


The tides are rising in the sleep industry
as the market for sleep therapy products
continues to grow. During the past year,
ResMed significantly outperformed industry

growth rates with our revolutionary combi-
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Chairman’s report

Fotar O, Farrelt, CEQ and Chairroan
of the Board, on Besbled's record
performance and the path abead,

For fiscal year ending June 30, 20086, ResMed
ones again delivered record financial performance,
achiaving $607M in revenues, an increase of 43%
over 2005 revenues while pro forma net income
{pro farma measures exclude the impact of stock-
based compensation costs, restruciuring expenses,
Arnerican Jobs Creation Act of 2004 (AJCA)
repatriation tax and acquisition-related expenses)
rose 47% to $109M, 18% of revenues. Pro forma
diluted eamings per share were $1.42 and pro
forrna operating incame was $154M, an increase

of 38% and 42%, respectively, over the prior year.

Total operating cash flow for fiscal 2008 was $99M,
resulting in cash and cash equivalents of $220M.
The balance sheet demonstrated our financial
strength, with a 30% increase in assets to $1.0B.
Shareholders’ equity was up 56% to $738M, from
$A7AM in fiscal 2006, proving our continued commit-

ment to maximizing shareholder value,

CGuality products and innovation

Our patients and custormers depend on us to deliver
the most technically sophisticated and religble
praducis on the rnarket. We continue o exceed
customer expectations in this regard and last year
was no exception with the full launch of the popular
58 platform of flow generators. The cornbination of
the 58 series, coupled with the Mirage Swift Nasal
Piliows Systemn, has substantially raised the bar for

the entire industry.

| recently recelved a letter that validated both the

ahove comment and the commitment of the whole
ResMed team to advancing the treatment of sleep-
disordered breathing. Among other things, the letter
from Dr. Rafael Pelayo of Stanford University stated:
“Several patients have contacted me to tell me how
well they were doing after | switched thern aver fo
ResMed praducts. The (Mirage) Swift mask has been
very useful in our population. It has greatly simplified

the way we deal with mask adjustments.”

During this fiscal year, we received FDA clearance
for the VPAP™ Adapt SV, the only product cleared for
homecare use in the US to treat central sleep apnes,
perindic breathing {Cheyne-Stokes respiration) and
mixed apnea. Our leadership in innovation and
guality continues as we make further inroads into
the treatment of more complex sleeping disorders,
The VPAP Adapt 5V is essentially equivalent to the
AutoSet C5™ 2, which we have been successiully
marketing in Europe and the rest of the world for a

number of years.



Peter Farrell

I have never been more
optitistic about the future

of Fesifed than | am today”

These devices are the only proven and approved
products for the treatment of periodic breathing,
which ocours, to a large extent, in severe congestive
heart failure. The good news is that our clinical
experience has shown that, by treating the periadic
breathing and normalizing breathing abnormalities,
we are able to see significant cardiovascular
improvermant. This is an excellent outcome, which
we cotitinue to see reinforced as we gather more

ciinical data in these severely i patients.

Award-winning growth

This past year, we have also received nurnerous
accolades and awards that acknowledgs our continu-
ing growth as well as the quality of our products.

For the ninth consecutive year, we were selected

by Forbes rmagazine as one of the 200 Best Small
Cornpanies in Ametrica based on growth in net
revenues and net profit after tax over five years.

This is a significant achievernent.

As global dernand far our products reached new
heights, we completed work on our technologically
sophisticated manufacturing and preduct develop-
ment facilities in Australia, set on 30 acres in
Sydney's Norwest Business Park, At this site, we
now produce several hundreds of thousands of
masks and tens of thousands of flow generators

per month, which are used in 87 countries,

Education and awareness focus

Cur battle against ignorance—which 1 have stated is
stili our biggest competitor—continues on a daily
basis. Our jointly-funded public awareness campaign
has generated over 1,000 stories in the general
media. In additdon, aimost 4,000 peerreviewed
clinical studies have been published, many of which
document the multiple health benefits of compliant
positive airway pressure therapy. Nearly every mead-
ical silo is impacied by slesp-disordered breathing,
from cardiology to endocrinadogy and from gastroen-
terology to urcdogy. Sadly, sleep-disordered breathing
is nat being recognized in these and many other
medical specialties to the extent needed. This is
gradually changing bui, in our view, not fast enough.

We have much more education to do.

Despite significant progress in raising public aware-
ness and improving physician education of the
dangers of untreated sleep-disordered breathing, the
vast majority of sleep-disorderad breathing sufferers
rermain untreated. The figures are staggering: as
many as one in two heart failure patients and almost
three-guarters of patients with type 2 diabetes suffer
from slesp-disorderad breathing at some level!?

As the research on digbetes continues, physicians
are recagnizing that positive airway pressure therapy
not only reduces the classic symptoms of sleep-
disordered breathing {nocturia, excessive daytime
sleepiness, high blood pressure, heart arrhythmias
and so on}, but alsa improves blood sugar ievels in
diabetes sufferers’® Gur efforts to reach the type 2
diabetes patient population reflect our commitment
to promoting physician and public awareness and

improving people's lives.



Clinical acceptance growing

Encouragingly, the growing body of research on
sleep-disordered breathing has impacted clinical
guidelines, which increasingly include recommenda-
tions for the screening and treatment of sleep-disor-
dered breathing, including the Armerican College of
Cardiology/American Heart Associations, the Heart
Failure Society of America,® the American Socisty
of Anesthesiologists® and the National institutes of
Health's JNC-7 Guidelines for Hypertension®

Global reach expanding

With almost 2,500 employees and consultants in
67 countries and counting, our global reach is
expanding. With new offices in india and China and
the acguisition of Saime to form ResMed Paris, we
are driving market share in Europe and Asia Pacific,

which constitute nearly haif of global revenue.

Charitable funding

Through our US and Australia Foundations, we have
funded over 33 projects in 2008, totaling $1.1M.
These include the next generation of clinical studies
with such leading academic organizations as the
Maya Clinic, Stanford, the University of Pittsburgh
and Harvard. |n addition, the ResMed Foundations

have partially funded numerous arts and education

organizations during the year, including the Pissatro
Exhibition at the Art Gallery of New South Wales,
the Sydney Biennale, the Prauss School at the
University of California San Diege, the Od Globe
Theatre, the La Jolla Playhouse, the San Diego
Museum of Photographic Arts, the Museurn of

Contemporary Arts—5an Diego and many others,

The future

| have naver been more optimistic about the future of
ResMed than | am today. As people have heard me
say before, we are just lacing our shoes before the
rharathon. We have barely scratched the suiface of
this very underpeneatrated market; there are miliions
of patients across the globe whose lives are vet to
be improved as a result of our products, services
and, most irnportantly, support from BesMed people.

On g personal note, | am pleased to report that | was
selected as National Entrepreneur of the Year for
Heaith Sciences for the United States for 2005;

| was also selected for the 2008 Alumni Achieve-
ment Award by the Alumni Association of the
University of New South Wales. For both of these
accolades | am indebted to the ResMed team.

Finally, | want to thank our Board of Directors and the
Medical Advisary Beard for their continued guidance
and encouragerment. Maost importantly, | want to
thank all ResMed employess for their unfailing com-
mitment and express gratitude for the support of our
customers. Without satisfied employees and cus-
tormers, this company would not exist. Thanks to both

emplovees and customers for your continued support,

4,__%___‘

Peter C. Farrell, PhD AM
Chairman and Chief Executive Dfficer, BesMed Inc.
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Rising tides

Resled s the leading global
echnology company in the
stoep-disonrdersd  breathing
space, and we bhave the track
racord o prove . Our consis-
tent record  of finsscial
growth-—avaraging 32% every
vaar for over W yvears —reflects
the success of our tesms
arcund the globe. This track
record continues with the flscal
vear ending o June 306, 2004

1541 1562
Pro forma income?®

ResMed announced record revenue and income
results for the end of the 20006 fiscal year with its
4bth consecutive guarter of growth. Revenue for
the year was $607M, a 43% increase over the
year ended June 30, 2005, Our revenuas in the
fourth guarter of fiscal year 2006 exceed the
entire year's revenues for 2001, demonstrating

significant growth over the past five vears.

I

Incowme from operations
frverivie Dabore Tanes

M 1086 1979

85.4 84.7

1007.2
Shareholder eqguity
Mssets

&M

192.9

*excluding the impact of stock-based compensation costs,
resfructuring expenses and acquisition-related expenses.



1.42

Financial h ig hi ig hts Pro forma diluted earnings
for 2006: per share**
{split adjusted)
» Revenue of $607M, a 43% increase 103

from last year.

& Net income of $109M, a 47% increase
from last year.

o Earnings per share of $1.42, a 38%
increase from last year.

@ fncome from operations of $154M,
a 42% increase from last year.

SO0 108.6
Pro forma net income**

M

99.0

** gxeluding the impact of stock-
tased compensation costs,
restructuring axpansas, AJCA
repatriation 1ax and acquisition-
related expenses.




The big splash

ResWed is the global market
leader i the slesp-disordered
breathing indusiry. In the past
vear, we have fooused on
developing mnovative products
that will epable us 10 opsrn new
rearkets and treat s greator
rurnber of patients.

Technological advances

Better together: the 58 and Mirage Swift
ResMed's 58 series coupled with the Mirage Swift
Nasal Pillows System defines a new generation of
consumerariented products that maximize patient
cornfort and integrate easily into patients’ lifestyies,
The 58 series of flow generators offers expiratory
pressure relief (EPR), a new comfort mode

designed to increase compliance.

VPAP Adapt SV

This yvear, ResMed announced groundbreaking
progress in its efforts to treat sleep-disordered
breathing with the launch of the VPAP Adapt SV

in the United States, trailing the success of the
AutoSet CS 2, its European counterpart. 1t is the
first and only positive airway pressure device
cleared for homecare use in the US to treat central
sleep apnea, perindic breathing {Cheyne-Stokes
respiration) and mixed apnea. Previously, treatment
options for these challenging respiratory disorders
have bean limited to in-hospital ventilation.

The VPAR Adapt 5V fulfilis the need for comfortable
and effective homecare treatment options across

the sleep-disordered breathing spectrum.

Pediatric system

ResMed recently received clearance for the treat-
rnent of sleep apnea in pediatric patients with the
YPAP™ | STA bilevel flow generator and the
Mirage Kidsta™ nasal mask. This is the first positive
airway pressure system cleared by the FDA for
treatment of sleep-disordered breathing in pediatric
patients and enables ResMed to reach a group of

patients who previously had few treatment optians.

The VPAP Adapt SV and Ultra Mirage™ fuil face mask

Awards and recognition

¢ The UK Asscciation for Respiratory Technology
and Physiclogy (ARTP) named ResMed as its
Manufacturer of the Year for 2006.

¢ ResMed has been recognized by Forbes’ list of
the 200 Best Small Companies in Armerica for
ning consecutive years,

¢ Business 2.0 named ResMed oneg of the
Top 100 Fastest Growing Technology Companies.

¢ ResMed received the 20086 Australian Design
Award for the 58 Series Flow Generator and
HumidAire 31" Judges praised the sysierm as a
high-guality product with “so much technology
sgueezed into such a small space”






Increasing awarsness of slesp-
clisordered bresthing has oreated

one of the fasfest growing seg-
renis of the respiratory indusiry,
Rosied s wel-positioned st the
conter of this Industry 1o meet the
growing challenges of this under
panetrated market with global
invastments in every Hnlk of the
supply chain,

Research and development

We continue to invest approximately 6% of
revenues in research and product development—
that's a growing dollar figure every year. ResMed's
teamn is focused on developing innovative therapies
that increase patient carmnfort and convenience
while improving health. We have more than 450
granted patents and 650 pending patents world-
wide, Our growing body of proprietary technology

reflects our commitment to product development,

i

Manufacturing

In responge to the growing demand for ResMed
products, we expanded our manufacturing space
with a state-of-the-art campus in Sydney's

prestigious Norwest Business Park,

Distribution partners

We have broadened our distribution strategy by
partnering with both Teijin Pharma Limited and
Fukuda Denshi in Japan, providing ResMed with a
rauch wider customer base in both the sleep and
ventilation markets. China is preparing to become
a direct marketing operation supporting our distri-
bution partners, and we have increased staff in
Hong Kong to provide suppart to China’s growing
rnarkets nearby. In addition, cur office based in
New Delhi gives us direct access to India’s

burgeoning market.



People and operations

With a tearn of approximately 2,500 employees and
18 direct offices across 67 countries, we continue
to recruit the brightest and strongest talent around
the world and professionally develop existing talent.
Our diverse team across the globe has strength-
ened the company and driven growth. The opening
of our new European headquarters in Basel,
Switzerland provides g home for fuiure regional
conferences, educational programs and new
opportunities for increasing awareness about

sleep-disordered breathing in Europe.

Training and development

ResMed provides training and development to

all employvees through its internal development
organization, the Learning Center. This vear, the
Learning Center received a commaendation from
the Amerlcan Society of Training and Developrment
for its sales training program. Foliowing its success
in the US, the Learning Center is expanding globally

with a focus on Europe and Asia Pacific,




Ripple effect

Reslled promotes industey
growth by investing in prograrms
s the redical oo

nity and the publio about steap-
chsorderad braathing.

A recent third-party survey shows the sleep apnea
industry is expanding at 4 rapid rate: 53% of sleep
centers reported that cardiclogist referrals increased
this past year and they expect this trend to continue.
ResMed actively promaotes clinician education and
public awareness to fuel this growth and increase

rnarket share.

Educating physicians

ResMed is breaking through medical silos by reaching out to health-
care professionals at scientific conferences and meetings. In 2006,
we participated in multiple major medical conferences and educated
nearly 50,000 clinicians on the comorbidities associated with sleep-
disordered breathing, including diabetes, cardiovascular disease

and obesity. BesMed has focused particularly on helping rmedical
professionals develop relationships with sleen specialists in order

to effectively screen, diagnose and treat undiagnosed sleep apnea

sufferers among these new patient groups.
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A new area of opportunity is in treating diabetes
sufferers who alse have sleep-disordered breathing.
Recent evidence shows that nearly 756% of patients
with type 2 diabetes suffer from sleep apnea? and
that blood giucese levels can be reduced with com-
pliant CPAP therapy? This suggests that CPAP may
be an irmportant therapeutic approach for digbetes
sufferers with sleep-disordered breathing. We will
focus on developing new ways to educate diabetes
clinicians on identifying and treating sleep-

disorderad breathing in their patients.

Educating patienis
ResMed began a public relations campaign with
other industry leaders in 2004 to reach rmiilions of
undiagnosed patients, and has succeeded in placing
over 1,000 stories in local and national media. Slesp-
disorderad breathing has received coverage from
multiple media giants in the past year, including
ESPN, The New York Times, The Wall Street Journal,
US News and World Report, the Today Show and
Nikkei Sangye (in Japan).
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Research and philanthropy

In continuing efforts to promote sleep and breathing
research as well as physician and community aware-
ness, the ResMed US and Australia Foundations
review and approve grants for non-profit organizations
each guarter. This year, the ResMed Foundations
pledged over $T.IM in grants, such as funding for the
Mayo Clinic to study slesp-disordered hreathing and

atrial fibrillation.

T R




Charting the course

A cormpany can ondy be as successtul as
te people. The collective effarts of
Heshled's leaders and our strong, moti-
vated and talented e of emplovess
throughout the world are the reason for

ooy ooriinged success.

Our executives have extensive
experience in the field of sleep-
disordered breathing and the
riedical device industry. Balancing
out our managerment tearn is an
independant board of directors,

a body of advisors who represent
shareholders and other stakehold-
ers. The board of directors lends
diverse insights to ResMead's
executive team. In addition, our
Medical Advisory Board of physi-
cians and scientists specializing

in the field of sleep-disordered
breathing contributed valuable
clinical and indusiry guidance

throughout 2006.

Medical Advisory Board

Ciaudio Bassatti, MO

Michael Coppola, MO

Terence M. Davidsan, MD, FACS
Anthory N. Demaria, MD

Ned . Douglas, MB, DSe, FRCP
Nicholas Hill, M$

Barry J. Make, MD

Ralph Pascualy, MD

Barbara Phillips, MO, MSPH, FCCP
Janathan R.L Schwartz, MD
Halmut Teschlar, MO

B. Tucker Waodson, M3, FACS

EXZCUTIVE TEAKS, STAKGING FROM LEFT
Rob Douglas, Chiet Operaging Otticer, Sydney « David Pendarvis, 52 Vice
Prasident, Graasizational Development anid Ganeral Counsel

Pater €, Farreli, Chiet fxecutive Otficar « Kieran T, Gallahue, Prasident,
feshac Glotal = Brett Sandercock, Crief Fisancial Ofticer

SEATED, FROM: LEFT:

Keith Serzen, Chies Oparating Ofticer, Americas

Paul Eisen, 51 Vics Prasiden, Asia Pecifis

NOT PIZTURED: Adriar Smith, Chist Oparating {Mhices, Eurepe

BOARD OF D:RESTORS, LEFT T RIGHT.

Gary W, Pace® Director  Ronald Taylor,™® Uirector » Chiristopher 8. Roberts, Director
Richaal & Quinn ™ Birector = Fatar £, Farrell, Chairman of the Boss of Girectors

Donagh MoCarthy,'# Director = Jahn Wareham,!® Directer » Richard Sulpizie®* Girector
1 Mamber of the Acdiz Committes

2 Member of the Campensatian Sommittee

3 Meamber af the Mominating and Govamanze Comimittes
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PART I

ITEM 1

Forward-Looking Statements

This report contains or may conlain certain forward-leoking statements and information that are based on the beliefs
of our management as well as estimates and assumptions made by, and information currenily available to our
management. All statemenis other than statemenis regarding lisiorical facts are forward-looking statements. The
words “believe,” “expect,” “anticipate,” “estimate,” “plan,” “future” and other similar expressions generally identify
forward-looking statements, including, in particular, statements regarding the development and approval of new
products and produet applications, market expansion, pending litigation and the development of new markets for our
products, such as cardiovascular and stroke markets. These forward-looking statemenis are made pursuant to the safe
harbor provisions of the Private Securities Litigation Reform Act of 1995, You are cauiiocned not to place undue
relance on these forward-looking statements cach of which applies only as of the date of this report. Such forward-
looking statements reflect the views of our management at the time such statements are made and are subject io a
pumber of risks, uncertainties, estimates and assumptions, meluding, without limitation, and in addition to those
identified i the text surrounding such statements, those identified in Item 1A “Risk Factors™ and elsewhere in this
repott.

1 i EEITY L 1 de

In addition, important factors to consider in evaluating such forward-looking statements imclude changes or
developments In social, economic, market, legal or regulatory circumstances, changes in our business or growth
strategy or an inability to execute our strategy due to changes in our industry or the economy generally, the emergence
of new or growing compelitors, the actions or omissions of third parties, ineluding suppliers, customers, competitors
and governmental authorities, and various other factors. Should any one or more of these risks or uncertainiies
materialize, or the underlying estimates or assumptions prove incorrect, actual results may vary significantly from
those expressed in such forward-looking siatements, and there can be no assurance that the forward-locking
statements contained in this report will in fact oceur.

BUSINESS

General

We are a leading developer, manufacturer and distributor of medical equipment for treating, diagnosing, and
nuanaging sleep-disordered breathing and other respiratory disorders. Sleep-disordered breaihing, or SDB, includes
obsiructive sleep apnea, or OSA, and other respiratory disorders that oceur during sleep. When we were formed in
1989, our primary purpose was to commercialize a treatment for OSA developed by Professor Colin Sullivan. This
treatment, nasal Continuous Positive Alrway Pressure, or CPAP, was the first successful noninvasive treatment for
OSA. CPAP systems deliver pressurized air, typically through a nasal mask, to prevent collapse of the upper airway
during sleep.

Since the development of CPAP, we have developed a number of innovative products for SDB and other respiratory
disorders meluding airflow generators, diagnostic products, mask sysiems, headgear and other accessories. Our
growth has been fuelled by geographic expansion, increased awareness of respiratory conditions as a significant heakth
concern among physicians and patients, and our research and product development efforts.

We employ approximately 2,500 people and sell our products in over 67 countries through a combination of wholly
owned subsidiaries and independent disiributors.

Our web site address is www.resmed.com. We make our periodic reports, together with any amendmenis, available
on our web stie, free of charge, as soon as reasonably practicable after we eleetronically file or furnish the reports with
the Securities and Exchange Commission.

Corporate History

ResMed Inc., a Delaware corporation, was formed in March 1994 ag the ultimate holding company for our Americas,
Asta-Pacific and European operating subsidiaries. On June 1, 1995, we completed an mitial public offering of
common stock and on June 2, 1995 our common siock commenced trading on the NASDAQ National Market. On
September 30, 1999 we transferred our principal public listing to the New York Stock Exchange, or NYSE, trading
under the ticker symbol RMD. On November 23, 1999, we established a secondary listing of our common stock via
Chess Depositary [nstruments, or CDI's, on the Australian Stock Exchange, or ASX, also under the symboel RMD.
Ten CDI’s on the ASX represent one share of our common stock on the NYSE. On July 1, 2002, we converted our
ASX listing status from a foreign exempt listing to a full listing.
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Our Ausiralian subsidiary, ResMed Holdings Limiled, was originally organized in 1989 by Dr. Peter Farrell to acquire
from Baxter Center for Medical Research Pty Limited, or Baxier, the rights to certain technology relating to CPAP
treatment as well as Baxter’s existing CPAP device business. Baxter had sold CPAP devices in Australia since 1988,

having acquired the rights to the technology in 1987.

Since formation we have acquired a number of operating businesses including:

Name of Entity

Date of Acquisition

Dieter W. Priess Medtechnik
Premium Medical SARL
Innovmedics Pte Lid

EINAR Egnell AB

Labhardt AG

Servo Magnetics Ine.

John Stark and Associates

Respro Medical Company Limited
Resprecare BV

Hoeefner Medizintechmk GmbH

Samme SA

PolarMed Holding AS

MAP Medizin Technologie GmbH

Pilmomed Meadizinisch-Technische Gerdte GmbH

February 7, 1996
June 12, 1996
November 1, 1097
January 31, 2000
February 16, 2001
November 15, 2601
May 14, 2002
July 24, 2002

Juiy 2, 2063
December 1, 2604
February 14, 2005
May 19, 2005
July 1, 2065

December 1, 2605




The Market

Sleep is a complex neurological process that includes two distinet states: rapid eye movement, or REM, sleep and
non-rapid eye movement, or non-REM, sieep. REM sleep, which 15 about 20-25% of total sleep experienced by adulis,
is characterized by a high level of brain activity, bursts of rapid eye movement, increased heart and respiration rates,
and paralysis of many muscles. Non-REM sleep is subdivided into four stages that generally parallel sieep depth;
stage 1 is the lightest and stage 4 s the deepest.

The upper airway has no rigid support and is held open by active contraction of upper alrway muscles. Normally,
during REM sleep and deeper levels of non-REM sleep, upper airway muscles relax and the airway narrows.
Individuals with narrow upper airways or poor muscle tone are prone to temporary collapses of the upper airway
during sleep, called apneas, and to near closures of the upper airway called hypopneas. These breathing irregularities
result in a lowering of blood oxygen concentration, causing the central nervous system to react to the lack of oxygen
or inereased carbon dioxide and signaling the body to respond. Typically, the individual subconsciously arouses from
sieep, causing the throat muscles to contract, opening the airway. After a few gasping breaths, blood oxygen levels
increase and the individual can resume a deeper sieep until the cycle repeats itself. Sufferers of OSA typically
experience ten or more such cyeles per hour. While these awakenings preatly impair the quality of sleep, the
individual is not normally aware of these disruptions. [n addition, OSA has recently been recognized as a cause of
hypertension and a significant co-morbidity for heart disease, stroke and diabetes.

Scientisis estimate that one in five adults have some form of obsiructive sleep apnea. In the United States alone, this
represents approximately 43 million people. Despiie the high prevalence of OSA, there i1s a general lack of awareness
of OSA among both the medical community and the general public. ¥ is estimaied that less than 10% of those with
OSA have been diagnosed or treated. Many healilicare professionals are often unable to diagnose OSA because they
are unaware that such non-specific symptoms as excessive daytime sleepiness, snoring, hypertension and irritability
are characterisiic of OSA.

While OSA has been diagnosed in a broad cross-section of the population, it is predominant among middie-aged men
and those who are obese, smoke, consume alcohol in excess or use muscle-relaxing and pain-kifling drugs. A strong
association has been discovered between OSA and a number of cardiovascular diseases. Recent studites have shown
that SDB is present in approximately 80% of patients with drug-resistant hyperlension, approximately 66% of stroke
patients and approximately 50% of patients with congestive heart failure. More reeendy, studies have shown a
connection between S8DB and diabetes: recent studies indicate that SDB is independently associated with glucose
intolerance and insulin resistance.

Sleep-Disordered Breathing and Obstructive Sleep Apnea

Sleep-disordered breathing encompasses all physiological processes that cause detrimental breathing patterns during
sleep. Manifestations include OSA, central sleep apnea, or CSA, and hypoventilation syndromes that occur during
sleep. Hypoventilation syndromes are gencrally associated with obesity, chronic obstructive lung disease and
neuromuscular disease. OSA 1s the most common form of SDB.

Sleep fragmentation and the loss of the deeper levels of sleep caused by OSA can lead to excessive dayiime
sleepiness, reduced cognitive function, including memeory loss and lack of concentration, depression and irritability.
OBA sufferers also experience an increase in heart rate and an elevation of blood pressure during the cycle of apneas.
Several studies mdicate that the oxygen desaturation, increased heart rate and elevated blood pressure caused by QSA
may be assoctated with increased risk of cardiovascular morbidity and mortality due to angina, stroke and heart attack.
Patients with OSA have been shown fo have impaired daytime performance in a variety of cognitive functions
including problem solving, response speed and visual motor coordination, and studies have linked OSA to increased
occurrences of traffic and workplace accidents.

Generally, an individual seeking freatment for the symptoms of OSA is referred by a general practitioner to a
specialist for further evaluation. The diagnosis of OSA typically requires monitoring the patient during steep at either
a sleep clinic or the patient’s home. During overnight testing, respiratory parameters and sleep patterns may be
monitored, along with other vital signs such as heart rate and blood oxygen levels. Simpler tests, using devices such as
our Apnealink, or our automatic positive airway pressure devices, monitor afrflow during sleep, and use computer
programs to analyze airflow patterns. These tests allow sleep clinicians to detect any sleep disturbances such as
apneas, hypopneas or subconscious awakenings, We estimate that there are currently around 3,000 sleep clinics in the
United States, a substantial portion of which are affiliated with hospitals. The number of sleep ¢linies has expanded
significantly from approximately 100 such facilities in 19835,



Existing Therapies

Before 1981, the primary freatment for OSA was a tracheolomy, & surgical procedure to cut a hole in the patient’s
windpipe to create a channel for airflow. Most recently, alternative treatments have mmvolved cither
uvulopalatopharyngoplasty, or UPPP, in which surgery is performed on the upper airway to remove excess tissue and
to streamdine the shape of the airway, implanting a device o add support to the soff palate, or mandibular
advancement, in which the lower jaw is moved forward to widen the patient’s airway. UPPP alone has a poor success
rate; however, when performed in conjunction with multi-stage upper airway surgical procedures, a greater success
rate has been claimed. These combined procedures, performed by highly specialized surgeons, are expensive and
involve prolonged and oflen painful recovery periods.

CPAP, by contrast, is a non-invasive means of treating OSA. CPAP was first used as a treatment for OSA 1n 1980 by
Dr. Colin Sailivan, the past Chairman of our Medical Advisory Board. CPAP systems were commercialized for
treatment of OSA in the United States in the mid 1980°s. Today, use of CPAP is generally acknowledged as the mosi
effective and least invasive therapy for managing OSA.

During CPAP treatment, a patient sleeps with 2 nasal interface connected to a small portable airflow generator that
delivers room air at a positive pressure. The patient breathes in air from the flow generaior and breathes out through
an exhaust port in the interface. Continuous air pressure applied in this manner acts as a pneumnatic splint to keep the
upper airway open and uncbstructed. Interfaces include nasal masks and nasal pillows. Sometimes, when a patient
leaks air through their mouth, a full-face mask may need to be used, rather than a nasal interface.

CPAP s not a cure and therefore, must be used on a nightly basis as long as treatment is required. Patient compliance
has been a major lactor in the efficacy of CPAP treaiment. Early generations of CPATP units provided limited patient
comfort and convenience. Patienis experienced soreness from the repeated use of nasal masks and had difficulty
falling asleep with the CPAP device operating at the prescribed pressure. In more recent years, product innovations 1o
improve patient comfort and compliance have been developed. These melude more comfortable patient interface
systems; delay timers that gradually raise air pressure allowing the patient to fall asleep more easily; bilevel air flow
generators, including Variable Positive Airway Pressure, or VPAP systems, which provide diiferent air pressures for
inhalaiion and exhalation; heated humidification systems to make the airflow more comfortable; and autotitration
devices that reduce the average pressure delivered during the night.

Business Strategy

We believe that the SDB market will continue ie grow i the future due to a2 number of factors meluding inereasing
awareness of OSA, improved understanding of the role of SDB treatment inn the management of cardiac, neurologic,
metabolic and related disorders, and an increase in home-based diagnosis. Our sirategy for expanding our business
operations and capitalizing on the growth of the SDB market consists of the following key elements:

Continue Product Development and Innovation. We are commitied to ongoing mnovation in developing products
for the diagnosis and treatment of SDB. We have been a leading imnovator of products designed to more effectively
treat SDB, increase patient comfort and encourage compliance with prescribed therapy. For example, in 1999 we
introduced ihe Mirage Full Face Mask. This mask coniaing an inflatable air pocket, which conforms to the patient’s
facial contours, creating a more comfortable and beiter seal. in 2602 we introduced the AutoSet Spirit flow generator,
our second-generation autotitrating device that adapts to the patient’s breathing pattems (o more effectively treat OSA.
I 2003, we introduced the Mirage Activa nasal mask, with active cushion technology to automatically seal mask
leaks. In 2604, we introduced the Mirage Swift nasal pillows system, a less obtrusive, lightweight, and flexible
aliernative to nasal masks. In 2005, we introduced the S8 range of CPAP, a small flow generator with optional
integrated humidification. We believe that continued product development and innovation are key factors to our
ongoing success. Approximately 12% of our employees are devoted fo research and development activities. In fiscal
year 2006, we invesied $37.2 million, or 6% of our revenues, in research and development.

