Half Year report
Period Ending on 31 December 2004

introduced 30462002

Name of entity
ResMed Inc.

ARN or equivalent company Half yearly Half year Previous Corresponding
reference {tick) {*current period”} Period
N/A \/
31 December 2604 31 December 20063
Results for announcement to the market
{Rule 4.2A.3 ftem No. 2) US$600's
Revenues from ordinary activities ap 23% to 191,626

{Rule 4.2A3 Ttem No. 2.1}

Profit {loss) from ordinary activities after tax aitributable to members  up 9% to 31,330
{Rule 4.2A3 Ttem No. 2.2)

Net profit (loss) for the period atiributable to members ap 19% 1o 31,330
{Rule 4.2A.3 Ttem No. 2.3}

Dividends {distribuations) Amoust per security Franked amount per security
Final dividend N/A N/A

Interim dividend N/A N/A

Total

(Rule 42A3 ltem No.2.4) N/A N/A

Not applicable as the company has for the

time being a no-dividend policy.

“Record date for determining entitlements 1o the dividend

(Rule 4.2A.3 Ttem No. 2.5) N/A

Brief explanation of any of the figures reported above
{Rule 4.2A.3 Ttem No. 2.6}

Refer Hem 2, Management's Discussion and Analysis of Financtal Condition and Results of Operations, in
our Form 10-Q) for the half year ended December 31, 2004 and to our profit ansouncement dated February
4, 2005.




Net tangible assets per security
(Rule 4.2A.3 ltem No. 3}

31/12/04  31/12/63

Net tangible assets per share US$8.85 US$6.55
Net tangible assets per CDI A$1.13 AS$0.87

Details of entities over which control was gained during the period
(Rule 4.2A.3 ltlem No.4)

During the period we acquired substantially all the assets of Resprecare BV, our Puich distributor.
Refer note 11 in our Form 100 for the half vear ended December 31, 2004.

Details of entities over which control was lost during the period
(Rule 4.2A.3 ltlem No.4)

Ni

Dividend details
(Rule 4.2A.3 ltem Nos. 5 & 6}

Not applicable as the company has for the time being a no-dividend policy.

Details of associates and joint ventures
(Rule 4.2A.3 ltem No. 7}

Ni

Foreign entities
(Rule 4.2A.3 ltem No. 8}

The accounts have been prepared in accordance with US GAAP




Date

Signature

Name

Title

10 February 2063
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[ ] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15D) OF THE SECURITIES
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Commission file number
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PART I - FINANCIAL INFORMATION liem |
RESMED INC. AND SUBSIDIARIES
Condensed Consolidated Balance Sheets {Unaundited)
{Inn USS thousands, except share and per share data)
December 31, June 30,
2004 2004

ASSETS
Current assets:
Cash and cash equivalents $143,068 £128,907
Marketable securities available-for-sale (note 3) 21,976 12,021
Accounts receivable, net of allowance for doubtful accounts of $3,371 at

December 31, 2004 and $3,197 at June 30, 2004 76,861 67,242
Inventories, net {note 4} 64,854 55,797
Deferred income taxes 0,238 7,041
Prepaid expenses and other current assets 7,249 6,821
Total current assets 323,246 277,826
Property, plant and equipment, net {note 6} 166,395 147,268
Patents, net of accumulated amortization of $6,434 at December 31, 2004 and

$4,961 at June 30, 2004 5,856 4,814
Goodwill (note 7} 115,479 106,075
Other assets 9,511 8.173
Total non-current assets 301,245 266,330
Total assets $624,491 $£544,159
LIABILITIES AND STOCKHOLDERS' EQUITY
Current labilities:
Accounts payable $17,820 $18,574
Accrued expenses 28,134 22,591
Current portion of deferred revenue 11,337 8.759
Income taxes payable 14,895 8,470
Current portion of deferred profit on sale-leaseback 1,116 2,197
Total current liabilities 73,302 606,591
Non-carrent labilities:
Deferred revenue 16,540 8,819
Convertible subordinated notes (note 8) 113,250 113,250
Total non-current liabilities 123,790 122,069
Total lizbilities 167,092 182,660
Stockholders' equity:
Preferred Stock, $0.01 par value, 2,060,000 shares authorized; cone issued - -
Series A Junior Participating Preferred Stock, $0.G1 par value, 250,000 shares - -

authorized: none issued
Common stock, $0.004 par value, 100,008,000 shares authorized; issued and

outstanding 34,124,970 at December 31, 2004 and 33,858,272 at June 30, 2004

{excluding 1,127,459 and 886,369 shaces held as Treasury Stock respectively) 136 135
Additional paid-in caphal 143,051 132,875
Retained earnings 248,986 217,656
Treasury stock {41,405} (30,440)
Accumulated other comprehensive income {note 5 3 76,631 41,273
Total stockholders’ equity 427,399 361,499
Total liabilities and stockholders’ equity $624.491 $544.159

See accompanying notes to unandited condensed consolidated financial statements.
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PART I - FINANCIAL INFORMATION

Condensed Consolidated Statements of Income (Unandited)

Net revenue
Cost of sales

Gross profit

Operating expenses:

Selling, general and administrative
Research and development
Donation to research foundation
Resiructuring expenses {note 9)
Total operating expenses
Income from operations

Other income (expense), net:
Interest income (expense), net
Other, net

Toial other income (expense), net

Income before income taxes
Income taxes

Net income

Basic earnings per share

Diluted earnings per share {note 2 (j))

Basic shares outstanding (600's)
Diluted shares outstanding (606's)

RESMED INC. AND SUBSIDIARIES

{In USS thousands, except per share data}

Three Months Ended
Pecember 31,

Six Months Ended
December 31,

2004 2003 2004 2003
$103.893 $82,262 $191,626  $155,170
35,515 29,868 66,837 55,588
68,378 52,424 124,789 99,582
33,469 25,765 60,133 47,952
7.842 6,766 14,661 12,783
500 500 500 500
958 ; 2,926 ;
42,769 33,031 78,220 61,235
25,609 19,393 46,569 38,347
(159) (368) (480) (762)
679 1,883 710 1,231
520 1,515 230 469
26,129 20,908 46,799 38,816
(8,725) (6,757) (15,469) (12,416)
$17.404 $14,15]1 $31,330 $26.400
$0.51 $0.42 $0.92 $0.78
$0.49 $0.40 $0.89 $0.75
34,012 33,663 33,951 33,658
37,162 35,044 37.115 35,069

See accompanying notes to unaudited condensed consolidated financial statements.



PART I - FINANCIAL INFORMATION ltem 1
RESMED INC. AND SUBSIDIARIES
Unaudited Condensed Consolidated Statements of Cash Flows
(In LS} thousands)
Six Months Ended
December 31,

2004 2003
Cash flows from operating activities:
Net income $£31,330 $26.400
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 12,245 8221
Amortization of deferred borrowing cosls 411 406
Provision for service warrantics 678 103
Foreign currency options revaluation (1,056) {1,895}
Profit on sale and lease-back of building (1,264} {1,184y
Changes in operating assets and Habilities; net of effect of acquisitions:
Accounts receivable, net {3,948} {2,804}
Inventories (6,440} (5,184
Prepaid expenses and other current assets (185} 73
Accounts payable, accrued expenses and other liabilities 7,159 1,861
Net cash provided by operating activities 38,930 25,997
Cash flows from investing activities:
Puarchases of property, plant and eguipment £15,9583 (27,035)
Patenl registration costs (1,284} (1,324}
Purchase of non-trading investmenis (383} (9173
Cash paid for acquisitions (note 11} {5,828} (184}
Puarchases of marketable securities - available-for-sale (144,616) (37,908)
Proceeds from sale or maturity of marketable secuorities - available-for-sale 134,670 34,726
Net cash used in investing activities (33,399 (32,642}
Cash flows provided by financing activities:
Proceeds from issuance of common stock, net 10,177 11,639
Purchase of treasury stock {10.965}% (19.025%
Net cash used in financing activities {788) {7,386}
Effect of exchange rate changes on cash 9,418 7,002
Net increase (decrease) in cash and cash equivalents 14,161 {7,029
Cash and cash equivalents at beginning of period 128,907 114,491
Cash and cash equivalents at end of period $143,668 8107462
Supplemental disclosure of cash flow information:
Income taxes paid $12,870 $10,757
Interast paid 2,265 2,265

Seec accompanying notes to unaudited condensed consolidated Tinancial statements.



PART [ - FINANCIAL INFORMATHON [tem |

(1

(2)

RESMED INC. AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statements
(unaudited)

Organization and Basis of Presentation

ResMed Inc (the "Company"} is a Delaware Corporation formed in March 1994 as a holding
company for the ResMed Group. Through our subsidiaries, we design, manufacture and market
devices for the evaluation and treatment of sleep-disordered breathing, primarily obstructive sleep
apnea. Our manufacturing operations are located in Australia, Germany and the United States of
America. Major distribution and sales sites are located in the United States of America, Germany,
France, United Kingdom, Switzerland, Australia and Sweden.

The accompanying unaudited condensed consolidated financial statements have been prepared in
accordance with accounting principles generally accepted in the United States of America for
mferim financial information and with the instructions to Form 10-Q and Article 10 of Regulation
S-X of the Securities and Exchange Commission. Accordingly, they do not include all of the
mformation and footnotes required by generally accepted accounting principles for complete
financial statements. In the opinion of management, all adjustments (consisting of normal recurring
accruals) considered necessary for a fair presentation have been included. Operating results for the
six months ended December 31, 2004 are not necessarily indicative of the results that may be
expected for the vear ending June 30, 2005.

The consolidated financial statements for the six months ended December 31, 2004 and 2003 are
unaudited and should be read in conjunction with the consolidated financial statements and notes
thereto included in our Form 10-K for the year ended June 30, 2004.

Summary of Significant Accounting Policies
(ay Basis of Consolidation

The consolidated financial statements include the accounts of the Company and its wholly
owned subsidiaries. All significant infer-company transactions and balances have been
eliminated in consolidation.

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management estimates and assumptions that
affect amounis reported in the financial statements and accompanying notes. Actual results
could differ from management’s estimates.



PART [ - FINANCIAL INFORMATION ltem |

(2)

RESMED INC AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statements
(unaudited)

Summary of Significant Accounting Policies, Continued

(b)

(c)

(d)

Revenue Recognition

Revenue on product sales is generally recorded upen shipment, at which time title transfers to
the customer. Revenue on product sales which require customer acceptance is not recorded
until acceptance is received. Rovalty revenue from license agreemenis is recorded when
earned. Service revenue received in advance [rom service contracts is initially deferred and
recognized ratably over the life of the service confract. Revenue received in advance from
rental unit confracts is initially deferred and recognized ratably over the life of the rental
contract. Revenue from sale of marketing or distribution rights is initially deferred and
recognized ratably as revenue over the life of the confract. Freight charges billed to customers
are included in revenue. All freight-related expenses are charged to cost of sales.

