and foreign electrical safety standards.

The FDA has broad regulatory powers with respect to pre-clinical and clinical testing of new medical products and the designing,
manufacturing, marketing and advertising of medical products. It requires that all medical devices introduced into the market be preceded either
by a pre-market notification clearance order under section 510(k) of the Food, Drug and Cosmetic Act, or an approved pre-market approval
application. A 510(k) pre-market notification clearance order indicates that the FDA agrees with an applicant's determination that the product for
which clearance has been sought is substantially equivalent to another legally marketed medical device.
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The clearance of a pre-market approval application, on the other hand, indicates that the FDA has determined that the device has been proven,
through the submission of clinical trial data and manufacturing quality assurance information, to be safe and effective for its labeled indications.
The process of obtaining 510(k) clearance typically takes between three and six months, but can take substantially longer. The pre-market
approval application review process, on the other hand, can last more than a year. To date, all of the patient monitoring, diagnostic cardiology
and anesthesia systems we manufacture and sell in the United States have required only 510(k) pre-market notification clearance.

Such regulatory approvals, when granted, may entail limitations on the indicated uses for which a product may be marketed, and such
product approvals, once granted, may be withdrawn if problems occur after initial marketing. Manufacturers of FDA-regulated products are
subject to pervasive and continuing governmental regulation, including extensive recordkeeping requirements and reporting of adverse
experiences associated with product manufacture and use. Compliance with these requirements is costly, and failure to comply can result in,
among other things, fines, total or partial suspension of production, product recalls, failure of the FDA to review pending marketing clearances
or approval applications, withdrawal of marketing clearances or approvals or even criminal prosecution.

We are also subject to regulation in the foreign countries in which we manufacture and market our patient monitoring, diagnostic
cardiology and anesthesia systems. For example, the commercialization of medical devices in the European Union is regulated under a system
that presently requires all medical devices sold in the European Union to bear the CE mark an international symbol of adherence to quality
assurance standards. Our manufacturing facilities in Hawthorne, California; Issaquah, Washington; and Suzhou in China are all certified to the
International Organization for Standardization's ISO 13485 standard for medical device quality management systems. Our Hawthorne,
California and Issaquah, Washington facilities are also certified to the requirements of Annex II, section 3 of the Directive 93/42 1EEC on
Medical Devices, which allows them to self-certify that manufactured products can bear the CE mark.

We believe we are in compliance with all applicable federal, state and foreign regulations regarding the manufacture and sale of our patient
monitoring, diagnostic cardiology and anesthesia delivery systems except to an extent that would not have a material adverse effect on our
business, financial condition or results of operations. Such regulations and their enforcement do, however, constantly change, and we cannot
predict what effect, if any, such changes may have on our businesses in the future.

Environmental Regulations

We are subject to various federal, state and local environmental laws, ordinances and regulations relating to the use, storage, handling and
disposal of certain hazardous substances and wastes used or generated in the manufacturing and assembly of our products. Under such laws, we
may become liable for the costs of removal or remediation of certain hazardous substances that have been released on or in our facilities or that
have been disposed of off-site as waste. Such laws may impose liability without regard to whether we knew of, or caused, the release of such
hazardous substances. We have conducted Phase I environmental site assessments for each of our properties in the United States at which we
manufacture products. The purpose of each such report is to identify, as of the date of such report, potential areas of environmental concern
related to past and present activities or from nearby operations. In certain cases, we have conducted further environmental assessments
consisting of soil and groundwater testing and other investigations deemed appropriate by independent environmental consultants. We believe
that, except to an extent that would not have a material adverse effect on our business, financial condition or results of operations, we are
currently in compliance with all environmental regulations in connection with our manufacturing operations, and that we have obtained all
environmental permits necessary to conduct our business. The amount of hazardous substances and wastes produced and generated by us may
increase in the future depending on changes in our operations. Any failure by us to comply with present or future regulations could subject us to
the imposition of substantial fines, suspension of production, alteration of manufacturing process or
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cessation of operations, any of which could have a material adverse effect on our business, financial condition and results of operations.

During one investigation, we discovered soil and groundwater contamination at our Hawthorne, California facility. We filed the requisite
reports concerning this problem with the appropriate environmental authorities in fiscal 2001. We have not yet received any response to such
reports, and no agency action or litigation is presently pending or threatened. We also have notified the prior owners of the facility and the
present owners and tenants of adjacent properties concerning the problem and have requested from such parties agreements to toll of the statute
of limitations for actions against such parties with respect to the contamination. Our site was previously used by other companies for
semiconductor manufacturing similar to that presently conducted on the site by us, and it is not presently known who is responsible for the
contamination or, if required, the remediation. The groundwater contamination is a known regional problem, not limited to our premises or our
immediate surroundings.