Expand Geographic Presence. We market our products in over 67 countries to sleep clinics, home healtheare
dealers and third parly payers. We intend io inerease our sales and marketing efforts in our principal markets, as well
as expand the depih of our presence m other geographic regions.

Increase Pablic and Clinical Awareness. We intend o continue to expand our existing promotional activilies to
inerease awareness of SDB and our treatment alternatives. These promotional activities target the population witl
predisposition to SDB as well as primary care physicians and specialists, such as cardiologists, neurologists and
puimonologists. In addHion, we also target special interest groups, including the National Stroke Association, the
American Heart Association and the National Sleep Foundation.
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During fiscal 2006, 2005 and 2004, we donated $0.8 million, $0.5 million and $0.5 million respectively to the
ResMed Foundaiion in the United States, and the ResMed Foundaiion Limited in Australia, to further enhance
research and awareness of SDB. The contributions to ihe Foundations reflect ResMed’s commiiment 6 medical
research info sleep-disorderad breathing, particularly the treatment of obstructive slaep apnea.

Expand inte New Clinical Applications. We continually seek to identify new applications of our technology for
significant unmet medical needs. Recent studies have established a clinical association between OSA and both stroke
and congestive heart faflure, and have recognized SDB as a cause of hypertension or high blood pressure. Research
also indicates that SDB is independently associaied with glucose Intolerance and insulin resistance. We have
developed a device for the treatment of Cheyne-Stokes breathing in patients with congestive heart fzilure. In addition,
we mainiain close working relationships witl a number of prominent physicians to explore new medical applications
for our products and technology. We have recently received FDA clearance and launched a new product in the United
States for the treatment of respiratory msufficiency due to central sleep apres, mixed apnea and periodic breathing,
called the VPAP Adapt SV. The VPAP Adapt S8V uses a technology known as adaptive servo-ventilation and was
first made available to & select group of US key opinion leader sifes beginning in the third quarter of fiscal 2006,
Physicians have found tremendous benefit from this technology as it has successfully treated the complex breathing
disorders of many patients who had previously tried and {ailed traditional PAP therapy.

Leverage the Experience of our Management Team and Medical Advisory Board. Our senior management
team has extensive experience in the medical device industry in general, and in the field of SDB in particutar. Our
Medical Advisory Board is comprised of experts in the field of SDB. We intend to continue to leverage the experience
and expertise of these mdividuals fo maintain our innovative approach to the development of products and increase
awareness of the serious medical problems caused by SDB.

Products

Our portfolio of products for the treatment of OSA and other forms of SDB includes airflow generators, diagnostic
products, mask systems, headgear and otler accessories.

Air Flow Generators

We produce CPAP, VPAP and AutoSet systems for the titration and treatment of SDB. The flow generator systems
deliver positive airway pressure through a patient interface, either a small nasal mask, nasal pillows system, or full-
face mask.

Our VPAP units deliver ultra-quiet, comfortable bilevel therapy. There are two presel pressures: a higher pressure as
the patient breathes in, and a lower pressure as the patient breathes oul. Breathing ouf against a lower pressure makes
treatment more comfortable, particularly for patients who need high pressure levels or for those with impaired
breathing ability.

AutoSet systems are based on a proprietary technology to monitor breathing and can also be used in the diagnosis,
treatment and management of OSA. CPAP and VPAP flow generators accounted for approximately 52%, 49% and
50% of our net revenues in fiscal years 2006, 2005 and 2004, respectively.

With the acquisition of Saime in May 2005, we increased our presence in the European homecare ventilation market.
The VS and Elisée range of products are sophisticated, yet easy to use for physicians, clinicians and patients. We
believe these devices complement our VPAP (11, VPAP Adapt SV and Auteset CS2 for patients who need ventilatory
assistance.
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VEAP Produces

VPAP I

COMEORT

VPAPIIRT

VPAPIIST A

VPAP MAX

Moritz §°

Motitz §T%°

VPAP IH

VPAPIH BT

VPAPIH STA

VEAP Adapt V7

Bifevel portabie device providing different pressure levels for inhalation and exhalation, improved
pressure switching and reduced noise output and spontaneous breath trigpering.

Ritevel device with Hinited foatures.

Bitevel ponable device with spontaneous and spontaneotsitimed breath triggering modes of
operation.

Bitevel device with alarms.

Bifevel ventilatory support system for the treattiient of adult patienis with respiratory insufficiency or
respiratory faifure.

Bilevel porable device providing different pressure fevels for ishalation and exhalation with
imtegrated humidifier.

Bitevel $T device with spontaneous and spontaneous/timed breath triggering modes of operation, and
with poveer failure alarms, system with integrated bumidifier.

Updated Bilevel portable device encompassittg inproved pressure synehronzation, spomaneous
breath triggering and reduced noise.

Updated Bilevel 8T portable device encompassing improved pressure synchronization, spontaneocus
and spontateots/timed breath triggering modes of operation and reduced noise.

An upgraded Bi-level device with alarm features.

The newest and most highly evolved bilevel device which uses adaptive servo-ventilation technology
1o treat patients with central sleep apnea, mixed apnea and periodic breathing.

March 1994

Mareh 1996

April 1998

August 1998

November {998

October 2001

October 2001

Apnil 2003

Apnil 2003

Augtest 2004

March 20046

# Seded in Llmited States onby
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Ventilation
Products
Helia 2"

Fole 3 XL8™

VS Serena”™

VS Ulita™

VS Integra”

Elisée 350

Dual mode ventifator that combines volumetric and barometric vemilation modes.

Ventifator device providing conventional volumetric ventilation through both controfled and assisted-
controlled vemiiation with erv funetions.

Bi-devel ventilator providing all ventilation modes with two pressure levels.

Dual mode ventitator that combines volumetsic and barometric ventilation from beakage to valve type
with single or double limb cireut.

Pressure support ventilator that combines pressure modes with leakage or valve ventifators.

Ventilator for use in Intensive Care BUnit combining alt conventional vemilation modes, diagnostic and
nokitoring functions.

Ventifator device that combines volumetric and barometric ventifation modes with single or double
Hinb cireui.

Ventilator for ase i inlensive Care Unit combiring all conventional ventilation modes, diagrostic
funetions with external monitoring interface for ventiation loops.

Ventilator for use in transport and emergency situations.

Augnust 1998

December 1999

Hine 2H1

March 2002

Mareh 262

December 2003

e 24434

September 2004

Apnil 20045

* Mot cleared for markeling in the Lintied States
# Soded outsicde Umited Sistes only
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Auvfomatic Positive
Adrway Pressure
Bevices

AutoSet 05

AutoBet T

AutoSet Spirit

Magellan®®
AutoSet Respond

AutoSe 052+

Alttomatic ventilatory assistance device specitically designed w novmalize ventifation in congestive
heart faiture patients with Cheyne Stokes regpiration.

Aumotitrating device, which continually adjusts CPAP treatment pressure based on patient airway
resistance.

Modutar, autotitrating device with advanced compliance moritoring and optional integrared
arnidifier.

Aurotiirating device using aivway resistance measurensent.
Attotitrating device with basic complance monitoring and optional infegrated bumidifier.

Maodular, automatic device speciftealiy designed 10 nommalize ventibtion in congestive heart failure
patients with Chevne S$tokes respiration. The device has an optional integrated humidifier.

December 1998

Muarch 1909

Septemnber 200

March 2003
September 2003

August 2004

CPADP

Max [EalPAPH
Mini Max nCPAPY
ResMed 86 series
ResMed 57 series

ResMed S8 Series

CPAP device with or without integrated humiditier. Features low noise and reduced pressure swings.

CPAP device with integraied and attachable humidifier and low noise levels.
Quiet, compact CPAP device with various comfort features.
A CPAP device with optional integrated humiditier.

Asmall CPAP device with optional integrated humidification.

Aprit 1997
Mareh 2060
June 2066
hiy 2002

e 235

* Not cleared for markeling in the United States
# Soded outsicde Umited Sistes only




Mask Systems and Diagnostic Produocts

Mask systems are one of the most important elements of SDB treatment systems. Masks are a primary determinant of
patient comfort and as such may drive or impede patient compliance with therapy. We have been a consistent innovator
in masks, improving patient comfort while minimizing size and weight. Masks, accessories, motors and diagnostic
products accounted for approximately 48%, 51% and 50% of our net revenues in fiscal years 2006, 2005 and 2004,
respectively.

MASK PRODUCTS

DESCRIPTHON

DATE OF
COMMERCIAL
INTRODUACTION

Mirage hMask

Ellerae Mirage Mask

Mirage Ful Face Mask Series 2

Papithon Mask®

Mirage Vista Mask
Ellira Mirage Full Face Mask

Mirage Activa Mask

Mirage Swift

Silent Papillon Mask**
Phospital Full Face Mask
Phospital Nasal Mask

Ellira Misage 11

Megidian Nasal Mask

Proprictary mask desizgn with 2 condoured nasal cushion that adjusis to patient’s facial
coons, Ouiet, belt and low profike.

Advanced verston of the Mirage system with reduced notse characteristios and
iproved forehead bridee.

Mitage-based full-face mask system, Provides an effective method of applying
vemifatory assist Noninvasive Positive Pressare Ventilation therapy. Can be used to
address mouth- breathing problems in conventionat bikeved or CPAP therapy.

Masab mask with ondy four major pasts, albows simplified handiing for patients and
distributors.

Small nasal mask without forehead supports.
Fuli-face mask incosporating our latest adiusiable forchead suppost 1echnobogy.

Mased mask systern utlizing Active Seal techaolopy to mitigate leak sod improve
nagient comfint

A light and unobirnzive nasal cannota mask svstem.

A ko noise nasal mask with simplified assemmbly.

Diisposablbe fd] face mask specifically designed for hospital uss.
Erigprosabie aasal mask specifically designed for hospital s

Achvanced version of the Ulira Mirage MNasal System with improved comfint and case of
fit ehrough enhanced forehead pads and support.

Aovalue Boe nasal mask. Bifective therapy suppbied throtgh @ simple yet combortable
mask

Aungst 1997

Tupe 28060

Ohetodier 2504

Apeid 2402

Morvember 2002
Aungust 2003

Ohetober 2003

Augeest 2004
Aarch 2003
Agrei} HiD3
Aprii HiDs

Tuldy 2065

Febyuary 2006

* Not cleared for markeling in the United States

# Soded outsicde Umited Sistes only

We markel sleep recorders for the diagnesis and ttiraiion of SDB in sleep clinics and hospitals. These diagnostic
systems record relevant respiratory and sleep data, which can be analyzed by a sleep specialist or physician who can
then tailor an appropriate OSA ireatment regimen for the patient.

IHAGNOSTIC PRODGUCTS

EESCRIFTION

EATE OF
COMMERCIAL

Poly-MESAM Portable

EHagnostic Sysfem™
MEPAL Disgnostic System * 7

Emlda

Embietta
MEPAL mobil ® Dhagnostic Sysiem

Apnesalink (Microhesam)}

Configurable cardio-respiratory pobvgraphy svstem ap to 8 channels, meludes BOG,
tharax and abdomen bels, PLMS sensor

Pobysomnography systesm designed for wse in the sleep laboratosy.

Degieal sleep reconder that provides comprehensive sleep diagnosts in a skeep
laboratory.

Pocket-size digital recorder that performs ambulatory skeepr studies.
Arabalbatory poivsomnography syslen.

A portable Sleep Apnea sereening device for use by sleep professionals and primary
care physiciang,

Febyuary 9465

Febyuary 969

Ohetober 1460

Navettber 20060
Aarch 2301

Apeid 2G04

* Not cleared for marketing in the United States

# Sodd outside United Sistes only
Mot manufactured by ResMed
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Accessories and Other Prodacts

To enhance patient comfort, convenience and compliance, we market a variety of other products and accessories.
These products include humidifiers, sucl: as the HumidAtre, H21 and H3i, which connect directly with the CPAP,
VPAP and AuntoSet flow generators to humidify and heat the air delivered to the patient. Their use helps prevent the
drying of nasal passages that can cause discomfort. Other optional accessories include cold passover humidifiers,
carry bags and breathing circuits. To assist those professionals diagnosing or managing ihe treatment of patients there
are data communicstions and control products such as the ResLink, ResControl and ResControl 11 modules that
facilitate the transfer of data and other information to and from the flow generators. MAP also offers a range of
aceessories, including the Twister remote, an intelligent remote contrel for use in the sleep laboratory environment to
set and monitor flow generators, the Aero-Click connection system, which allows a quick, simple connect/disconnect
between the mask and CPAP air delivery source and the AecroFix headgear, for the comfortable adjustment of masks
for CPAP therapy. Since the May 2002 acquisition of Servo Magnetics Ine., we have also sold custom electric motors,
primarily for use in data storage and aerospace applications, but we do not expect custom electric motor sales to
contribute material revenues in the fuiure.

Product Development and Clinical Trials

We have a strong track record i innovation m the sleep market. In 1989, we introduced our first CPAP device. Since
then we have been commitied to an ongoing program of product advancement and development. Currently, our
product development efforts are focused on not only improving our current product offerings, but also expanding into
new product applications. For example, in 1997, we introduced the Mirage Mask. This mask was based on the
inmovative Bubble Mask technology iniroduced m 1991, which used the principle of air inflation of the mask cushion
to create a more comfortable and better seal by beiter conforming to patient facial contours.

I 1999, we introduced the AutoSet T flow generator, an aufotitrating device that adapts to the patient’s breathing
patterns o effectively prevent apneas. In 2001, we mtroduced our next generation autotitrating device, the AutoSet
Spirit. The AutoSet Spirit is an aufotitrating modular device with optional integrated humidifier. In September 2003,
we infroduced the Activa nasal mask using our patented Active Cushion Techinology, which automatically seals mask
leaks. In August 2004, we launched our Mirage Swift mask, a light and unobtrusive nasal cannula mask system. Also,
in August 2004 we launched an improved AutoSet CS 2 {outside the United States only) to treat congestive heart
failure patients with significant ceniral slecp apnea. In March 06 we launched the VPAP Adapt SV within the United
States. This product is for the treatment of respiratory insufficiency due to central sleep apnea, mixed apnea and
periodic breathing and uses a technology known as adapiive servo-ventilation.

We continually seek to identify new applications of our technology for significant unmmet medical needs. SDB is
associated with a number of symptoms beyond exeessive daytime slegpiness and irritability. Recent studies have
established a clinical asgociation between SDB and hypertension, stroke, congestive heart failure and diabeles. We
suppott clinical trials in the United States, Germany, France, the United Kingdom, ltaly, Switzerland and Australia to
develop new clinical applications for our technology.

We consult with physicians at major sleep centers throughout the world to identify technological trends in the
treatment of SDB. Some of these physicians currently serve on our Medical Advisory Board. New product ideas are
also identified by our markeiing siaff, direct sales force, network of distributors, manufaciurers’ representatives,
cusiomers and patients. Typically, our internal development staff then develops these ideas, where appropriate, into
new products.

I fiscal years 2006, 2005 and 2004 we imvested $37.2 million, $30.0 million and 326.2 million, respectively, on
research and development.

Sales and Marketing

We currently market our products in over 07 countries using a network of distributors, independent manufacturers’
representatives and our direct sales force. We attempi to tailor our marketing approach to each national market, based
on regional awareness of SDB as a health problem, physician referral patierns, consumer preferences and local
reimbursement policies.



North America and Latin America. Our products are typically purchased by a home healtheare dealer who then
sells the products to the patient. The decision to purchase our products, as opposed to those of our competitors, is
made or influenced by one or more of the following ndividuals or organizations: the prescribing physician and his or
her stafl; the home healtheare dealer; the insurer and the patieni. In the United States, our sales and marketing
activities are conducted through a field sales organization made up of regional territory representatives, program
development specialists, regional sales directors and independent manufacturers” representatives. Our ULS. field sales
organization markets and sells products to home healthcare dealer branch loestions throughout the United States. Our
direct sales force receives a base salary, plus commissions, while our independent sales representatives receive higher
commissions, but no base salary.

We also promote and market our products directly fo sleep clinics. Patients whe are diagnosed with OSA and
prescribed CPAP ireatment are typically referred by the diagnosing sleep clinic to & home healtheare dealer to il the
prescription. The home healtheare dealer, in consultation with the referring physician, will assist the patient in
selecting the equipment, fit the patient with the appropriate mask and set the low generator pressure to the prescribed
level.

In the United States, our sales employees and manufacturers’ represeniatives are managed by the Chief Operating
Officer Americas and Vice President of Marketing. Our Cuanadian and Latin American sales are conducted through
independent disivibutors. Sales in North and Latin America accounted for 52%, 51% and 49% of our net revenues for
fiscal years 2006, 2005 and 2004, respectively.

Europe. We markel our products in most major European couniries. We have wholly-owned subsidiaries in Ausiria,
Finland, France, Germany, Spam, Sweden, Norway, Netherlands, Switzerland and the United Kingdom that sell our
products divectly into those countries. We use independent distributors to sell our products in other areas of Europe.
Diistributors are selected in each country based on their knowledge of respiratory medicine and a commitment t¢ SDB
therapy. In each country in which we have a subsidiary, a local senior manager is responsible for direct national sales.
In many couniries in Europe, we sell our products to home healtheare dealers who then sell the products o the
patients. In Germany, we also operate a home healiheare company, in which we provide products and services directly
to patients, and receive reimbursement directly from third party payers.

Our European Chief Operating Officer is responsible for coordination of all Eurepean activities and, in conjunction
with local management, the direct sales activity in Europe. Sales in Europe accounted for 39%, 41% and 43% of our
total net revenues for fiscal years 2006, 2005 and 2004, respectively.

Asia Pacific. Marketing in Asia Pacific and the rest of the world is the responsibility of our Senior Vice President
Sales & Marketing Asia Pacific. We have wholly-owned subsidiaries in Ausiralia, Hong Kong, Japan, Malaysia, New
Zeatand and Singapore that sell our products directly into those countries. We use a combination of our direct sales
force and independent distributors in Australia and New Zealand, and use independent distributors to sell our produets
elsewhere In Asia Pacific. Sales in Asia Pactfic and the rest of the world accoumted for 9%, 8% and 8% of our total net
revenuges for the fiscal years 2006, 2005 and 2004, respectively.

Other Marketing Efforts. In addition to our and our distributors’ sales efforts, we work with the following
cardiovascular disease associations 6 raise awareness of the co-morbidity of S8DB in cardiovaseular disease patients,
including coronary artery disease, congestive heart failure, hypertension and stroke:

s dmerican Coflege of Cardiclogy.  We work with the Ameriean College of Cardiology and its more than 20,000
cardiologist members fo increase education and awareness in the cardiclogy community regarding the morbidity
associated with sleep apnea in their patients. We lhave co-sponsored educational symposia with Guidant
Corporation at ACC in 2003 and ACC 2004 on sleep apnea and cardiovascular disease. We have exhibited at
ACC national conferences since 2001, Sleep apnea was included in the formal ACC scientific sessions in 2004,

s American Heart Association. We have worked wilh the American Heart Association, or AHA, and we have
attended the annual Scientific Sessions of the AHA since 2001, Sleep apnea has been on the official program of
the Scientific Sessions since 2002, We work with various regional and local AHA affiliaies to increase awareness
regarding sleep apnea and cardiovascular disease.

»  Heart Failure Saciety of America.  We have attended the Heart Failure Society of America national conferences
since 2002, We have co-sponsored CME-level educational symposia with Guidant Corporation at HFSA 2003
and HFSA 2004 on sleep apnea and heart failure. We continue to see a very high level of inferest amongst heart
fuiture physicians, due to the significant {approximaiely 30%) prevalence of sleep apnea in heart failure patients,
and the outcome improvements in blood pressure and ejection fraction observed in peer-reviewed studies using
CPAY treatment.
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We alse continue to work (o raise awarencss of SDB in diabetes. Current research is mereasingly showing an
independent association between OSA and type 2 diabetes.  Accordingly, we initiated a study investigating the
prevalence of OSA in the type 2 diabetic population. Due fo the high prevalence of the co-incidence of SDB and type
2 diabetes, we are now actively supporting the American Association of Diabetes Educators and are in the process of
setting up further initiatives to develop the SDB markel in the diabetic population.

In addition to the above marketing efforts we have strategic alliances with the Guidani Corporation and the MedCath
Corporation.  The Guidant Corporation is a world leader in the freatment of cardiac and vaseular disease. We have
entered mto an agreement with Guidant pursuant to which the companies will work together in the areas of sleep-
disordered breathing and cardiac rhythm disorders, disease states with a significant patient population overlap.
Currenily the compantes plan to collaborate on research and development projects, clinical studies, as well as
physician and patient education. MedCath develops, owns and operates hospilals in partnership with cardiologists and
cardiovascular surgeons. Our alliance allows MedCath to offer SDB screening, diagnosis and freatment in conjunction
with services currently offered ilwrough the company’s cardiovascular diagnosiic centers. We believe that our
affiliations and coniinued work with these organizations raises the awareness of SDB as a significant healih concern.

Manufacturing

Our principal manufacturing facility i3 located i Sydney, Australia and comprises a 215,000 square fooi
manufaciuring facility. Our manufacturing operations consist primarily of assembly and testing of our flow
generators, masks and accessories. Of the numerous raw materials, parts and componenis purchased for assembly of
our therapeutic and diagnostic sleep disorder products, most are ofl-the-shelf items available from multiple vendors.
We generally manufacture to our internal sales forecasts and fill orders as received. Over the last few years, the
nuanufacturing processes have been transformed along lean manufacturing guidelines to flow Hnes staffed by
dedicated teams. Each team is responsible for the manufacture and quality of their product group and decisions are
based on performance and quality measures, including customer feedback.

Our guality management system is based upon the requirements of [SO 9601, ISO 13485, FDA Quality System
Regulations for Medical Devices and the Medical Device Directive (93/42/EEC). Owr Sydney, Australia and San
Diego, Calilornia facilities are each accredited to IS0 9001 and 15O 13485, These two sites have third party audits
conducted by the ISO certification bodies at regular intervals.

Our German manufacturing operation based in Munich operates in a facility of approximately 24,000 square feet. This
facility 1s accredited to ISO 13485 and primarily assembles and tests flow generators for sale by our German
subsidiary. Appropriate guality controls monitor and measure produet assembly and performance.

As part of the acguisition of Satme SA on May 19, 2005, we acquired a 7,000 square foot manufacturing facility in
Pavis, France. This facility is aceredited to ISO 13485 and is primarily responsible for the assembly of the Saime
brand of mechanical ventilators and associated accessories.

We also manufacture high-guality electric motors for both our flow generator devices and external customers,
primarily in the data storage sector, at our Servo Magnetics Inc., or SMI, facility at Canoga Park, California. The SMI
facility s approximately 35,500 square feet. We have recently leased a larger site of 72,000 square fect within
Chatsworth California and expect to move to this new SMI facility in October 2006,

Third-Party Reimbursement

The cost of medical care in many of the countries in which we operate is funded in substantial part by government and
private insurance programs. In Germany, we receive payments directly from these payers. Quiside Germany, although
we do not generally receive paymenis for our products directly from these payers, our success in major markets is
dependent upon the ability of patients to obtain adequate reimbursement for cur products.

In the United Siates, our products are purchased primarily by home healthcare dealers, hospitals or sleep clinies,
which then invoice third-party payers direcily for reimbursement. Domestic third-party payers include Medicare,
Medicaid and corporate health insurance plans. These payers may deny reimbursement if they determine that a device
is not used in accordance with cost-effective treatment meihods, or is experimental, unnecessary or inappropriate. The
long-term frend towards managed healtheare, or legislative proposals to reform hesltheare, could control or
significantly influence the purchase of healtheare services and products and could result in lower prices for our
products. In some foreign markets, such as Spain, France and Germany, government reimbursement is currenily
available for purchase or rental of our products, however, subject to constraints such as price controls or unit sales
limitations. In Australia and in some other foreign markets, there is currently limited or no reimbursement for devices
that treat OSA.

Even though we do not file claims or bill governmental programs and other third-party payers directly for
reimbursement for cur products sold in the United Siates, we are still subject to laws and regulations relating to
governmental programs, and any violation of these laws and regulations could result in civil and criminal penalties,
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including fines. In particutar, the federal Anti-Kickback Law prohibits persons from knowingly and willfully
solictting, receiving, offering or providing remuneration, directly or indirectly, to induce either the referral of an
individual, or the furnishing, recommending or amranging for a good or service, for which payment may be made
under a Federal healthcare program such as the Medicare and Medieaid programs. The government has interpreted
this law broadly to apply to the marketing and sales activities of manufacturers and distribuiors like us. Many states
have adopted laws similar to 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 willlully filing
false claims or executing a scheme to defraud any healthcare benefit program, including private third-party payers.
These laws may apply to manufacturers and distributors who provide information on coverage, coding and
reimbursement of their produets to persons who bill third-party payers. We coniinuously sirive to comply with these
laws and beleve that our arrangements do not violate these laws. Liability may still arise from the intentions or
actions of the parties with whom we do business or from a different governmental agency interpretation of the laws.

Service and Warranty

We generally offer one-year and two-year limited warranties on our flow generator products. Warranties on mask
systems are for 90 days. In most markets, we rely on our distributors to repair our products with parts supplied by us.
In the United States, home healtheare dealers generally arrange shipment of products to our San Diego facility for
repair.

We recelve returns of our preducts from the field for various reasons. We believe that the level of returns experienced
to daie is consistent witl fevels typically expertenced by manufacturers of similar devices. We provide for warraniies
and returns based on historical data.

Competition

The markets for our products are highly competitive. We believe that the principal competitive factors in all of our
markeis are product features, reliability and price. Customer support, reputation and efficient distribution are also
important factors.

We compete on a markel-by-market basis with various companies, some of which have greater financial, research,
manufacturing and marketing resources than us. In the United States, our principal market, Respironics Inc.;
DeVilbiss, a division of Sunrise Medical Inc.; Nellcor Puritan Bennett, & subsidiary of Tyco Inc.; and Fisher & Paykel
Healthcare Corporation Limited are the primary competitors for eur products. Our principal European competitors arg
also Respironics, DeVilbiss, and Nelleor Puritan Bennett, as well as regional Eurepean manufacturers. The disparity
between our resources and those of our competitors may increase as a result of the trend towards consolidation in the
healtheare indusiry. In addition, our products compete with surgical procedures and dental apphances designed to treat
OSA and other SDB related respiratory conditions. The development of new or innovative procedures or devices by
others could result in our products becoming obsolete or noncompetitive, which would harm eur revenues and
financial condition.

Any product developed by us that gains regulatory clearance will have to compele for market acceptance and market
share. An important factor in such competition may be the timing of market iniroduction of competitive products.
Accordingly, the relative speed with which we can develop products, complete clinical testing and regulatory
clearance processes and supply commercial quantities of the product to the market are important competitive factors.
I addition, our ability to compete will continue to be dependent on the extent to which we are successful in protecting
our patents and other intellectual property.
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Patents and Proprietary Rights and Related Litigation

Through our subsidiaries ResMed Limited, Medizintechnik fur Arzt und Patient GmbH, SMI and Saime SA, we own
or have Heensed righis to 192 issued U.S. patents {Including 56 design patents) and 242 issued foreign patenis. In
addition, there are 182 pending .8, patent applications {including 41 design patent applications}, 369 pending foreign
patent applications, 312 regisiered foreign designs and 107 pending foreign designs. Some of these patents, patent
applications and designs relate to significant aspects and features of our products.

Of our patents, nine U.S. patents and four foreign patents are due to expire in the next five years, with one foreign
patent due to expire in each of the years 2005, 2007, 2609 and U.S. patents in 2610, We believe that the expiration of
these patents will not have a material adverse impact on our competiiive position.

We rely on a combination of patents, trade secreis, copyrights, trademarks and non-disclosure agreements to protect
our proprietary technology and rights.

Litigation may be necessary to attempt to enforce patents issued o us, to protect our rights, or to defend third-party
claims of infringement by us of the proprietary righis of others. Patent laws regarding the enforceability of patents
vary from country to couniry. Therefore, we cannot assure you that patent issues will be uniformly resolved, or that
local laws will provide us with consistent rights and benefits.

Government Regulations

Our products are subleet to extensive regulation particularly as to safety, efficacy and adherence to FDA Quality
System Regulation, and related manufacturing standards. Medical device products are subject to rigorous FDA and
other governmental agency regulations in the United States and regulations of relevant foreign agencies abroad. The
FDA regulaies the introduction, manufacture, adverlising, labeling, packaging, marketing, distribution and record
keeping for such products, in order to ensure that medical products distributed in the United States are safe and
effective for their intended use. In addition, the FDA is authorized to establish special controls to provide reascnable
assurance of the safety and effectiveness of most devices. Non-compliance with applicable requirements can result in
import detentions, fines, civil penaliies, injunclions, suspensions or losses of regulatory approvals, recall or seizure of
products, operating restrictions, refusal of the government to approve product export applications or allow us to enter
into supply contracts, and eriminal prosecution.

The FDA requires that a manufacturer introducing & new medical device or a new indication for use of an existing
medical device obtain either a Section 510(k) premarkel notification clearance or a premarket approval, or PMA,
before introducing it into the U.S. market. Our products currently marketed in the United States are marketed in
relance on 510(k) pre-marketing elearances as either Class 1 or Class [T devices. The process of obtaining a
Section 510(k) clearance generally requires the submission of performance data and often clinical data, which in some
cases can be extensive, to demonstrate that the device is “substantially equivalent” fo a device that was on the market
before 1976 or to a device that has been found by the FDA to be “substantially equivalent” to such a pre-1976 device.
As a result, FDA approval requiremenis may extend the development process for a considerable length of time. In
addition, in some cases, the FDA may require additional review by an advisory panel, which can further lengthen the
process. The PMA process, which is reserved for new devices that are not substantially eguivaleni to any predicate
device and for high-risk devices or those that are used to support or sustain human life, may take several years and
reguires the submission of extensive performance and clinical information.