We do nof recognize revenues to the extent that we offer a right of return or other recourse
with respect to the sale of our products, other than returns for product defects or other warranty
claims, nor do we recognize revenues if we offer variable sale prices for subsequent events or
activities. As part of our sales processes we may provide upfront discounts for large orders,
one time special pricing fo support new product infroductions, sales rebates for centralized
purchasing entities or price-breaks for regular order velumes. The costs of all such programs
are recorded as an adjustment fo revenue. In our U.S. sales activities we use a number of
manufacturer representatives to sell our products. These representatives are paid a direct
commission on sales and act as an integral component of our U.S. sales force. We do not sell
our products fo these representatives and do not recognize revenue on such shipments. Our
products are predominantly therapy-based equipment and require no installation. As such, we
have no significant installation obligations.

Cash and Cash Equivalents

Cash equivalents include certificates of deposit, commercial paper, and other highly liquid
mvestments and are stated af cost, which approximates market. Investments with original
maturities of 90 days or less are considered to be cash equivalents for purposes of the
consolidated statements of cash flows.

Inventories

Inventories are stated at the lower of cost, determined principally by the first-in, first-out
method, or net realizabie value. We review and provide for any product obsolescence in our
manufacturing and distribution operations with assessments of individual products and
components (based on estimated future usage and sales) being performed throughout the year.



PART [ - FINANCIAL INFORMATION ltem |

(2)

RESMED INC AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statements
(unaudited)

Summary of Significant Accounting Policies, Continued

(e)

(H

(g)

Property, Plant and Equipment

Property, plant and equipment, including rental equipment, is recorded at cost. Depreciation
expense 1s computed using the straight-line method over the estimated useful lives of the
assets, generally two to fen years except for buildings which are depreciated over an estimated

purposes. Maintenance and repairs are charged fo expense as incurred.
Patents

The registration costs for new patents are capitalized and amortized over the estimated useful
life of the patent, generally five years. In the event of a patent being superseded, the
unamortized costs are written ofl immediately.

Goodwill

We conducted our annual review for goodwill impairment as at June 30, 2004, In conducting
our review of goodwill impairment, we identified reporting units, being components of our
operating segment, as each of the entities acquired and giving rise fo the goodwill. The fair
value for each reporting unit was determined based on discounted cash flows and invelved a
two step process as follows:

Step 1 - Compare the fair value for each reporting unit o its carrying value, including
goodwill. For each reporting unit where the carrying value, including goodwill,
exceeds the reporting unit's fair value, move on to step 2. If a reporting unit’s fair
value exceeds the carrying value, no further work is performed and no impairment
charge is necessary.

Step2 - Allocate the fair value of the reporting unit to its identifiable tangible and non-
goodwill intangible assets and liabilities. This will derive an implied fair value for
the goodwill. Then, compare the implied fair value of the reporting unit’s goodwill
with the carrying amount of the reporting unit's goodwill. 1f the carrying amount of
the reporting unit’s goodwill is greater than the implied fair value of its goodwill,
an impairment loss must be recognized for the excess.

The results of the review indicated that no impaired goodwili existed af June 30, 2004.



PART [ - FINANCIAL INFORMATION [tem |

(2)

RESMED INC AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statements
(unaudited)

Summary of Significant Accounting Policies, Continued

(h)

o)

Foreign Currency

The consolidated financial statements of our non-U.S. subsidiaries, whose functional
currencies are other than U.S. dollars, are translated into U.S. dollars for financial repotting

than the U.S. dollar are translated at pericd end exchange rates, and revenue and expense
transactions are franslated at average exchange rafes for the period. Cumulative translation
adjustmenis are recognized as part of comprehensive income, as described in Note 5, and
are included in accumulated other comprehensive income in the consolidated balance sheet
untii such fime as the subsidiary is sold or substantially or completely liquidated. Gains and
losses on transactions denominated in other than the functional currency of the entity are
reflected in operafions.

Research and Development
All research and development costs are expensed in the peried incurred.
Earnings Per Share

We calculate earnings per share in accordance with Statement of Financial Accounting
Standards No. 128, “Earnings per Share”™ (“SFAS 1287). SFAS 128 requires the presentation
of “basic” earnings per share and “diluted” earnings per share. Basic earnings per share is
computed by dividing the net income available to common sharehoiders by the weighted
average number of shares of common stock outstanding. For purposes of calculating diluted
earnings per share, net income is adjusted for the after-tax amount of inferest associated with
convertible debt, and the denominator includes both the weighted average number of shares of
common stock outstanding and the number of dilutive common stock equivalents such as
stock options and convertible notes.
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RESMED INC AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statements
(unaudited)

Basic and diluted earnings per share for the periods ended December 31, 2004 and 2003 are
calculated as follows:

Three Months Ended Six Menths Ended
December 31, December 31,
2004 2003 2004 2003

Numerator:
Net Income $17.404 $14,151 $31,330  $26,400
Adjustment for interest and deferred borrowing

costs, net of income 1ax effect 821 - 1,642 -
Net Income. used in calculating diluwed
earnings per share $1R8,225 $14,151 $32,972 $26,400
Denominator:
Basic weighted-average common shares outstanding 34,012 33,663 33,051 33,658
Effect of dilutive securities:
Stock options 1,221 1,381 1,295 1,411
Convertible subordinated notes 1,869 - 1,869 -
Diluted potential commeon shares 3,090 1,381 3,164 1,411
Dituted weighted-average shares 37102 35,044 37,115 35,069
Basic earnings per share £0.51 $0.42 $0.92 $0.78
Diluted ecarnings per share $0.49 $0.40 $0.89 $0.75

Stock options of 67,000 and 1,017,000 for the three month periods ended December 31, 2004
and 2003 respectively, and stock options of 568,000 and 1,006,000 for the six month periods
ended December 31, 2004 and 2003 respectively, were not included in the computation of
diluted earnings per share as the effect of exercising these options would have been anti-
dilutive.



PART [ - FINANCIAL INFORMATHON [tem |

(2)

RESMED INC. AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statements
(unaudited)

Summary of Significant Accounting Policies, Continued

(k)

Financial Instruments

The carrying value of financial instruments, such as cash and cash equivalents, marketable
securities available-for-sale, accounts receivable and accounts payable approximate their fair
value because of their short-term nature. The estimated fair value of the Company's long-term
debt at December 31, 2004 approximates $119.5 miilion compared with the carrying value of
$113.3 million. Foreign currency option contracts are marked to market and therefore reflect
their fair value. We do not hold or issue financial instruments for trading purposes.

The fair value of financial instruments is defined as the amount at which the instrument could
be exchanged in a current fransaction between willing parties.

Foreign Exchange Risk Management

We enter into various types of foreign exchange contracts in managing our foreign exchange
risk, including derivative financial instruments encompassing forward exchange contracts and
foreign currency options.

The purpose of our foreign currency hedging activities is to protect us from adverse exchange
rafe fluctuations with respect to net cash movements resulting from the sales of products to
foreign customers and Australian manufacturing activities. We enter into foreign currency
option confracts to hedge anticipated sales and manufacturing costs, principally denominated
in Australian doliars and Euros. The terms of such foreign currency option contracts generally
do not exceed three years.

Our foreign currency derivatives portfolio represents a cash flow hedge program against the
net cash flow of our international manufacturing operations. We have determined our hedge
program to be a non-effective hedge as defined under SFAS 133, The foreign currency
derivatives portfolio is recorded in the consolidated balance sheets at fair value and included
in other assets or other liabilities.

All movements in the fair value of the foreign currency derivatives are recorded within other
income, net on our consolidated statements of income.

We are exposed fo credit-related losses in the event of non-performance by counter parties to
financial instruments. The credit exposure of foreign exchange options at December 31, 2004
and June 30, 2004 was $3.7 million and $2.0 million respectively, which represents the
positive fair value of opfions held by us and are included in other assets on the consolidated
balance sheet.

We held foreign currency option confracts with notional amounts fotaling $132.4 million and
$140.6 million at December 31, 2004 and June 30, 2004, respectively, to hedge foreign
currency items. These contracts mature at various dates prior to July 2007.

11
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(2)

RESMED INC. AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statements
(unaudited)

Summary of Significant Accounting Policies, Continued

(m) Income Taxes

(n)

(0)

We account for income taxes under the asset and liability method. We recognize deferred tax
assets and liabilities for the future fax consequences atiributable to differences between the
financial statement carrying amounts of existing assets and liabilities and their respective tax
bases. Deferred tax assets and liabilities are measured using enacted tax rates expected fo
apply to taxable income in the years in which those temporary differences are expected to be
recovered or settled. The effect on deferred tax assets and liabilities of a change in tax rates is
recognized in income in the period that includes the enactment date.

Marketable Securities

Management determines the appropriate classification of our investments in debt and equity
securities at the time of purchase and re-evaluates such determination at each balance sheet
date. Debt securities for which we do not have the intent or ability to hold o maturity are
ciassified as available-for-sale. Securities available-for-sale are carried at fair value, with the
unrealized gains and losses, net of tax, reported in accumulated other comprehensive income.

At December 31, 2004 the investments in debt securities were classified on the accompanying
consoelidated balance sheet as marketable securities available-for-sale. These investments are
diversified among high credit quality securities in accordance with our investment policy.

As at December 31, 2004, contractual maturities of marketable securities available-for-sale
were (in thousands):

Due less than one year 821,976
Dug one to fess than three years -

Due more than three years -

Total 521,976

Warranty

Estimated fufure warranfy costs related to cerfain products are charged to operations in the
petiod in which the related revenue is recognized.

Changes in the liability for product warranty for the six months ended December 31, 2004 are
as follows (in thousands):

Balance as at July 1, 2004 $1,557
Warranty accruals for the six months ended December 31, 2004 678
Warranty costs incurred for the six months ended December 31, 2004 {242)
Balance as at December 31, 2004 $1,993
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(2)

RESMED INC. AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statements
(unaudited)

Summary of Significant Accounting Policies, Continued

(p)

(g)

(1)

(s)

Impairment of Long-Lived Assets

We periodically evaluate the carrying value of Iong-lived assets o be held and used, including
cerfain identifiable intangible assets, when events and circumstances indicate that the carrying
amount of an asset may not be recovered. Recoverability of assets fo be held and used is
measured by a comparison of the catrying amount of an asset to future net cash flows expected
to be generated by the asset. If such assets are considered to be impaired, the impairment fo be
recognized is measured by the amount by which the carrying amount of the assefs exceed the
fair value of the assets. Assets o be disposed of are reported at the lower of the carrying
amount or fair value less costs {o sell.

Cost-Method Investments

The aggregate carrying amount of our cost-method investments at December 31, 2004 were
$5.3 million. At June 30, 2004, we performed our annual impairment analysis of the carrying
value of these investments and determined that the fair value of the investments exceeded the
carrying values and no uarealized losses existed.

Capitalized Software Production Costs

Software development costs have been capitalized and will be amortized to the cost of product
revenues over the estimated economic lives (generally three to five years) of the products that
include such software. Total net capitalized software production costs were $0.9 million and
$1.2 million at December 31, 2004 and June 30, 2004 respectively.