Competition

The markets in which we operate are highly competitive and characterized by evolving customer needs and rapid technological change. We
compete with a number of other manufacturers, some of which have significantly greater financial, technical and marketing resources than we
have. In addition, these competitors may have the ability to respond more quickly to new or emerging technologies, adapt more quickly to
changes in customer requirements, have stronger customer relationships, have greater name recognition and may devote greater resources to the
development, promotion and sale of their products than we do. As a result, we may not be able to compete successfully against designers and
manufacturers of specialized electronic systems and components, broadly speaking, or more specifically within the markets for security and
inspection systems, patient monitoring, diagnostic cardiology and anesthesia systems, or optoelectronic devices. Future competitive pressures
may materially and adversely affect our business, financial conditions and results of operations.

In the security and inspection market, competition is based primarily on factors such as product performance, functionality and quality, the
overall cost effectiveness of the system, prior customer relationships, technological capabilities of the products, price, local market presence and
breadth of sales and service organization. We believe that our principal competitors in the market for security and inspection products are Smiths
Detection; L-3 Communications Security and Detection Systems division; American Science and Engineering; Morpho Detection; SAIC; CEIA
and Nuctech. Competition could result in price reductions, reduced margins and loss of market share. Additionally, although our competitors
each offer products in competition with one or more of our products, our ability to supply a variety of system types means that we offer among
the widest array of solutions available from a single supplier. This variety of technologies also permits us to offer unique hybrid systems to our
customers that utilize two or more of these technologies, thereby optimizing flexibility, performance and cost to meet the customer's unique
application requirements.

In the patient monitoring, diagnostic cardiology and anesthesia systems delivery market, competition is also based on a variety of factors
including product performance, functionality, value and breadth of sales and service organization. We believe that our principal competitors in
the market for patient monitoring, diagnostic cardiology and anesthesia systems are Philips Medical; GE Healthcare; Mindray Medical, Cardiac
Science; Mortara Instrument; Driger Medical; Nihon Kohden; Penlon and Maquet. Competition could result in price reductions, reduced
margins and loss of our market share. We believe that our patient monitoring products are easier to use than the products of many of our
competitors because we offer a consistent user interface throughout many of our product lines. Finally, while some of our competitors are also
beginning to introduce portal technology, which allows remote access to data from the bedside monitor, central station or other point of care, we
believe that our competing technologies are superior in bringing instant access to labs, radiology and charting at the point of care. Although we
have established relationships with a number of large hospitals, we may not be able to successfully compete in the future with existing
competitors or with new entrants.
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In the markets in which we compete to provide optoelectronic devices and electronics manufacturing services, competition is based
primarily on such factors as expertise in the design and development of optoelectronic devices, product quality, timeliness of delivery, price,
customer technical support and on the ability to provide fully integrated services from application development and design through production.
We believe that our major competitors in the optoelectronic device market are Excelitas Technologies, Hamamatsu and First Sensor. Because we
specialize in custom subsystems requiring a high degree of engineering expertise, we believe that we generally do not compete to any significant
degree with any other large United States, European or Asian manufacturers of standard optoelectronic components. Competition in the
extensive electronic manufacturing services market ranges from multinational corporations with sales in excess of several billions of dollars, to
large regional competitors and to small local assembly companies. In our experience, the original equipment manufacturers to whom we provide
such services prefer to engage companies that offer both local and lower-cost off-shore facilities. As a result, our primary domestic competition
for these services is located in Southern California and in New England, where our U.S. facilities are also located. Such competition includes
CTS; Stellar Microelectronics; Senior Systems Technology; Celestica and Benchmark Electronics, among others. In addition, our high-volume,
low-cost contract manufacturing locations in Southeast Asia compete with other manufacturers in the same region.

Backlog

We measure our backlog as orders for which purchase orders or contracts have been signed, but which have not yet been shipped and for
which revenues have not yet been recognized.

We ship most of our baggage and parcel inspection, hold (checked) baggage screening, people screening, patient monitoring, diagnostic
cardiology and anesthesia systems and optoelectronic devices and value-added subsystems within one to several months after receiving an order.
However, such shipments may be delayed for a variety of reasons, including any special design or requirements of the customer. In addition,
large orders of security and inspection products typically require greater lead-times.