As a medical device manufacturer, all of cur domestic and Ausiralian maaufacturing facilifies are subject to inspection
on & routine basis by the FDA. We believe that cur design, manufscturing and guality control procedures are n
substantial compliance with the FDA’s regulatory requirements.

Sales of medical devices outside the United States are subjeet to regulatory reguirements that vary widely from
country fo country. Approval for sale of our medical devices m Europe is through the CE mark process. Where
appropriate, our products are CE marked to the European Union’s Medical Device Directive. Under the CE marketing
scheme, our products are classified as either Class 1 or Class [ Our devices are lisied in Australia wiih the
Therapeutic Goods Adninistration, or TGA, and in Canada with Health Canada.



On August 16, 2005, the FDA authorized us to market our VPAP Adapt SV device in the United States pursuant to a
510{K} clearsnce. The device 18 indicated for the treatment of respiratory insufficiency due to ceniral sleep apnes,
miixed apnea and periodic breathing. This product 1s essentially the same device as the AutoSet CS2, which has been
commercially available ocutside the U.S. for a number of years. The VPAP Adapt SV uses a technology known as
adaptive servo-ventilation and was first made available o a select group of U.S. key opinion leader sites beginning in
the third guarter of fiseal 2006. Physicians have found tremendous benefit from this technology as it has successfully
treated the complex breathing disorders of many patients who had previeusly tried and failed traditional PAP therapy.

Emplovees

As of June 30, 2006, we had approximately 2,500 employees or full time consultants, of which approximately 960
persons were emploved in warehousing and manufacturing, 300 in research and development, 1,300 in sales,
marketing and administration. Of our employees and consultants approximately, 1,100 were located in Ausiraliz, 560
in the United States, 800 in Europe and 100 in Asia.

We believe that the success of our business will depend, in part, on our ability to attract and retain qualified personnel.
None of our employees is covered by a collective bargaining agreement. We believe that our relationship with our
employees 1s good.

Medical Advisory Board

Our Medical Advisory Board, consisis of physicians specializing in the field of sleep-disordered breathing and
ventilation. During fiscal 2006 the Medical Advisory Board members met as a group with members of our senior
management and members of our research and marketing departments to advise us on technology trends in SDB and
other developments in sleep disorders medicine. Medical Advisory Board members are also available to consult on an
ag-needed basis with our senior management. [n alphabetical order, Medical Advisory Board members during fiscal
2006 included:

Claudio Basseiti, M.D.

Michael Coppola, M.D.

Terence M. Davidson, M.D.

Anthony N. DeMaria, M.D.

Neil I, Douglas, M.D.

Nichelas Hill, M.D.

Barry J. Make, M.I.

Ralph Pascualy, M.D.

Barbara Plallips, M.D.

Brirce Robinson, M.D.

Jonathan R. L. Schwartz, M.D.

Helmut Teschler, M.,

B. Tucker Woodsen, M.I).
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ITEM 1A RISK FACTORS

Before deciding io purchase, hold or sell our common stock, you should carefully consider the risks described
below in addifion to the other cautionary statements and risks described elsewhere, and the other information
contained, in this Report and in our other filings with the SEC, including our subsequent reports on Forms 10-Q
and 8-K. The risks and uncertainties described below are not the only ones we face. Additional risks and
uncertainties not presenily known to us or that we currenily deent immaterial may also affect our business. If any of
these known or unknown risks or uncertainties actually occurs with material adverse effeets on us, our business,
financial conditton and results of operations could be seriously harmed. In that event, the market price for our
common stock will likely deeline, and you may lose all or part of your investment.

Our inability to compete successfully in our markets may harm our business. The markets for our sleep-
disordered breathing products are highly compelitive and are characterized by frequent product improvements and
evolving technology. Our ability to compete successfully depends, in part, on our ability to develop, manufacture
and markel inmnovative new products. The development of nnovative new products by our compelitors or the
diseovery of allernative treatments or potential 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 & trend towards consolidation in the healiheare
industry and in the markets for our products. Indusiry consolidation could resull in greater competition if our
competitors combine their resources 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 fo increase our spending on research and development and ssles and marketing. It we are unable to
develop innovative new products, maintain 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 fo market effectively to dealers of home healtheare products and sleep
clinics. We markel our products primarily to home healtheare dealers and io sleep clinics that diagnose OSA and
other sleep disorders. We believe that home healthcare dealers and sleep clinics play a significant role in
determining which brand of product 2 patient will use. The success of our business depends on our ability to
markel effectively to home healthcare dealers and sleep clinics to ensure that our products are properly marketed
and sold by these third parties.

We have Hmited resources to markel to approximaiely the 3,000 U.S. sleep clinies and the more than 6,600 home
healtheare dealer branch locations, most of which use, sell or recommend several brands of products. In addition,
home healthcare dealers have experienced price pressures as government and third-party reimbursement has
declined for home healthcare products, and home healthcare dealers are requiring price discounts and longer
periods of time fo pay for products purchased from us. We cannol assure you that sleep clinic physicians will
continue to preseribe our products, or that home healtheare dealers or patients will not substitute competing
products when a prescription specifying our products has been wrilten.

We have expanded our marketing activities to target the population with a predispostiion to sleep- disordered
breathing as well as primary care physicians and various medical specialists. We cannot assure you that these
marketing efforts will be successful in increasing awareness or sales of our products.

Any inability fo market effectively our products outside the U.S. could impact our
profitability.  Approximately half our revenues are generated outside the 1.8, m over 67 different couniries.
Many of these countries have unique regulatory, medical and business environments, which may adversely impact
our ability to market our products. If we are unable to market effectively our products outside the U.8., our overall
financial performance could decline.

Fluctuations in foreign currency exchange rafes could result in declines in our reporfed sales and
earpings. Since our international sales and a significant portion of our manufacturing costs are denominated in
local currenctes and not in U.S. dollars, our reported sales and earnings are subject to fluctuations in foreign
exchange rates. We had forelgn currency transaction 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 porticn of our manufacturing costs will continue to be denominated In Australian dollars.

If we are unable to support our continued growth, our business could suffer. We have experienced rapid and
substantial growth. As we continue fo 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.
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Unexpected difficulties during expansion, the failure o 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 cur growil to stop. [ we fail to manage
effectively and efficiently our growth, our costs could increase faster than our revenues and our business could suffer.

If we fail to integrate our recent acquisitions with our operations, eur business could saffer. During the year
ended June 30, 2006, we acguired PolartMed and Pulmomed and during the fiscal year ended June 30, 2005, we
acquired Saime, Hoefner and Resprecare. We are currently in the process of iategrating our operations with these
recent acquisitions. The integration will require significant efforts from each company. We may find it difficult to
integrate the operations as personnel may leave and licensees, distributors or suppliers may terminaie their
arrangements or demand amended terms (o these arrangemenis. Additionally, our management may have their
attention diverted while rying to integrate these companies. If we are not able to successfully integrate the operations,
we may not realize the anticipated benefits of these acquisitions.

If we fail to implement our restructure plans successfully, our business coutd suffer. 1In fiscal year 2003, we
merged the operations of ResMed Germany and MAP into a single operating unit as part of our German resiructure
plan. We will continue to monitor the progress of this restructure and adjust our business strategies and personnel
aceordingly to achieve maximum efficiencies, cost savings and success. 1f we are not able to integrate the operations
successfully, we may not fully realize the anticipated benefits of the restructure.

Changes in assumptions used in the purchase accounting of our recent acquisitions may impact our future
operating results. The acquisitions noted above have been accounted for using purchase accounting and
aceordingly have been incliuded in our operations since the date of acquisition. We allocate the purchase price
according to the fair value of assets and Habilities assumed, intangible assets and in process research and development
as at the date of acguisition. The excess of the purchase price over the fair values of acquired net assets is recorded as
goodwill. We utilize independent appraisals with our own internal studies and management assumptions to esiimate
the fair values. If our estimates change due to Inaccurate assumplions or other circumsiances our future financial
results maybe impacted. This may result in goodwill becoming impaired and changes to the amount of amorlization
charges of certain identifiable intangible assets.

We are subject to various risks relating to imfernational activities that could affect our overall
profitability. We manufacture substantially all of our products outside the ULS. and sell a significant portion of our
products in non-U.S. markets.  Sales outside North and Latin America accounted for approximately 48% and 49% of
our net revenues in the years ended June 30, 2006 and 20035, respectively. We expect that sales within these areas will
aceount for approximately 50% of our net revenues in the foreseeable future. Our sales outside of North America and
our operations i Europe, Australia and Asia are subject to several difficuliies and risks that are separate and disiinct
from those we face in our U.8. operations, including:

+  fluctuations i currency exchange rates;

+  tanffs and other trade bariers;

+  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 11.5. and foreign tax policies;

+  possible changes in export or import restrictions; and

+  the modification or infroduction of other governmental policies with potentially adverse effects.

Government and private insarance plans may not adequately reimburse patients for our products, which could
result in reductions in sales or selling prices for our products. Our ability to sell our products depends in large
part on the exteni to which retmbursement for the cost of owr products will be availsble from government healih
administration authorities, private health insurers and other organizations. These third party payers are imcreasingly
challenging the prices charged for medical products and services. Therefore, even if a product 1s approved for
nmuarketing, we cannot assure you that reimbursement will be allowed for the product, that the reimbursement amount
will be adequate or, thai the reimbursement amount even if initially adeguate, will not subsequently be reduced. For
example, in some markels, 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 limited or no reimbursement for devices that
treat sleep-disordered breathing conditions. Additionally, future legislation or regulation concerning the healtheare
industry or third party or governmenial coverage and reimbursement, particularly legislation or regulation lmiting
consumers’ reimbursement rights, may harm our business.

As we continue to develop new products, those products will generally not qualify for reimbursement, if at afl, until
they are approved for marketing. In the United States, we sell our products primarily to home healihcare dealers and to
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sleep clinics. We do not file claims and bill governmental programs and other third party payers directly for
reimbursement for our products. However, we are still subject to laws and regulations relating fo governmental
reimbursement programs, particularly Medicaid and Medicare.

In addition to retmbursement for our products, our customers depend in part on reimbursement by government and
private health insurers for other producis. Any proposed reductions in reimbursement, if they oceur, may have a
material impact on our customers. Any material impact on our customers may indirectly affect our sales to those
custoners, or the collectibility of receivables we have from those cusiomers.

Failure fo comply with anti-Kickback and fraud regulations could result in substantial penalties and changes in
our business 0peratwns In particular, the federal Anti-Fickback Law prohubits persons from knowingly and
willfully soliciting, receiving, offering or providing remuneration, directly or indivecily, to induce ¢ither the referral of
an individual, or the furnishing, recommending or aranging for a good or service, for which payment may be made
under a federal healtheare program such as the Medicare and Medicaid programs. The U.S. governmeni has
interpreted this law broadly to apply fo the marketing and sales activities of manufacturers and distributors like us.
Many states and other governments have adopted laws similar to the federal Anti-Kickback Law, We are also subject
to other federal and state fraud laws applicable to peyment from aay third party payer. These laws prohibit persons
from knowingly and willfully filing false claims or executing & scheme to defraud any healtheare benefit program,
including private third party payers. These laws may apply to manufacturers and disiributors 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 eriminal penalties (including fines), increased legal expenses and
exlustons from governmental refmbursement programs, all of which could have a maierial adverse effect upon our
business, financial conditions and results of operations.

Complying with Food and Drug Administration, or FDA, and other regulations is an expensive and time-
consuming process, and any failure fo 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
regutations could resull 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 sur reputation, and
naaterially affect our operating resulls.

Product sales, infroductions or medifications may be delayed or canceled as a result of FDA regulations or
similar foreign reg,ulatmm, 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 lengthy and time-consuming
process. We generally receive clearance from the FDA to market our products i the United States under
Section 510(k} of the Federal Food, Drug, and Cosmetic Act or our products are exemplt from the 310(k} clearance
process. We have modified some of our 510(k) approved producis without submitting new 510(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 310(k) notification.

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

We cannot assure you that any new products we develop will receive reguired regulatory approvals from U.S. or
foreign regulatory agencies.
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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 reguest
additional label indications for our current products, and the FDA may deny those requests outright, require addttional
expensive clinical data 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 to fines, injunctions or other penalties.

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 varlous 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 to
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 n a
significant reduction in sales and profitability. We cannot assure you that our inventories would be adequate to meet
our production needs during any prolonged interrupiion of supply.

Our intellectual property may not protect eur products, and/or our preducts may infringe on the intellectual
property rights of third parfies. We rely on a combination of patents, trade secrets and non-disclosure agreements
1o protect our intellectual property. Our success depends, in part, on our ability to obiain and maintain United States
and foreign patent protection for our products, their uses and our processes fe preserve our trade secrels and to operate
without infringing on the proprietary righis of third parties. We have a number of pending patent applications, and we
do not know whether any patenis will issue from any of these applications. We do not know whether any of the claims
in our issued patents or 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 evolving, and there is no consistent law or policy regarding the valid breadth of claims.
Additionally, there may be third party patenis, patent applcations and other intellectual property relevant to our
products and technology which are not known to us and that block or compete with our produets.

We face the risks that:

+  third parties will infringe our intellectual property righis;

+  our non-disclosure agreements will be breached;

+  we will not have adequate remedies for infringement;

+  our trade secrets wil become known to or independenily developed by our competitors; or

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

Litigation may be necessary to enforce patents issued io us, to protect our proprietary rights, or to defend third party
claims that we have infringed upon proprielary rights of others. For example, we are currently appealing the decision
of a court in Germany that entered judgment in favor of certain plaimtiffs that had claimed they should be listed as co-
inventors on two of our German patent applications. 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 mstances it which the outcome is favorable to us. If the ouicome of any litigation or proceeding brouglt
against us were adverse, we could be subject to significant liabilities to third parties, could be required to obtain
{licenses from third parties, could be foreed to design around the patenis at issue or could be required to cease sales of
the affected products. A license may not be available at all or on conmercially viable terms, and we may not be able
to redesign our products to avold infringement. Additionally, the laws regarding the enforceability of patents vary
from country to country, and we cannot assure you that any patent issues we face will be uniformly resolved, or that
local laws will provide us with consistent rights and benefits.
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We are subject to pofenfial 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 to potential product Hability
claims as a result of the design, manulacture and marketing of medical devices. Any product liability claim brought
against us, with or without merit, could result in the increase of ouwr product lability insurance rates. In addition, we
would have to pay any amount awarded by a court in excess of our poelicy limits. Our insurance policies have various
exclusions, and thus we may be subject to 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
adeguaie 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 eannot assure you that we will be able fo obtain insurance in the future on terms acceptable
to us or at all. A successful product liability elaim 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 fax audits by various tax authorities in many jurisdictions. From time to time we may be
audited by the tax authorities and are still subject to an ongoing German tax audii. Any final assessment resulting from
this audit could result in material changes to our past or future taxable Income, fax payable or deferred tax assets, and
could require us to pay penalties and interest that could materially adversely affect our financial results.

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

+  the mtroduction 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 disiributors;

+  expenditures incurred for research and development;

+  competitive pricing in different regions;

+  seasonality;

+  the cost and effect of promotional and markeiing programs;
+  the effect of foreign currency transaction gaing or losses; and
+  other activities of our competitors.

Fluctuations in our quarterly operating results may cause the market price of our commen stock to fluctuate.

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 facilities 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 ¢vent they
were affected 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
not be sufficient to cover all of our potential losses and may not continue to be available to us on acceptable terms, or
at all.

Delaware law, provisioens in our charter and our sharcholder rights plan could make it difficult for another
company te acquire us. Provisions of our certificate of incorporation may have the effect of delaying or preventing
changes in control or management which might be beneficial to us or our security holders. In particular, our board of
directors iz divided mto three classes, serving for siaggered three-year terms. Because of this classilication it will
require af least two annual meetings to elect directors constiluting 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
determine the price, rights, preferences, privileges and resirictions, meluding voting rights, of those shares without
further vole or action by the stockholders. Under our stockholder righis plan, we have also issued purchase rights io
the holders of our common stock that entitle 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 righis 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 preventing a change in control, may
discourage bids for our common stock at & premium over the market price of our common stock and may adversely
affect the markel price of our common stock and the voting and other rights of the holders of our 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 eiglt
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ITEM 3

ITEM 4

directors and three of our seven executive officers reside outside the United States, along with all or a substantial
portion of the assets of these persons. As a result, it may not be possible for fnvestors o enforce judgments of U.S.
courts relating to any liabilities under U.S. securities laws against our assets, those persons or their assets. In addition,
we have been advised by cur Ausiralian counsel that some doubt exists as to the ability of investors to pursue claims
based on H.8. securities laws against these assets or these persons in Australian courts.

PROPERTIES

Our principal executive offices and U.S. distribuiion facilities, consisting of approximately 144,000 square feet, are
located in Poway (North San Diege County), California in a building we own, We lease facilities consisting of
approximately 120,000 square feet for our research and development operations at North Ryde, in Sydney, Australia.
We own our principal manufacturing facility consisting of a 215,000 square fool complex at Norwest, also in Sydney,
Australia and lease in Canoga Park, California & 35,500 square foot facility for manufacture of electronic motors. On
July 7, 2005, we purchased a 9.78 acre parcel of land at Keamey Mesa, San Diego for $21.0 million to develop our
new corporate headquarters.

Sales and warchousing facilities are either leased or owned in Abingdon, England; Munich, Germany; Bremen,
Germany; Hochstadt, Germany; Lyon, France; Paris, France; Basel, Switzerland; Trollhaettan, Sweden; Villach and
Vienna, Austria; Helsinki, Finland; Den Haag, Netherlands; Oslo, Norway and Singapore.

LEGAL PROCEEDINGS

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

During Sepiember and October 2004, we began recefving tax assessment notices for the audit of one of our 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 tax audit. However, the ouicome of the audit cannot be predicted with
certainty. Should any tax sudit issues be resolved in & manner not consistent with management’s expectations, we
could be required to adiust our provision for income tax i the period of resoluiion.

On December 23, 2002, three former contractors of our subsidiary MAP Medizin-Technologie GmbH initiated
proceedings in Munich 1 Regional Court (Proceedings No. 7 O 23286/02), petitioning the Court for a declaration of
inventorship with respect to MAP German Patent Applications identified as No. 100 31 079 and 161 92 862.5 and
European Patent Application No. EP 61 967 819.7. On March 10, 2003, the Court entered judgement in favor of ihe
plaintiffs, finding that they should be identified as co-inventors in place of certain individual defendants. In April
2005, MAP filed an appeal of that decision. We do not expect the outcome of this litigation to have an adverse
material effect on our consolidated financial statemenis.

In March 2006 an Australian university made a demand that we pay extra royalties pursuant to a eurrent patent Heense
agreement. We rejected the demand and the University has agreed to discuss our positionn. We do not consider the
claim fo have meril. We do not expect that the outcome of this demand o have an adverse material effect on our
consolidated financial statements.

SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None.
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PART H

ITEM § MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES

Our common stock is traded on the New York Stock Exchange (NYSE} under ihe symbol “RMD”. The following
table sets forth for the fiscal periods indicated the high and low closing prices for the common stock as reported by the
New York Stock Exchange.

2016 20055
High Lo itizh Ly
warter One, ended September 34 a5 l13 %3221 §2573 $E145
uarier Fwo, eoded December 3§ 4272 37 833 2173
uarier Three, eaded March 316 44.31 686 N2 24.91
uarier Foug, ended June 30 4850 4176 1314 2815

As of August 23, 2006, there were 48 holders of record of our common stock. We have not paid any cash dividends on
our common stock since the initial public offering of our common stock and we do not currently intend to pay cash
dividends in the foreseeable future. We anticipate that all of our earnings and other cash resources, if any, will be
retained for the operation and expansion of our business and for general corporate purposes.

All share and per share information has been adjusted to refleet the two-for-one stock split effecied in the form of a
100% stock dividend that was declared on August 10, 2003 and distributed on September 30, 2005,

Sale of Unregistered Securities

During fiscal year 2006, and pursuant to the Indenture dated June 20, 2001 between us and American Stock
Transfer & Trust Company, as trustee, holders of all of our 4% Convertible Subordinated Notes {“the Notes™} due
2006 converted the Notes into an aggregaie of approximately 3,737,593 shares of our common stock, par value
$0.004, based on 2 conversion price of $30.30 per share. The shares of common stock were 1ssued solely to existing
security holders upon conversion of the Notes pursuant to the exemption from registration provided under Section
3(a)9) of the Securities Exchange Act 1993, as amended. We did pot pay or give, directly or indirectly, any
comnission or other remuneration for soliciting such conversion.

Purchases of Equity Securities

The following table summarizes purchases by us of our common stock during the year ended June 30, 2006

Total Number of Shares Maxirnum Nember of

Toral Average Purchasad as Part of Shares that May vet be
Murnber Price Paid Publicly Anncunced Parchased Under the

Period af Bhares per Share Plans or Peograms* Plans or Prograsss

Opening Batanee &l July §, 2003 2,254,918 1836 2254010 5,745,082

July 2035 Nil

Aligugt 2003 il

Sepiertber 205 il

Crotober 2003 Nil

Noegmber 20035 Nil

Erecernber 2003 Nil

Jupeaey 206 il

Febraary 2006 il

Mareh 2006 Nil

April 20 Nil

May 208 Nil

June 2086 Nil

Total to June 38, 2006 2254518 1836 2254010 5,745,082

B June 6, 2002, the Board of Directors authorized us to repichase up to 8.0 million shares of our cwsianding common stock. There is no expiration date for the
repurchase of these shares, For the years ended June 33, 2006 and 2005, we cepurchased NIE and 482,000 shares at a cost of SNIL and $11.80 million respectively. At
Juse 30, 2406, we have repurchased a tolal of 2,254,G18 shares al & cost of B4 .4 mitlion. We may continue (0 reparchase shares of our common stock for cash in the
apen market, o in pegotisted or block transactions, From time 1o time as markes and business conditiong warrant.
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ITEM 6 SELECTED FINANCIAL BATA

The following table summarizes certain selected consolidated financial data for, and as of the end of, each of the fiscal
years In the live-year period ended June 30, 2006. The data set forth below should be read in conjunction with the
Managemeni’s Discussion and Analysis of Financial Condition and Results of Operations and our Consolidated
Financial Statements and related Notes included elsewhere in this Report. The consolidated statemients of operations
data for the years ended June 30, 2006, 2003 and 2004 and the balance sheet data as of June 30, 2006 and 2005 are
derived from our audited consolidated financial statements included elsewhere in tlis Report. The consolidated
statements of operations data for the years ended June 30, 2003 and 2002 and the balance shect data as of June 30,
2004, 2003 and 2002 are derived from owr audiled consolidated financial statements not ncluded herein. Historical
results are not necessartly indicative of the resulis to be expected in the future, and the results for the years presented

should not be considered indicative of our future results of operations.

Consolidated Statement of
Income Data: {In thousaneds,
excepl per

Years Ended June 30

share data) 206 2003 264 26033 2002
Nat revernues S6{6,906 $425,305 $339.338 8273570 5204 (76
Cost of sales 230,10 1361645 F22,602 PR AR TOR2T
Giross protit I76,805 2745860 2§6.736 173,087 133,249
Selling, generat and 200,168 135,703 104,766 85,313 64,481
administrative expenses
Resear\chl and developmend 37216 10,014 26,169 20,534 £4,910
expellses
Donations 1o Research -

g _ TAE
Foundations T60 508 300 2,344
In-process research and ) 268 ) ) 350
development charge
Amortization of acqguired ,
intangible assels 6327 870 ) ) )
Restructuring expenses £,124 5132 - - -
Towal operating expenses 245 5938 177,507 §3E,375 F05,847 2080
Ineome from operations 131,300 47333 45361 #7240 55,159
Crther income {expenses):
{merest income {expense), net 320 {808} {1.683) {2,544 13,2243
COther, net T4 i Q) i.o07 1638
Cizin on extinguishment of deby _ - - 324 6,544
Total other ncome {expenses) 2,004 (727 {693} {E13} 3,433
Ineome before eome taxes 133,394 96,626 B4 06K 67,127 54 392
Income taxes (43,183 (31,840 (27.384) (21,398} (17,0863
Net ipcome $88.2H $64. 783 $57.284 545,729 $37.506
Basic earnings per shate $1.22 H04 S8 8060 $0.58
Dyiluted earnings per shate LY L $491 $0.82 8066 $.55
Basic shares outstanding 72,307 68,643 7349 e, O 4,348
Dhluted shares outstanding 7T EGR2 74,442 T,251 GH.ETH el

Al share and per share information kas been adjusted to reflect the two-for-one stock split effected in the form of a 100% stock dividend that was
declared on August 14, 2605 and distributed on September 30, 2005
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Consolidated Balance Sheet As of Tune 30

Dhata:

{I thousandsy 2006 2003 2004 2003 2002
Working capital $3R1,284 $141,639 §222,230 191,322 5142 800
Tonal assets 1,007,221 774,146 549,181 454 305 376,191

Long-term deb, Jess current
mmatiriies

Total stoekholders” eguity TAHE4H 474,565 36E,400 286433 FG2.030

il6,212 58934 Fi3,250 183,236 123,256

I'FEM 7 MANAGEMENT’S BISCUSSION AND ANALYSIS OF FINANCIAL CONDITEON AND RESULTS OF OPERATICONS
Overview

Management’s discussion and analysis of financial condition and resulis of operations should be read in conjunction
with selected financial data and consolidated financial statements and notes, included herein. This discussion contains
forward-looking statements that involve risks and uncertainties. Our actual results may differ materially from those
anticipaied in these forward-looking statements due fo known and unknown risks, uncertainiies and other factors,
including those risks discussed in “Risk Factors” and elsewhere in this report.

We are a leading developer, manufacturer and distributor of medical equipment for treating, diagnosing, and
nuanaging sleep-disordered breathing and other respiratory disorders. Sleep-disordered breaihing, or SDB, includes
obstruetive sleep apnea, or OSA, and other respiratory disorders that occur during sleep. When we were formed in
1989, our primary purpose was to commercialize a treatment for OSA developed by Professor Colin Sullivan. This
treatment, nasal Continuous Positive Alrway Pressure, or CPAP, was the first successful noninvasive treatment for
OSA. CPAP systems deliver pressurized air, typically through a nasal mask, to prevent collapse of the upper airway
during sleep.

We have invested significant resources in research and development and produet enhancement. Since the development
of CPAP, we have developed a number of innovative products for SDB and other respiratory disorders including
airflow generators, diagnostic products, mask systems, headgear and other accessories. Our growth has been fuelled
by geograplic expansion, increased awareness of respiratory conditions as a significant health concern among
physicians and patients, and our research and product development effort.

We cuwrrently employ approximately 2,500 people and market our products in over 67 countries using a network of
distributors, independent manufacturers” representatives and our direct sales force. We market our products primarily
to home health care dealers and sleep clinics. We atternpt to tailor our marketing approach to each national market,
based on regional awareness of SDB as a health problem, physician referral patterns, consumer preferences and local
reimbursement policies.

Our prineipal manufacturing facility is located in Sydney, Australia, and we have additicnal manufacturing facilities
in Munich, Germany, Combs La Ville, France and Canogs Park, Califormia. Our manufacturing operations consist
primarily of assembly and testing of our flow generators, masks and accessories. Of the numercus raw materials, parts
and components purchased for assembly of our therapeutic and diagnostic sleep disorder products, most are off-the-
shelf items available from nwdtiple vendors. We generally manulacture to our internal sales forecasts and {ill orders as
received.



Business Acquaisitions
Fiscal year ended June 30, 2006

PolarMed Holding AS (“PolarMed™). On December 1, 2005, we acquired 100% of the outstanding stock of
PolarMed, the holding company for PolarMed AS and its afliliates, for net cash consideration of $6.5 million. This
conststed of $6.8 million in consideration less $0.3 million of cash acquired. Additionally, as part of the acquisition
we assumed debt of $1.5 million. Under ihe purchase agreement, we may also be required to make additional future
payments of up to $3.0 nxllion based on the achievement of certain performance milestones following the acquisition
through December 31, 2008, The acquisition and the immediate repayment of the majority of the assumed debt were
funded wiih cash on hand.

PolarMed is predominantly a Norwegian based company, with affiliated operations based in Sweden and Denmark,
which disiributes medical equipment and associated services for the (reatment of sleep and respiratory patients.
PolarMed was our Norwegian distribuior before the acquisition, and the acquisition is consistent with our strategy lor
ongoing expansion of our international operations.

The acquisttion has been accounted for using purchase accounting and has been included within our consolidaied
financial statements from December 1, 2005, An amount of $4.4 million, representing the execess of the purchase
price over the fair value of identifiable net assets acquired of $2.4 million, has been recorded as goodwill, which will
not be tax deductible under Norwegian tax law. The cost of the acquisition was allocated to the assets acguired and
lizbilities assumed based on estimates of their respective fair values at the daie of acgquisition. We have not vet
completed the purchase price allocation, as the appraisals associated with the valuation of certain tangible assets are
not yei complete. We do nol believe that the appraisals will materially modify the preliminary purchase price
aHocation. We expect to complete our purchase price allocation in the guarter ending September 30, 2006,

Pulmemed Medizinisch-Technische Gerfite GmbH (“Pulmomed”). On July I, 2005, we acguived 100% of the
ouistanding stock of Pulmomed for net cash consideration of $2.5 million, including acquisition costs. Additionally,
as part of the acquisition we assumed debt of $1.0 million. Under the purchase agreement, we may also be reguired to
make additional future payments of up to $0.9 million based on the achievement of certain performance nilesiones
following the acquisition through June 30, 2007,

Pulmomed is an Ausirian based company that disiributes medical equipment and sssociated services lor the treatment
of sleep and respiratory patients. The acguisition of Pulmomed is consistent with our sirategy for ongoing expansion
of our international operations.

The acquisttion has been accounted for using purchase sccounting and has been included within our consolidaied
financial statements from July 1, 2005, An amount of $1.8 million, representing the excess of the purchase price over
the fair value of identifiable net assets acquired of $0.7 million, has been recorded as goodwill, which will not be tax
deductible under Austrian tax law. The cost of the acquisition was allocated to the asssets acquired and liabilities
assumed based on estimates of their respective fair values at the date of acquisition. The fair values were determined
by an mdependent appraisal and internal studies.