Stock-based Employee Compensation

We have granted stock options to personnel, including officers and directors, under both our
1995 Option Plan and our 1997 Equity Participation Plan (collectively the "Plans™). These
options have expiration dates of fen years from the date of grant and vest over three or four
years. We granted these options with the exercise price equal to the market value as
determined at the date of grant. We have also offered to our personnel, including officers and
directors, the right to purchase shares of our common stock at a discount under cur employee
share purchase plan (‘ESPP’}.
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(2)

Summary of Significant Accounting Policies, Continued

(s)

ResMed Inc. and Subsidiaries
Notes to Condensed Consolidated Financial Statements

(unaudited)

Stock-based Employee Compensation (continued)

We apply APB Opinion No. 25, “Accounting for Stock lssued to Employees™ and related
Interpretations, in accounting for our equity plans. No stock-based employee compensation
cost is reflected in net income, as all options granted under those plans had an exercise price
equal to the market value of the underlying common stock on the date of grant (or within
permitted discounfed prices as it pertains to the employee stock purchase plan). The
following table illustrates the effect on net income and earnings per share if we had applied

the fair value recognition provisions of SFAS

Compensation, fo stock-based employee compensation.

123, Accounting for Stock-Based

Three Months Ended Six Months Ended
December 31, December 31,
2004 2003 2004 2003

Net income, as reporied £17,404 $14,151 $31,330 $26.400
Deduct: Total stock-based employee
compensation expense determined
under lair value based method for all awards,
net of related tax effecis. (1,850% {1,586) (3,493} (3,151
Pro Torma net income £15,5534 $12,565 27,837 $23,249
Earnings per share:
Basic - as reported $0.51 $0.42 $0.92 $0.78
Basic - pro forma $0.46 $0.37 $0.82 $0.69
Diluted - as reported (note 2 (j)) $0.49 $0.40 $0.89 $0.75
Diluted - pro forma $0.44 $0.36 $0.79 $0.66

The fair value of stock options granted under our stock option plans and purchase rights
granted under cur ESPP is estimated on the date of the grant using the Black-Schoeles option-
pricing model with the following weighted average assumptions:

Three Months Ended Six Months Ended
December 31, December 31,
2004 2003 2004 2003
Stock Options
Weighted average risk-free interest rate 3.2% 2.4% 3.2% 2.4%
Dividend yield - - - -
Expected option life in years 3542 4042 3542 4.0 -4.2
Volatility 38% 606% 38% 60%
ESPP Purchase rights:
Weighted average risk-lIree interest rate 2.4% - 2.1% -
Dividend vield - - - -
Expected option life in years 6 months - & months -
Volatility 35% - 35% -
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RESMED INC. AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statements
(unaudited)

(3) Marketable Securifies

The estimated fair value of marketable securities available for sale as of December 31, 2004 and
June 30, 2004 are $22.0 million and $12.0 million respectively.

Expected maturities may differ from contractual maturities because the issuers of the securities may

have the right to prepay obligations without prepayment penalties.

(4y Inventories

Inventories were comprised of the following at December 31, 2004 and June 30, 2004 (in

thousands):
December 31, June 390,
2004 2004
Raw materials $23,007 $15,277
Work in progress 2,222 2,254
Finished goods 36,625 38,266
64,834 $55,797

(5y Comprehensive Income

Movements in comprehensive income for the six months ended December 31, 2004 are presented
below (in thousands):

Foreign Unrealized Accumudated Other  Retalned Accumulated

Currency Gains (Lossesy  Comprehensive Earnings Comprehensive
{in LISY 004Fs) ftems on Securities Income (Loss) Income {Lossy
Beginning balance, July |, 2004 41,267 56 341,273 $217.6356 $258,929
Current period change 35,363 {53 35,338 31,330 66,688
Ending batance, December 31, 2004 $76.630 B $76.631 $248.980 $325.617

The Company does not provide for US income taxes on foreign currency franslation adjustments
since 1t does not provide for such taxes on undistributed earnings of foreign subsidiaries.
Accumulated other comprehensive income at December 31, 2004 and June 30, 2004 consisted of
foreign currency translation adjustments with net eredit balances of $76.6 million and $41.3 miilion,
respectively and unrealized gains on securifies with net credit balance of $1,000 (net of tax of $300)
and $6,000 (net of tax of $2,000), respectively.
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(unaudited)

Property, Plant and Equipment

Property, plant and equipment is comprised of the following as of December 31, 2004 and June 30,
2004 (in thousands):

Dec 31, 2004 June 30, 2004

Machinery and equipment $39280 $33,605
Computer equipment 38,608 33,542
Furniture and fixiures 15,416 13,613
Vehicles 2328 2,615
Clinical, demonstration and reatal equipment 26,617 21,763
Eeasehold improvements 3,067 1,346
ELand 36,561 32,990
Buildings 77,113 68,249
Construction in Progress 2,605 475
241,985 207,598

Accumulated depreciation and amortization (75,586) (60.330)
$166,399 $147.268

Goodwill and Other Intangible Assets

Changes in the carrying amount of goodwill for the six months ended December 31, 2004, were as
follows:

(In thousands)

Balance at June 34, 2004 $106,075
Goodwill on acquisition of the assets of Resprecare BV {our former Dutch distributor) 5,343

Foreign currency franslation adjustments 8,061

Balance at December 31, 2004 $119.479

Other intangible assets amounted fo $5.9 million (net of accumulated amortization of $6.4 million}
and $4.8 million (net of accumulated amortization of $5.0 million) at December 31, 2004 and June
30, 2004, respectively. These intangible assets consist of patents and are amortized over the
estimated useful life of the patent, generally five years. There are no expected residual values
related fo these infangible assets,

Long-Term Debt

On June 20, 2001 we issued $150.0 miliion of 4% convertible subordinated notes that are due to
mature on June 20, 2006. On July 3, 2001, we received an additional $30.0 miilion in over

aliotments. This increased the total amount of convertible subordinated notes issued to $180.0
million.
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Long-Term Debt, Continued

During the six months ended December 31, 2004, and during the year ended June 30, 2004, we did
not repurchase any of our convertible subordinated notes.

During the vear ended June 30, 2003, we repurchased $10.0 miilion face value of our converfible
subordinated notes. The total purchase price of the notes was $9.4 million, including $0.2 million
in accrued inferest. We recognized a gain of $0.3 million, nef of tax of $0.2 million, on these
transactions.

During the year ended June 30, 2002, we repurchased $56.8 million face value of our convertible
subordinated notes. The total purchase price of the notes was $49.1 million, including $0.6 million
in accrued inferest. We recognized a gain of $4.0 million, net of tax of $2.5 million on these
fransactions.

As at December 31, 2004, we had convertible subordinated notes cutstanding of $113.3 million.

The notes are convertible, at the option of the holder, at any time on or prior fo maturity, info shares
of common stock of ResMed Inc. The notes are curtently convertible af a conversion price of
$60.60 per share, which is equal to a conversion rate of 16.5017 shares per $1.,000 principal amount
ol notes, subject to adjustment.

We may redeem some or all of the notes at any time on or after June 22, 2004, but prior to June 20,
2003, at a redemption price equal to 101.6% of the principal amount of notes redeemed, and at any
time after June 19, 2003, at a redemption price of 100.8% of the principal amount of notes, plus in
any case accrued and unpaid interest, if any, to the redemption date, if the closing price of our
common stock has exceeded 130% of the conversion price then in effect for at least 20 trading days
within a period of 30 consecutive trading days ending on the trading day before the date of mailing
of the optional redemption notice.

The notes are general unsecured obligations and are subordinated to all of our existing and future
senior indebtedness and will be effectively subordinated to all of the indebtedness and labilities of
our subsidiaries. The indenture governing the notes does not limit us or our subsidiaries from
incurring senior indebtedness or other indebtedness.

Interest is paid on the notes on June 20 and December 20 of each year.
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Restructuring Expenses

Restructuring expenses incurred during the three months and six months ended December 31, 2004
were $1.0 million ($0.6 million net of tax) and $2.9 million ($1.8 million net of fax), respectively.
Restructuring expenses (predominantly one-time fermination benefits) are associated with the
Company's decision to integrate the separate operations of ResMed Germany and MAP iate a single
operating unit. This will imvolve the relocation of our ResMed Germany operation (currently
located in Moenchengladbach) to Munich and integration of the back office functions including
customer service, logistics and administration. It will also involve infegration of the sales and
marketing feams. The total restructure expenses including the expenses recognized in the six
months ended December 31, 2004, are estimated to be $4.5 million (2.7 million net of tax). We
expect to incur the balance of the restructure expenses over the course of the 2005 fiscal year.

Following is a summary of the restructuring liabilities related fo the restructure and infegration of
the separate operations of ResMed Germany and MAP into a single operating unit, that were
recorded during the six-months ended December 31, 2004 (in thousands):

Accrued employee costs Other accrued costs Fotal accrued costs
Balance at July 1, 2604 - - -
Restructuring expenses $2.865 61 $2.926
Cash payments (1,267 {43 (1,310}
Balance at December 31, 20604 51,598 18 81,616

Substantially all of the accrued obligations are expected to be paid by June 30, 2005. Restructuring
expenses mcurred are recorded in the consolidated statement of income as restructuring expenses.

Commitments and Contingencies

In the normal course of business, we are subject to routine litigation incidental to our business.
While the results of this Itigation cannot be predicted with cerfainty, we believe that their final
outcome will not have a material adverse effect on our consolidated financial statements faken as a
whole.

During September and October 2004, the Company received tax assessment notices for the audit of
one of its German subsidiaries by the German tax authorities for the years 1996 through 1998.
Certain of these adjustments are being contested and appealed to the German tax authority office,
We believe no additional provision is necessary for any tax adjustment that may result from the fax
audit. However, the outcome of the audit cannot be predicted with cerfainty. Should any tax audit
issues be reselved in a manner not consistent with management’s expectations, the Company could
be required to adjust its provision for income tax in the period of resolution.
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Commitments and Contingencies, Confinued

We have given guarantees totaling $1.3 million relating to guarantees required by statutory
authorities as a pre-requisife to developing our sife at Norwest Business Park, near Sydney,
Australia, and to guarantees required by contracts with nsurance companies transacting with our
German subsidiaries.

Business Acquisiions
Six menths ended December 31, 2004

On December 1, 2004 we acquired substantiaily all the assets of Resprecare BV, our Dufch
distributor for consideration of $5.8 miilion in cash. Under the purchase agreement, we may also be
required to make up to $1.4 million of additional future payments based on the achievement of
certain performance milestones following the acquisition through to December 31, 2003, of which
$0.6 million became payable at December 31, 2004, as a result of the successful achievement of a
performance milestone. The acquisition has been accounted for as a purchase and accordingly, the
results of operations of Resprecare have been included within our consolidated financial statements
from December 1, 2004. An amount of $5.3 million, representing the excess of the purchase price
over the fair value of preliminary identifiable net assets acquired of $1.1 million (comprising
mventory and fixed assets), has currently been recorded as goodwill. We have engaged an
independent third party to prepare a valuation of identifiable assets, including intangibles, associated
with the Resprecare acquisition. As a result of this valuation, any value assigned to identifiable
itangibles will be reclassitied from goodwiil and will be amortized over their estimated useful life.
We expect to complete our review and allocation of the purchase price in the three-moenth period
ending March 31, 2005.

Pro-forma financial information asscciated with the acquisition of Resprecare are not included as
the effects would not be significant fo the consolidated financial staterments.