Certain of our cargo and vehicle inspection and hold (checked) baggage screening systems may require several months lead-time. We have
experienced some significant shipping delays associated with our cargo and vehicle inspection systems. Such delays can occur for many reasons,
including: (i) additional time necessary to conduct inspections at the factory before shipment; (ii) a customer's need to engage in time-consuming
special site preparation to accommodate the system, over which we have no control or responsibility; (iii) additional fine tuning of such systems
once they are installed; (iv) design or specification changes by the customer; and (v) delays originating from other contractors on the project.

As of June 30, 2011, our consolidated backlog totaled approximately $304 million, compared to approximately $240 million as of June 30,
2010 and approximately $203 million at June 30, 2009. Sales orders underlying our backlog are firm orders; although, from time to time we may
agree to permit a customer to cancel an order or an order may be cancelled for other reasons. Variations in the size of orders, product mix, or
delivery requirements, among other factors, may result in substantial fluctuations in backlog from period to period. Backlog as of any particular
date should not be relied upon as indicative of our revenues for any future period and cannot be considered a meaningful indicator of our
performance on an annual or quarterly basis.

Employees

As of June 30, 2011, we employed approximately 3,700 people, of whom 2,042 were employed in manufacturing, 428 were employed in
engineering or research and development, 387 were employed in administration, 370 were employed in sales and marketing and 467 were
employed in service capacities. Of the total employees, approximately 1,465 were employed in the Americas, 1,847 were employed in Asia and
382 were employed in Europe. Many of our employees in Europe have statutory collective bargaining rights. We have never experienced a work
stoppage or strike, and management believes that its relations with employees are good.
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Available Information

We are subject to the informational requirements of the Securities Exchange Act of 1934, as amended. Therefore, we file periodic reports,
proxy statements and other information with the Securities and Exchange Commission. Such reports, proxy statements and other information
may be obtained by visiting the Public Reference Room of the Securities and Exchange Commission at 100 F Street, N.E., Washington, D.C.
20549 or by calling the Securities and Exchange Commission at 1-800-SEC-0330. In addition, the Securities and Exchange Commission
maintains an Internet website (http://www.sec.gov) that contains reports, proxy statements and other information that issuers are required to file
electronically.

Our Internet address is: http://www.osi-systems.com. We make available, free-of-charge through our Internet website, our annual report on
Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, amendments to those reports filed or furnished pursuant to
Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended and reports filed pursuant to Section 16 of the Securities Exchange
Act of 1934, as amended. We do so as soon as reasonably practicable after electronically filing such material with, or furnishing it to, the
Securities and Exchange Commission.

ITEM 1A. RISK FACTORS

We encourage you to carefully consider all of the following risk factors when making investment decisions regarding our company. If any
of the following risks materialize, our business, financial condition and operating results could be materially adversely affected.

Fluctuations in our operating results may cause our stock price to decline.

Given the nature of the markets in which we participate, it is difficult to reliably predict future revenues and profitability. Changes in
competitive, market and economic conditions may cause us to adjust our operations. A high proportion of our costs are fixed, due in part to our
significant sales, research and development and manufacturing costs. Thus, small declines in revenue could disproportionately affect our
operating results. Factors that may affect our operating results and the market price of our Common Stock include:

demand for and market acceptance of our products;

competitive pressures resulting in lower selling prices;

adverse changes in the level of economic activity in regions in which we do business;

low or fluctuating levels of political stability in regions in which we do business;

adverse changes in industries, such as semiconductors and electronics, on which we are particularly dependent;

changes in the portions of our revenue represented by various products and customers;

delays or problems in the introduction of new products;

announcements or introductions of new products, services or technological innovations by our competitors;

variations in our product mix;
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availability of equity and credit markets to provide our customers with funding to make equipment purchases;

exchange rate fluctuations;

increased costs of raw materials or supplies;
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changes in the volume or timing of product orders;

timing of completion of acceptance testing of some of our products;

changes in regulatory requirements;

natural disasters; and

changes in general economic factors.
Unfavorable currency exchange rate fluctuations could adversely affect our profitability.

Our international sales and our operations in foreign countries expose us to risks associated with fluctuating currency values and exchange
rates. Gains and losses on the conversion of accounts receivable, accounts payable and other monetary assets and liabilities to U.S. dollars may
contribute to fluctuations in our results of operations. In addition, increases or decreases in the value of the U.S. dollar relative to other
currencies could have an adverse effect on our results of operations.