Of the potential additional future payments included within the purchase agreement, $6.3 million was accrued at fune
30, 2006 as a result of the successful achievement of a performance milestone. The impact of this accrual was fo
inerease the total acquisition consideration to $2.8 million from $2.5 million and to increase the amount recorded as
goodwill by $0.3 million to $2.1 million.

Fiscal year ended June 30, 2005

Saime SAS (“Saime™). We acquired 100% of the outstanding stock of Financiere ACE SAS, the holding company
for Saime and its affiliates, on May 19, 2003, for net cash consideration of $40.6 milkion. This consisted of $51.1
million in consideration, including acquisition costs, fess $10.5 million of cash acquired. At June 30, 2005, we had
not yet completed the purchase price allocation as the appraisals associated with the valuation of cerlain tangible
assets were not yet complete. The fair values have now been finalized based on independent appraisals and internal
studies. The mmpact of the completion of the purchase price allocation was to increase the fair value of the acquired
fixed assets by approximately 30.7 million to $2.9 million, increase the fair value of acquired labilities, including
deferred tax liabilities, by approximately $0.4 million to $91.7 million, increase the fair value of acquired deferred tax
assets by approximately $1.2 million to $2.0 million and to decrease the amount recorded as goodwill by $1.5 million
to $64.8 million.
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Hoefner Medizintechnick GmbH (“Hoefuer™). We acquited 160% of the ouistanding stock of Hoefner on
February 14, 2003, for net cash consideration of $8.2 million. This consisied of the $10.7 million in total
constderation, including acquisition costs, less $2.5 million of cash acquired. Under ihe purchase agreement,
additional future payments of up to 50.9 million are possible based on the achievement of certain performance
milestones following the acquisition through December 31, 2006. Of these poteniial addifional payments, $0.6
onllion, which was paid during the year ended June 30, 2006 as a result of the successful achievement of a
performance milestone. The impact of this payment was to increase the total acquisition consideration to $11.3 million
from $10.7 million and to inerease the amount recorded as goodwil by $0.6 million to $8.8 million.

Resprecare BV (“Resprecare™). On December 1, 2004, we acguired substantially all the assets of Resprecare BV,
our Duteh distributor, for infiial consideration of $5.9 million in cash, including acguisition costs. The acquisition of
the exclusive Butch distributor is consistent with our sirategy for ongoing expansion of our international operations.
Under the purchase agreement, we potentially were also required fo make up to $1.4 million of additional future
paymenis based on the achievement of certain milestones. Of these potential additional payments, $6.6 million was
paid in January 2005 as a result of the successful achievement of a performance milestone and a further $0.7 million
was accrued af June 30, 2005 as a result of the Integration of the Duteh substdiary of our subsidiary MAP with the
newly-acquired Resprecare business. The decision to integrate these operations determined the amount of the {inal
future payment, which was paid in January 2006.

The acquisition was accounted for using purchase accounting and accordingly, the resulis of operations of Resprecare
were Included within our consolidated financial siatements from December |, 2004, An amount of $4.4 million,
representing the excess of the purchase price over the fair value of identifiable nel assels acquired of $2.8 million, was
recorded as goodwill, which Is tax deductible. An independent third party has completed a valuation of identifiable
intangible assets associated with the Resprecare acquisition. As a result of this valuation, $1.7 million was recorded as
a customer relationship intangible asset and s being amortized over its estimated useful life of seven years.

Fiscal year ended June 30, 2004

Respro Medical Company Limited (“Respro™. On July 2, 2003 we acquired the assets of Respro, our Hong
Kong distributor, for total consideration of $184,060 in cash. The acquisition has been accounted for using purchase
accounting and accordingly, the results of operations of Respro have been included within our conselidated 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 $93,600, has been recorded as goodwill.,
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In-Process Research and Development Charge (“1PR&D™)

On acquisition of Saime in May 2003, we recognized as an expense a charge of $5.3 million with respect to IPR&D
programs under active development by Saime that, at date of acquisition, had not reached technological feasibility and
had no alternative future use. The estimated fair value assigned to IPR&D was based on an independent appraisal and
was comprised of the following projects {in thousands):

Project Value of IPR&ED
Lipgrade of the Elisee Series of ventilators $1376
Next generation of portable ventilators $£3,889
Total $5,268

The value of IPR&D was caleulated by identifying research projects in areas for which technological feasibility had
not been established, estimating the cosis to develop the purchased in-process technology info commercially viable
products, estimating the resulting net cash flows from such products, discounting the net cash flows to present value,
and applying the reduced percentage completion of the projects thereto. The discount rate used in the analysis was
25%, which was based on the risk profile of the acquired assets.

As of the daie of scquisition, (hese projects had estimated costs to complete totaling approximately $5.3 million. The
projects were in various stages of development but are expected (o reach completion at various dates ranging from one
to three years.

We believe that the assumptions used to value the acquired imtangible assets were reasonable at the time of
acquisition. No assurance can be given, however, that the underlying assumptions used fo estimate expected project
revenues, development costs or profitability, or ¢vents associated with such projects, will transpire as estimated. For
these reasons, among others, actual results may vary {rom the projected results.

Stock Based Compensation Costs

We have granted stock options to personnel, including officers and directors, under both our 1995 Option Plan and our
1997 Equity Participation Plan, which we refer to collectively as the Plans. These options have expiration dates of ten
vears from the date of grant and vest over three or four years. We granted these options with an exercise price equal
to the market value as determined at the date of grant. We have also offered (o our personnel, including officers and
directors, the right to purchase shares of our common stock at a discount under our employee stock purchase plan, or
ESPP.

Prior to July 1, 2005, we applied APB Opinion No. 23, “Accounting for Stock Issued to Employees” and related
Interprefations, in accounting for our equity plans. For periods prior to July 1, 2005, we complied with the disclosure
only provisions of SEAS No. 123, “Accounting for Stock Based Compensation”, or SFAS 123, No stock-based
employee compensation cost was reflected in net income, as all opiions granted under those plans had an exercise
prim. equal to the market value of the underlying commen stock on the date of grant {or within permitted discounted
prices as it perlains to the ESPP). Results for periods before July 1, 2003 have not been restated to reflect, and do not
include the impact of, SEAS No. 123(R), “Share Based Payment”, or SFAS 123(R) While our financial statemenis
through June 30, 2005 account for stock option grants pursuant to APB No. 23, in accordance with SFAS No. 123, we
diselose iIn the notes to our financial statements the pro forma impact on our net income had we accounted for stock
oplion grants using the minimum value method of accounting.

As of July 1, 2005, we adopted SFAS No. 123(R}, using the modified prospective method, which reguires
measurement of compensaiion expense of all stock-based awards at fair value on the date of grant and amortization of
the fair value over the vesting period of the award. We have elected 1o use the siraight-line method of amortization.
Under the prospective meiliod, the provisions of SFAS 123(R) apply to all awards granted or modtfied afier the date
of adoption. In addition, the unrecognized expense of awards not yet vested at the date of adoption, determined under
the original provisions of SFAS No. 123 shall be recognized in net income in the periods after adoption. The faw
value of stock options i1s determined using the Black-Scholes valuation model, which is consistent with valuation
technigues previously utilized for options in footnote disclosures required under SFAS No. 123, as amended by SFAS
No. 148 “Accounting for Stock-Based Compensation — Transition and Disclosure”. Such value is recognized as
expense over the service period, net of estimated forfettures, using the straight-line method under SFAS 123(R}.
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The application of SFAS 123{R} had the following effect on reported amounts relative to amounts that would have
been reported under previous aceounting (in thousands, except per share data):

2006
Under Previous SFAS 123(R} Ag
Accounting Adiustments Reported

Cost of sales $229.210 $801 $230,141
Operating expenses:

Selhing, general and admintstration {87,796 12,372 200,168
Rasearch and development 35,174 2,042 37216
lncome from operations 146,685 (15,305} {31,300
Ineome before income tases {48,699 {15,305 133,394
Net income IHIREX: {11.972) ®E.211
Inventories, net 115,787 447 116,194
Earnings per share:

Basic %139 (30.17) %122
Diluted %130 (%014} %116
Cashflow from operating activities 5108781 59,753y S09,028
Cashflow from financing activities SHE.014 89,753 897,767

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

Years ended June 3}

206 2005 2004
Stock Opttons:
Weighted average fair value 12,75 8.4 7.44
Weighted average risk-free interest rate 3.9-4.5% 4.0%% 2.5%,
Dividend yield - -
Expected option life in years 3.9-52 3.5-4.6 3342
Volatility 29-31% 31% 43%
ESPP Purchase rights:
Weighted average risk-free interest rate 3.2-4.9% 2.3% -
Dividend yield - - -
Expected option Hfe in years & months 6 months -
Volatility 20-41%, 31-38% -

Expected volatilities are based on a combination of historical volatilities of our stock and implied volatilities from
traded options of our stock. The expected life represents the weighted average period of time that options granted are
expected to be ocutstanding giving consideration to vesting schedules and our historical exercise patterns. The risk-
free rate is based on the U.S. Treasury yicld curve in effect at the time of grant for periods corresponding with the
expected life of the option.

The guidance i SFAS No. 123(R) is relatively new, and best practices are not well esiablished. The application of
these principles may be subject to further interpretation and refinement over time. There are significant differences
among option valuation models, and this may result in a lack of comparability with other companies that use different
models, metheds and assumptions. i factors change and we employ different assumptions in the application of
SFAS No. 123(R} in future periods, or if we decide to use a different valuation model, the compensation expense that
we record in the future under SFAS No. 123(R) may differ significantly from what we have recorded in the current
period and could materially aflect our operating income, net income and net income per share.
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Tax Expense

Our mcomie tax rate 1s governed by the laws of the regions in which our income is recognized. To date, a subsiantial
portion of our income has been subject fo income lax in Ausiralia where the siatutory rate was 30% in fiscal year
2006, 2005 and 2004. BDuring fiscal years 2006, 2003 and 2004, our effective tax rate has fluctusted between
approximately 32.3% and approximately 33.9%. These fluctuations have resulted from, and future effective tax rates
will depend upon, numerous factors, including the amount of research and development expendiiures for which a
125% Australian tax deduction is svailable, the level of non-deductible expenses, and other tax crediis or benefils
available to us under applicable tax laws.

During the fourth quarter of fiscal year 2006, we made the decision to repairiate earnings from certain foreign
subsidiaries fo fake advantage of a temporary mcentive under the American Jobs Creation Act of 2004, This
temporary incentive provides an 85% exclusion from U.8. taxable income for qualifving dividends received from
controlled foreign corporations. The repatriation of $75 million resulted in 2 one-time additional income tax expense
of $3.5 million for the year ended June 30, 2006. The repatriation of these funds to the United States provides us with
increased flexibility in the utilization of cash to further is sirategic objectives.

We account for income taxes under the asset and liability method. Deferred tax assets and liabilities are recognized for
the future tax consequences atfributable to differences beitween 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 to apply to taxable income in the years in which (hose temporary differences are expecied to be
recovered or settied. 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.

Fiscal Year Ended June 38, 2806 Compared to Fiscal Year Ended June 30, 2085

Net Revenues. Net revenue increased for the year ended June 30, 2006 to $607.0 million from $423.5 million for
the year ended June 36, 2003, an increase of $181.5 million or 43%. The increase in nel revenue was attribuiable fo an
increase in unit ssles of our flow generators, masks and accessories and incremental sales contributed from
acquisitions. Sales were negatively impacted by the appreciation of intemational currencies against the U.S. dollar
{decreasing sales by approximately $11.3 million}.

Excluding the impact of acguisitions and unfavourable foreign currency movements sales for the year ended June 30,
2006 increased by 32% compared io the year ended fune 30, 2005, Net revenue in North and Latin America increased
for the year ended June 30, 2006 to $321.0 million from $218.1 million for the year ended fune 30, 2003, an increase
of $102.9 million or 47%. This growth has been generated by increased public and physician awareness of sleep-
disordered breathing together with our comtinued investment in our sales force and marketing initiatdves. Recent
product releases, in particular our Mirage Swift mask and 58 flow generator platform, have also coniributed strongly
to our sales growth.

Net revenue in markets outside the Americas increased for the year ended June 30, 2006 to $286.0 million from
$207.4 million for the years ended June 30, 2006 and 2005 respectively, an increase of 38%. International sales
growth for the year ended June 30, 2006 reflects organic growth in the overall sleep-disordered breathing market and
the recent acquisitions of Resprecare, Hoefiier, Saime, PolarMed and Puimomed. These acquisitions coniributed
incremental revenue of $52.7 million for the year ended June 30, 2006. Excluding the impact of acquisitions and
unfavourable foreign currency movements, infernational sales for the year ended June 30, 2006 grew by 17%
compared to the year ended June 36, 2005

Sales of flow generators for the year ended June 30, 2006 totaled $316.6 million, an increase of 51% compared to the
year ended June 30, 2005, including increases of 47% in North and Latin America and 53% elsewhere. Sales of mask
systems, motors and other accessories totaled $290.4 million, an increase of 35%, meluding increases of 47% in North
and Latin America and 16% elsewhere, for the year ended June 30, 2006, compared io the year ended June 30, 2003,
These increases primarily reflect growth in the overall sleep-disordered breathing market, acquisitions during the year,
and new product releases, particularly the Mirage Swift and our new flow generator platforn:, the 88,
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Gross Profit.  Gross profit increased for the year ended June 30, 2086 to $376.9 million from $274.9 million for the
year ended June 36, 2003, an increase of $102.0 million or 37%. Gross profit as a percentage of net revenue decreased
for the year ended June 30, 2006 o 62% from 653% for the year ended June 30, 2005. The reduciion in gross margin
refleets the change in product and geographical mix of sales with a higher proportion of sales in flow generators,
which generate lower marging relative to our mask sales, and higher North and Latin Americen sales, which also
typically generate lower margins relative to our international sales, as well as the additional stock-based compensation
costs. Stock based compensation expenses of $0.9 million have been imcluded within cost of sales for the year ended
June 30, 2006 as compared to no stock-based compensation expense for the year ended June 30, 2005,

Selling, General and Administrative Expenses. Seclling, general and administrative expenses increased for the year
ended June 30, 2006 to $200.2 million from $135.7 million for the year ended June 34, 2003, an increase of $64.5
miillion or 48%. As a percentage of net revenue, selling, general and administrative expenses for the year ended
June 30, 2006 was 33%, marginally higher than 32% in the year ended June 36, 2005, Stock based compensation
expenses of $12.4 million have been included within selling, general and administrative expenses for the year ended
June 30, 2006. Excluding the impact of stock-based compensation expenses, as a percentage of net revenue, selling,
general and administrative expenses for the year ended June 30, 2006 were 31%, which is marginally lower than 32%
in the year ended June 30, 2005,

The increase in selling, general and administrative expenses was primarily due to stock-based compensation costs, an
increase in the number of sales and adminisirative personnel o support our growth, the acquisitions of Resprecare,
Hoefner, Satme, PolarMed and Pulmomed, continned infrasiructure investment, particularly in our European
businesses, and other expenses related to the increase in our sales. As a percentage of net revenue, we expect our
future selling, general and administrative expense to continue in the historical range of 31% to 34%.

Donations to Foundations. In the years ended June 30, 2006 and 2005 we donated $0.8 million and $0.5 million,
respectively, to the ResMed Foundation i the United Siates, and the ResMed Foundation m Australia. The
Foundations” overall mission includes the education of both the public and physicians about the inherent dangers of
untreated SDB/OSA, particularly as 1t relates to cerebrovascular and cardiovascular disease.

Research and Development Expenses. Research and development expenses increased for the year ended June 30,
2006 to $37.2 million from $30.0 million for the year ended June 30, 2005, an increase of $7.2 million or 24%. Asa
percentage of net revenue, research and development expenses were 6% for the year ended June 30, 2006 compared to
7% for the year ended June 30, 2005, Stock-based compensation costs of $2.0 million have been included within
research and development expenses for the year ended June 30, 2006, As s percentage of net revenue, we expect our
future research and development expense to continue in the range of 5% to 7%.

In-process Research and Development Charge. No in-process research and development charge was incurred for
the year ended June 30, 2066, For the year ended June 30, 2005, purchased in-process resgarch and development of
$5.3 million was expensed upon the acquisition of Saime as technological feasibility of the products under
development had not been established and ao further alternative uses existed. The nature of this charge 1s explained in
further detail in note 24 to the consolidated financial statements.

Amortization of Acquired Intangible Assets. Amortization of acquired infangible assets for ihe year ended
June 30, 2006 totaled $6.3 million compared to $0.9 million for the year ended June 30, 2605, The amortized
amounts in 2006 related to acquired intangible assety associated with the acquisitions of Pulmomed, PolarMed, Saime,
Hoefner and Regprecare.

Restructure. Restructuring expenses incurred for the year ended June 36, 2006 were $1.1 million compared to $5.2
million for the year ended June 30, 2005, Restructuring expenses for 20006 consisted of restructure charges assoelated
with our integration of the separate operations of ResMed Germany and MAP inio a single operating unit. We have
completed the relocation of our ResMed Germany operation, previcusly located in Moenchengladbacly, to Munich and
assoctated integration of the back office functions including customer service, logistics and administration. We plan to
continue to monitor the progress of this restructure and adjust our business strategies and personuel accordingly in an
effort to maximize efficiencies and cost savings.

Other Income (Expense), Net.  Other income, net for the year ended June 30, 2006 was $2.1 million, an increase of
$2.8 millon from other expense, net of $0.7 million for the year ended June 38, 2005, In fiscal year 2006 other
income was predominanily due to higher interest income on additional cash balances. This was partially offset by
lower inferest expense due to ihe reduction in our convertible debt, which was converted Into equity during the quarter
ended March 31, 2006, Other factors included higher foreign currency gaing on foreign currency transactions and
hedging offset by an impairment loss of $1.2 million on one of our cost method investments.



Income TFaxes. Our effeetive income fax rate increased to approximately 34% for the year ended June 30, 2006
from approximately 33% for the year ended fune 30, 2005, This was primarily due to the one-time additional income
tax expense of $3.5 million associated with the repatriation of $75 million in dividends received from certain
controled foretgn corporations. These dividend payments were made to take advantage of a temporary tax incentive
under the American Jobs Creation Act of 2004, which provides an 85% exclusion from U.S. taxable meome for
gualifying dividends. The repatriation of these funds to the United States provides us with increased flexibility in the
utilizaiion of cash to further our strategic objectives.

Excluding the impact of the one-time additional mcome tax expense of $3.5 million relating to the dividend
repatriation, the effective tax rate for the year ended June 30, 2006 was 31%. This compares to an adjusted effective
tax raie of approximately 31% for the year ended Jure 30, 2005 when excluding the impact of the non-deductible in-
process research and development charge of $5.3 million incurred in the prier year. We continue to benefit from the
Australian corporate tax rate of 30% and certain Australian research and development tax benefits because we
generate 4 majority of our taxable income 1n Australia.

Net Income.  As a result of the factors above, our net income for the year ended June 30, 2006 was $88.2 million or
$1.16 per diluted share compared to net income of $64.8 million or $6.91 per diluted share for the year ended June 30,
2005. The net after tax impact of stock-based compensation costs, restructuring expenses, in-process research and
development charge, amortization of acquired intangible assets and the repatriation of funds described above resulted
in a reduction of diluted earnings per share of $0.26 and $0.12 on an after-tax basis, respectively, for the years ended
June 30, 2006 and 2005.

Fiscal Year Ended June 38, 2805 Compared to Fiscal Year Ended June 30, 2004

Net Revenues. Nef revenue increased for the year ended June 30, 2005 to 5423.5 million from $339.3 million for
the year ended June 30, 2004, an increase of $86.2 million or 25%. The increase in net revenue was attributable to an
inerease in unit sales of our flow generators, masks and accessories. Sales also benefited from an appreciation of
international currencies against the U.8. dollar (increasing sales by approximately $10.4 million). Net revenue in
North and Latin America increased for the year ended June 36, 2005 fo $218.1 million from $166.1 million for the
vear ended June 30, 2004, an increase of $52.0 million or 31%. This growth has been generated by increased public
and physician awareness of sleep-disordered breathing together with our continued imvestment i our sales force and
markeiing initlatives. Product releases during the year, in particular our Mirage Swift mask, have also contributed
sirongly to our sales growth.

Net revenue in markets outside the Americas mncreased for the year ended June 30, 2005 to $207.4 million from
$173.2 million for the years ended June 30, 2605 and 2004 respectively, an increase of 20%. International sales
growth for the year ended June 30, 2005 reflecis organic growth in the overall sleep-disordered breathing market,
appreciation of infernational currencies against the U.S. dollar and the acquisition during the year of Respreeare,
Hoefner and Saime. These acquisitions contributed incremental revenue of $11.5 million for the year ended June 30,
2005. Excluding ihe impact of acquisitions, infernational sales grew by 13%.

Sales of flow generators for the year ended June 30, 2005 totaled $209.8 million, an increase of 24% compared to the
vear ended June 30, 2004, including increases of 22% in North and Latin America and 25% elsewhere. Sales of mask
systems, motors and other accessories totaled $3215.7 million, an increase of 27%, meluding increases of 38% in North
and Latin America and 12% elsewhere, for the year ended June 30, 2005, compared to the year ended June 30, 2004,
These necreases primarily reflect growth in the overal! sleep-disordered breathing market, acquisttions during the year,
appreciation of international currencies against the U.S. dollar and new product releases.

Gross Profit.  Gross profit increased for the year ended June 36, 2085 to $274.9 million from $216.7 million for the
year ended June 30, 2004, an increase of $58.2 million or 27%. Gross profil as a percentage of net revenue increased
for the year ended June 30, 2005 to 65% from 64% for the year ended June 36, 2004, The improvement in gross
margin reflects a more favorable product mix due to increased sales of higher margin mask products and new product
introduetions.
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Selling, General and Administrative Expenses, Sclling, general and administrative expenses increased for the year
ended June 30, 20035 to $135.7 million from $104.7 million for the year ended June 30, 2084, an increase of $31.0
million or 30%. As a percentage of net revenue, selling, general and administrative expenses for the year ended
June 30, 2003 was 32%, marginally higher than 31% in the year ended June 30, 2004, The increase in selling, peneral
and administrative expenses was primarily due to an increase m the number of sales and administrative personnel 1o
suppott our growth, the acguisitions of Resprecare, Hoefner and Saime, continued infrastructure mvestment,
particularly in our European businesses, and other expenses related (o the increase in our sales. The increase in selling,
general and adminisirative expenses was also atiributable 1o appreciation of international currencies against the U.S.
dollar, which added approximately $4.0 million to our expenses as reported in U.S. dollars.

Donations to Foundations. In the years ended June 30, 2005 and 2004 we donated $0.5 million and $0.5 million,
regpectively, fo the ResMed Foundation in the U.S., and the Resmed Foundation in Australia. The Foundations’
overall mission includes the education of both the public and physicians about the inhereni dangers of untreated
SDB/OSA, particularly as if relates to cerebrovascular and cardiovascular disease.

Research and Development Expenses. Research and development expenses increased for the year ended June 30,
2005 to $36.0 million from $26.2 million for the year ended June 30, 2004, an merease of $3.8 million or 15%. Asa
percentage of net revenue, research and development expenses were 7% for the year ended June 30, 2005 compared to
8% for the year ended June 34, 2004. The increase in research and development expenses was primarily due to higher
employee compensation and increased charges for consulting fees and technical assessments incurred to faciliate
development of new products. The increase also reflects an appreciation of the Ausiralian dollar against the U.S.
dollar, as the majority of research and development costs are incwred in Australian dollars. The appreciation of
international currencies agaimst the U.S. dollar added approximately $1.3 million to our research and development
expenses as reported in U.S. dolars.

In-process Research and Pevelopment Charge. Purchased in-process research and development of $5.3 million
wag expensed upon acquisition of Saime as technological feasibility of the producis under development had not been
established and no further alternative uses existed. The nature of this charge is explained more fully in note 20 to the
consolidated financial statements.

Amortization of Acquired Intangible Assets. Amortization of acquired intangible assets for the year ended
June 30, 2005 totaled $0.9 million compared to $nil for the year ended June 30, 2604, and related to acquired
intangible assets totaling $46.0 million associated with the acquisitions of Saime, Hoefner and Resprecare.

Restructure. Restructuring expenses incurred for the year ended June 36, 2005 were $5.2 millon and consisied of
restructure charges associated with our integration of the separate operations of ResMed Germany and MAT into a
single operating unit. We have completed the relocation of our ResMed Germany operation, previously located in
Moenchengladbach, t¢ Munich and associated integration of the back office functions including customer service,
logistics and administration. We will continue to monitor the progress of this resiructure and adjust our business
strategies and personnel accordingly to achieve maximum efficiencies and cost savings.

Other Inconie (Expense), Net. Other expense, net for the year ended June 36, 2003 was $0.7 million, consisient
with the year ended June 30, 2004, [n fiscal year 2003, other expense, net reflected lower net foreign currency
exchange gaing, partially offset by lower interest expense due to the reduction in our convertible note debt that
occurred in the 2004 fiscal year.

Income Taxes. Our effeetive income tax rate increased to approximately 33% for the year ended June 30, 2065
from approximately 32% for the year ended June 30, 2004, However, adding back the impact of the non-deductible in-
process research and development charge of $5.3 million taken in the year ended June 30, 2005 would result in an
adjusied effective tax rate of approximately 31%. The lower adjusted effective tax rate was primarily due to our
geographical mix of taxable income. In particular, we continue to benefit from the Ausiralian corporate tax rate of
30% and certain Australian R&D tax benefity because we generate a majority of our taxable income in Ausiralia.

Net Income. As a result of the factors above, our net income for the year ended June 30, 20035 was $64.8 million or
$0.91 per diluted share compared to net income of $57.3 million or $6.82 per diluted share for the year ended June 30,
2004. The restructuring expenses, in-process research and development charge and amortization of acquired intangible
assets described above resulied in a reduction of earnings per diluted share of $0.12 and $0.00 on an after-tax basis,
respectively, for the years ended June 30, 2003 and 2004,
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Liguidity and Capital Resources

As of June 30, 2006 and June 36, 2005, we had cash and cash equivalents and marketable securities available-for-sale
of $219.5 million and $142.2 million, respectively. Working capital was $381.3 million and $141.7 million at June 30,
2006 and June 30, 2003 respectively. The inerease in working capital predominantly reflects the conversion of our
convertible subordinated notes into equity in March 2006 as well as the growth and profitability of the business during
the year.

Inventories at June 30, 2006 increased by $27.1 million or 30% to $116.2 million compared to June 36, 2003
inventories of $8%.1 million. The increase in mventories was fower than the increase of 43% in revenues in the year
ended June 30, 2006 compared to the year ended June 30, 2005, which we believe reflects strong sales growth and
improved working capital management.

Accounis receivable at June 384, 2006 were $138.1 million, an increase of $34.2 nxllion or 33% over the June 30, 2003
aceounts receivable balance of $104.0 million. Excluding ihe mcremental increase from acquisitions, our accounts
receivables have increased by $31.3 million or 30%. The increase was lower than the 43% incremental inerease in
revenues for the year ended June 30, 2606 compared to the year ended June 30, 2605 and predominantly reflects the
impact of our acquisitions, as sales increased by 30% on an ex-acquisition basis. Accounts recetvable days 70 days for
the year ended June 30, 2006 decreased by 1 day compared to 71 days for the year ended June 30, 2005, Owur
allowance for doubtful accounis as a percentage of tolal accounis receivable at June 30, 2006 and 2003 was 3.3% and
3.0%, respectively. The credit quality of our customers remaing consistent with our past experience.

During the year ended June 30, 2006, we generated eash of $99.0 million from operations. This was higher than the
cash generated from operations for the year ended June 30, 2005 of $71.1 million and was primarily the result of the
inerease in net income and improved working capital management. In addition, cash generated from operations for
the year end June 30, 2006 wag reduced by $9.8 million due to the initial adoption of SFAS 123(R)} as tax benefits
associated with employee stock options exercised during the year are required to be included within cash flows from
financing activities. Prior to the adoption of SFAS 123(R), cash retained as a result of tax deductions relating o
stock-based compensation was presented in operating cash flows, along with other tax cash flows.

Capital expenditures for the years ended June 36, 2006 and 2005 aggregated $102.7 million and $39.7 million
respectively. The capital expenditures in the year ended June 30, 2006 primarily reflected the construction of our new
manufaciuring, research and development building, purchase of land in San Diego, office facilifies, computer
hardware and software, rental and loan equipment and purchase of production tooling equipment and machinery. Asa
result of these capital expenditures, our balance sheet reflects net property, plant and ecguipment of approximately
$245.4 million at June 30, 2006 compared to $174.2 million at June 36, 2005,

We are currenily building our new research and development and office facilities at our existing site in Syduey,
Australia and expect to have this completed in September 2006, We gstimate that the additional building and fi-out
costs for the new research and development and office facilities will be approximately $12.9 million. We expect to
fund the project through a combination of cash on hand and cash generated from operations.

On July 7, 2005, we purchased a 9.78-acre parcel of land in San Diego for $21.0 million. The new location at Kearney

Mesa, San Diego will allow us to develop a new corporate headquarters. We are currenily evaluating building options
in relation to our new corporate headguarters.

Details of coniractual obligations at June 36, 2006 are as follows:

Payments Due by Period

11 §000°s Total 2047 20608 2009 016 261 Thereafler
Long-Term Deb $120.441 54796 $38.7K2 $13,110 $35173 §- $28.580
Operating Leases 225311 7,586 5438 3,799 3,066 1,972 57
Caphial Leases 641 73 73 73 73 73 276

leconditional
Purchase Obligations 12,926 12,924

Total Contractusl
Cash Obligations KE56.519 525,381 544286 $16,982 $38.312 2,443 §29,513
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Dietatls of other commercial conymitments at June 30, 2006 are as follows:

Amount of Commitment Expiration Per Period
Total Amounis

I $060' Commitied 2067 2008 2009 2014 2011 Thereafter
Standby Letters of

Credit $34 $34 %- $- $- $- §-
Cluarantees® 2487 263 - - - - 2,194

Taotal Comnercial
Commitments $2.491 $297 $- - $- $- 42,104

The above guaramiees relate to puarantees required by statetory suthorities as a pre-requisite fo developing our site sl Norwest and requirements under conteactual
abligations with insurance companies ransaeting with our German subsidiaries.