Fiscal vear ended June 30, 2004

On July 2, 2003, we acquired the assets of Respro Medical Company Limited ("Respro™), our Hong
Kong distributor for total consideration of $184,000 in cash. The acquisition has been accounted for
as a purchase and accordingly, the resulis of operations of Respro has been included within our
consolidated financial statements from July 2, 2003, An amount of $89,000, representing the excess
of the purchase price over the fair value of net identifiable assets acquired of $95,000, has been
recorded as goodwiil.
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Overview

The following is an overview of the resulis of the three-month and six-month periods ended December
31, 2004. It should be read together with the detail provided in the individual sections below.

We are a developer, manufacturer, and marketer of medical equipment for the diagnosis, treatment and
management of sleep-disordered breathing. We offer a comprehensive range of product in over 60
countries. We derive our revenue primarily from the sale of medical devices and accessories to freat
individuals who suffer from sleep-disordered breathing.

During the three-month and six-month periods ended December 31, 2004, our net revenue increased by
26% and 23%, respectively, and gross profit increased by 30% and 25%, respectively, when compared to
the three-month and six-month periods ended December 31, 2003. These results were primarily driven by
increasing unit sales of our products. Earnings per share for the three-month period ended December 31,
2004 increased to $0.49 per share, up from $0.40 per share in the December 2003 guarter. Earnings per
share for the six-month period ended December 31, 2004 increased to $0.89 per share, up from $0.75 per
share m the December 2003 guarter. We experienced a favorable product mix due to increased sales of
higher margin products during the three-menth and six-month periods ended December 31, 2004, and this
resulted in improved gross margins compared to the prior year periods. For the three-month and six-
month periods ended December 31, 2004, we recognized restructuring expenses of $2.9 million and $0.9
million respectively, associated with the integration of our German operations.

Net Revenue

Net revenue increased for the three months ended December 31, 2004 to $103.9 million from $82.3
miilion for the three months ended December 31, 2003, an increase of $21.6 million or 26%. For the six
months ended December 31, 2004 net revenue increased to $191.6 million from $155.2 million for the six
months ended December 31, 2003, an increase of $36.4 million or 23%. Both the three month and six
month increases in net revenue are primarily atiributable to an increase in unif sales of our flow generators
and masks. Sales also benefited from an appreciation of international currencies against the U.S. doliar
(increasing sales by approximately $3.7 million and $6.8 million for the three and six month periods
respectively).

Net revenue in North and Latin America increased for the three months ended December 31, 2004 to
$52.3 miliion from $41.1 miilion for the three months ended December 31, 2003, an increase of $11.2
million or 27%. For the six months ended December 31, 2004, North and Latin America net revenue
increased to $97.9 million from $75.7 million for the six months ended December 31, 2003, an increase
of §22.2 million or 29%. We believe this growth primarily reflects increased public and physician
awareness ol sleep-disordered breathing.
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Net Revenue, Continued

Net revenue in international markets for the three months ended December 31, 2004 increased to $51.6
miilion from $41.2 million for the three months ended December 31, 2003, an increase of $10.4 million
or 25%. For the six months ended December 31, 2004, net revenue in miernational markets increased fo
$93.7 millien from $79.5 million for the six months ended December 31, 2003, an increase of $14.2
million or 18%. International sales growth for both the three-month and six-month periods ended
December 31, 2004 reflect organic growth in the overall sleep-disordered breathing market and
appreciation of infernafional currencies against the U.S. dollar.

Revenue from sales of flow generators for the three months ended December 31, 2004 increased by 27%
compared to the three months ended December 31, 2003 including increases of 21% in North and Latin
America and 32% elsewhere. Revenue from sales of mask systems, motors and other accessories
increased by 25% including imcreases of 32% in North and Latin America and 17% elsewhere, for the
three months ended December 31, 2004 compared to the three months ended December 31, 2003, These
increases primarily reflect growth in the overall sleep-disordered breathing market and appreciation of
international currencies against the U.S. doliar.

For the six months ended December 31, 2004, revenue from sales of flow generators increased by 20%
compared to the six months ended December 31, 2003; 20% in North and Latin America and 19%
internationally. Revenue from sales of mask systems, motors and other accessories increased by 27%;
37% in North and Latin America and 16% infernationally, for the six months ended December 31, 2004
compared to the six months ended December 31, 2003. These increases primarily reflect growth in the
overall sleep-disordered breathing market and appreciation of international curtencies against the U.S.
dollar.

Gross Profit

Gross profit increased for the three months ended December 31, 2004 to §68.4 million from $52.4 million
for the three months ended December 31, 2003, an increase of $16.0 miilion or 30%. Gross profit as a
percentage of net revenue for the three months ended December 31, 2004 was 66%, compared o 64% for
the three months ended December 31, 2003, reflecting a more favorable product mix (due to increased
sales of higher margin masks and new product introductions) partially offset by the impact of higher
manufacturing costs in our Australian manufacturing facility resulting from a stronger Australian dollar
against the U.S. dollar, as the majority of manufacturing labor and overhead costs are mcurred in
Australia.

For the six-months ended December 31, 2004 gross profit increased to $124.8 miilion from $99.6 million
in the same period of fiscal 2003, an increase of $25.2 million or 25%. Gross profit as a percentage of net
revenue for the six-months ended December 31, 2004 was 65% compared o 64% for the six months
ended December 31, 2003. This also reflects a more favorable product mix (due fo increased sales of
higher margin masks and new product introductions) partially offset by higher manufacturing labor and
overhead costs resulting from a stronger Australian dellar against the U.S. dollar, as the majority of
manufactaring fabor and overhead costs are incurred in Australia.



PART [ - FINANCIAL INFORMATION [temn: 2

RESMED INC. AND SUBSIDHARIES

Management Discussion and Analysis of Financial Condition and Results of Operations

Selling, General and Administrative Expenses, Continued

Selling, general and administrative expenses increased for the three moaths ended December 31, 2004 to
$33.5 million from $25.8 million for the three months ended December 31, 2003, an increase of $7.7
miilion or 30%. As a percentage of net revenue, selling, general and administrative expenses for the three
months ended December 31, 2004 was 32% compared o 31% for the three months ended December 31,
2003. The increase in selling, general and administrative expenses was primarily due to an increase in the
number of sales and administrative personnel and other expenses related to the increase in our sales. The
increase in SG&A expenses was also attributable to appreciation of international currencies against the
US dollar, which added approximately $1.4 million fo our expenses as reported in U.S. dollars.

Selling, general and administrative expenses for the six months ended December 31, 2004 increased to
$60.1 million from $48.0 million for the six months ended December 31, 2003, an increase of $12.1
million or 25%. As a percentage of net revenue selling, general and administration expenses of 31% for
the six months ended December 31, 2004 was consistent with the six months ended December 31, 2003,
The increase in selling, general and administrative expenses was primarily due fo an increase in the
number of sales and administrative personnel and other expenses related to the increase in our sales. The
increase in SG&A expenses was also attributable to appreciation of infernational currencies against the
US dollar, which added approximately $2.6 million fo our expenses as reported in U.S. dollars.

Research and Development Fxpenses

Research and development expenses increased for the three months ended December 31, 2004 o $7.8
miilion from $6.8 million for the three months ended December 31, 2003, an increase of $1.0 million or
15%. As a percentage of net revenue, research and development expenses were 8% for the three-months
ended December 31, 2004, consistent with the three months ended December 31, 2003. The increase in
research and development expenses was due to increased salaries associated with an increase in personnel
and increased charges for consulting fees, clinical trials and technical assessments incurred fo facilitate
development of new products. The increase also reflects an appreciation of the Australian dollar against
the U.S. dollar, as the majority of research and development costs are incurred in Australian doliars. The
appreciation of infernational currencies against the U.S. doliar added approximately $0.4 million to our
research and development expenses as reporfed in U.S. dellars.

For the six-month period ended December 31, 2004 research and development expenses increased to
$14.7 million from $12.8 miilion for the same peried in fiscal 2003, an increase of $1.9 million or 15%.
As a percentage of net revenue, research and development expenses were 8% for the six months ended
December 31, 2004, consistent with the six-months ended December 31, 2003. The increase in research
and development expenses was due to increased salary costs associated with an increase in personnel and
increased charges for consulting fees, clinical trials and fechnical assessments incurred to facilitate
development of new products. To a large extent, it also reflects an appreciation of the Australian dollar
against the U.S. dollar, as the majority of research and development costs are incurred in Australian
dollars.  For the six months ended December 31, 2004, the appreciation of international currencies
against the U.S. dollar added approximately $0.8 million to our research and development expenses as
reported in U.S. dollars.
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Donations to Foundations

In the three-month period ended December 31, 2004 we committed a donation of $0.5 million to the
ResMed Foundations. The foundations were established to promote awareness ol and research into the
serious medical consequences of untreated sleep disordered breathing.

Restructuring Expenses

Restructuring expenses incurred during the three months ended December 31, 2004 were $1.0 million
($0.6 million net of tax) and consisted of restructuring charges associated with our decision to infegrate
the geparate operations of ResMed Germany and MAP into a single operating unit. This will invoive the
relocation of our ResMed Germany operation {(currently located in Moenchengiadbach) to Munich and
integration of the back office functions including customer service, logistics and administration. It will
also involve integration of the sales and marketing teams. The total restructure expenses including the
expenses recognized in the current quarter, are estimated at $4.5 million ($2.7 million net of tax). We
expect to incur the balance of the restructure expenses over the course of fiscal year 2005,

Other Income (Expense), Net

Other income, net for the three months ended December 31, 2004 was $0.5 million compared to $1.5
million for the three months ended December 31, 2003. Other income, nef primarily reflects gains on
foreign exchange and inferest income from cash and marketable securities, partially offset by interest
expense associated with our convertible subordinated notes. The decrease in other income, net was
predominantly attributable to lower foreign currency exchange gains.

Other income, net for the six months ended December 31, 2004 was $0.2 million compared te income of
$0.5 million for the six months ended December 31, 2003. The decrease in other income was
predominantly attributable to lower net foreign currency exchange gains.

Income Taxes

Our effective income tax rate for the three months ended December 31, 2004 was 33.4% compared to
32.3% for the three moenths ended December 31, 2003 and for the six-month period ended December 31,
2004 increased to 33.0% from 32.0% for the six-month period ended December 31, 2003. The higher tax
rate was primarily attributable to the geographical mix of taxable income, partially offset by the tax
benefit associated with our restructuring expenses. We continue to benefit from the Australian corporate
fax rate of 30%, as we generate a majority of our faxable income in Australia.

Ead
Lad



PART [ - FINANCIAL INFORMATION [temn: 2

ResMed Inc. and Subsidiaries
Management Discussion and Analysis of Financial Condition and Results of Operations

Business Acquisitions

On December 1, 2004, we acquired substantially all the assets of Resprecare BV, our Dutch distributor for
consideration of $5.8 million in cash. Under the purchase agreement, we may also be required to make up
t0 $1.4 million of additional future payments based on the achievement of cerfain performance milestones
following the acquisition through to December 31, 2005, of which $0.6 million became payable at
December 31, 2004 as a result of the successful achievement of a performance milestone. The acquisition
has been accounted for as a purchase and accordingly, the results of operations of Resprecare have been
included within our consolidated financial statements from December 1, 2004, An amount of $5.3
million, representing the excess of the purchase price over the fair value of preliminary identifiable net
assets acquired of $1.1 million {comprising inventory and fixed assets), has currently been recorded as
goodwill. We have engaged an independent third party fo prepare a valuation of identifiable assets,
including intangibles, associated with the Resprecare acquisition. As a result of this valuation, any value
assigned to identifiable intangibles will be reclassified from goodwill and will be amortized over their
estimated useful life. We expect to complete our review and allocation of the purchase price in the three-
month period ending March 31, 2005.