We face aggressive competition in many areas of business. If we do not compete effectively, our business will be harmed.

We encounter aggressive competition from numerous competitors in many areas of our business. In the security and inspection and patient
monitoring, diagnostic cardiology and anesthesia systems markets, competition is based primarily on such factors as product performance,
functionality and quality, cost, prior customer relationships, technological capabilities of the product, price, certification by government
authorities, local market presence and breadth of sales and service organization. In the optoelectronic devices and electronics manufacturing
markets, competition is based primarily on factors such as expertise in the design and development of optoelectronic devices, product quality,
timeliness of delivery, price, customer technical support and on the ability to provide fully-integrated services from application development and
design through volume subsystem production. We may not be able to compete effectively with all of our competitors. To remain competitive, we
must develop new products and enhance our existing products and services in a timely manner. We anticipate that we may have to adjust the
prices of many of our products to stay competitive. In addition, new competitors may emerge and entire product lines or service offerings may
be threatened by new technologies or market trends that reduce the value of these product lines or service offerings.

The September 11, 2001 terrorist attacks, subsequent attacks in other locations worldwide and the creation of the U.S. Department of
Homeland Security have increased financial expectations that may not materialize.

The September 11, 2001 terrorist attacks, subsequent attacks in other locations worldwide and the creation of the U.S. Department of
Homeland Security have created increased interest in our security and inspection systems. However, we are not certain whether the level of
demand will continue to be as high as it is now. We do not know what solutions will continue to be adopted by the U.S. Department of
Homeland Security, the U.S. Department of Defense, and similar agencies in other countries and whether our products will be a part of those
solutions. Additionally, should our products be considered as a part of the future security solutions, it is unclear what the level may be and how
quickly funding to purchase our products may be made available. These factors may adversely impact us and create unpredictability in revenues
and operating results.
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If operators of, or algorithms installed in, our security and inspection systems fail to detect weapons, explosives or other devices that
are used to commit a terrorist act, we could be exposed to product and professional liability and related claims for which we may not have
adequate insurance coverage.

Our business exposes us to potential product liability risks that are inherent in the development, manufacturing, sale and service of security
and inspection systems as well as in the provision of training to our customers in the use and operation of such systems. Our customers use our
security and inspection systems to help them detect items that could be used in performing terrorist acts or other crimes. Some of our security
and inspection systems require that an operator interpret an image of suspicious items within a bag, parcel, container or other vessel. Others
signal to the operator that further investigation is required. In either case, the training, reliability and competence of the customer's operator are
crucial to the detection of suspicious items.

Security inspection systems that signal to the operator that further investigation is required are sometimes referred to in the security industry
as "automatic" detection systems. Such systems utilize software algorithms (often designed to meet government requirements) to interpret data
produced by the system and to signal to the operator when a dangerous object may be present. Such algorithms are probabilistic in nature and are
also subject to significant technical limitations. Nevertheless, if such a system were to fail to signal to an operator when an explosive or other
contraband was in fact present, resulting in significant damage, we could become the subject of significant product liability claims.

Furthermore, security inspection by technological means is always circumstance and application-specific. In addition, our security and
inspection systems are not designed to work under all circumstances. We test the reliability of our security and inspection systems during both
their development and manufacturing phases. We also perform such tests if we are requested to perform installation, warranty or post-warranty
servicing. However, our security inspection systems are advanced mechanical and electronic devices and therefore can malfunction.

We also offer turn-key security screening solutions under which we perform certain of the security screening tasks that have historically
been performed by our customers. Such tasks include: design, layout and construction of the security checkpoint where the inspection equipment
is located; selection of the security equipment to be used at the checkpoint; selection, training and management of the personnel operating the
checkpoint; operation of the security screening equipment itself; interpretation of the images and other signals produced by the security
screening equipment; maintenance and security of the checkpoint as well as other related services. Such projects expose us to certain
professional liability risks that are inherent in performing security inspection services (in live checkpoint environments and over extended
periods of time) for the purpose of assisting our customers in the detection of contraband items, including items that could be used in performing
terrorist acts or other crimes. Although we utilize operational and other procedures, many of which are designed to our customers' specifications
and requirements, intended to limit the risk of failure, if a contraband item were to pass through the checkpoint and be used to perform a terrorist
act or other crime, we could become the subject of significant professional liability claims.

In addition, there are also many other factors beyond our control that could lead to liability claims should an act of terrorism occur. The