During fiscal year 2006, and pursuant to the Indenture dated June 20, 2001 between us and American Stock
Transfer & Trust Company, as trustee, holders of all of the 4% Convertible Subordinated Notes {“ihe Notas™) due
2006 converled the Notes mto an aggregate of 3,737,593 shares of our common stock, par value $0.604. The Noles
were converted into 33 shares of our common stock for each $1,000 principal amount of the Noles, at a conversion
price of $30.30 per share. The dilutive impact of these conversions has been reflected in the reported carnings per
share. With the conversion of the Noles we expect to realize interest expense savings in the future of approximately
$2.2 million per annum.

On March 13, 2006, our wholly-owned subsidiaries ResMed Corp., Serve Magnetics [ne. and ResMed EAP Holdings
Inc. entered into a Second Amended and Restated Revolving Loan Agreement with Union Bank of California, N.A. as
administrative agent for the Lenders (the “Loan Agreement”), that provides for a revolving loan of up to 75 million.
The Loan Agreement also contains customary covenants, including certain financial covenants and an obligation that
we mainiain certain financial ratios, including a maximum ratio of total debt to EBITDA (as defined in the Loan
Agreement), a fixed charge coverage ratic, & minimum tangible net worth, and that certain of our subsidiaries
mainitain a minimum EBITDA and liquidity. We believe we are currently in compliance with all of these covenanis.
Draws under the revoelving loans must be made before March 1, 2011, at which time all unpaid principal and inferest
under both leans must be repaid. The outstanding principal amount due under the loans will bear interest at a rate
equal to LIBOR plus 0.75% to 1.00% (depending on the applicable leverage ratio). At June 30, 2606 there were no
amounts outstanding under the Loan Agreement.

On June 8, 20606, our wholly-owned Awstralian subsidiary, ResMed Limdted, entered infe a Syndicated Facility
Agreement with HSBC Bank Australia Limited as original financier, facility agent and security trusiee, that provides
for a loan in three tranches.

Tranche A is a EUR 50 million term loan facility that refinances all amounts outstanding under a pravious syndicated
facility agreement dated May 16, 2005 between ResMed Limited and HSBC Bank Australia Limited, to fund the
obligations of our wholly-owned French subsidiary Resmed SA under its agreement to acquire Saime). Tranche A
bears interest at a rate equal to LIBOR for deposits denominated in EUR plus a margin of 0.80% or 0.90%, depending
on the ratio of the total debt to EBITDA of ResMed Inc. and its subsidiaries, which we refer to as the ResMed Group,
for the most recently completed fiscal year for the applicable interest period. Payments of principal nust be made to
reduce the total outstanding principal amount of Tranche A to EUR 44.5 million on June 30, 2007, EUR 37.75 million
on June 30, 2008, EUR 27.5 million on June 30, 2009, EUR 15 million on December 31, 2009, and the entire
outstanding principal amount must be repaid in full oo June 8, 2011, At June 30, 2006, the Tranche A facility loan had
an amount outstanding of $61.7 million.

Tranche B is a USH 13 million term loan facility that may only be used for the purpose of financing capital
expendiiures and other asset acquisitions by the ResMed Group. Tranche B bears mterest at a rate equal to LIBOR for
deposits denominated in EUR, Australian dollars, USD, or Sterling plus a margin of 0.80% or £.90%, depending on
the ratio of the total debt to EBITDA of the ResMed Group for the most recenily completed fiscal vear for the
applicable interest period. The entire principal amount must be repaid in full on June 8, 2011, At June 30, 20006, there
were no amounts outstanding under the Tranche B facility loan agreement.



Tranche C is a USD 60 million term loan facility that may only be used for the purpose of the payment by ResMed
Limited of a dividend to ResMed Holdings Limited, which will ultimately be paid to ResMed Inc. Tranche C bears
interest at a rate equal to LIBOR for deposiis denominated in EUR, Australian dollars or USD plus a margin of 6.70%
or 0.80%, depending on the ratio of the total debt to EBITDA of the ResMed Group for the most recently completed
fiscal year for the applicable interest period. Payments of principal must be made to reduce the total outstanding
principal amount of Tranche C to USD 30 million on December 31, 2067 and the entire outstanding principle amount
nusst be repaid in full by June 8, 2000, At June 30, 2006, the Tranche C facility loan had an amount sutstanding of
$38.6 million.

The Loan is secured by a pledge of one hundred percent of the shares of ResMed Inc.’s subsidiary, Saime SAS,
pursuant to & Pledge Agreement. The Syndicated Facility Agreement also contains customary covenants, including
certain financial covenants and an obligation that ResMed Limited maintain certain financial ratios, including a
minimum debi service cover ratio, a maximum ratio of total debt to EBITDA and a minimum tangible net worth. The
entire principal amount of the Loan and any acerued but unpaid interest may be declared fimmediately due and payable
inn the event of the oceurrence of an event of default as defined in the Syndicated Facility Agreement. Events of default
include, among other items, failure to make payments when due, breaches of representations, warrantics or covenants,
the oceurrence of certain insolvency events, the occurrence of an event or change which could have a material adverse
effect on ResMed Limited and its subsidiaries, and if ResMed [ne. ceases to control ResMed Limited, ResMed Corp.,
ResMed SAS, ResMed GmbH & Co. KG, ResMed {UK) Limited, Take Air Medical Handels-Gmbl or Saime SAS.

The Syndicated Facility Agreemeni containg customary covenants, including certain financial covenants and an
obligation that ResMed Limited maintain certain financial ratios, including a minimum debi service cover ratio, a
maximum ratic of total debt to EBITDA and a minimum tangible net worth. The entire principal amount of the Loan
and any accrued but unpaid interest may be declared immediately due and payable in the event of the occurrence of an
event of default as defined in the Syndicated Facility Agreement, which includes, among other items, failure to make
payments when due, breaches of representations, warranties or covenanis, the occurrence of certain insolvency events,
the occurrence of an event or change which could have a material adverse effect on ResMed Limited and its
subsidiaries, and if ResMed Inc. ceases to control ResMed Limited, ResMed Corp., ResMed SAS, ResMed GmbH &
Co. KG, ResMed (UK} Limited, Take Air Medical Handels-GmbH or Saime SAS.

Simultaneous with the Syndicated Facility Agreement, ResMed Limited entered inio a working capital agreement with
HSBC Bank Australia Limited for revolving, letter of credit and overdraft facilities ap to a total commitment of
6.5 million Ausiralian dollars for one year, and ResMed (UK} Limited eniered into a working capital agreement with
HSBC Bank plc for a revolving cash advance facility up fo a total commitment of 3 million Sterling for one year.

We expeet to satisfy all of our short-term liquidity requiremenis through a combination of cash on hand, cash
generated from operations, our $75 million undrawn revolving line of eredii with Union Bank of California and our
$18.6 million undrawn syndicated facility with HSBC.

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

Stock Split

Om August 16, 2003, our Boaxd of Diectors declared a two-for-one split of our commeon stock which was effected in
the form of a 100% stock dividend. Stockholders received one additional share of common stock for every share held
of record on September 15, 2005, All share numbers and per share amounts contained inn the condensed consolidated
financial statemenis and accompanying notes have been retroactively adjusted to reflect this stock split.

Critical Accounting Principles and Estimates

The preparation of financial statements inn conformity with accouniing principles generally accepted in the United
States of America requires us to make estimates and judgments that affect our reported amounts of assets and
liabtlities, 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 reserves, warranty
obligations, goodwill, impaired assets, intangible asseis, income taxes, deferred tax valuation allowances and
contingeneies.

- 36 -



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

We believe that the following critical aceouniing policies affect the more significant judgmenis and estimates used in
the preparation of our financial statements:

{1y Allowance for Doubiful Accounts. We mainiain an allowance for doubtful accounts for estimated losses
resulting from the mability of our custemers to make required payments, which results in bad debt expense. We
determine the adequacy 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
custoners were to deterlorate, resulting in an impairment of their ability to make payments, additional allowances
niay be requirved.

{2y loventory Adjustments. Inventories are stated at lower of cost or market and are determined by the first-in,
first-cut method. We review the components of inventory on & regular basis for excess, obsolete and impaired
inventory based on estimated future usage and sgles. The likelihood of any matenial mventory write-downs 1s
dependent on changes in competitive conditicns, new product introductions by us or our competitors, or rapid changes
in cugtomer demand.

{3} Valuation of Goodwill, Intangible and Other Long-Lived Assets. We use assumptions in establishing the
carrying value, fair value and estimated lives of our goodwill, intangibles and other long-lived assets. The criteria used
for these evaluations include management’s estimate of the asset’s continuing ability 10 generate positive fncome from
operations and positive cash flow in future periods compared to the carrying value of the asset, as wel as the strategic
significance of any identifiable intangible asset in our business objectives. [f 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 amortization 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 resulis 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 in our strategic business obiectives, ulilization of the asset, and a significant change in
the economie and/or pokitical conditions inn certain couniries.

{4y Valuation of Deferred [ncome Taxes.  Valuation allowances are established, when necessary, to reduce deferred
tax assets to the amount expected to be realized. The likelihood of a material change in our expected realization of
these assets is dependent on fulure taxable income, our ability to deduct tax loss carryforwards agaimst fuiure taxable
income, the effectiveness of our tax planning and strategies among the varicus tax jurisdictions that we operaie i, and
any signilicant changes in the tax treatment received on our business combinations.

{5y Provision for Warranty. We provide for the estimated cost of product warranties at the time the refated revenue
is recognized. The amount of this provision is determined by using & financial model, which takes into consideration
actual, historical expenses and potential risks associated with our different products. This financial mode! is then used
to calculate the future probable expenses related to warranty and the required level of the warranty provision.
Although we engage in product improvernent programs and processes, our warranty obligation is affected by product
fatlure rates and costs imeurred to correct those product failures. Should actual product failure rates or estimated costs
to repeir those product fatlures differ from our esiimates, revistons to our estimated warranty provision would be
required.

{6} Revenue Recognition. Revenue on product sales is recorded at the time of shipment, at which time tile
trapsfers to the customer. Revenue on product sales which reguire customer acceptance is not recorded until
acceptance is received. Royalty revenue from license agreements is recorded when earned. Service revenue received
in advance from service confracts is initially deferred and recognized ratably over the life of the service confract.
Revenue received i 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 s mnitially 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 to cost of sales.
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We do not recognize revenues to the extent that we offer a right of refurn or other recourse with respect to the sale of
ow products or similarly offer variable sale prices for subsequent events or activities. However, 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 entilies or price-breaks for regular order volumes. The costs of
all such programs are recorded as an adjusiment to revenue. In our domestic sales sciivities we use a aumber of
Manufscturer 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 to these representatives, and do not
recognize revenue on such shipments. Our products are predominantly therapy-based eguipment and require no
installation. As such, we have no significant installation obligations.

{7} Stock-Based Compensation. In accordance with the modilied prospective method of SFAS 123(R), we measure
the compensation of all stock-based awards at fair value on date of grant. Such value is recognized as compensation
expense over the service period, net of estimated forfeitures. The estimation of stock awards that will ultimately vest
requires judgment, and to the extent aciual results differ from ouwr estimates, such amounts will be recorded as a
cumalative adjustment i the period estimaies are revised. We consider many factors when estimating expected
forfeitures, including the type of awards, employee class, and historieal experience.  Aciual results may differ
substantially from these estimates.

Recenily Issued Aceounting Pronouncements

In November 2005, ihe FASB issued FSP FASI23(R}-3, “Transition Election to Accounting for the Tax Effeets of
Share-Based Payment Awards”. This FSP requires an entity to follow either the transition guidance for the additional-
paid-in-capital pool as prescribed in SFAS 123{R}, or the alternative transition method as described in the FSP. We
have made a one-time ¢lection fo adopt the transiiion method described in this FSP which did not have a material
impact on our financial statements.

In November 2005, the FASB issued FSP FAS115-1/124-1, “The Meaaing of Other-Than-FTemporary Impairment and
Its Application to Certain Investments”, which addresses the defermination as to when an investment is considered
impaired, whether that impairment is other than temporary, and the measurement of an impairment loss. This FSP
also includes sccounting considerations subsequent o the recognition of an other-than-temporary impairment and
requires certain disclosures about unrealized losses that have not been recognized as other-than-temporary
impairments. The guidance in this FSP amends FASB Staterments No. 115, “Accounting for Certain Investments in
Debt end Equity Securities”, and No. 124, and APB Opinion No. 18, “The Equity Methed of Accounting for
Investments in Common Stock”. We adopted this FSP during the fiscal year ended June 30, 2006 and it did not have a
naaterial impact on our financial statements.

In June 2006, the FASB issued FIN Neo. 48, “Accounting for Uncertainty in [ncome Taxes - an interpretation of
FASB Statement No. 1097, which clarifies the accounting for uncertainty i income taxes recognized in the financial
statemnents in accordance with FASB Statement No. 109, “Accouniing for Income Taxes”. The interpretation
prescribes a recognition threshold and measurement atiribute for the financial statement recognition and measurernent
of a tax position taken or expected to be taken In a tax return. FIN No. 48 requires recognition of tax benefits that
satisfy a greater than 50% probability threshold. It also provides puidanee on derecognition, classification, interest
and penalties, accounting in interim periods, disclosure, and transition.  FIN No. 48 is effective for us beginning
July 1, 20067, We are assessing the potential impact that the adoption of FIN No. 48 will have on our financial
statements.
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ITEM 7A QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET AND BUSINESS RISKS
Foreign Currency Market Risk

Our functional currency is the U.5. dollar, although the finencial statements of our non-1.8. subsidiaries are
maintained in their respective local currencies. We transact business i various foreign currencies, including a number
of major European currencies as well as the Australian dollar. We have sigmificant foreign currency exposure through
both our Australian manufecturing activities and infernational sales operations.

We have established a foretgn currency hedging program using purchased currency opiions 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 curreacy exposures denominaied in Eure’s and
the Ausiralian dollar. Under this program, increases or decreases in our foreign-currency-denominated financial
assets, lisbilities, and firm commitments are partially offset by gains and losses on the hedging nstruments. 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 asseis or other
liabtlities. All movements in the fair value of the foreign currency derivatives are recorded within other income, net on
our consolidated statements of income.

The table below provides information (in U.S. dollars} on our foreign-currency-denominated financial assets by legal
entity functional currency as of June 30, 2006 {in thousands):

Forvign Carrency Financial Assets
arcat New
Australian Us Britain  Singapore Zeabund Swedish Swiss Norwegias
Bollar Dollar Eurg Pound Boflar Brollar Krona Franc Krong
(AUD) (LS5 (FUR) (GRPY (86 (NZD} BEK) {CHEY (NOK)
ALID
Functonal Curreney Entiltes:
Axsels 5 92,703 £03.586 $9.640 S430 $1.002 $537 $1,523 SED92
Fiabibily - {56,224} {85904} {5, 108} {64} {35} - {203 -
Mot Fotal - 36479 4597 4,442 Thiés GET 537 1,404 FOs2
LIRED
Functonal Curreney Entiltes:
Ansets 41007 - - - - - - - -
Eiabitity - - - - - - - -
MNet Fotal 41 007 - - - - - - -
EURG
Functonal Curreney Entiltes:
Ansets - 4,164 - - - - - - -
Eiabitity - {155} - {3010 - - - -
Net Total - 3049 - {1,010 - - - -
GBP
Functonal Curreney Entiltes:
Ansets - 143 1,730 - - - - - -
Eiabitity - - - - - - - - .
MNet Fotal - 1493 1.73) - - - - -
CHF
Functional Curency Entilies:
Ansets - 9 f 2 - - - - -
Fiabibily - {133} (5335} {218} - - - - {15}
Net Total - {124} {5634} {216} - - - - {15}
SEK
Functonal Curreney Entiltes:
Ansets - 2 - - - - - - -
Eiabitity - {3300 {187} HEIN] - - - - i, TOHEY
Mot Fotal - {E328) {187} HEIN] - - - - {ETOEY
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ITEM 8

The table below provides information abowt our foreign currency derivative financial imstruments and presenis the
information in U.S. dollar equivalents. The table summarizes information on instruments and transactions that are
sensitive to foreign currency exchange rates, including foreign currency call options held at June 30, 2006. The table
presents the notional amounts and weighted average exchange rates by confractual maturity dates for our foreign
currency derivative financial instruments. These notional amounis generally are used to caleulate payments to be
exchanged under the options contracts.

Fair Yatoe Assets /

{Liabilities)

As of June 36
{in ti 1s except exchange rates) FY 2147 EY 28 Tokal |11 20065
Foreizn Exchange Catl Options
{Receive AL Pay 1.5
Opton amourt S123, 000 $0,000) SE32,000 S1.635 $2,240
Average conbraciual exchange rate AUDSE = LSD 0778 AUIDSE = USD 0767 AL BT = LUSDL.777
{Receive AU Pay Eurod
Option amourt $53.718 $7.674 S61,392 $144 §758
Average coniraetusl exchange rate ALID S = Buro 0.656 ALIDEE = Buro 0.660 ALID S = Buro 0.656

Interest Rate Risk

We are exposed to risk associated with changes in interest rates affecting the return on our cash and cash equivalents
and debt. Al June 390, 2006 we had total long-term debt, including the current portion of those obligations, of $121.1
million. Of this debt, $0.6 million is st fixed interest rates and $120.4 million is subject to variable inferest rates. A
hypothetical 10% change in interest rates during the year ended June 30, 2006, would not have a material impact on
pretax income. We have no interest rate hedging agreements.

CONSOLIDATED FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

a} Index to Consolidated Financial Statements

Report of Independent Registered Public Accounting Firm F1
Consolidated Balance Sheets as of June 38, 2006 and 2045 F2
Consolidated Statemenis of Income for the years ended June 30, 2006, 2005 and 2004 F3
Consolidated Statements of Stockholders’ Equity for the years ended June 30, 2006, 2065 and 2004 F4
Consolidaied Statemenis of Cash Flows for the years ended June 30, 2006, 2005 and 2004 F5
Notes to Conselidated Financial Statements for the years ended June 30, 2006 and 2003 Fé

Schedule 11 - Valuation and Qualifying Accounts and Reserves

b) Supplementary Data

Quarterty Financtal Information {unaudited}-The quarterly results for the years ended June 30, 2006 and 2005
are summarized below (in thousands, except per share amounts):

20666 First Quarter Sccond Quarter Third Quarter  Fourth Quarter FisealYear
Net revenues 127,127 SH46,416 $162,281 snan $606,906
Gross profit 20,119 91,726 100,860 104,184 376,805
Net income 16,442 22,314 26,362 23,003 88211
Rastc earnings per share $.23 $0.31 $0.36 531 $1.22
Diluted earnings per share $6.23 $0.36 $0.34 3$4.30 3116
2005 First Quarter Seccond Quarter Third Quarter  Fourth Quarter Fiscal Year
Net revenues $87,733 5143,893 S108,454 $125,425 5425505
Giross profit 56,411 68,378 70,265 79,776 274,860
Nel income 13,926 17,404 17,877 15,578 04,785
Basic earnings per share $0.21 $0.26 $06.26 $06.22 $0.94
Diluted earnings per share $0.20 $0.25 $0.25 $06.22 $0.91

ME. Per share amounts for sach gquaster are computed independently, sad, doe 10 the compatation formuda, the surm of the four guarters msy aod egoad the year,
Allshare and per share information kas been adpusted o reflect the swo-for-one stock spiit effected in the form of a 100% stock dividend that was declased on
August 10, 2005 and distribuited on September 38, 2003,
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ITEM 9 CHANGES IN AND HSAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL
DISCLOSURE

None.

ITEM 94 CONTROLS AND PROCEDURES

We maziniain disclosure controls and procedures that are designed to ensure that information required to be disclosed
in our Exchange Act reports is recorded, processed, summarized and reporied within the time periods specified in the
Securities and Exchange Commission’s rules and forms and that such information is accumulated and communicated
to our management, including our Chief Executive Officer and Chief Financial Officer, as appropriate, to allow for
timely decisions regarding required disclosure. In designing and evaluating the disclosure conirols and procedures,
management recognizes that any controls and procedures, no maiter how well designed and operated, can provide
only reasonable assurance of achieving the desired control objectives, and management is reguired to apply its
judgment in evaluating the cost-benelit relationship of possible controls and procedures.

As required by SEC Rule 13a-15(b), we earried out an evaluation, under the supervision and with the participation of
our management, ncluding our Chief Executive Officer and Chief Financial Officer, of the effectiveness of the design
and operation of our disclosure controls and procedures as of June 30, 2006. Based on the foregoing, cur Chief
Executive Offtcer and Chief Financial Officer coneluded 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 guarter that
has materially affected, or is reasonably likely to materially affect, our internal controls over financial reporting.



MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

The management of the Company is responsible for establishing and maintaining adeguate internal control over
financial reporting as defined in Rules 13a-15(f) and 15d-13(1) under the Securities Exchange Act of 1934, The
Company’s mternal control over financial reporting is designed to provide reasonsble assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes In accordance with
generally accepied accounting principles in the United States of America. The Company’s internal conirol over
financial reporting includes those policies and procedures that:

{1) Pertain to the maintenance of records that, in reasonable detail, accurately and fahly reflect the transactions
and dispositions of the assets of the Company;

{i1) Provide reasonable assurance that iransactions are recorded as necessary to permit preparation of financial
statemenis in accordance with generally accepied accounting principles, and that receipts and expenditures of
the Company are being made only in accordance with authorizations of management and directors of the
Company; and

{1ii} Provide reasonable assurance regarding prevention or timely detection of unauthorized acguisition, use or
digposition of the Company’s assets that could have a material effect on the financial statements.

Becsuse of s inherent limitations, iInternal control over financial reporiing may not prevent or detect
musstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadeguate because of changes in conditions, or that the degree of compliance with the policies
or procedures may deteriorate.

Management assessed the effectiveness of the Company’s mternal contrel over financial reporting as of June 30,
2006. Management based this assessment on criteria for effective internal control over finaneial reporting described in
“Internal Control - Integrated Framework” issued by the Commitice of Sponsoring Organizations of the Treadway
Commission. Management’s assessment ineluded an evaluation of the design of ResMed Ine’s internal conirol over
financial reporiing and testing of the operational effectiveness of ils internal control over financial reporting.
Management reviewed the results of ity assessment with the Audit Commitice of our Board of Phirectors.

Based on our assessment and those crileria, management has concluded that the Company did mamtain effective
internal control over financial reporting as of June 36, 2006.

KPMG LLP, independent regisiered public accounting fivm, who audited and reported on the consolidated financial

statements of ResMed, Ine. included in this report, has issued an attestation report on management’s assessment of
internal control over financial reporting.
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RESMED IxC. AND SUBSIDIARIES

REPORT OF INDEPENBENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders
ResMed Ine.:

We have audited management’s assessment, included in the accompanying Management’s Report on Internal Control Over
Financial Reporting, that ResMed Inc. maintained effective internal control over financial reporting as of June 30, 2006, based
on eriteria established in Internal Control - Integrated Framework issued by the Commitiee of Sponsoring Organizations of the
Treadway Commission {COS0). ResMed Ine.’s management is responsible for maintaining effective internal control over
financial reporting and for its assessment of the efleetiveness of infernal control over financial reporting. Our responsibility is
to express an opinion on management’s assessment and an opinion on the effectiveness of the Company’s internal control over
financial reporting based on our audil.

We conducted our audil in accordance with the standards of the Public Company Accounting Oversight Board (United States}.
Those standards require that we plan and perform the audit to obiaim reasonable assurance about whether effective mnternal
control over financial reporting was maintained in all material respeets. Our audit included obtaining an understanding of
internal control over financial reporting, evaluating management’s assessment, testing and evaluating the design and operating
effectiveness of mmternal control, and performing such other procedures as we considered necessary in the circumstances. We
believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed fo provide reasonable assurance regarding ihe
refability of financial reporting and the preparation of financial statements for external purposes in accordance with generally
aceepted accouniing principles. A company’s internal control over financial reporting mcludes those policies and procedures
that (1} pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the company; {2) provide ressonable assurance that transactions are recorded as necessary to
permit preparation of financial statements in accordance with generally accepted accounting principles, and that receipts and
expenditures of the company are being made only in accordance wilth authorizations of management and divectors of the
company; and (3} provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or
digposition of the company’s assets that could have a material effect on the financial statements.

Because of its mherent limitations, internal control over {inancial reporting may not prevent or detect misstatements. Alse,
projections of any evaluation of effectivencss o future periods are subject to the risk that conirels may become mnadequate
because of changes in conditions, or that the degree of compliance with (he policies or procedures may deteriorate.

In our opinion, management’s assessment that ResMed inc. maintained effective internal control over financial reporting as of
June 30, 20006, is fairly stated, in all material respects, based on criteria established in Internal Control - Integrated Framework
issued by the Committec of Sponsoring Organizations of the Treadway Commission (COSO). Also, in our opinion, ResMed
Ine. mainiained, in all material respects, effective intermal control over financial reporting as of June 30, 206006, based on criteria
established in Internal Control - Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission (COSOY,

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (Uniied States),
the consolidated balance sheets of ResMed Ine. and subsidiaries as of June 30, 2006 and 2003, and the related consolidated
statements of income, stockholders’ equity and comprehensive income, and cash flows for each of the years in the three-year
period ended June 30, 2006, and our report dated September 8, 2006 expressed an unqualified opinion on those consolidated
financial statements.

i/ KPMGLLP
San Diego, California
September 8, 26006

ITEM 98  OTHER INFORMATION

None.
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PART IH

I'TEM 16

ITEM 11

ITEM 12

ITEM 13

ITEM 14

DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

Incorporated by reference io our definitive Proxy Staternent for our November 9, 2006, meeting of stockholders,
which will be filed wiih the Securities and Exchange Commission within 120 days afier June 30, 2006.

The Company has filed, as exhibits to this Annual Report on Form 10-K for the year ended lune 30, 2006, the
certifications of its Principal Executive Officer and Principal Financial Officer required pursuant to Section 362 of
the Sarbanes-Oxley Act of 2002,

On December 15, 2005, the Company submiited to the New York Stock Exchange the Annual CEO Certification
required pursuant to Section 363A.12{a) of the New York Stock Exchange Listed Company Manual.

EXECUTIVE COMPENSATION

Incorporated by reference o our definitive Proxy Statement for our November 9, 2006, meeting of stockholders,
which will be filed with the Securiiies and Exchange Commission within 120 days afier June 30, 2006.

SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

Incorporated by reference io our defintive Proxy Statemnent for our November 9, 2006, meeting of stockholders,
which will be filed wiih the Securiiies and Exchange Commission within 120 days afier June 30, 2006.

CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

No material transactions.

PRINCIPAL ACCOUNTANT FEES AND SERVICES

Incorporated by reference io our defintive Proxy Statement for our November 9, 2006, meeting of stockholders,
which will be filed with the Securities and Exchange Commission within 120 days afier June 30, 2606,
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PART IV

FTEM 15

EXHIBITS AND CONSOLIBATED FINANCIAL STATEMENT SCHEDULES

The following documents are filed as part of this reportc

31

32

4.1

42

43

4.4

10.1

10.2

10.3

10.5

10.6

10.7

10.8

16.9

Consolidated Financial Statemenis and Schedule - The consolidated financial statements and schedule of
the Company and its consolidaied subsidiaries are set forth in the “Index to Consolidated Financial
Statements” under Htem 8 of this report.

Exhibits

Certificate of Incorporation of Registrant, as amended™
By-laws of Registrant”!

Form of certificate evidencing shares of Common Stock'"
Rights agreement dated as of April 23, 1997

Indenture dated as of June 20, 2601, between ResMed Inc. and American Stock Transfer & Trust
Company™

Registration Rights Agreement dated as of June 20, 2001, by and between ResMed [nc., Merrill Lyneh &
Co., Merrill Lyncl, Pierce, Fenner & Smith Incorporated, Deutsche Bane Alex Brown Inc., William Blair &
Company, L.L.C., Macquarie Bank Limited and UBS Warburg LLCH

Registration Rights Apreement dated as of May 14, 2002 between ResMed Inc., and Mr Leslie Hoffman™
1995 Stock Option Plan™

1997 Equity Participation Plan™

Licensing Agreement between the University of Sydney and ResMed Ltd dated May 17, 1991, as amended™
Loan Agreement between the Australian Trade Commission and ResMed Limited dated May 3, 1954
Lease for 16121 Carroll Canyon Road, San Diego CA 92131-1109, USA™

Sale and Leaseback Agreements for 97 Waterloo Rd, North Ryde, Australia™

Employment Agreement dated as of May 14, 2002, between Servo Magnetics Acquisiiion Inc., and Mr
Eeslie Hoffman™®

Agreement for the purchase of Lot 6001, Norwest Business Park, Baulkham Hills, Australia™

16,10 2003 Employee Stock Purchase Plan™

10.11 Loan Agreement between ResMed Limited and HSBC Bank Australia Limited
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10.12

10.13

10.14

10.15

10.16

10.17

16.18

10.19

16.20

10.21

10.22

16.23

23.1

311

312

32.1

Saime Purchase Agreement

First Amended and Restated Loan Agreement, dated as of November 1, 2005, by and among ResMed Comp.,
ResMed EAP Holdings Inc. and Union Bank of California, N.A.

Security Agreement, dated as of November 1, 2605, by and between ResMed EAP Holdings Inc. and Union
Bank of California, N.A.

Continuing Guaranty, dated as of November 1, 20035, by and between ResMed Ine and Union Bank of
California, N.A.