Pro-forma financial information associated with the acquisition of Resprecare are not included as the
effects would not be significant fo the consolidated financial staterments.

Liguidity and Capital Resources

As of December 31, 2004 and June 30, 2004, we had cash and cash equivalents and marketable securities
available-for-sale of approximately $165.0 million and $140.9 million, respectively. Working capital was
approximately $249.9 million and $217.2 million at December 31, 2004 and June 30, 2004 respectively.

Inventories at December 31, 2004 increased by $8.0 million or 14% fo $64.9 million compared fo
DPecember 31, 2003 inventories of $56.9 million. The percentage increase in inventories was less than the
26% increase in revenues in the three-month period ended December 31, 2004 compared fo the three-
month period ended December 31, 2003. The lower inventory growth reflects improved inventory
management throughout the group with the majority of inventory increases being in raw materials to
accommodate our increasing production volumes. Accounts receivable at December 31, 2004 were $76.9
miilion, an increase of $18.7 million or 32% over the December 31, 2003 accounts balance of $58.2
miilion. Account receivable days outstanding were 66 days for the guarter ended December 31, 2004,
compared to 63 days for the quarter ended December 31, 2003,

During the six-month period ended December 31, 2004, we generated cash of $38.9 million from
operations, primarily as a result of increased profit partially offset by higher working capital, particularly
in respect of inventories. During the six-month peried ended December 31, 2003 approximately $26.0
miliion of cash was generated from operafions.
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Liquidity and Capital Resources, Continued

Capital expenditures for the six months ended December 31, 2004 and 2003 aggregated $16.0 million and
$27.0 million, respectively. The majority of the expenditures for the three months ended December 31,
2004 related to the construction of our new sleep center, research and development and office facilities at
our Campus in Norwest Business Park in Sydney, Australia, acquisition of computer hardware and
software and purchase of production tooling and equipment. As a result of these capital expenditures, our
balance sheet reflects net property, plant and equipment of approximately $166.4 million at December 31,
2004 compared to $147.3 million at June 30, 2004.

We may from time to time seek to retire our convertible subordinated notes through cash purchases
and/or exchanges for equity securities in open market purchases, privately negotiated transactions, or
otherwise. Such repurchases or exchanges, if any, will depend on prevailing market conditions, our
liguidity requirements, and our current or future contractual obligations, if any, that may directly or
imdirectly apply to such transactions. We did not repurchase any convertible subordinated notes during
the six-month period ended December 31, 2004 or during the year ended June 30, 2004.

In April 2002, we acquired a 30-acre site at Norwest Business Park, located in the northwest of Sydney,
Australia. The site was acquired to develop a campus te accommodate our global manufacturing
operations and research and development group as well as a sleep center and administration functions.
The first building, our manufacturing facility, was completed in May 2004. We expect to complete our
new sleep center in the first half of calendar 2005 and to complete our new research and development and
office facilifies in the second half of calendar vear 2006. We estimate that the additional building costs
for the new sleep center, research and development and office facilities will be approximately $52
million.

On June 6, 2002, the Board of Directors authorized us to repurchase up fo 4.0 million shares of our
oufstanding common stock. For the six-month period ended December 31, 2004, we repurchased 241,090
shares at a cost of §11.0 million. As at December 31, 2004, we have repurchased a total of 1,127,459
shares at a cost of $41.4 million. We may continue to repurchase shares of cur common stock for cash in
the open market, or in negotiated or block fransactions, from time to time as market and business
conditions warrant.

Details of contractual obligations at December 31, 2004 are as follows:

Pavments Due by Period
In SG0Ys Total Less than 1 year {-3 vears 4-5 vears After 8 vears
Long-Term Debt $113.250 - 113,250 - -
Operating Leases _ 11,853 3,555 74603 1195 -
Uneonditional Purchase Obligations 8.578 8,578 . - -
Total Contractual Cash Obligations $133.681 12,173 120,313 1.195 -

UThe figure includes unconditional purchase obligations of $8.6 million relating to the construetion of our sleep center, research and
development and office factlities at Norwest, in Svdney, Australia.
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Liquidity and Capital Resources, Continued

Details of other commercial commitments at December 31, 2004 are as follows:

1n $iHFs Total Amounts Amount of Commitment Expiration Per Period
Commitied Less than [ vear B3 years 4.3 years Owver 5 years
Lines of Credit $139 134 - - .
Standby Letters of Credit - - - . -
Guarantecs” 1,275 214 1.a61

Standby Repurchase Obligations . - - . .
Other Commercial Commitments - - . . .

Foral Commercial Commitments $1.414 $130 $214 - 51,061

The above guarantees relate fo guarantees requited by statutory authorities as a pre-requisite to developing ouwr site at Norwest and requirements under
contractuat obligations with insurance companties transacting with our German subsidiaries.

The results of our international operations are affected by changes in exchange rates between currencies.
Changes in exchange rates may negatively affect our consolidated net revenue and gross profit marging
from international operations. We are exposed to the risk that the dollar value eguivalent of anticipated
cash flows would be adversely affected by changes in foreign currency exchange rates. We manage this
risk through foreign currency option contracts.

We expect to satisfy all of our short-term and long-term liquidity requirements through a combination of
cash on hand, cash generated from operations and a $15.0 million uadrawn revelving line of credit with
Union Bank of California.

Critical Accounting Principles and Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States of America requires us fo make estimates and judgments that affect our reported amounts of
assets and liabilities, revenues and expenses and related disclosures of contingent assets and liabilities.
On an ongoing basis we evaluate our estimates, including those related to allowance for doubtful
accounts, inventory teserves, warranty obligations, goodwill, impaired assets, intangible assets, income
taxes and confingencies.

We state these accounting policies in the notes to the financial stafements and at relevant sections in this
discussion and analysis. The estimates are based on the information that is currently available to us and
on various other assumptions that we believe fo be reasonable under the circumstances. Actual results
could vary from those estimates under different assumptions or conditions.

We believe that the following critical accounting policies affect the more significant judgments and
estimates used in the preparation of cur financial staterments:
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Critical Accounting Principles and Estimates, Continued

(13 Allowance for Doubtful Accounts. We maintain an allowance for doubtful accounts for estimated
losses resulting from the inability of our customers o make required payments, which results in bad debt
expense. We determine the adeguacy of this allowance by continually evaluating individual customer
receivables, considering a customer’s financial condition, credit history and current economic conditions.
If the financial condition of our customers were {0 deferiorate, resulting in an impairment of their ability
to make payments, additional allowances may be required.

(2) Inventory Adjustments. Invenfories are stated at lower of cost or market and are determined by the
first-in, first-out method. We review the components of inventory on a regular basis for excess, obsolete
and impaired inventory based on estimated future usage and sales. The likelithood of any material
inventory write-downs is dependent on changes in competitive conditions, new product infroductions by
us or our competitors, or rapid changes i customer demand.

(3) Valuation of Goeodwill, Intangible and Other Long-Lived Assets. We use assumptions in establishing
the carrying value, fair value and estimated lives of our long-lived assets and goodwill. The criteria used
for these evaluations include management's estimate of the assef's continuing ability to generate positive
income from operations and positive cash flow in future periods compared to the carrying value of the
asset, as well as the strategic significance of any idenfifiable intangible asset in our business objectives, If
assets are considered to be impaired, the impairment recognized is the amount by which the carrying
value of the assets exceeds the fair value of the assets. Useful lives and related amotrtization or
depreciation expense are based on our estimate of the period that the assets will generate revenues or
otherwise be used by us.

Factors that would influence the likelihood of a material change in our reported results include significant
changes in the asset's ability to generate positive cash flow, loss of legal ownership or title to the asset, a
significant decline in the economic and competitive environment on which the asset depends, significant
changes 1n our strategic business objectives, utilization of the asset, and a significant change in the
economic and/or political condifions in certain countries.

(4y Valuation of Deferred Income Taxes. Valuation allowances are established, when necessary, to
reduce deferred tax assefs to the amount expected to be realized. The likeiihcod of a material change in
our expected realization of these assets is dependent on future taxable income, our ability to deduet tax
loss carry forwards against future taxable mcome, the effectiveness of our tax planning and strategies
among the various tax jurisdictions that we operate in, and any significant changes in the tax treatment
received on our business combinations.

(5} Provision for Warranty. We provide for the estimated cost of product warranties at the time the
related revenue is recognized. The amount of this provision is determined by using a financial model,
which takes info consideration actual, historical expenses and potential risks associated with our different
products. This financial model is then used to calculate the future probable expenses related to warranty
and the required level of the watranty provision. Although we engage in product improvement programs
and processes, our warranty obligation is affected by product failure rates and costs incurred to correct
those product failures. Should actual product failure rates or estimated costs to repair those product
failures differ from our estimates, revisions to our estimated warranty provision would be reguired.

27



PART [ - FINANCIAL INFORMATHON ftem 2

RESMED INC AND SUBSIDIARIES
Management Discussion and Analysis of Financial Condition and Results of Operations

Critical Accounting Principles and Estimates, Continued

(6) Revenue Recognition. Revenue on product sales is recorded at the time of shipment, at which time
title transfers to the customer. Revenue on product sales which require customer acceptance 18 not
recorded until acceptance is received. Royalty revenue from license agreements is recorded when earned.
Service revenue received in advance from service contracts 1s inifially deferred and recognized ratably
over the life of the service confract. Revenue received in advance from rental unit contracts is initially
deferred and recognized ratably over the life of the rental contract. Revenue from sale of marketing and
distribution rights is initially deferred and recognized ratably as revenue over the life of the contract.
Freight charges billed to customers are included in revenue. All freight-related expenses are charged fo
cost of sales.

We do nof recognize revenues to the extent that we offer a right of return or other recourse with respect to
the sale of our products, other than returns for product defects or other warranty claims, nor do we
recognize revenues if we offer variable sale prices for subseguent events or activities. As part of our sales
processes we may provide upfront discounts for large orders, one time special pricing to support new
product introductions, sales rebates for centralized purchasing entities or price-breaks for regular order
volumes. The costs of all such programs are recorded as an adjustment to revenue. In our domestic sales
activities we use a number of manufacturer representatives to sell our products. These representatives are
paid a direct commission on sales and act as an integral component of our domestic sales force. We do
not sell our products fo these representatives, and do not recognize revenue on such shipments. Our
products are predominantly therapy-based equipment and require no installation. As such, we have no
significant mstallation obligations.