Commercial Promissory Note, dated as of November 1, 2005, made by ResMed Corp. and ResMed EAP
Holdings Inc. ¥

Commercial Promissory Note, dated as of November 1, 2005, made by ResMed Corp. and ResMed EAP
Holdings Inc.
9

Second Amended and Restated Loan Agreement

Syndicated Facility Agreement, dated as of June 8, 2006, by and between ResMed Limited and HSBC Bank
Australia Limited '

Deed of Guaranty and Indemnity, dated as of June 8, 2006, by and among HSBC Bank Australia Limited,
ResMed Limited, ResMed SAS, ResMed GmbH & Co. KG, ResMed (1K) Limited and Take Air Medical
Handels-GmbH '

Deed of Guaraaty and Indemmity, dated as of June 8, 2006, by and among HSBC Bank Australia Limited,
ResMed Inc., ResMed Corp. and ResMed Limited ©*"

Working Capital Agreement, dated as of June 8, 2006, by and among ResMed (UK} Limited and HSBC
Bank ple U

Working Capital A%reement, dated as of fune 8, 2006, by and among ResMed Limited and HSBC Bank
Austrafia Limited ™"

Subsidiaries of the Registrant

Independent Registered Public Accounting Firm’s Consent and Report on Schedule
Certification of Clief Executive Officer Pursuant to Section 302 of Sarbanes-Oxley Act of 2002
Certification of Clief Fimancial Officer Pursuant to Section 302 of Sarbanes-Oxley Act of 2002

Certification of Clief Executive Officer and Chief Financial Officer pursuant to Section 906 of the
Sarbanes-Oxley Act of 20602

Hncorporated by reference to the Registrant's Registration Statement on Form 8-1 (No. 33-9 1004 declared effective on June 1, 1995
Fncorporated by reference to the Registrant’s Registration Statement on Fore B-A[2U filed on Aped] 25, 1997,

Pncorporated by reference to the Registrant's 1997 Proxy Statement.

P ncorporated by reference to the Registrant’s Report on Form [0-K dated June 30, 19958

Fncorporated by reference 1o the Registrant’s Report on Form 10-K for the vear ended Jane 30, 2001

Fncorporated by reference to the Registrant™s Report on Formy [0-K for the year ended June 30, 2002

Fncorporated by reference to the Registrant™s 2003 Proxy Statement.

Hineorporated by reference o the Registrant’s Form 8-K dated November 8 2005

“neorporated by reference to the Registrant™s Porm 8-K dated March 13, 2006.

Sncorporated by reference to the Registrant’s Form 8-K dated bune 8, 2006,
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RESMED INC, ANB SUBSIDIARIES

REPORT OF INDEPENBENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders
ResMed Inc.:

We have audited the accompanying consolidated balance sheets of ResMed Inc. and subsidiaries as of June 30, 2006, and
2005, and the related consolidated statements of income, stockholders’ equity, and cash flows for cach of the years in the three-
year period ended June 30, 2006. In connection with cur audits of the consolidated financial statements, we also have audited
financial statement schedule 11. These consolidated financial statements and financial statement schedule are the responsibility
of the Company’s management. Our responsibility is to express an opinion on these consolidated financial statements and
financial statement sehedule based on our audiis.

We conducted our audits in sccordance with the standards of the Public Company Accounting Oversight Board {United States).
Those standards reguire that we plan and perform the audii o obtain reasonsble assurance about whether the financial
statements are free of material missiatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fandy, in all material respects, the financial
position of ResMed Ine. and subsidiaries as of June 30, 2006 and 2003, and the resulis of their operations and their cash Hows
for each of the years in the three-year period ended June 30, 2606, in conformity with U.8. generally accepted accounting
principles. Also, In our opinion, the related financial statement schedule, when constdered i relation to the basic consolidated
financial statements, taken as a whole, presents fairly, in all material respects, the information set forth therein.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board {United States},
the effectiveness of ResMed Inc.’s internal eontrol over financial reporting as of June 30, 2006, based on criteria established in
Internal Control-Iniegrated Framework ssued by the Commiitee of Sponsoring Organizations of the Treadway Commission
{COS0), and our report dated September 8, 2006, expressed an ungualified opinion on management’s assessment of, and the
effective operation of, internal control over financial reporting.

s/ KPMG LLP
San Diego, California
September 8, 2006
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RESMED INC. AND SUBSIBIARIES
Consolidated Balance Sheets
June 30, 2086 and 2005
{In thousands, except share and per share data)

Fane 3, fane 3,
2006 M5

Asgsets
Clrent assets:
Cash and cash equivalents 214,544 $142 B85
Aceounts receivaide, net of allowanee for doshiful accounts of $4.645 and 53,199 & bune 30, 20006 and 2003, respectively 138,147 183,651
Inventories, ned {nole 3} 116,104 {9107
Beferred tncome taxes {note 14} 26,4636 15,230
Prepaid expenses and other cuwment assets 4,763 9737
Total current assels S16L284 360216
Property, plant and equipment, net of accumulbated depreciation of §115,47F and $88.970 ot June 30, 2006 and 2005, respectively
{node 7} 245,370 174, FOH
Croodwill (note 8} 145,662 181, H36
CHber intangilies (node B) 48,807 49371
(Hher assets 70352 G241
Total non-cuirent assets 306,937 413,036
Total assets $1.007.221 774,146
Liabilitics and Stoekbolders® Eqaity
Crent fiabitities:
Accounts payable £45,1045 $34.416
Averued expenses (noie ) 44,9401 14414
Beferred revenue 15,344 12,327
Income taxes pavalble 22,841 27,059
Current portion of forg-term debt (note 1) 4,864 115435
Total current liahiities 124,043 218,551
Mon-cirend Habilides:
Bleferred income taxes {nodz 143 12,377 11,605
BEeferred revenue 11,484 16041
Eong-term deld {note [0 116,212 58,034
Total non-current Hiabitities 144,073 81,530
Total liabhiiities 264,073 30081
Commitmenis and confingencies {notes 17, 13 and [9) - -
Stockholders” sguity: (ode 12}
Frefemed stock, $.01 par vajue, 2000000 shares avthorized; none issued - -
Series A Junior Participating preferred stock, 3001 par valoe, 250,000 shares authorized; none issued - -
Conmmen stock, 5004 par value, 200,000,000 shares anthorized,
Essued and ouistanding 75,670,310 @ Tune 30, 2006 and 7001 080 o June 30, 2005 303 280
{escinding 2,254,918 and 2,254 918 shares hetd as Treasury Stock respectively)
Additional paid-in capital 353,464 179,865
Retained earnings {note 63 370,652 282441
Tressury stock, al cost {41,405) {41,405}
Avcumulated olher comprehensive income {pote 63 55,134 52,884
Fotal stockhoiders” equity 7iR,14% 474 165
Fotad liabtiities and stockholders® equity $1,007221 §774, 146

Al share and per share information has been adjusted to reflect the two-for-one stock split effected in the form of a 100% stock
dividend that was declared on August 10, 2005 and disiributed on September 30, 2005.

See accompanying notes to consolidated financial statements.
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RESMED INC. AND SUBSIBIARIES
Consslidated Statements of Income
Years Ended June 30, 2066, 2005 and 2084
{In thousands, except per share data)

June 30, June 38, June 38,

2806 2605 2804
Net revenues $606,906 $425,365 $339,338
Cost of sates ™ 230,101 150,645 122,602
Ciross profit 376,895 274,860 216,736
Operating expenses:
Selling, general and administrative ' 200,168 135,763 104,706
Research and development ™ 37,216 30,014 26,169
Donations te Research Foundations 760 500 506
In~process research and development charge (note 20) - 5,268 -
Amortization of acquired infangible assets 6,327 870 -
Restructuring expenses {note 11) 1,124 5,152 -
Total operating expenses 245,595 177,507 131,375
Income from operations 131,300 97.353 85,361
Other income {expenses):
Interest income {expense}, net 1,320 {R0RY {1,683)
Oiher, net (note 13) 774 X1 950
Fotal other income (expenses), net 2,094 {727y {693)
Income before income taxes 133,394 96,626 84,668
Income taxes (note 14) 45,183 31,841 27384
Net income $88,211 $64,783 $57,284
Basic earnings per share $1.22 $0.94 £0.85
Diluted earnings per share (note 2+j) $1.16 £0.51 50.82
Basic shares outstanding 72,307 68.643 67,389
Diluied shares ouistanding 77,162 74,942 70,251
“Hncludes stock-based compensation costs as follows (note 3%
Cost of sales $891 3 $-
Selling, general and administrative 12,372 - -
Research and development 2,042 - -
Total stock-based compensation costs $15,305 3- $-

Al share and per share information has been adjusted to reflect the two-for-one stock split effected in the form of a 100% stock
dividend that was declared on August 10, 2005 and disiributed on September 30, 2005.

See accompanying notes to consolidated financial statements.
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Consolidated Statements of Stockholders’ Equify

RESMED ENC. AND SUBSIBIARIES

Years ended June 38, 2006, 2005 and 2004

{In thousands}

Accumnpiated . L
Common Stock :‘\dditiuvnal Freasury Stock . . Other . (m:;:s;i e
Paid-in ! Retained  Comprehensive

Sthares  Amount  Capitad Stares  Amonnt  Earnings  kncome {oss) Fota
Balance, bane 31, 20603 &7.572 $208  SHT300 (B3 {SEL417y $1e0 3792 L20.010 £2R6. 433
Commmon stock issued on exercise
of options 1916 6 20335 20,341
Treasury stock purchases {4} {9423 {E9.823) (19027
Tax benafit from exercise of optons 5,108 5,05
Comprehensive income:
Nt theome 57,284 57,284 57284
Cither comprehensive income
Foreign curency franskation adjsstments 11,366 11,366 11366
Linrealized losses on marketzble securities (&3] {33 {3y
Comprehensive incomed boss) 68 647

I
Balance, bane 3, 2004 &9 484 L2 132,740 (1.772) (53044 3217656 41,273 £ 409
Common stock issued on exercise
of options 1,634 9 36,766 36,775
Common stock issued on employee share
purchase plan £34 2 2.640 2,651
Treasury stock purchases {1} {4523 {HL865) {16,966)
Tax benefit from exercise of opiions 7 7,718
Comprehensive income:
Met income 64,785 64,785 &d 785
Cther comprehensive income
Foreiun currency transiation adjustments FEGIT 11,617 116317
Emrealized josses on marketable securities {6} [G3] {&}
Comprehensive incomei{oss) 876396
I

Balance, bane 3, 20605 72,256 $2R0 SETOHGS {2254y (S4p405r $2R244) LR R £474.0635
Common stock issued on exercise
of options fnode 12} 1805 7 30T 10 747
Common stock issued on emplovee share ‘ . ‘
purchase plan (rote 12} £26 i 3755 2756
Treasury stock purchases . o
Tax benefit from stock-based compensaiion
cosis 145,107 HiR T
Common stock issued on conversion of
convertible subordinaied notes 3,738 is FEZ 238 113,258
FASTZ3R) stock-based compensation costs £5.712 15,712
Comprehensive income (nofe &)
Met income 88,211 88,211 821
Cther comprehensive income -
Foreiun currency transiation adjustroents 2,250 2,258 2250
Comprehensive incomeai{ioss) 0,461
Balance, June 34, 2606 77025 $303 $353464  (2254)  (S4L.405)  $370.652 §55.134 §738, 148

All share and per share information has been adjusted to reflect the two-for-one stock split effected in the form of a 100% stock

dividend that was declared on August 10, 2005 and disiributed on September 30, 2005.

See accompanying notes to consolidated financial statements.
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RESMED ENC. AND SUBSIBIARIES
Cansolidated Statements of Cash Flows
Years ended June 38, 2006, 2005 and 2004
{In thousands}

Cash flows from operating activities:

Net ieome

Adjustments to reconcile net ineome to net cash provided by operating activities:
Drepreciation and amortization

Provision for service warranties

Deferred income iaxes

Foreign currency options revajuation

Amortization of deferred borrowing costs

Stock-based compensation costs

Tax benefit from stock options exercised

Write-down of cost-method investment

Release of proflt on sale of building

Purchased in-process research and development write off

Changes i operating assets and Habilities, net of effect of acquisitions:
Accounis receivable, net

Inveniories, net

Prepaid expenses and other currenl assets

Accouims payable, acerued expenses and other Habilities

Net cash provided by operating activities

Cash flows from mvesting activities:

Purchases of property, plant and equipment

Capitaiized [nierest

Puarehases of marketable securities - available for sale

Proceeds from sale of marketable securities - available for sale

Patent registration costs

Business acquisitions, net of cash acquired of $262 (512,082 in 2005 and SN in 2604)
Purchases of non-trading investments

Net cash used in investing activities

Cash flows from financing activities:

Proceeds from {ssuance of commeon stock, net
Repaynent of sssumed borrowings from acquisitions
Repaynwent of borrowings

Proceeds from borrowings, net of borrowing costs
Tax beneflt from stock option exeicises

Purchases of treasury stock

Net cash provided by financing activities
Effect of exchange rate changes on cash

Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of the vear

Cash and cash equivalents at end of the year

Supplemental disclosure of cash Aow information:
fncome taxes paid, net of refuruds
fnterest paid, net of capitalized interest

Fair value of assets acquived in acquisitions
Liabiities assuimed

Cioodwill on acquisition

Acquisition costs accrued

Acquisition costs paid

Cash paid for acquisition, including acquisition costs

See accompanying notes to consolidated financial statements.
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June 30, FHune 3, Tune 34,
20436 2605 2004
SRE 211 564 785 £37,284
4,970 28,202 E7.867
1,437 A 213
{11,913} {7,507) §,259
3,796 293 982
&4y 34 &{}4
15,308 - -
- 770 5,165
E136 - -
- {2,371 {24463
- 5,268 -
{28,287 27,5063 (13,129}
{25,041) {22,562) {6,722}
{2,432) 558 15
15,179 23,764 FA,303
90,028 TLUTS 76,541
{562,740 39,6013 {57,246}
{1,100} - -
{2,060} {4{H 5463 £TH,BO0}
2,602 413574 73,376
{3,115} {28 {2,358}
{10,526 {54,425} {184}
(2,386} {1,873} {1,533)
£Hi9.874) (K6, TTHY (66,837}
34 380 19,426 26,341
{2,193y (65,764} -
{46 308} - -
bH2,128 62,5048 -
9,733 - -
- {115,968 (9027}
47,767 25,1946 1314
438 3,741 3398
77,339 13278 i4,416
§42, 185 128,907 154491
$219,544 $142,E85 S128,907
$44.873 524747 SE5 BN
4,566 4530 4530
16,517 LR REY g3
{6,816} (99,2760 -
5,553 78,949 84
{1,279} {5,728 -
1,613 266 -
S1LTHE $67 4467 S84
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ReESMED INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements

Organization and Basis of Presentation

EEREE RN 1)

ResMed Ine. (referred to herein as “we”, “us”, “owr™ or 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
equipment lor the diagnosis and ireatment of sleep-disordered breathing and other respiratory disorders, including
obstructive sleep apnea. Ouwr manufacturing operations are located In Australia, Germany, France and the United
States of America. Major distribution and sales sites are located in the United States of America, Germany, France,
the United Kingdom, Switzerland, Australia and Sweden.

All share and per share information i the notes has been adjusied to refleet the two-for-one stock split effected in the
form of a 100% stock dividend that was declared on August 10, 2005 and distributed on September 30, 2005,

Summary of Sigaificant Accounting Policies

{a} Basis of Consolidation

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

The preparation of financial statements in conformity with accounting principles generally accepied in the
United States of Americs requires management estimates and assumptions that affeet amounts reported in the
financial statements and accompanying notes. Actual resulls could differ from management’s estimaies.

{by Revenue Recognition

Revenue on product sales is generally recorded upon shipment, at which time fitle transfers to the customer.
Revenue on product sales which require customer accepiance is not recorded until acceptance is received.
Royalty revenue from license agreements is recorded when earned. Service revenue received in advance
from service contracts is initially deferred and recognized ratably over the life of the service contract.
Revenue received in advance from rental unit contracts is inttially deferred and recognized ratably over the
life of the rental contract. Revenue from sale of marketing or distribution rights 1s initially deferred and
recognized ratably as revenue over the life of the coniract. Freight charges billed to customers are included
in revenue. All shipping and handling refated expenses are charged o cost of sales.

We do not recognize revenues (o the extent that we offer a right of return or other recourse with respect io 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. However, as part of our sales
processes we may provide upfroat 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 1.8, sales activities we use a
pumber of manufacturer represeniatives to sell our produets. These represeniatives are paid a direct
cormmission on sales and act as an integral component of our U.S. sales force. We do not sell our products to
these representatives and do not recognize revenue on such shipments. Owr productis are predominantly
therapy-based equipment and require no insiallation.  As such, we have no significant mstaliation obligations.

{c} Cash and Cash Equivalents

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

{d) Inventories

Inventories are siated at the lower of cost, determined prineipally by the first-ia, first-oui method, or net
realizable value. We review and provide for any product obsolescence i our manufacturing and distribution
operations with assessments of individual products and components (based on estimated future usage and
sales) being performed throughout the year.
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{2}

ReESMED INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements

Summiary of Significant Accounting Policies, Continued

{e)

]

{h}

Property, Plant and Equipment

Property, plant and equipment, including rental equipment, is recorded at cost. Depreciation expense is
computed using the straight-line method over the esiimated useful lives of the assets, generally two to ten
years except for buildings which are depreciated over an estimated useful life of 40 years. Straight-line and
accelerated methods of depreciation are used for tax purposes. Maintenance and repairs are charged fo
expense as ineurred.

We capitalize interest in connection with the construction of faeilities. Actual construction costs incurred
relating to facilities under aciive development gualify for interest capitalization. Interest capitalization ceases
when the construction of a facility is complete and available for use. During the year ended June 30, 2006,
we capitalized $1.1 million of inierest relating fo such construction cosis.

Intangible Assets

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

Other intangible assets are amortized on a siraight-line basis over their estimated useful lives, which range
from seven to nine years. We evaluste the recoverability of intangible assels periodically and take into
account events or clreumstances thal warrant revised estimates of useful lives or that indicate that impanment
exists. All of our intangible assets are subject to amortization. No impairment of intangible assets has been
identified during any of the periods presented.

Goodwill

We conducted our annual review for goodwill impairment during the final quarter of fiscal 2006. In
conducting our review of goodwill impairment, we identified reporting uniis, being components of our
operating segment, as each of the entiifes asquired and giving rise to the goodwill. The fair value for cach
reporting unit was determined based on estimated discounted cash flows. Our goodwill impairment review
involved a two-step process as follows:

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

Step 2- 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 tmplied fair value of the reporting unit’s goodwill with the carrying amount of the
reporting unit’s goodwill. If the carrying amount of the reporting unit’s goodwill s greater than
ihe implied fair value of its goodwill, an fmpairment loss must be recognized for the excess.

The resuits of the review indicated that no impaired goodwill exists.
Foreign Currency

The consolidated financial statemenis of our non-1J.S. subsidiaries, whose functional currencies are other
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ReESMED INC. AND SUBSIDIARIES
Notes to Coensolidated Financial Statements

Summary of Significant Accounting Policies, Continued

{k)

M

{1}

Financizal Instruments

The carrying value of financial instrumenis, such as eash and cash eguivalents, marketable securities
available-for-sale, accounts receivable and accounts payable approximate their fair value because of their
short-term nature. 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 transaction between willing parties.

Foreign Exchange Risk Management

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

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

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

All movemenis i the fair value of the foreign currency derivatives are recorded within other income, net of
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 June 30, 2006 and June 30, 2005 was $1.2
nnllion and $3.0 million, respectively, which represents the positive fair value of options held by us.

We held foreign currency option contracts with notional amounts tetaling $193.4 million and $145.3 million
at June 38, 2006 and 2003, respectively, to hedge foreipn currency Hiems. These contracts mature at various
dates before December 20067,

Income Taxes

We account for income taxes under the asset and liability methed. We recognize deferred tax assets and
lizbilities for the future tax consequences attributable to differences between the {inancial statement carrying
amounts of existing assets and liabilities and their respective tax bases. Deferred fax assets and Habilities are
messured using enacted tax rates expected fo apply to taxable income In the years in which those temporary
differences are expected to be recovered or setiled. The effect on deferred tax assets and liabilities of a
change it tax rates is recogaized in income in the period that includes the enactment date.

- .
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ReESMED INC. AND SUBSIDIARIES
Notes to Coensolidated Financial Statements

Summary of Significant Accounting Policies, Continued

{n)

{0

{p}

{q}

Marketable Securities

Management determines the appropriaie elassification of our investments in debi and equity securilties 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 to maturity are classified as available-for-sale. Securtties available-
for-sale are carried at fair value, with the unrealized gaing and losses, net of tax, reported in accumulated
other comprehensive income.

At June 30, 20066 and 20035, there were no mvesiments i debt securities that were classified on the
accompanying consolidated balance sheet as marketable securities-available-for-sale.

Warranty

Estimated luture warranty costs related to certain products are charged to operations in the period in which
the refated revenue is recognized. The liabiity for warranty costs are included in accrued expenses in our
condensed consolidated balance sheet.

Changes in the hability for product warranty for the year ended June 30, 2006 are as follows (in thousands):

Balance as at June 30, 20065 $2,012
Warranty accruals for the year ended June 30, 2606 1,964
Warranty costs incurred for the year ended June 30, 2006 (527
Foreign currency transiation adjusiments {149}
Balance as at June 30, 2006 $4.,200

Impairment of Long-Lived Assets

We periodically evaluate the carrying value of long-lived assets to be held and used, including certain
identifiable intangible asseis, when events and circumstances indicstie that the carrying amount of an asset
may not be recovered. Recoverability of assets to be held and used is measured by a comparison of the
carrying amount of an asset to future net cash flows expected to be generated by the asset. If such assets are
constdered to be impaired, the fmpairment to be recognized is measured by the amount by which the carrying
amount of the asseis exceed the fair value of the assets. Assets to be disposed of are reported at the lower of
the carrying amount or fair value less costs to sell.

Cost-Meihod Investments

The aggregate carrying amount of our cost-method investmenis at June 38, 2006 and Tune 30, 2005 was 4.1
mullion and $5.3 million respectively. At June 30, 2006 we reviewed the carrying value of ihese investments.
I fiscal 2006 and 2005, we recognized $1.2 million and $0.1 respectively of impairment losses related o our
cost method invesiments, which include invesiments m privately held service companies, research companies
and public companies. The expense assoclated with this impairment has been included n the other income
{expense) Hne within the statement of income.
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{2}

{3)

ReESMED INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements

Summiary of Significant Accounting Policies, Continued

In addition to the impairment loss recognized an unrealized loss of §1.4 million was identified in relation to an
investment n a public company. The severity of the impairment (fair value is approximately 40% less than the cout}
and the duration of the impairment (less than 6 months) correlates with a devaluation in both the currency of the
shares against the US. dollar and the actual share price. Because we have the ability and intent o hold this
invesiment until a recovery of the fair value and the decline m fair value is partly attributable fo exchange rate
movements, we do not consider this investment to be other-than-temporarily impatred at June 36, 2006, Except for
the unrealized loss, we have determined that the fair value of the investments exceeded the carrying values.

New Accounting Proncuncements

In November 2005, the FASB issued FSP FASI23(R}-3, “Transition Election to Accounting for the Tax Effeets of
Share-Based Payment Awards”. This FSP requires an entity to follow either the transition guidance for the additional-
paid-in-capital pool as prescribed in SFAS 123{R}, or the alternative fransition method as described in the FSP. We
have made a one-time ¢lection fo adopt the transiiion method described in this FSP which did not have a material
impact on our financial statements.

In November 2005, the FASB issued FSP FAS115-1/124-1, “The Meaaing of Other-Than-FTemporary Impairment and
Its Application to Certain Investments”, which addresses the defermination as to when an investment is considered
impaired, whether that impairment is other than temporary, and the measurement of an impairment loss. This FSP
also includes sccounting considerations subsequent o the recognition of an other-than-temporary impairment and
requires certain disclosures about unrealized losses that have not been recognized as other-than-temporary
impairments. The guidance in this FSP amends FASB Statermnents No. 115, “Accounting for Certain Investments in
Debt end Equity Securities”, and No. 124, and APB Opinion No. 18, “The Equity Methed of Accounting for
Investments in Common Stock”. We adopted this FSP during the fiscal year ended June 30, 2006 and it did not have a
naaterial impact on our financial statements.

In June 2006, the FASB issued FIN No. 48, “Accouniing for Uncertainty in [ncome Taxes - an inferpretation of
EFASB Statement No. 1097, which clarifies the accounting for uncertainty in income taxes recogaized m the financial
statements in accordance with FASB Statement No. 109, “Accouniing for Income Taxes”. The interpretation
prescribes a recognition threshold and measurement atiribute for the financial statement recognition and measurernent
of a tax position taken or expected to be taken In a tax return. FIN No. 48 requires recognition of tax benefits that
satisfy a greater than 50% probability threshold. It also provides guidance on derecognition, elassification, interest
and penalties, accounting in interim periods, disclosure, and transition.  FIN No. 48 is effective for us beginning
July 1, 2067, We are currently assessing the potential impact that the adoption of FIN No. 48 will have on our
financial statements.
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ReESMED INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements

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, which we refer to collectively as the Plans. These options have expiration daies of ten
vears from the date of grant and vest over three or four years. We granted these options with an exercise price equal
to the market value as determined at the date of grant. We have also offered (o our personnel, including officers and
directors, the right to purchase shares of our common stock at a discount under cur employee stock purchase plan, or
ESPP.

Prior to July 1, 2005, we applied APB Opinion Ne. 25, “Accounting for Stock [ssued to Employees” and related
Interprefations, in accounting for our equity plans. For periods prior to July 1, 2005, we complied with the disclosure
only provisions of SEAS No. 123, “Accounting for Stock Based Compensation”, or SFAS 123, No stock-based
employee compensation cost was reflected in net income, as all options granted under those plans had an exercise
price equal fo the market value of the underlying commeon stock on the date of grant {or within permitted discounted
prices as it pertaing to the ESPP). Resulis for periods before July 1, 2003 have not been restated to reflect, and do not
include the impact of, SFAS No. 123{R}, “Share Based Payment”, or SFAS 123(R}. The following table illusirates
the effect on net income and earnings per share if we had applied the fair value recognition provisions of SFAS 123
for stock option grants using the minimum value method of accounting:

Years Ended June 30

In theusands, except per share data 2005 2064
Net income, as repotied $64,785 $57,284
Deduet: Stock-based employee compensation expense determined
under fair value based method, net of relaied tax effects 10,323 9,304
Pro forma net inconie $54,462  $47.890
Adjustment for interest and deferred borrowing costy, net of
relaied tax effecis 3,285 3,285
Pro forma net income uged in caleulating diluted earnings per share §57,747  §51.175

Earnings per share:

Basic - as reported $0.54 £0.85
Basic - pro forma 50.80 50.71
Drituted - as reported £0.51 50.82
Diluted - pro forma 50.77 50.68

As of July 1, 2005, we adopted SFAS No. 123(R}, using the modified prospective method, which requires
measurement of compensation expense of all stock-based awards at {air value on the date of grant and amortization of
the fair value over the vesting period of the award. We have elected fo use the siraight-line method of amortization.
Under the prospective meiliod, the provisions of SFAS 123(R) apply to all awards granted or modtfied afler the date
of adoption. In addition, the unrecognized expense of awards not yet vested at the date of adoption, determined under
the original provisions of SFAS No. 123 shall be recognized in net income in the periods after adoption. The fair
value of stock options is determined using the Black-Scholes valuation model, which is consistent with valuation
technigues previously utilized for options in footnote disclosures required under SFAS No. 123, as amended by SFAS
No. 148 “Accounting for Stock-Based Compensation ~ Transition and Disclosure”. Such value 18 recogmized as
expense over the service period, net of estimated forfeitures, using the straight-line method under SFAS 123(R}.



ReESMED INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements

{4} Stock-based Employee Compensation, Continued

The application of SFAS 123{R} had the following effect on reported amounts relative to amounts that would have
been reported under previous aceounting (in thousands, except per share data):

2006
Under Previous SFAS [23(R} As
Accounting Adjustments Reported

Cost of sales $229.210 $8a1 $230,101
Operating expenses:

Selling, general and admintstration {87,796 12,372 200,168
Research and development 35,174 2,042 37216
lncome from operations 146,605 (15,303} {31,300
Ineome before income tases 148,699 {15,305} 133,394
Net income 30,183 {11.972) HE.211
Inventories, net 15,787 447 116,194
Earnings per share:

Basic %139 (%017 %122
Diluted %130 (%14} %116
Cashflow from operating activities 5108,781 59,755 S09,025
Cashflow from financing activities SRE, 014 59,753 807,767

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

assunptions:
Yeurs ended Jane 30

206 2005 24
Stock Options:
Weighted average fair value 12.75 8.49 7.44
Weighted average risk-free interest rate 3.9-4.5% 4.0% 2.9%
Dividend yield - -
Expected option life in years 3.9-52 3.5-4.6 3342
Volatility 28-30% 31% 43%
ESPP Purchase rights:
Weighted average risk-free interest rate 3.2-4.9% 2.3% -
Dividend yield - - -
Expected option kfe in years & months 6 months -
Volatility 29-41% 31-38% -

Expected volatilities are based on a combination of historical volatilities of our stock and implied volatilities from
traded options of our stock. The expected life represents the weighted average period of time that opiions granted are
expected to be outstanding giving consideration to vesting schedules and our historical exercise patterns. The risk-
free rate is based on the U.S. Treasury yield curve in effect at the time of grant for periods comesponding with the
expected life of the option.
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Inventories

Inventories, net were comprised of the following as of June 30, 2006 and 2005 (in thousands):

2086 2005
Raw materials $41,97G $29,857
Work m progress 3,520 1,820
Finished goods 70,695 57,430
$116,194 $89,167
Comprehensive Income
The components of comprehensive income, net of tax, were as follows {in thousands):
2086 2005
Net income $88.211 $64.785
Foreign currency translation gains/(losses} 2,250 11,617
Unrealized gains/(lossesy on marketable securilies - {6)
Comprehensive income $90,461 §76,396

We do not provide for U.S. income taxes on foreign currency translation adjusiments since we do not provide for such

taxes on undistributed earmings of foreign subsidiaries.