Recently [ssued Accounting Proneuncements

In December 2004, the Financial Accounting Standards Board (“FASB”™) issued a revised statement of
Financial Accounting Statement (“SFAS™) 123, Accounting for Stock-based compensation. The
Statement requires companies to recognize in the income statement the grani-date fair value of stock
options and other equity-based compensation issued fo employees. We are required to adopt revised
SFAS 123 at the beginning of the first inferim period beginning after June 15, 2005. We are currently
evaluating the impact of this staterent.
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Foreign Currency Market Risk

Our functional currency is the U.S. dollar, although we transact business in various foreign currencies,
inciuding a number of major European currencies as well as the Australian dollar. We have significant
foreign currency exposure through both our Australian manufacturing activities and international sales
operations.

We have established a foreign currency hedging program using purchased currency options to hedge
foreign-currency-denominated financial assets, liabilities and manufacturing expenditure. The goal of this
hedging program is to economically guarantee or lock in the exchange rates on our foreign cutrency
exposures denominated in Euro's and the Australian dollar. Under this program, increases or decreases in
our foreign-currency-denominated financial assets, liabilities, and firm commitments are partially offset
by gains and losses on the hedging instruments,

The table below provides information in U.S. doliar equivalents on our foreign-currency denominated
financial assets by legal entity functional currency as at Decemnber 31, 2004 (in thousands):

Faregs Currency Fancial Assels

Australian i8S Doblar Earn Cireat Taritain Spapore New Zealand Swedish Swiss Tapanese
Diitar Pound Doliar Doflar Kroma Frame Yen

ALD Functional Currency Dnlities:

Assets ) 54 458 319,504 §7.544 hiue §73% SE06] SR93 5-
Eaability - 1L {392) TE1 835 - {12} - [Eh {2443y
Met Total 342 483 kAN 83,991} 008 743 SE.06] hEEH 8200y
EIS1 Funetionad Curreney Eidities:

Assets 12372 - 84,540 - - - - -
Eiability - - - - - - - - -
Nt Total $23.721 - 84540 - - - - - -
Earo Functional Curency Enbities:

Assets 5440352 - - - - - - - -
Laabiliey - (1813 - (1} - - - (EE36) -
Met Total 84,4632 Si18183 - Sy - - - SEE36) -

The table below provides information about our foreign currency derivative financial instruments and
presents the information in U.S. dollar equivalents. The table summarizes information on insfruments
and fransactions that are sensitive to foreign currency exchange rates, including foreign currency call
options held at December 31, 2004. The table presents the notional amounts and weighted average
exchange rafes by contractual maturity dates for our foreign currency derivative financial instruments.
These notional amounits generally are used fo calculate payments (o be exchanged under our option
contracts.

{In thowsands except axchange Fair Walue Assets 7 (Lisbilifies)

Tates)

Foretgn Exchange Call Oplions Y 2063 Y 2008 FY 2HWy? Taokal Dec 3§, 2084 Hun 3}, 2
Reevive ALD/Pay USD

Ohption anmeninl 30,060 06,000 12,006 SEG8 A $3.511 £2.026
Ave, contractual exchange rale ALY § = TIST) 6,705 ALY = LIS 6,747 ALUD = LISELTT ALY § o= LIS 0,737

Reevive ALD/Pay Enrs

Chption amownt 58,130 516,264 - $24.396 $233 1352
Ave comtractat exchange re = Jrure 658 ALER | == rura 660 ALY B Farg 0,593

Tolal §3.746 52,578
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Interest Rate Risk
We are exposed fo risk associated with changes in interest rates affecting the return on our investments.

At December 31, 2004, we maintained a portion of our cash and cash equivalents in financial instruments
with original maturities of three months or less. We maintain a short-term investment portfolio
containing financial instruments of which the majority have original maturities of greater than three
months but less than twelve months. These financial instruments, principally comprised of corporate
obligations, are subject to interest rate risk and will decline in value if interest rafes increase.

A hypothetical 100 basis point change in interest rates during the six months ended December 31, 2004,
would have resulted in approximately $0.4 million change in pretax income. In addition, the value of our
marketable securities would change by less than $0.2 million following a hypothetical 100 basis point
change in inferest rates. We do not use derivative financial instruments m our investment portfolio.

Forward-Leoking Statements

This report contains or may contain certain forward-looking statements and information that are based on
the beliefs of our management as well as estimates and assumptions made by, and information currently
available to our management. The words “helieve,” “expect,” “anficipate,” “estimate,” “plan,” “future”
and other similar expressions generally identity forward-locking statements, including, in particular,
statements regarding the development and approval of new products and product applications, market
expansion, pending litigation and the development of new markets for our products, such as
cardiovascular and stroke markets. These forward-locking statements are made pursuant to the safe
harbor provisions of the Private Securities Litigation Reform Act of 1995, You are cautioned not to place
undue reliance on these forward-looking statements. Such forward-looking statements reflect the views of
our management at the fime such statements are made and are subject to a number of risks, uncerfainties,
estimates and assumptions, including, without limitation, and in addition to those identified in the text
surrounding such statements, those identified below and elsewhere in this report. In addition, important
factors to consider in evaluating such forward-looking statements include changes or developments in
social, economic, market, legal or regulatory circumstances, changes in our business or growth strategy or
an inability to execute our sfrategy due to changes in our industry or the economy generally, the
emergence of new or growing competitors, the actions or omissions of third parties, including suppliers,
customers, competitors and governmental authorities, and various other factors. Should any one or more
of these risks or uncertainties materialize, or the underlying estimates or assumptions prove incorrect,
actual results may vary significantly from those expressed in such forward-looking statements, and there
can be no assurance that the forward-looking statements contained in this report will in fact oceur.
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Risk Factors

The risks and uncertainties that may affect our business, financial condition or results of operations
include the following:

Our inability to compete successfully in our markets may harm our business. The markets for our
sleep-disordered breathing products are highly competitive and are characterized by frequent product
improvements and evolving technology. Our ability fo compete successfully depends, in part, on our
ability to develop innevative new products and fo be the first to market with those products. The
development of innovative new products by our competitors or the discovery of alternative freatments or
pofential cures for the conditions that our products treat could make our products noncompetitive or
obsolete.

Additionally, some of our competitors have greater financial, research and development, manufacturing
and marketing resources than we do. The past several years have seen a trend towards consolidation in
the health care industry and in the markets for our products. Industry consolidation could result in greater
competition if our competitors combine their rescurces or if our competitors are acquired by other
companies with greater resources than ours. This competition could increase pressure on us to reduce the
selling prices of our products or could cause us to increase our spending on research and development and
sales and marketing. [If we are unable to develop innovative new products, mainfain competitive pricing,
and offer products that consumers perceive to be as reliable as those of our competitors, our sales or gross
margins could decrease which would harm our business.

Our business depends on our ability to market effectively to dealers of home health care products
and sleep clinics. We market our products primarily to home health care dealers and to sleep clinics that
diagnose obstructive sleep apnea and other sleep disorders. We believe that home health care dealers and
sleep clinics play a significant role in determining which brand of product a patient will use. The success
of our business depends on our ability to market effectively to home health care dealers and sleep clinics
to ensure that our products are properly marketed and sold by these third parties.

We have limited resources to markef to the more than 2,500 1J.S. sleep clinics and the more than 4,000
home health care dealer branch locations, most of which use, sell or recommend several brands of
products. In addition, home health care dealers have experienced price pressures as government and
third-party reimbursement have declined for home care products, and home health care dealers are
requiring price discounts and longer periods of time to pay for products purchased from us. Sleep clinic
physicians may not continue fo prescribe our products, and home health care dealers or patients may
substitute competing products when a prescription specifying our products has been written.

We have expanded our marketing activities to target the population with a predisposition to sleep-
disordered breathing as well as primary care physicians and various medical specialists. These marketing
efforts may not be successlul in increasing awareness of our products.
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Risk Factors, Continued

Any inability to effectively market our products outside the U.S. could impact our profitability.
Approximately half our revenues are generated outside the U.S., in approximately 60 different countries.
Many of these countries have unique regulatory, medical, and business environments. If we are unable to
effectively market our products cutside the U.S., our overall financial performance could decline.

If we are unable to suppeort our continued growth, our business could suffer. We have experienced
rapid and substantial growth. As we continue to grow, the complexity of our operations increases, placing
greater demands on our management. Our ability to manage our growth effectively depends on our ability
to implement and improve our financial and management information systems on a timely basis and to
effect other changes in our business. Unexpected difficulties during expansion, the failure fo attract and
retain qualified employees, the failure to successfully replace or upgrade our management information
systems, the failure to manage costs or our inability to respond effectively to growth or plan for future
expansion could cause our growth to stop. If we fail to manage our growth, our business could suffer.

If we fail to integrate our acquisitions with our operations, our business could suffer. The
integration of our acquired operations requires significant efforts from our company and the acquired
entity, for several years after each acquisition. Although we acquired cur MAP subsidiary in February
2001, our Labhardt subsidiary in November 2001, and our Servo Magnetics subsidiary in May 2002, we
continue o adjust our business strategies, equipment, and personnel o achieve maximum efficiencies and
success. For example, during the first quarter of fiscal year 2003, we began combining the business
operations in Germany of MAP and our ResMed subsidiary in Germany. We expect to continue that
process during the balance of fiscal year 2005. If we are not able to successfully infegrate the operations
of our acquired entities, we may not fully realize the anticipated benefits of the acquisitions.

We manufacture substantially all of our products outside the U.S. and sell a significant portion of
our products in non-U.S. markets, subjecting us to various risks relating to international activities
that could adversely affect our overall profitability. Sales outside North and Latin America accounted
for approximately 51%, 52%, and 51% of our net revenues in fiscal years 2004, 2003 and 2002,
respectively. We expect that sales within these areas will account for approximately 50% of our net
revenues in the foreseeable future. Our sales outside of North America and our operations in Europe,
Australia and Asia are subject to several difficulties and risks that are separate and distinct from those we
face 1n our U.S. operations, including:

« fluctuations in currency exchange rates;

« tariffs and other frade barriers;

« compliance with foreign medical device manufacturing regulations;

« reduction in third party payer reimbursement for our products;

« inability to obtain import licenses;

« changes in trade policies and in U.S. and foreign tax policies;

« possible changes in export ot import restrictions; and

« the modification or introduction of other governmental policies with potentially adverse effects.
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Risk Factors, Continued

Fluctuations in foreign currency exchange rates could result in declines in our reported sales and
earnings. Since our infernational sales and a significant portion of our manufacturing costs are
denominated in local currencies and not in U.S. doliars, our reported sales and earnings are subject to
fluctuations in foreign exchange rates. We had foreign currency fransaction losses in recent periods and
may have further losses in the future. We expect that international sales will continue to be a significant
portion of our business and that a significant porfion of our manufacturing costs will continue to be
denominated in Australian dollars.

Government and private insurance plans may not reimburse patients for our products, which could
result in reductions in sales or selling prices for our products. Our ability o sell our products depends
in large part on the extenf to which reimbursement for the cost of our products will be available from
government health administration authorities, private health insurers and other organizations. These third
party payers are increasingly challenging the prices charged for medical products and services. Therefore,
even if a product is approved for marketing, we cannof assure you that reimbursement will be aliowed for
the product, that the reimbursement amount will be adequate or, that the reimbursement amount even if
initially adequate, will not subsequently be reduced. For example, in some markets, such as Spain, France
and Germany, government reimbursement is currently available for purchase or rental of our products but
is subject to constraints such as price controls or unit sales limitations. In other markets, such as Australia
and the United Kingdom, there is currently Himited or no reimbursement for devices that treat sleep-
disordered breathing conditions. Additionally, future legisiation or regulation concerning the health care
industry or third party or governmental coverage and reimbursement, particularly legislation or regulation
limiting consumers’ reimbursement rights, may harm our business.

As we continue to develop new products, those products will generally not qualify for reimbursement, if
at all, until they are approved for marketing. In the United States, we sell our products primarily to home
health care dealers and to sleep clinics. Although we sell some products directly to agencies of the US
Government, we do not file claims and bill governmental programs and other third party payers directly
for reimbursement for the sale of our products to patients. However, we are still subject o laws and
regulations relating to governmental reimbursement programs, particularly Medicaid and Medicare.

In particular, the federal Anti-Kickback Law prohibits persons from knowingly and wiilfully seliciting,
receiving, offering or providing remuneration, directly or indirectly, to induce either the referral of an
individual, or the furnishing, recommending or arranging [or a good or service, for which payment may be
made under a federal health care program such as the Medicare and Medicaid programs. The government
has interpreted this law broadly to apply to the marketing and sales activities of manufacturers and
distributors like us. Many states and other governments have adopted laws similar o the federal Anti-
Kickback Law. We are also subject to other federal and state fraud laws applicable to payment from any
third party payer. These laws prohibit persons from knowingly and willfully filing false claims or
executing a scheme fo defraud any health care benefit program, including private third party payers.
These faws may apply to manufacturers and distributors who provide information on coverage, coding,
and reimbursement of their products to persons who do bill third party payers. Any violation of these
laws and regulations could result in civil and criminal penalties, including fines.

Lad
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In addition to reimbursement for our products, our customers depend in part on reimbursement by
government and private health insurers lor other products. During fiscal years 2004 and 2005, the U.S.
Government proposed reductions in reimbursement rates for some of these other products. Such
proposed reductions, if they cceur, may have a material impact on our customers. Any material impact on
our customers may indirectly affect our sales to those customers, or the collectibility of receivables we
have from those customers.

Complying with Food and Drug Administration and other regulations is an expensive and time-
consumning process, and any failure to comply could result in substantial penalties. We are subject
to various federal, state, local and international regulations regarding our business activities. Failure to
comply with these regulations could result in, among other things, recalls of our products, substantial
fines and criminal charges against us or against our employees. A recall or other regulatory action could
increase our costs, damage our reputation, and materially affect operating results.

Product sales, introductions or modifications may be delayed or canceled as a result of the FDA or
similar foreign regulations, which could cause our sales and profits to decline. Before we can market
or sell a new medical device in the United States, we must obtain FDA clearance, which can be a fengthy
and fime-consuming process. We generally receive clearance from the FDA to market our products in the
United States under Section 510(k) of the Federal Food, Drug, and Cosmetic Act or our products are
exempt from the 510(k) clearance process. We have modified some of cur 510(k) approved products
without submitting new S10(k) notices, which we do not believe were required. However, if the FDA
disagrees with us and requires us to submit new 510(k} notifications for modifications to our existing
products, we may be required to stop marketing the products while the FDA reviews the 510(k)
nofification.

Any new product infroduction or existing product modification could be subjected fo a lengthier, more
rigorous FDA examination process. For example, in certain cases we may need to conduct clinical trials
of a new product prior to submitting a 510(k) notice. Additionally, we may be required to obtain
premarket approvals for our products. The requirements of these more rigorous processes could delay
produet infroductions and increase the costs associated with FDA compliance. Marketing and sale of our
products outside the United States are also subiect to regulatory clearances and approvals, and if we fail to
obtain these regulatory clearances and approvals, our sales could suffer.

We cannot assure you that any new products we develop will receive required regulatory clearances and
approvals [rom U.S. or foreign regulatory agencies.

Off-label marketing of our products could result in substantial penalties. Clearance under Section
510(k) only permits us to market our products for the uses indicated on the labeling cleared by the FDA.
We may request additional label indications for our current products, and the FDA may deny those
requests outright, require additional expensive clinical dafa to support any additional indications or
impose limitations on the intended use of any cleared products as a condition of clearance. If the FDA
determines that we have marketed our products for off-label use, we could be subject fo fines, mjunctions
or other penalties.
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Risk Factors, Continued

Disruptions in the supply of components from our single source suppliers could result in a
significant reduction in sales and profitability. We purchase uniquely configured components for our
devices from various suppliers, including some who are single-source suppliers for us. We cannot assure
you that a replacement supplier would be able to configure its components for our devices on a timely
basis or, in the alternative, that we would be able fo reconfigure our devices to integrate the replacement
part. A reduction or halt in supply while a replacement supplier reconfigures its components, or while we
reconfigure our devices for the replacement part, would limit our ability to manufacture our devices,
which could result in a significant reduction in sales and profitability. We cannot assure you that our
inventories would be adeguate fo meet our production needs during any prelonged interrupfion of supply.

Our intellectual property may net protect our products, and our products may infringe on the
intellectual property rights of third parties. We rely on a combination of patents, trade secrets and
non-disclosure agreements to protect our intellectual property. Our success depends, in part, on our
ability to obtain and maintain United States and foreign patent protection for our products, their uses and
our processes (o preserve our trade secrets and to operate without infringing on the proprietary rights of
third parties. We have a number of pending patent applications, and we do not know whether any patents
will issue from any of these applications. We do not know whether any of the claims in our issued patents
ot pending applications will provide us with any significant protection against competitive products or
otherwise be commercially valuable. Legal standards regarding the validity of patents and the proper
scope of their claims are still evoiving, and there is no consistent faw or policy regarding the valid breadth
of claims. Additionally, there may be third party patents, patent applications and other intellectual
property relevant fo our products and technelogy which are not known to us and that block or compete
with our products.

We face the risks that:

«  third parties will infringe our intellectual property rights;

» our non-disclosure agreements will be breached;

»  we will not have adequate remed:es for infringement;

« our frade secrets will become known to or independently developed by our competifors; or

+  third parties will be issued patents thal may prevent the sale of our products or require us to license
and pay fees or royalties in order for us to be able to market some of our products.

Litigation may be necessary {0 enforce patents issued {o us, to protect our proprietary rights, or fo defend
third party claims that we have infringed upon proprietary rights of others. The defense and prosecution
of patent claims, including these pending claims, as well as participation in other inter-party proceedings,
can be expensive and time consuming, even in those instances in which the outcome is favorable to us. If
the outcome of any litigation or proceeding brought against us were adverse, we could be subject to
significant liabilities to third parties, could be required to obtain licenses from third parties or could be
requited to cease sales of the affected products. Additionally, the laws regarding the enforceability of
patents vary from couniry to country, and we cannotf assure you that any patent issues we face will be
uniformliy reselved, or that local laws will provide us with consistent rights and benefits.

Lad
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Risk Factors, Continued

We are subject to potential product liability claims that may exceed the scope and amount of our
insurance coverage, which would expose us to liability for uninsured claims. We are subject {o
potential product liability claims as a result of the design, manufacture and marketing of medical devices.
Any product liability claim brought against us, with or without merit, could result in the increase of our
product liability insurance rates. In addition, we would have to pay any amount awarded by a court in
excess of our policy limits. Our insurance policies have various exclusions, and thus we may be subject
0 a product liability claim for which we have no insurance coverage, in which case, we may have to pay
the entire amount of any award. We cannot assure you that our insurance coverage will be adequate or
that all claims brought against us will be covered by our insurance. Insurance varies in cost and can be
difficult to obtain, and we cannot assure you that we will be able to obtain insurance in the future on ferms
acceptable to us or at all. A successful product liability claim brought against us in excess of our
insurance coverage, if any, may require us to pay substantial amounts, which could harm our business.

We are subject to tax audits by various tax authorities in many jurisdictions. From time to time we
may be audited by the tax authorities of the many jurisdictions in which we operate and we were subject
to tax audits in Germany during the six months ended December 31, 2004, The German tax audit remains
ongoing and any further assessments resulting from this audit could result in material changes to our past
or future taxable income, tax payable or deferred tax assets, and could require us o pay penalties and
interest that could materially adversely affect our financial resulis.

Our quarterly operating results are subject to fluctuation for a variety of reasons. Our operating
results have, from time to time, fluctuated on a quarterly basis and may be subject to similar fluctuations
in the future. These fluctuations may result from a number of factors, including:

« the infroduction of new products by us or our competitors;

« the geographic mix of product sales;

« the success of our marketing efforts in new regions;

« changes in third party reimbursement;

« timing of regulatory clearances and approvals;

«  timing of orders by distributors;

« expenditures incurred for research and development;

« competitive pricing in different regions;

«  seasonality;

« the cost and effect of promotional and marketing programs;

« the effect of foreign currency fransaction gains or losses; and

« other activities of our competitors.
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If a natural or man-made disaster strikes our manufacturing facilities, we will be unable to
manufacture our products for a substantial amount of time and our sales and profitability will
decline. Our facilitics and the manufacturing equipment we use to produce our products would be costly
to replace and could require substantial lead-time to repair or replace. The facilities may be affected by
natural or man-made disasters and in the event it was aflected by a disaster, we would be forced to rely on
third party manufacturers. Although we believe we possess adeguate insurance for damage to our
property and the disruption of our business from casualties, such insurance may nof be sufficient to cover
all of our potential losses and may not continue fo be available fo us on acceptable terms, or at all.

Delaware law, provisions in our charter and our shareholder rights plan could make it difficult for
another company to acquire us. Provisions of our certificate of incorporation may have the effect of
delaying or preventing changes in confrol or management which might be beneficial fo us or our security
holders. In particular, our board of directors is divided into three classes, serving for staggered three-year
terms.  Because of this classification it will require at least two annual meetings to elect directors
consfituting a majority of our board of directors.

Additionally, our board of directors has the authority to issue up to 2,000,000 shares of preferred stock
and to defermine the price, rights, preferences, privileges and restrictions, including voting rights, of those
shares without further vote or action by the stockholders. Under our stockholder rights plan, we have also
issued purchase rights to the holders of our common stock that entitie those holders to purchase our Series
A Junior Participating Preferred Stock at a discount, under certain circumstances. The rights of the
holders of our common stock will be subject to, and may be adversely affected by, the rights of the
holders of any preferred stock that may be issued in the future. The issuance of preferred stock may have
the effect of delaying, deferring or prevenfing a change in control, may discourage bids for our common
stock at a premium over the market price of our commen stock and may adversely affect the market price
of our common sfock and the voting and other rights of the holders of cur common stock.