Property, Plant and Equipment

Property, plant and equipment is comprised of the following as of June 36, 2006 and 2003 {in thousands):

20086 2005
Machinery and equipment $51,854 342,623
Computer equipment 52,277 44,611
Furniture and fixtures 21,572 18,174
Vehicles 2,795 2,266
Clinical, demonstration and rental equipment 40,615 29,211
Leasehold improvements 11,604 4,940
Land 55,946 35,492
Buildings 77,474 77.101
Construction in Progress 46,710 9,320
360,847 263,138
Accumulated depreciation and amortization {115,471} {88,970}
$245.376 $174.168
Goodwill and Other Intangible Assels
Changes in the carrying amount of goodwill for the year ended June 30, 2006, were as follows:

{In thousands) 2006
Halance at June 38, 2005 S1R81,106
Foreign currency translation adjustments 2.952
Acquisition of PolarMed {note 18} 4351
Acquisition of Pulmomed (note 18) > 104
Payment of earn-out relating to Hoefner acquistiion (note 18) 504

Adjustment to purchase price allocation relating to Saime acquisition (note 18) (1.495)
Halance at June 34, 20006 $195.612
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{8y Goodwill and Other Intangible Assets, Continued

Patents and other intangibles is comprised of the following as of June 30, 2006 and June 30, 2005:

{In thousands) June 30, 2606  June 3§, 2005
Developed/Core Produet Technology $31.336 529,620
Accumulated amortization (4,992} {487}
Developed/Core Product Technology, net of accumuiated amortization 26,344 29,133
Trade names 1,663 1,572
Accumulated amortization {205} {26}
Trade names, net of accumulaied amortization 1,398 1,546
Customer refationships 16,362 12,936
Accumulated amortization (2,094} {345}
Customer relationships, net of agcumulated amortization 14,268 12,591
Patenis 16,151 13,200
Accumulated amortization (9,264) {7,099}
Patents, net of accumulated amortization 6,887 6,108
Patents and other mtangibles, net of accumulated amortization S48 897 549,371

Intangible assets consist of patents, customer relationships, trade names, developedicore product technology and are
amortized over the estimated useful life of the asseis, generally between five and nine years. There are no expected
residual values related to these intangible assets.

In fiscal year 2005, as part of the acquisition of Saime, we recognized an intangible asset with respect to
developed/core product technology.  Specifically, this technology related to the design and architecture of the
hardware and algorithms that formed part of Saime’s ventilation products and is the subject of patenis and other
intelectual property protections. This technology is separable from goodwill as it is capable of being sold, transferred
or licensed. This represents proprielary know-how predeminanily associated with the following portfolie of products
that were technologically feasible at the date of acquisition:

(i}  Elisee Series: Combines all conventional ventilation modes and monitoring functions; and
(i1} VS Series (including Serena, Ultra and Integray A new generation of ventilators using new blower technology.

Both of these series of products continue to generate revenue which is consistent with the original expectations.
Although no assurance can be given that the underlying assumptions used fo value the acquired developedicore
product technology will transpire as estimaied, we remain confident in the assumptions used and, as a resull, the net
return of the Saime acquisition.

Amortization expense related to identifiable Intangible assets for the year ended June 30, 2006 was $8.5 million.
Estimated annual amortization expense for the years ending fune 30, 2007 through June 30, 2619, ncluding the effect
of the Resprecare, Hoelner, Saime, Pulmomed and PolarMed acguisitions is shown below {in thousands):

Fiscal Year Amortization expense
2007 $9,667
2008 8,695
2009 8,304
2010 7,754
2011 §7,206
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Accrued expenses

Acerued expenses at June 30, 2006 and 2065 consist of the following (in thousands):

2006 2005
Service warranties $4.653 $2.012
Consulting and professional fees 2: 251 3:2{}7
Value added taxes and other taxes due 3:199 4;139
Employee related costs 2{;" g64d 16.793
Accrued interest ’ 268 ' 358
Marketing and promotional programs 3074 1.887
Restructuring ’ 138 '474
Acquisition costs 170 0
Customer advance 1,102 1,042
Other 3.942 3,602
$40,501 534,414

Long-tern: debt
Long-tern debt at June 30, 2006 and 2005 consists of the following {in thousands):

June 30, 2086 June 30, 2605

Convertible subordinated notes $- $113,250

Long-term loan 4,796 2,116

Capital lease 73 69

Current poriion of long-term debt $4.86% $115.435

Long-term loan $115,644 $58,328

Capital lease 568 606

Non-current portion of long-term debt $116,212 $58,934

Convertible Subordinated notes

During the year ended fune 30, 2006 and pursuant o the Indeniure dated June 20, 2001 between us and American
Stock Transfer & Trust Company, as trustee, holders of all of the 4% Convertible Subordinated Notes (“the Notes™)
due 2006 converted the Notes into an aggregate of 3,737,593 shares of our common stock, par value $0.004. The
Notes were converted into 33 shares of our common stock for each $1,800 principal amount of the Notes, at a
conversion price of $30.30 per share. No payment was made for accrued interest on Notes surrendered for conversion
and the dilutive impact of these conversions has been reflected in the reported eamings per share.

Previous to the conversion, on fanuary 5, 2006, we had exercised our right to call for an early redenyption of all of the
Notes, wlhich at that time had an outstanding balance of $113.25 million. We provided notice to the trustee and the
holders of the Notes that we were to redeem the Notes on March 3, 2006 at a redempiion price of approximately
$1,008 per $1,000 principal amount of Notes, or 100.8% of the principal amount thereof plus acerued and unpaid
interest fo the redemption date. However, as noted above, holders of all of the Notes exercised their option to convert
the Noles inte our common stock.

Revolving Facility

On March 13, 2006, our wholly-owned subsidiaries ResMed Corp., Serve Magnetics [ne. and ResMed EAP Holdings
Ine. entered into a Second Amended and Restated Revolving Loan Agreement with Union Bank of California, N.A. as
administrative agent for the Lenders (the “Loan Agreement”), that provides for a revolving loan of up to §75 million.
Draws under the revoelving loans must be made before March 1, 2011, at which time all unpaid principal and interest
under both leans must be repaid. The outstanding principal amount due under the loans will bear interest at a rate
equal to LIBOR plus (.75% to 1.06% {depending on the applicable leverage ratio}. At June 36, 2006 there were no
amounts outstanding under the Loan Agreement.
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Long-tern: debt, Continued

The obligations of ResMed Corp., Serve Magnetics Ine. and ResMed EAP Holdings Inc. under the Loan Agreement
are secured by substantially all of the personal property of cach of ResMed Corp., Serve Magnetics Inc. and ResMed
EAP Holdings Inc., and are guaranteed by ResMed Inc. under an Amended and Restated Continuing Guaranty and
Pledge Agreement, whu,h guaranty is secured by a pledge of the equity interests in ResMed Corp., Serve Magnetics
Ine. and ResMed EAP Holdings Inc. held by ResMed Inc. The Loan Agreement also contains customary covenants,
including certain financial covenants and an obligation that ResMed Inc. maintain certain financial ratios, meluding a
maximum ratio of total debt to EBITDA (as defined i the Loan Agreement), & fixed charge coverage ratio, a
mxnimum tangible net worth, and a minimum ResMed Corp., Servo Magnetics Inc. and ResMed EAP Holdings Ine.
EBITDA and liquidity. The eatire principal amount of the Loan and any acorued but unpaid interesi may be declared
immediately due and payable in the event of the occurrence of an event of default as defined in the Loan Agreement.
Evenis of default include, among other items, failure to make payments when due, the occurrence of a material defaull
inn the performance of any covenants in the Loan Agreement or related document or a 35% or more change in conirol
of ResMed Inc., ResMed Corp., Servo Magnetics Ine. or ResMed EATP Holdings Ine. At June 36, 2006, we were in
compliance with our debt covenants.

Syndicated Facility

On June 8, 20606, our wholly-owned Awstralian subsidiary, ResMed Limdted, entered infe a Syndicated Facility
Agreement with HSBC Bank Australia Limited as original financier, facility agent and security trusiee, that provides
for a loan in three tranches.

Tranche A is a EUR 50 million term loan facility that refinances all amounts outstanding under a previous syndicated
facility agreement dated May 16, 2005 between ResMed Limited and HSBC Bank Australia Limited, to fund the
obligations of our wholly owned French subsidiary Resmed SAS under its agreement o acquire Saime SA). Tranche
A bears interest ai a rate equal to LIBOR for deposits denominated in EUR plus a margin of 0.80% or 6.90%,
depending on the ratio of the total debt to EBITDA of ResMed inc. and its subsidiaries {the “ResMed Group™) for the
most recently completed fiscal year for the applicable interest period. Payments of principal must be made to reduce
the total outstanding principal amount of Tranche A to EUR 48.25 million on June 30, 2006, EUR 44.5 million on
June 30, 2067, EUR 37.75 million on June 30, 2008, EUR 27.5 mllion on June 30, 2009, EUR 15 million on
December 31, 2009, and the entire outstanding principal amount must be repaid in full on Jupe 8, 2011, At June 30,
2006, the Tranche A facility loan had an amount cutstanding of $61.7 million.

Tranche B is a USD 15 million term loan facility that may only be used for the purpose of financing capital
expendiiures and other asset acquisitions by the ResMed Group. Tranche B bears mterest at a rate equal to LIBOR for
deposits denominated in EUR, Australian dollars, USD, or Sterling plus a margin of 0.80% or £.90%, depending on
the ratio of the total debt to EBITDA of the ResMed Group for the most recenily completed fiscal vear for the
applicable interest period. The entire principal amount must be repaid in full on June 8, 2011, At June 30, 2006, there
were no amounts outsianding under the Tranche B facility loan agreement.

Tranche C is a USD 60 million term loan facility that may only be used for the purpose of the payment by ResMed
Limited of a dividend to ResMed Holdings Limited, which will ultimately be paid to ResMed Inc. Tranche C bears
interest at a rate equal to LIBOR for deposiis denominated in EUR, Australian dollars or USD plus a margin of 3.70%
or 0.80%, depending on the ratio of the total debt to EBITDA of the ResMed Group for the most recently completed
fiscal year for the applicable interest period. Payments of principal must be made to reduce the total outstanding
principal amount of Tranche C to USD 30 million on December 31, 2067 and the entire outstanding principle amount
nusst be repaid in full by June 8, 2000, At June 30, 2006, the Tranche C facility loan had an amount sutstanding of
$38.6 million.

Simultaneous with the Syndicated Facility Agreement, ResMed Limited entered into a working capital agreement witls
HSBC Bank Australia Limited for revelving, letter of credit and overdraft facilities up to a total commitment of
6.5 million Ausiralian dolars for one year, and ResMed (UK} Limited eniered into a working capital agreement with
HSBC Bank plc for a revolving cash advance facility up fo a total commitment of 3 million Sterling for one year.
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Long-tern: debt, Continued

The Loan is secured by a pledge of one hundred percent of the shares of ResMed Inc.’s subsidiary, Safme SAS,
pursuant to & Pledpe Agreement. The Syndicated Facility Agreement also contains customary covenants, including
certain financial covenants and an obligation that ResMed Limited mainiain certain financial ratios, including a
minimurn debi service cover ratio, a maximum ratio of total debt to EBITDA and a minimum tangible net worth. The
entire principal amount of the Loan and any accrued but unpaid interest may be declared immediately due and payable
inn the event of the oceurrence of an event of default as defined in the Syndicaied Facility Agreement. Events of default
include, among other items, failure to make payments when due, breaches of representations, warranties or covenants,
the oceurrence of certain insolvency events, the occurrence of an event or change which could have a material adverse
effect on ResMed Limited and its subsidiaries, and 1f ResMed [ne. ceases to control ResMed Limited, ResMed Corp.,
ResMed SAS, ResMed GmbH & Co. KG, ResMed {UK) Limsited, Take Air Medical Handels-GmbIT or Saime SAS.

The obligations of ResMed Limited under the Loan are subject to two guarantee and indemnity agreements, one on
behalf of ResMed and its US. subsidiary, ResMed Corp., and another on behall of ResMed’s internstional
subsidiaries, ResMed SAS {other than Tranche ), ResMed GmbH & Co. KG, ResMed (UK) Limited and Take Air
Medical Handels-GmbH. At fune 30, 2006 we were in compliance with our debt covenants.

Capital Lease

As part of the acquisition of Saime we assumed a capital lease over land and buildings. This lease containg an option
to purchase the property, for nominal consideration, at the end of the lease term in September 2014,

Details of contractual debt maturities at June 36, 20006 are as follows {in thousands):

Payments Due by Period

Total 2007 2008 2609 2610 Thereafter
Long-Term Debt $120,441 54,796 $38,782 $13,110 $35,173 $28,580
Capiial Leases 641 73 73 73 73 349
Total $121,082 $4.869 $38, 855 $13,183 $35,246 $28,929

Restructuring Expenses

Restrueturing expenses incurred during the year ended June 30, 2006 were $1.2 million ($6.7 million net of tax) and
are recorded in the consolidated statement of income as restruciure expenses. Restructuring expenses (predominantly
one-time employee termination benefifs) are associated with the integration of the separate operations of ResMed
Germany and MAP into a single operating unit. We have substanttally completed the relocation of our ResMed
Germany operation {previously located in Moenchengladbach} to Munich and integration of the back office functions
including customer service, logistics and administration. We will coniinue to monitor the progress of this restructure
and adjust our business strategies and personnel accordingly to achieve maximum efficiencies and cost savings.

Following is a sunymary of the restructuring liabilities related to the restructure and integration of the separate
operations of ResMed Germany and MAP inio a single operating unit, that were recorded during the year ended
June 30, 2006 (in thousands):

Accraed Other Tofad
cmpioyes aeersed accroed
CoNts LO%ES Lasts
Balance at June 30, 2003 $222 $252 5474
Restructuring expenses 888 236 1,124
Cash payments (1,044) (408) {1,452}
Foreign Currency translation {28) 24 (83
Balance at June 30, 2006 $3R $104 $138




{12}

ReESMED INC. AND SUBSIDIARIES
Notes to Coensolidated Financial Statements

Stockholders” Equity

Stock Options. The Company has granted stock opiions to personnel, including officers and directors in accordance
with both the 1995 Option Plan and the 1997 Eguity Participation Plan {collectively the “Plans™). These options have
expiration dates of ten years from the date of graat and vest over three or four years. The Company granted these
options with the exercise price equal to the market value as determined at the date of grant.

The total number of shares of Common Stock authorized for 1ssuance upon exercise of options and other awards, or
upon vesting of restricted or deferred stock awards, under the 1997 Plan was initially established at 2,000,000 and
increases at the beginning of each fiscal year, commencing on July 1, 1998, by an amount equal to 4% of the
outstanding Common Stock on the last day of the preceding fiscal year. The maximum number of shares of Conunon
Stock issuable upon exercise of incentive stock options granted under the 1997 Plan, however, cannot exceed
16,060,000, Furthermore, the maximum number of shares which may be subject to options, righis or other awards
granted under the 1997 Plan (o any individual in any calendar year cannot exceed 600,000

At June 30, 2006, there was $26.5 million in unrecognized compensation costs, related to unvesied stock options.
This is expected to be recognized over a weighted average period of 2.9 years. The aggregate infrinsic value of the
options outstanding and the options exercisable at June 30, 2006 was $183.8 million and $123.3 million, respectively.
The apgregate intrinsic value of the oplions exercised during the year ended June 30, 2006 was $40.5 million. The
total fzir value of options that vested during the year ended June 30, 2606 was $17.1 million. The following table
surmmarizes option activity during the year ended June 30, 2006:

The following table summarizes opiion activity:

Weighted Weighted Weiphted
Average Average Average
Exercise Excercise Exercise
2006 Price 205 Price 2004 Price
Outstanding at
beginning of
year 8,301,468 51938 8,832,712 $16.27 G,490,356 51452
Granted 2,030,700 38.17 2,336,656 25.30 1,820,474 20.66
Exercised (1,805,648} 17.06 {2,633,246) 13.97 (1,916,782} 10.62
Forfeited {423,568} 26.09 {234,708) 18.34 (561,336} 20.28
Qutstanding at
end of vear 8,102,892 $24.26 8,301,408 $15.38 8832712 $16.27
Exercise price
range of granted
options $32.99-45 .46 £21.95-31.24 $19.60-25.78
Options
exercisable at
end of year 4,262,743 $18.03 3.987.754 $16.86 4,813,162 514.35
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Stockholders’ Equity, Continued

The following table summarizes information about stock options outstanding at June 30, 2006.

Weighted
Average
Number Remaining Number
Outstanding Contractual Exercisable
at June 38, Life In at June 30,
Exercise Prices 2806 Years 2086
$0-510 560,580 2.46 560,590
$11-8%20 2,697,755 6.32 2,152,760
$21- 330 2,823,947 7.31 1,530,589
$31 - $40 2,062,100 9.50 38,804
$41 - $50 18,500 9.80 Nil
8,102,892 7.24 4,262,743

Eniplovee Stock Purchase Plan (the “ESPP™).  The ESPP was approved by our shareholders at the Annual General
Meeting in November 2003. Under the ESPP, participants are offered the right to purchase shares of our common
stock at a discount during successive offering periods. Each offering period under the ESPP will be for a period of
time determined by the Board of Directors’ Compensation Commiitee of no less than 3 months and no more than 27
months. The purchase price for our commeon stock under the ESPP will be the lower of 85% of the fair market value
of our conmmon stock on the date of grant or 85% of the fair market value of our common stock on the date of
purchase. An individual participant cannot subscribe for more than $25,0600 In common stock during any calendar
year. There is a maximum of 7,500,000 shares of our commeon stock authorized for sale under the ESPP.

During fiscal year 20606, the company issued 125,995 shares in two offerings at an average share price of $29.81 to
ow employees. We recognized $1.2 million of stock compensation expense associated with the ESPP.

Preferred Stock. In Apnl 1997, the board of directors authorized 2,000,000 shares of $0.01 par value prefered
stock. No such shares were issued or outstanding at June 30, 2006,

Stock Purchase Rights.  In April 1997, the Company implemenied a plan to protect stockholders’ rights in the event
of a proposed takeover of the Company. Uader the plan, sach share of the Company’s outstanding commeon stock
carries one right 1o purchase Series A Junior Participating Preferred Stock (the “Right™). The Right enables the holder,
under certain circumstances, to purchase common stock of the Company or of the acquiring person at a substantially
discounied price ten days after a person or group publicly announces i has acquired or has tendered an offer for 20%
or more of the Company’s suistanding common siock. The Rights are redeemable at $6.01 per Right and expire in
2007,

Common Steck. On June 6, 2002, the Board of Directors authorized the Company to repurchase up to 8.0 million
shares of outstanding common stock. During fiscal year 2006 and 2605, the Company repurchased NIL and 482,000
shares at a cost of $NIL million and $11.0 million respectively. Ag of Jﬁne 30, 2006, we have repurchased a total of
2,254,918 shares at a cost of $41.4 million. Shares that are repurchased are classilied as treasury stock pending future
use and reduce the number of shares outsianding used in caleulating earnings per share.

Convertible Subordinated Notes. During the vear ended fune 30, 2606, and pursuant to the Indenture dated June 20,
2001 between us and American Stock Trausfer & Trust Company, as trustee, holders of all of the 4% Convertible
Subordinated Notes due 2006 converted the notes inte an aggregate of 3,737,593 shares of the Company’s common
stoek, par value $0.004. The notes were converted into 33 shares of our common stock for each $1,000 principal
amount of the notes, at a conversion price of §30.30 per share. The dilutive tmpact of these conversions has been
reflected in the reported earnings per share.

Stock Split.  On Auagust 16, 2005, our Board of Directors declared a two-for-one split of our Common Stock to be
payable in the form of a 100% stock dividend. Shareholders received one additional share of Common Stock for every
share held on September 30, 2005, All share and per share information has been adjusted for this stock split.
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{13) Oiher, net

Other, net in the sitatement of operations is comprised of the following at June 30, 20606, 2005 and 2004 {in

thousands):
2606 2085 2004

Gain/(logs) on foreign currency transactions and hedging $1,853 336 3655
Realized gain (loss) on sale of marketable securities - 34 (11
Write down of Cost method Invesiment (1,156) - -
Other 77 79 346

$774 581 $990

{14) Income Taxes

Income before income taxes for the years ended June 30, 2606, 2005, and 2004, was taxed under the following
jurisdictions {in thousands):

2806 2008 2004
U.S. $5,472 ($54) $1.290
Non-U.S. 127,922 96,680 83,378
$133,394 £96,626 £84.668
The provision for income taxes 1s presented below {in thousands):
2086 2085 2004
Current:
Federal $7,507 $799 $3.567
State 1,370 246 372
Non-U.S. 48,221 38,703 22,186
57,098 39,838 26,125
Deferred:
Federal (3.353) 618 1,293
State {390} {29} (843
Non-U.S. {8,172} {8,586} 50
(11,915} {7,597) 1,259
Provision for income taxes $45,183 531,841 §$27.384

The proviston for meome taxes differs from the amount of income tax determined by applying the applicable H.S.
federal income tax rate of 35% (34% for 2005 and 2604) to pretax income as a result of the following (in thousands)y

2006 2085 2004

Tsxes computed at statutory U.S. rate $46,688 $32.853 $28,787
increase {decrease) in income taxes resulting from:
Effect of AJCA repatriation 3,537 - -
State income taxes, net of 1.5, iax benefit 939 165 254
[Non-deductible expenses 777 580 312
Research and development eredit {3,085) {2,743} (2,582)
Tax effect of deemed dividends 1,846 590 129
Change in valuation allowance 1,665 637 5,074
- ffect of non-U.S. iax rates {6,731y (3,419 {2,930
in-process research and development write-off - 1,791 -
Foreign tax credits {1,204) - {772}
Stock-based compensation expense 2,006 - -
Dther (1,255) 1,387 {888

$43,183 $31,841 $27.384
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{14) Income Taxes, Continued
Deferred tax assety and liabilities are classified as current or non-current according to the classification of the related

asset or liability. The components of the Company’s deferred tax assets and liabilities at June 36, 2006 and 2005 are
as follews (in thousands):

2806 2805

Deferred tax assets:
Employee benefit obligations $3.274 $2.306
Inventory 1,468 361
Provision for service warranties 992 396
Provision for doubtful debis 1,024 692
Net operating logs carryforwards 2,598 4,505
Foreign tax credity 9.626 8.422
AMT tax credit - 399
Unrealized foreign exchange losses 970 -
Capital loss carryover 521 -
Intercompany profit in mventories 18,611 14,376
Stock-based compensation expense 2,833 -
Other 2,448 2,031

44,303 33,628
Less valuation allowance {10,989} {9,096}
Deferred tax asseis §33.316 524,532
Deferred tax Tiabilities:
Unrealized gain on foreign eurrency options (353} (903}
Unrealized foreign exchange gains - (1,905}
Property, plant and equipment {1,673} {2.366)
Goodwill and other intangibles (16,500} (15,062}
Other {531) (759}
Deferred tax labilities {19,057) (26,997}
Net deferred tax asset $14,259 $3,535

The net deferred tax assets and liabilities have been reported in the consolidated balance sheet at June 36, 2006 and
2005 as follows {in thousands):

2086 2805
Current deferred tax asset $26,636 $15,230
Non-current deferred tax liability {12,377 {11,695
Net deferred tax asset $14.239 $3,535

As of June 30, 2006, the Company had $1,776,000 and $14,082,600 of 118, state and non-U.8. ael operating loss
carryforwards, respectively, which expire in various years through 2625 or carry forward indefinitely. The Company
also had foreign tax credit carryforwards of $9,626,000. The foreign tax credit carryforwards have expiration dates
through 2016.
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Income Taxes, Continued

The valuation allowance at June 30, 2006, relaies to a provision for uncertaimty as to the utilization of foreign tax
credits of $9,626,000, net operating loss carryforwards for certain non-U.S. countries of $842,000 and eapital loss
tems of $521,000. We believe that it is more likely than not that the benefits of deferred tax asseis, net of any
valuation allowance, will be realized.

The Company has not provided for U.S. income and foreign withholding taxes on undistributed earnings from non-
U.S. subsidiaries indefiniiely invested outside the United States as of June 30, 2006. The total amount of these
undistributed earnings at June 30, 2006 amounied to approximately $266 million. Should the Company repatriaie
foreign earnings, the Company would have te adjust the income tax provision in the period management determined
that the Company would repatriate earnings. The American Jobs Creation Act of 2004, or AJCA, enacted on October
22, 2064, provides for a one-time 85% dividends received deduction for certain foreign esmings repairiated. During
the fourth quarter of fiscal 2006, ResMed repatriated $75 million of foreign earnings under the AJCA and recorded a
refated tax expense of $3.5 million. This distribution does not change the Company’s intention to indefinttely reinvest
undistributed earmings of ity non-1.8. subsidiaries outside the United States.

Employee Retirement Plans

The Company contribuies o a number of employee retirement plans for the benefit of its employees. These plang are
detailed as follows:

{1} Australia - The Company coniributes to defined contribufion pension plans for each employee resident in
Australia. All Australian employees after serving a qualifying period, are entitled to benefils on retirement, disability
or deatl. Employees may contribute additional funds to the plans. The Company contributes to the plans at the raie of
9% of the salaries of all Australian employees. Total Company contributions to the plans for the years ended June 30,
20006, 2005 and 2004, were $3,846,000, 52,849,000 and $2,410,000, respectively.

{2} United Kingdom - The Company coniributes to a defined confribution plan for each permanent United Kingdom
employee. All employees, after serving a three-month qualifying period, are entiiled to benefit on retirement,
disability or death. Employees may contribute additional funds to the plan. The Company contributes to the plans at
the rate of 5% of the salaries of all United Kingdom employees. Total Company contributions to the plan were
$109,000, $67,000 and $33,000 in fiscal 2006, 2005 and 2004, respectively.

{3} United Siates - The Company sponsors & defined contribution pension plan available to substantially all domestic
employees. Company contributions to this plan are based on a percentage of employee contributions to a maximum of
3% of the employee’s salary. Total Company contributions to the plan were $531,000, $514,000 and $362,600 in
fiscal 2006, 2005 and 2004, respectively.

{4} Switzerland - The Company sponsors a fixed retum defined contribution fund for each permanent Swiss employee.
As part of the Company’s contribution to the fund the company gusrantees a fixed 3% net return on accumulated
contributions per annum. The Company contributes fo the plans at variable rates that have averaged 10% of salaries
over the last three years. Total Company coniributions to the plan were $182,000, $85,000 and $139,000 in fiscal
2006, 2005 and 2004, respectively.

Segment Information
The Company operates solely in the sleep-disordered breathing sector of the respiratory medicine industry. The
Company therefore believes that, given the single market focus of its operations and the inter-dependence of its

products, the Company operates as a single operating segment. The Company assesses performance and allocates
resources on the basis of a single operating entity.
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{16) Segment [nformation, Continued

Financial information by geographic area for the years ended June 36, 2006, 2005 and 2004, is summarized below (in
thousands):

U.8.A Germany Australia France Rest of World Total

2006
Revenuse
from
external
customenrs
Long lived
assets $54.118 17,190 162,520 7,080 11,518 $252,426
2005

g‘(ﬁm $210,495 72,824 14,160 47,537 80,489 $425,505
exiernal

customenrs

Long lived $32.,050 11,615 130,310 2,544 6,900 $183,459
AR80Ls

2004

gzz:““ﬁ $159,283 67,253 10,293 34,629 67.8%0 $339,338
external

customenrs

Long lived $33.010 6,842 108,683 1,075 5,831 $155,441
assols

$320,941 96,436 18,709 59,402 111,508 $606,996

Net revenues from external customers are based on the location of the customer. Long-lived assets of geographic areas
are those asseis used in the Company’s operations in each geographical area and excludes intangibles, deferred tax
assets and goodwill.

{17} Commitments

The Company leases buildings, motor vehicles and office equipment under operating leases. As part of the acquisition
of Saime the Company assumed a capital lease for land snd buildings. This lease contains an opiion to purchase the
property at the end of the lease term. Rental charges for operating leases are expensed as imewrred. At June 30, 2006
the Company had the following future minimum lease payments under non-cancelable operating leases and capital
leases {in thousands):

Years Capital Leases Operating Leases
2007 $97 $7,586
2008 94 5431
2009 91 3,799
2016 88 3,006
2011 83 1,972
Thereafler 292 657
Total minimum lease payments 3747 £22.511
Less: Sublease rental income - -
Less: Interest portion 166 -
Present value of net minimum lease payiments $641 $22.511

Rent expenses under operating leases for the years ended June 30, 2006, 2005 and 20604 were approximaiely $7.5
million, $6.2 million and $5.5 million, respectively.

- F24 -



{17)

(1%)

ReESMED INC. AND SUBSIDIARIES
Notes to Coensolidated Financial Statements

Commitments, Continued

Details of other commercial commitmenis at June 30, 20600 are as follows (in thousands):

Totut Amount of Commitment Expiration Per Period
Amdunts
Committed 2017 2008 20K 24 2011 Fhereafter
Standby Letters
of Credit $34 $34 $- §- % $- $-
Guarantees™® 2,457 263 ; ) . ) 2,194
Total
Commercial
Commitments f2.491 $297 $ $- § e $2.194

Flhe above guarsniess relate to prarantees required by statulory avthorities a5 a pre-requisile {o developing our site at Norwest Business Park, nesr Sydney,
Aunstralia, and o puaraniees reguired by contracts with insurance companies fransaciing with owr German subwsidiaries.

Business Acquisiiions
Fiscal year ended June 30, 2006

PolarMed Holding AS (“PolarMed™). On December 1, 2005, we acquired 100% of the oustanding stock of
PolarMed, the holding company for PolarMed AS and its afliliates, for net cash consideration of $6.5 million. This
was comprised of $6.8 million in consideration less $0.3 million of cash acquired. Additionally, as part of the
acquisition we assumed debt of $1.5 million. Under the purchase agreement, we may alse be required to make
additional future paymenis of up to $3.0 million based on the achievement of certain performance milestones
following the acquisition through December 31, 2008. The acquisition and the immediate repayment of the majority
of the assumed debt were funded with cash on hand.

PolarMed is predominantly a Norwegian based company, with affiliated operations based in Sweden and Denmark,
which disiributes medical equipment and associated services for the (reatment of sleep and respiratory patients.
PolarMed was our Norwegian distribuior before the acquisition, and the acquisition is consistent with our strategy lor
ongolag expansion of our infernational operations.