You may not be able to enforce the judgments of U.S. courts against some of our assets or officers
and directors. A substantial portion of our assets are located outside the United States. Additionally,
two of our seven directors and two of our five executive officers reside outside the Unifed States, along
with all or a substantial portion of the assets of these persons. As a resulf, it may not be possible for
investors to enforce judgments of U.S. courts relating to any habilities under U.S. securities laws against
our assets, those persons or their assets. In addition, we have been advised by our Australian counsel that
some doubt exists as to the ability of investors to pursue claims based on U.S. securities laws against
these assets or these persons 1n Australian courts.
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We maintain disclosure controls and procedures that are designed fo ensure that information required to
be disciosed in our Exchange Act reports is recorded, processed, summarized and reported within the time
periods specified in the Securities and Exchange Commission's rules and forms and that such information
is accumulated and communicated fo our management, including our Chief Executive Officer and Chief
Financial Officer, as appropriate, to allow fimely decisions regarding required disciosure. In
designing and evaluating the disclosure controls and procedures, management recognizes that any controls
and procedures, no matfer how well designed and operated, can provide only reasonable assurance of
achieving the desired control objectives, and in reaching a reasonable level of assurance management
necessarily was required to apply ifs judgment in evaluating the cost benefit relationship of possible
controls and procedures.

As required by SEC Rule 13a-15(b), we carried out an evaluation, under the supervision and with the
parficipation of our management, including our Chief Executive Officer and Chief Financial Officer, of
the effectiveness of the design and operation of our disclosure controls and procedures as of December
31, 2004. Based on the foregoing, our Chief Executive Officer and Chief Financial Officer concluded
that our disclosure controls and procedures were effective at the reasonable assurance level.

There has been no change in our internal controls over financial reporting during our most recent fiscal
quarter that has materially affected, or is reasonably likely to materially affect, our internal controls over
financial reporting.
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Hem 1

fterm 2

ftem 3

ftem 4

RESMED INC. AND SUBSIDMARIES

Legal Proceedings
Refer Note 10 to the Condensed Consolidated Financial Statements

Unregistered Sales of Equity Securities and Use of Proceeds
Purchases of equity securities. The following table summarizes purchases by us of our
common stock during the six moenths ended December 31, 2004,

Total Number of Shares Maximum Number of
Purchased as Part of Shares that May vet be
Period Total Number Average Price Publicly Announced Purchased Linder the
of Shares Patd per Share Plans or Programs P Plans or Programs’
Opentng balance at Juby 1, 2004 886,364 $3434 BR6.3640 3113631
July 2004 il - - -
August 2004 241090 $45 48 241 090 {241, 054H
September 2004 Ni - - -
October 2004 Ni - - -
November 2004 Ni - - -
December 2004 N - - -
Closing balance at December 31, 2004 1,127 459 $36.72 1,127 458 2872541

M On June 6, 2002, the Board of Directors authorized us to repurchase up to 4.0 million shares of our outstanding common

stock. For the three month period ended September 30, 2004 and the vear ended June 34, 2004, we repurchased 241,090
and 471,004 shares at a cost of 311.0 million and $19.0 million respectively. Since the inception of the share buvback
programt, we have repurchased 1,127,459 shares at a cost of 34 1.4 million.

Delaults Upon Senior Securities
Nene

Submission of Matters to a Vote of Security Holders.

The Company's Annual Meeting of Shareholders was held on November 18, 2004. The
holders of 28,840,365 shares of the Company's stock (approximately 83% of the outstanding
shares) were present at the meeting in person or by proxy. The matters voted upon at the
meeting were (1) to elect two directors to serve for a three-year term, and (2) to ratify the
selection of auditors of the Company for the fiscal year ending June 30, 2005.

(1) Michael A. Quinn and Christopher Bartlett, nominated by the Company's Board of
Directors, were elected to serve until 2007. There were no other nominees. Shares were
voted as follows:

Name For Withholding Vote For
Michael A. Quinn 28.246.683 593,682
Christopher Bartlett 28,628,141 212,224

(2) The selection of KPMG LLP as independent public accountants for the 2005 fiscal year
was rafified: affirmative votes, 28,231,002 shares; negative votes 593,891,
39
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RESMED INC. AND SUBSIDMARIES

Other Information
None.

Exhibits

31.1  Certification of Chiel Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley
Act of 2002

31.2  Certification of Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley
Act of 2002

32.1 Certification of Chief Executive Officer and Chiel Financial Officer Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002
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PART I - OTHER INFORMATION SIGNATURES

RESMED INC. AND SUBSIDIARIES
Signatures

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant
has duly caused this report fo be signed on ifs behalf by the undersigned thereuntoe duly authorized.

DATED February 8, 2005

ResMed Inc.

s/ PETER C. FARRELL

Peter C. Farrell
Chairman and Chiel Executive Officer

s/ ADRIAN M. SMITH
Adrian M. Smith
Senior Vice President Finance and Chief Fmancial Officer

41
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RESMED INC AND SUBSIDIARIES
CERTIFICATION OF CHIEF EXECUTIVE OFFICER
Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

[, Peter C. Farrell, certify that:
1. | have reviewed this guarterly report on Form 10-(} of ResMed Inc.;

2. Based on my kaowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report,
fairly present in all material respects the financial condition, results of operations and cash flows of the
registrast as of, and for, the periods presented in this report;

4. The registrant’s other certifving officer and [ are responsible for establishing and maintaining disclosure
conirols and procedures {as defined in Exchange Act Rules 13a-15(e) and 15d-15(e}) for the registrant and
have:

{a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to
be designed under our supervision, to ensure that material information relating to the registrant,
in¢iuding its consolidated subsidiaries, is made known o us by others within those entities, particularly
during the period in which this report is being prepared;

(b} Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end
of the period covered by this report based on such evaluation; and

{c) Disclosed in this report any change in the registrant’s internal contrel over financial reporting that
occurred during the registrant’s most recent fiscal guarter {the registrant’s fourth fiscal quarter i the
case of an annual report) that has materially affected, or is reasonably likely 1o materially affect, the
registrant”s internal control over financial reporting; and

5. The registrant’s other certifyving officer and | have disclosed, based on our mest recent evaluation of internal
conirol over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board
of directors (or persons performing the equivalent functions):

(a) Alisignificant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record,
process, summarize and report financial information; and

(b} Any fraud, whether or not material, that ivolves management or other employees who have a
significant role in the registrant’s internal control over firancial reporting.

February 8, 2005

/s/ PETER €. FARRELL

Peter C. Farrell
Chairman and Chief Executive Officer
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PART [T - OTHER INFORMATION Exhibie 31.2

RESMED INC AND SUBSIDHARIES
CERTIFICATION OF CRIEF FINANCIAL OFFICER
Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

[, Adrian M. Smith, certify that:

1. | have reviewed this guarterly report on Form 10-(} of ResMed Inc.;

2. Based on my kaowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statemesnts, and other financial information included in this report,
fairly present in all material respects the financial condition, results of operations and cash flows of the
registrast as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer and [ are responsible for establishing and maintaining disclosure
conirols and procedures {as defined in Exchange Act Rules 13a-15(e) and 15d-15(e}) for the registrant and
have:

{a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to
be designed under our supervision, to ensure that material information relating to the registrant,
in¢iuding its consolidated subsidiaries, is made known o us by others within those entities, particularly
during the period in which this report is being prepared;

(b} Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end
of the period covered by this report based on such evaluation; and

{c) Disclosed in this report any change in the registrant’s internal contrel over financial reporting that
occurred during the registrant™s most recent figcal quarter {the registrant’s fourth fiscal quarter in the
case of an annual report) that has materially affected, or is reasonably likely 1o materially affect, the
registrant”s internal control over financial reporting; and

5. The registrant’s other certifyving officer and | have disclosed, based on our mest recent evaluation of internal
conirol over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board
of directors (or persons performing the equivalent functions):

(a) Alisignificant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record,
process, summarize and report financial information; and

(b} Any fraud, whether or not material, that ivolves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

February 8, 2005

/s/ ADRIAN M. SMITH

Adrian M. Smith
Senior Vice President Finance and Chiel Fmancial Officer
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Certification of Chief Exceutive Officer

Pursuant to 18 U.S.C. § 1350, as created by Section 906 of the Sarbanes-Oxley Act of 2002, the undersigned
officer of ResMed Ine., a Delaware corporation (the “Company™), hereby certifies, to his knowledge, that:

(i} the accompanying Quarterly Report on Form 10-0) of the Company for the period ended December 31, 2004
{the “Report™) {ully complies with the requirements of Section 13{a) or Section 15(d), as applicable, of the
Securities [xchange Act of 1934, as amended; and

{ii) the information contained in the Report fairly presents, in all material respects, the financial condition and
resuits of operations of the Company.

Dated: February 8, 2003

/s/ PETER €. FARRELL

Peter C. Farrell
Chairman and Chief Executive Officer

A signed original of this written statement required by Section 906 has been provided fo ResMed Ine. and
will be retained by ResMed Inc. and furnished fo the Securifies and Exchange Commission or its staff
upon request.

Certification of Chief Financial Officer

Pursuant to 18 U.S.C. § 1350, as created by Section 906 of the Sarbanes-Oxley Act of 2002, the undersigned
officer of ResMed Inc., a Delaware, corporation {the “Company™), hereby certifies, to his knowledge, that:

(i} the accompanying Quarterly Report on Form 10-0) of the Company for the period ended December 31, 2004
{the “Report™} fully complies with the requirements of Section 13(a} or Section 15(d), as applicable, of the
Securities Exchange Act of 1934, as amended; and

{ii) the information contained in the Report fairly presents, in all material respects, the financial condition and
resuits of operations of the Company.

Dated: February 8, 2003

/s/ ADRIAN M. SMITH

Adrian M. Smith
Senior Vice President Finance and Chiel Fmancial Officer

A signed original of this written statement required by Section 906 has been provided fo ResMed Ine. and

will be retained by ResMed Inc. and furnished fo the Securifies and Exchange Commission or its staff
upon reguest.
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PART 1 - OTHER INFORMATION REVIEW REPORT

RESMED INC AND SUBSIDIARIES
REVIEW REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders
ResMed Inc.:

We have reviewed the accompanying consofidated balance sheet of ResMed Inc. and subsidiaries (the Company)
as of December 31, 2004, the related consolidated statements of income for the three-month and six-month periods
ended December 31, 2004 and 2003, and the related consolidated statements of cash flows for the six-month
periods ended December 31, 2004 and 2003, in accordance with standards established by the Public Company
Accouating Oversight Board. Al information included in these consolidated financial statements is the
representation of the Company's management.

A review of interim financial information consists principally of inquiries of Company persongsel and analytical
procedures applied to financial data. It is substantially less in scope than an audit in accordance with U.S.
generally accepted auditing standards, the objective of which is the expression of an opinion regarding the
financial staternents taken as a whole. Accordingly, we do not express such an opinion.

Based on our reviews, we are not aware of any material modifications that should be made to the accompanying
financial statements in order for them to be in conformity with U.S. generally accepted accounting principles.

We have previously audited, in accordance with the standards of the Public Company Accounting Oversight Board
{United States), the consolidaled balance sheets of ResMed Inc. and subsidiaries as of June 30, 2004, and the
related consolidated statements of income, stockholders™ equity and cash flows for the year then ended (not
presented herein); and in our report dated August 13, 2004, we expressed an ungualified opinion on those
consolidated financial statements. In our opinion, the information set forth in the actompanying consolidated
balance sheet as of June 30, 2604, is fairly stated, in all material respects, in relation to the consolidated balance
sheef from which it has been derived.

/s KPMG LLP

KPMG LLP
San Diego, California

February 2, 2003