The acquisttion has been accounted for using purchase accounting and has been Included within our consolidaied
financial statements from December 1, 2005, An amount of $4.4 million, representing the execess of the purchase
price over the fair value of identifiable net assets acquired of $2.4 million, has been recorded as goodwill, which will
not be tax deductible under Norwegian tax law. The cost of the acquisition was allocated to the asseis acguired and
lizbilities assumed based on estimates of their respective fair values at the date of acgquisition. We have not vet
completed the purchase price allocation, as the appraisals associated with the valuation of certain tangible assets are
not yei complete. We do nol believe that the appraisals will materially modify the preliminary purchase price
aHocation. We expect to complete our purchase price allocation in the guarter ending September 30, 2006,

The following table summarizes the purchase price allocation of the assels acquired and Habilities assumed from
PolarMed at the dale of acquisition based on a preliminary independent appraisal and infernal studies (in thousands):

At Becember |, 2005

Cash §262
Accounts receivable 2,473
lnventory 2,170
Other agsets 27
Property. plant & equipment 321
Customer relationships (useful life of 7 years) 1,786
Gioodwit] (non-mmortizing, non-tax deductible) 4,351
Total assets acquired $11,384
Current liabilities, primarily conststing of accounts payable, accrued expenses, taxes payable and

deferred revenue {4,179}
Non current liabilities, primarily consisting of deferred tax habilities {4273
Net assets acquired 36,778
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Business Acquisiiions

Pulmemed Medizinisch-Technische Gerfite GmbH (“Pulmomed”). On July I, 2005, we acguived 100% of the
ouistanding stock of Pulmomed for net cash consideration of $2.5 million, including acquisition costs.  Additionally,
as part of the acquisition we assumed debt of $1.0 million. Under the purchase agreement, we may also be reguired to
make additional future payments of up to $0.9 million based on the achievement of certain performance nilesiones
following the acquisition through Tune 30, 2067,

Pulmomed is an Ausirian based company that disiributes medical equipment and associated services lor the freatment
of sleep and respiratory patients. The acquisition of Pulmomed is consistent with our sirategy for ongoing expansion
of our international operations.

The acquisition has been accounted for using purchase sccounting and has been included within our consolidated
financial statements from July 1, 2005, An amount of $1.8 million, representing the excess of the purchase price over
the fair value of identifiable net assets acquired of $0.7 million, has been recorded as goodwill, which will not be tax
deductible under Austrian tax law. The cost of the acquisition was allocated fo the asssets acquired and liabilities
assumed based on estimates of their respeciive fair values at the date of acquisition. The fair values were determined
by an independent appraisal and mternal studies.

The following table summarizes the purchase price allocation of the assets acquired and habilities assumed from
Pulmomed at the date of acquisition (in thousands):

At July |, 2005

Cash LY
Accounts receivable 377
Inventory 592
Other assets 217
Property, plant & equipment 458
Customer relationships {useful Hfe of 7 years) W7
Gioodwill {non-amortizing, non-tax deductible) 1,785
‘Total assets acgutred $4.337
Current labilities, primarily consisting of accounts payable, accrued expenses, loans and deferred

tax liabilities {1,608}
Non-current labilities, primarily consisting of deferred tax habilities (203}
Net agsets acquired $2.466

Of the potential additional future payments included within the purchase agreement, $6.3 million was accrued at fune
30, 2006 as a result of the successful achievement of a performance milestone. The tmpact of this accrual was fo
inerease the total acquisition consideration to $2.8 million from $2.5 million and to increase the amount recorded as
goodwill by $0.3 million to $2.1 million.

Fiscal year ended June 30, 2005

Saime SAS (“Saime™}. As disclosed in our financial statements and Form 10-K for the yesr ended June 30, 20035,
we acquired 100% of the outstanding stock of Financiere ACE SAS, the holding company for Saime SAS and iis
affiliates, on May 19, 2005, for net cash consideration of $40.6 million. This was comprised of $51.1 million in
constderation, including acquisition costs, less $10.5 million of cash acquired. At June 30, 2005, we had not yet
completed ihe purchase price allocation as the appraisals associated with the valuation of certain tangible assets were
not yet complete. The fair values have now been finalized based on independent appraisals and infernal studies. The
impact of the completion of the purchase price allocation was 1o increase the fafr value of the acquired fixed agsets by
approximaiely $0.7 million to $2.9 million, increase the fair value of acquired liabilities, including deferred tax
liabtlities, by approximately $0.4 million to $91.7 million, merease the fair value of acquired deferred tax assets by
approximately $1.2 million to $2.0 niilion and to decrease the amount recorded as goodwill by $1.5 million to $64.8
million.
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Business Acquisiiions

Hoefner Medizintechnick GmbH (“Heoefner™).  As disclosed in our financial statements and Form 10-K for the
vear ended June 30, 2005, we acquired 160% of the outstanding stock of Hoefner Medizintechnick GmbH
{“Hoefner”) on February 14, 2005, for net cash consideration of $8.2 million. This was comprised of the $10.7
onllion i total consideration, meluding acguisition costs, less $2.5 million of cash acquired. Under the purchase
agreement, additional future payments of up to $0.9 million are possible based on the achievement of certain
performance milesiones following the acquisition through December 31, 2006,  Of these potential additional
payments, $0.6 million, which was paid during the year ended June 30, 2006 as a result of the successful achievernent
of a performance milestone. The zmpaa of this payment was fo merease the total acguisition consideration 1o $11.3
nillion from $10.7 millicn and to increase the amount recorded as goodwill by $0.6 millon o $8.8 million.

Resprecare BV. On December 1, 2004 we acquired substanttally all the assets of Resprecare BV, our Dutch
distributor, for initial consideration of $3.9 million in cash, including acquisition costs. The acquisition of the
exclusive Dutch distributor is consistent with our strategy for ongoing expansion of our infernational operations.
Under the purchase agreement, we potentially were also required to make up to $1.4 million of additional future
paymenis based on the achievement of certain milestones. Of these potential additional payments, $6.6 million was
paid in January 2005 as a result of the successful achievement of a performance milestone and a further $0.7 million
was accrucd at June 30, 2005 as a result of the Integration of the Dutch substdiary of our subsidiary MAP with the
newly-acquired Resprecare business. The decision to integrate these operations determined the amount of the final
future payment, which was paid in January 2006.

The acquisition was accounted for using purchase accouniing and accordingly, the resulis of operations of Resprecare
were Included within our consolidated financial siatemenis from December 1, 2004, An amount of $4.4 million,
representing the excess of the purchase price over the fair value of identifiable nel assels acquired of $2.8 million, was
recorded as goodwill, which is fax deductible. An independent third party completed a valuation of identifiable
intangible assets associated with the Resprecare acquisition. As a result of this valuation, $1.7 million was recorded as
a customer relationship intangible asset and is being amortized over its estimated useful life of seven years.

Fiscal year ended June 30, 2004

On July 2, 2003 we acquired the assets of Respro Medical Company Limited (“Respre™), our Hong Kong distributer
for total consideration of $184,000 in cash. The acquisiion has been accounted for using purchase aceounting and
accordingly, the resulis of operations of Respro has been meluded within our consolidated financial statements from
July 2, 2003. An amount of $89,000, represeniing the excess of the purchase price over the fair value of net
identifiable assets acquired of $95,000, has been recorded as goodwill.

Legal Actions and Contingencies

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

During September and October 2004, the Company began receiving tax assessment notices for the audit of one of s
German subsidiaries by the German tax authoriiies for the years 1996 through 1998, Certain of these adjustmenis are
being contested and appealed to the German tax authority office. We believe no additional provision is necessary for
any tax adjustment thai may result from the tax audit. However, ihe oulcome of the audit cannot be predicted with
cerlainty.  Should any tax audit issues be resolved in a manner not consisient with management’s expectations, the
Company could be required to adjust its provision for income tax i the period of resoluiion.

On December 23, 2002, three former contractors of our subsidiary MAP Medizin-Technologie GmbH initiated
proceedings in Munich 1 Regional Court (Proceedings No. 7 O 23286/02), petitioning the Court for a declaration of
inventorship with respect to MAP German Patent Applications tdentified as No. 100 31 079 and 161 92 802.5 and
European Patent Application No. EP 61 967 819.7. On March 10, 2003, the Court entered judgement in favor of ihe
plaintiffs, finding that they should be identified as co-inventors in place of certain individual defendants. In April
2005, MAP filed an appeal of that decision. We do not expect that the outcome of this litigation fo have an adverse
material effect on our consolidated financial statemenis.
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Legal Actions and Contingencies, Continued

In March 2006 an Australian university made a demand that ResMed pay extra royaliies pursuant to a current patent
license agreement. ResMed relected the demand and the University has agreed fo discuss its position. ResMed does
not consider the claim to have merit. We do not expect that the outcome of this demand (o have an adverse material
effeet on our consolidated financial statements.

ln-Process Research and Development Charge (“IPR&IY™)

On acquisition of Saime in May 2003, we recognized as an expense a charge of $5.3 million with respect to IPR&D
programs under active development by Saime that, at date of acquisition, had not reached technological feasibility and
had no alternative future use. The estimated fair value assigned to [PR&D was based on an independent appraisal and
was comprised of the following projects {in thousands):

Braject Value of IPR&B
Upgrade of ihe Elisee Series of ventilators 3 1,379
Next generation of portable ventilators 3,889
Total 3 5,268

The value of IPR&D was caleulated by identifying research projects in areas for which techunological feasibility had
not been established, estimating the couts to develop the purchased in process technology o commercially viable
products, estimating the resulting net cash flows from such products, discounting the net cash flows to present value,
and applying the reduced percentage completion of the projects thereto. The discount rate used in the analysis was
23%, which was based on the risk profile of the acquired assets.

As of the daie of acquisition, these projects had estimated costs 1o complete totaling approximately $1.1 million. The
projects were fnn various stages of development but are expected to reach completion at various dates ranging from 1 to
3 years.

We believe that the assumptions used to value the acquired imtangible assels were reasonable at the time of
acquisition. No assurance can be given, however, that the underlying assumptions used fo estimate expected project
revenues, development costs or profitability, or ¢vents associated with such projects, will transpire as estimated. For
these reasons, among others, actual results may vary from the projected results.

Subsequent Events

None.
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Schedule I1

RESMETD [NC. AND SUBSIDEARIES
VALUATION AND QUALIFYING ACCOUNTS AND RESERVES
Yrears EnpeD Jungk 30, 2606, 2005 ann 2004
{in thousandg)

Bajance Charged Balance
af [ costs at end
Beginning and Cither of
of Period ELPOREES {deductions) periond
Year ended Tune 30, 2006
Applied against assel account
Allewance for doubtful accounts $3,199 1,577 {131) 4,645
Year ended fune 30, 2005
Applied against asset account
AHowance for doubtful accounis $3,197 611 (609 3,199
Year ended fune 30, 2004
Applied against asset account
Allowance for doubtful accounis $2.474 1,178 (455) 3,197

See accompanying report of independent regisiered public accounting firm.
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RESMED INC. AND SUBSIDIARIES
EXHIBIT INDEX

Certificate of Incorporation of Registrani, as amended®"

By-laws of Regisirant!

Form of certificate evideneing shares of Common Stock™

Rights agreement dated as of Apnil 23, 1997+

[ndenture dated ag of June 20, 2001, between ResMed Ine. and American Siock Transfer & Trust Company™

Registration Rights Agreement dated as of June 28, 2001, by and between ResMed Ine., Merill Lynch & Co., Merrill

Lynch, Pierce, Fenner & Smith Incorporated, Deutsche Banc Alex Brown Inc., William Blair & Company, L.L.C.,

Macquarie Bank Limited and UBS Warburg LLC™

Registration Rights Agreement dated as of May 14, 2002 between ResMed Ine., and Mr Leslie Hoffman®

1995 Stock Option Plan:

1997 Equity Participaiion Plan™

Licensing Agreement between the Lniversity of Sydney and ResMed Lid dated May 17, 1991, as amended”"

Loan Agreement between the Australian Trade Commission and ResMed Limited dated May 3, 1994

Lease for 10121 Carroll Canyon Road, San Diego CA 92131-1109, USA™

Sale and Leaseback Agreements for 97 Waterloo Rd, North Ryde, Australia™

Employment Agreement dated as of May 14, 2002, between Servo Magnetics Acquisition Ine., and Mr Leslie

Hoffman'®

Agreement for the purchase of Lot 6001, Norwest Business Park, Baulkham Hills, Australia™

2003 Employee Stock Purchase Plan™

Loan Agreement between ResMed Limited and HSBC Bank Australia Limited

Saime Purchase Agreement

First Amended and Restated Loan Agreement, dated as of November 1, 2005, by and among ResMed Corp., ResMed

EAP Holdings Inc. and Union Bank of California, N.A.

Security Agreement, dated as of November 1, 2005, by and between ResMed EAP Holdings Inc. and Union Bank of

California, N.A. ®

{Csl_ontinuing Guaranty, dated as of November 1, 2005, by and between ResMed Inc and Union Bank of California, N.A.
H

Com{ls*zjaerciai Promissory Note, dated as of November 1, 2005, made by ResMed Corp. and ResMed EAP Holdings
Ine.

Com{&aemiai Promissory Note, dated as of November 1, 2005, made by ResMed Corp. and ResMed EAP Holdings
Ine.

Second Amended and Restated Loan Agreement @

Syndicater{(]l_ Facility Agreement, dated as of June 8, 2006, by and between ResMed Limited and HSBC Bank Ausiralia
Limited ¢

Deed of Guaranty and Indemnity, daied as of June 8, 2006, by and samong HSBC Bank Australia Eimited, ResMed
Limited, ResMed SAS, ResMed GmbH & Co. KG, ResMed (UX) Limited and Take Air Medical Handels-GmbH Y%
Deed of Guaranty and Indemnity, dated as of June 8, 2006, by and among HSBC Bank Australia Limited, ResMed
Inc., ResMed Corp. and ResMed Limited '

Working Capital Agreement, dated as of June 8, 2006, by and among ResMed (UK) Limited and HSBC Bank pic "
Working Capital Agreement, dated as of June 8, 2006, by and among ResMed Limited and HSBC Bank Australia
Limited "

Subsidiaries of the Regisirant

Independent Regisiered Public Accounting Firm's Consent and Report on Schedule

Certification of Chief Executive Officer Pursuant to Section 302 of Sarbanes-Oxley Act of 2002

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

Certification of Chief Execuiive Officer and Chief Financial Officer pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002

* eor porated by mi‘:rmu, o the Regisirant’s Registraiion Sittemment on Form 5-1 {No. 33-091094 ) decbared effective on fune 1 1995,

2 # meorporated by
Euu}:por ated by refiorence 1o the Registrant®s 1997 Proxy Slatement.

“ Incorporated by reference to the Registrant’s Report on Form [0-K dated June 30, 1998,
heosporated by reference 1o the Registrant”s Report on Form [9-K for the year ended fune 30, 2001,
* meorporated by
 eorporated by
* eorporated by
B Incorporated by ref:

nee tiy the Registrant’s Registration Staternerd on Form 8-A020G filed on April 235, 1997,

nee 1o he Registrant’s Report on Form 10-K for the vear ended fane 30, 2002
noe L the Repistrant’s 2003 Proay Statement.

nee 1o the Registrant’s Form 8-K dated Novernber 8, 2005,

nee to the Repistrant™s Form 8-K dated Mareh 13, 2006,

¥ Imeorporated by reference o the Registrant®s Form #- dated June 8, 2006,



ExmpiT21.1

RusMEeD Inc.
SUBSIDIARIES OF THE REGISTRANT

ResMed Corporation (a Minnesota corporation)

ResMed U8 Assembly Ine. {a Delaware corporation)

ResMed (Malaysia} Sdn Bhd (a Malaysian Corporation) )

ResMed (UK) Limited {a United Kingdom corporation) 'V

ResMed Asia Pacific Limited (incorporated under the laws of New South Wales, Australia)
ResMed Deutschland GmbH (a German corporation, formerly ResMed Beteiligungs GmbiT)y
ResMed EAP Holdings Ine. (a Delaware corporation)

ResMed Finland OY (a Finland corporation} ™

ResMed Holdings Limited (incorporated under the laws of New Soutlh Wales, Australia)
ResMed Hong Kong Limited (a Hong Kong corporation} &

ResMed Germany inc. (a Delaware corporation, formerly ResMed International Ine.)

ResMed KK {a Japanese corporation} !

ResMed Limited (incorporated under the laws of New South Wales, Australia)

ResMed New Zealand Limited (a New Zealand Corporation)

ResMed GmbH Verwaliung (a German corporation)

ResMed GmbH and Co KG (a German corporation) !

ResMed R&D Limited {incorporated under the laws of New South Wales, Australia) m
ResMed SAS (a French corporation)

ResMed Singapore Pie Lid {a Singaperean corporation) '

ResMed Spain SL (a Spanish corporation) ™’

ResMed Sweden AB (a Swedish corporation} @

Serve Magnetics Inc. (a Delaware corporation}

ResMed Schweiz AG (A Swiss corporation, formerly Labhardt AG) &
ResMed Austria Medizintechnik GmbH {an Austrian corporation)
MAP Medische Techniek voor Arts en Patient BV (a Dutch corporation)
MAP Medizin-Technologie GmbH {a German corporation} ™

MAP Beteiligungs GmbH (a German corporation) ™

Take Air Medical Handels GmbH (a German corporation)
SC1 PDG (a French corporation)

OCA Beteiligung AG (a Luxemburg corporation)
Hoefner Medizintechnik Gmbl {a German corporation} &
ResMed Brasil Lida (a Brazilian corporation)

PolarMed A/S (a Danish corporation) !

PolarMed AS (a Norwegian corporation) '’

ResMed Nederland BV (a Netherlands corporation) !
Saime SAS (2 French corporation}

ResMed Property Trust {incorporated under the laws of New South Wales, Australia}

3

i8]

U1 A subsidiary of ResMed Holdings Limited

(.2] A subsidiary of ResMed EAP Holdings Inc.

‘_3] A subsidiary of ResMed Germany Ine.

B A subsidiary of ResMed Dewschiand GmbH

L_S_:' A subsidiary of MAP Medizin-Technologie GimbH
) A subsidiary of Saime SAS

A subsidiary of ResMed Corporation

%A qubsidiary of ResMed SAS

A subsidiary of ResMed GmbH and Co KG
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INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM’S REPORT ON SCHEDLULE AND CONSENT

The Board of Directors and Stockholders
ResMed Ingc.:

The audits referred to in our reports dated Sepiember 8, 2006, included the related financial statement schedule as of June 30,
2006, and for each of the years in the three-yesr period ended June 30, 2006. This financial siatement schedule iz the
responsibility of the Company’s management. Our responsibility s to express an opinion on this financial statement schedule
based on our audits. In our opinion, such financial statement schedule, when considered in relation to the basic consolidated
financial statements taken as a whole, presents fairly in all material respects the information set forth therein.

We gongent {0 the incorporation by reference in the regisiration statement {Nos. 333-08013, 333-88231 and 333-115048) on
Form S-8 and the registration statements (Nos. 333-70500 and 333-100825) on Form S-3 of ResMed Inc. of our reports dated
September 8, 2006, with respect to the consolidated balance sheets of ResMed lne. as of June 30, 2006 and 20035, and the
related consolidated statements of income, stockholders’ equity, cash flows, and comprehensive income for cach of the years in
the three-year period ended June 30, 2006, and the related financial statement schedule, management’s assessment of the
effectiveness of internal contrel over financial reporting as of fune 30, 2006, and the offectiveness of internal conirol over
financial reporiing as of June 30, 2006, which reports appear in the June 36, 2006, annual report on Form 10-K of ResMed Inc.

/sf KPMG LLY
San Diego, California
September 8, 2006



Exmpir 31.1

Certification of Chief Executive Officer
Pursuant te Section 302 of the Sarbanes-Oxley Act of 2002

I, Peter C. Farrell, certify that:

1.
2.

1 have reviewed this annual report on Form 10-K of ResMed Inc.;

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

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

The registrant’s other certifying officer and [, are responsible for establishing and mainfaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15{e) and 15d-15(e)} and internal controls
over financial reporting (as defined in Exchange Act Rules 13a-15{f) and 15d-15¢£)) 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,
ingluding its consolidated subsidiaries, is made known to us by others within those entilies, particularly
during the period in which this report is being prepared;

(b}  Designed such internal controls over financial reporting, or caused such internal contirols over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the
reliability of financial rveporting and preparation of financial statemenis for external purposes in
accordance with generally accepled accounting practices; and

(¢)  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

(d}  Disclosed in this report any change in the registrant’s infernal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the
case of an anmual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

The registrant’s other certifying officer and [ have disclosed, based on our most recent evaluation of internal

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

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

September 8, 2066

s/ PETER C. FARRELL

Peter C. Farrell
Chairman and Chief Executive Officer



Exmpir 31.2

Certification of Chief Financial Officer
Pursnant te Section 302 of the Sarbanes-Oxley Act of 2002

I, Brett Sandercock, certify that:

1.
2.

1 have reviewed this annual report on Form 10-K of ResMed Inc.;

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

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

The registrant’s other certifying officer and [, are responsible for establishing and mainfaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15{e) and 15d-15(e)} and internal controls
over financial reporting (as defined in Exchange Act Rules 13a-15{f) and 15d-15¢£)) 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,
ingluding its consolidated subsidiaries, is made known to us by others within those entilies, particularly
during the period in which this report is being prepared;

(b}  Designed such internal controls over financial reporting, or caused such internal contirols over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the
reliability of financial rveporting and preparation of financial statemenis for external purposes in
accordance with generally accepted accounting practices; and

(¢)  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

(dy Disclosed in this report any change in the registranit’s infernal control over financial reporting thal
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the
case of an anmual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

The registrant’s other certifying officer and [ have disclosed, based on our most recent evaluation of internal

control over financial reporting, to the regisirant’s auditors and the audit committee of the registrant’s board

of directors {or persons performing the equivalent functions):

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

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

September 8, 2066

s/ BRETT SANDERCOCK

Brett Sandercock
Chief Financial Officer



Exmpir 32.1

The following certifications are being furnished solely to accompany the Report pursnant to 18 U.S.C. § 1350 and
in accordance with SEC Release No. 33-8238, These certifications shall not be deemed “filed” for purposes of
Section 18 of the Securities Exchange Act of 1934, as amended, nor shall they be incorporated by reference in any
filing of the Company under the Securities Act of 1933, as amended, whether made before or afier the date hereof,
regardless of any general incorporation language in such filing.

Certification of Chief Executive 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 Iic., a Delaware corporation (the “Company™), hereby certifies, o his knowledge, that:

(1) the accompanying Annual Report on Form 10-K of the Company for the year ended June 30, 2006 (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

(i1} the information contained in the Report fairly presents, in all matenal respects, the financial condition and
results of operations of the Company.

Dated: September 8, 2006

SFPETER C. FARRELL
Peter €. Farrell
Chairman and Chief Executive Officer

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

Ceriification of Chief Financial Officer

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

(1) the accompanying Annual Report on Form 10-K of the Company for the year ended June 30, 2006 (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

(i1} the information contained in the Report fairly presentis, in all matenal respects, the financial condition and
results of operations of the Company.

Dated: September 8, 2006

s BRETT SANDERCOCK
Brett Sandercock
Chief Financial Officer

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



Internet initiatives

ResMed sponsors the following websites, providing
our customers with quick and easy access to
product information, corporate information and
patient support:

ResMed (veww . resmed.com)
MyResMed (www.myresmed.com)
HealthySleep (www.healthysleep.com)

sleepVantage™ lwww.sleepvantage.com)

The ResMed Foundation {8} also has its
own website (www.resmedfoundation.org)
to promote research and awareness about
sleep-disordered breathing.

More information about the ResMed
Foundation {Australia) may be found at
www. resmedfoundation.org.au.

References

Transfer agent and registrar

Inguiries regarding transfer reguirements, lost certificates and
changes of address should be directed to:

American Stock Transfer and Trust Company

58 Maiden Lane

MNeawe York, NY 10038 USA

Tel: +1 718 921-8275

Computershare, Level 3

B0 Carrington Street

Sydney, NSW 2000 Ausiralia
Tal: +61 2 8234 5000

Legal counssl

Latham and Watkins

650 Town Center Drive, Suite 2000
Costa Mesa, Ch 92628 USA

independent auditors
KPMG LLP

750 B Street, Suite 1500
San Diego, CA 821001 LUSA

Shareholder and investor inguiries

On December 14, 2605, we filed with the Maw York Siock
Exchange the most recent Annuai CEQ Ceritification as
required by Section 3034, 12(a) of the New Yark Stock
Exchange Listed Company Manual.

To directly receive copies of company news and/or copies of
the annual report on Form 10-K as filed with the Securities
and Exchange Commission without charge, please contact:
Matthew Borer

Manager, investor Relations

Rashed Inc.

14040 Danigiscn Street

Poweay, CA 32084-6857 USA

Tel: +1 858 748-2280

Fax: +1 858 746-2830

Email; invesiorrelstions@resmed.com

Brett Sandercock

Chief Financial Officer

RashMed inc.

1 Efizabeth Macarthur Drive
Bella Wista NSW 2153 Australia
Tel: +67 {2} 8884 1000

Fax: +61 {2) 8883 3114

Annual meeting of shareholders
Date Movember 8, 2008

Time 2 P

Location 14040 Danielson Street
FPoway, TA 92084 USH
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LA

ResMed Inc.

14040 Danieison Street

Poweay CA B2064-6857
Telephons: +1 (858 ME-2400 o
Telephone: -800-424-0737

Fax: +1 (BH8) 746-2800

Ernail: recepticn@resmed com
ResMed Chatsworth Products
Servo Magnstics, ine,

4540 DeSoto Ave.

Chatzworth, T4 31317
Telephone: +1 (818) 428-8400
Fax: +1 (B18) 428-6407

Bustralia

ResMed Campus
{Manufacturing)

? Elizabeth Macarthur Drive

Bela Vista NSW 2153

Telephone: +61 (2} 8884 1060

Telephone: -800-658-189

Fax: +67 (2] BAA3 3114

Ernail: recepticn@resmed corm.au

Busiria

ResMed Austria
Medizintechnik GmbH

Muthpasse 36

180 Wisn

Telephone: +43 01 803 4700

Fax: +43 1 803 4800

Ernait: info@resmed.at

Finbard

ResMed Finland Oy

Etslfnen Salmitie 2

02430 Masaia Finland
Telephone: +358 [0} 9 86878 820
Fax: +358 (0] 9 B6V6 8222
Ernail: recepticn@resmed

France

Reshed S5A

Pare Technolegigue de Lyen,
2092 Allde Jscoues Monod,
G9797 Saint Priest cadex
Telephons: £33 (0)4 26 100 200
Fax: +33 {004 26 100 300
Email. reception@resmed fr
ResiMed Paris

73 - 25 Rue de |'Etain

F7176 Savigay e Temple
Telephors: £33 (007 62 1931 1N
Fax: +33 )1 84 41 81 30
Ermail. reception@resrmed fr

Germany
ResiMied GmbH & Co. KG
Fraunhoterstralie 16
82152 Martinsried
Telephons:

+EDGBG /9901 - 00
Telephors: 0800 2 777 000
(Gehlhrenfreie Servicenurmsr)
Fax: +49{0) 89/ 99 0% - 10 58
Ermal. reception@resmed de

Hong Kong

Reshied Hong Kong Limited
Feoers 701, Mirarmnar Tower
132-134 Nathan Soac

Tsim Sha Tz, Eowloon
Telephons: +852 2366 0707

Fax: +852 2366 4546

Ermail. reception@iesmed com.hk

India

ResMed Asia Pacific Ltd

Indian Representative Office

Eros Corporate Towsrs

Level 1%, Regus Business Centra
MNehru Place

Mew Delhi 110019

Telephons: +81 11 £223 5348

Fax: +8% 11 4223 8378

Ermail: puneeis@resrned.com.au

Haly

ResMed Haly

Piazze 185° Rot. Art. Folgore' 2
57128 - LIVORNG

Telephone, {(+39; 0586 K03674
Fax: (+39) 0586 50367

Japan

ResMed Japan

3F Bonge UC Building
3-35-3 Hongoe

Bunko-ku Tokyo 113-0033
Telephone: +831-03-5840-6781%
Fax: +81-03-3812-0360

Malaysia
ResMed Malaysia Sdn Bhd
Suite E-10-20, Plaza WMot Kiasa
Mo, 2, Jalan 370C, Mot Kiaa
B0480 Kuala Lumpur
Fax: +60 (3] 6201 2377
Telephons: +60 {3 6200 7177
Ernail:

reception@rasmed corn.rmy

Netherlands

ResMed Nederland BV
Badhuisweg 77

2587 CD DEN HAAG
Telephone, +3% {0170 - 79904 00
Fax: 4371 (0070 - 75804 04

Ernail: RecaptionDH@EResMsad nl

Mew Zealand

ResMed NZ Ltd

PO Box 51-048

Pakuranga Auckiandg
Telephone, +0800 737 6332
Fax: +684 (9] 415 42583

Ernail: reception@resmed . co.nz

Morway

Polarfted AS

Kirkewr: 7314

3344 Haslurr

Telephons: + 47 67 11 B8 50
Fax: -+ 47 BY 11 8B 5b
Email: post@polarrmed.no
Website: www polarmed.ng

Singapore

ResMed Singapore Pte Ltd
1Shoe Front)

55 Mawton Road

#01-04 Revenus Houss
Singapare 307987

Telephone: +85 6284 7377

Fax: +65 6284 7787

Email: reception@resmed com ag

Spain

ResMed Spain 5L

Arbes Campus Empresarnial
Edificio 2. 2° Planta Crta.
Fusnearral & Aleobendas
kory 3,800

8108 Alcobendss, Madrd

Telephone: (+34) 816 393 579

Faw: {+34) 976 398 355

Sweden

ResMed Sweden AB
ndustrigatan 2

S-4E1 37 TrodlhAtian

Fax: +46 {520) 387 15
Telephone: +48 (5200 £20 110
Ernail reception@esmed as

Switzeriand

ResMed Schweiz AG
Viaduktstrasse £0

4055 Basel

Telephone: +41 &1 564 70 00
Fax: +41 61 564 70 10

Ernail. irfo@resrmed ch

UK

ResMed (L) Lid

65 hMilton Park

Abingdon Oxfordshire OX14 4RX
Telephone: +44 (1235 BE2 997
Fax: +44 {1235) 831 338

Email: reception@resmed.co.uk




