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SECURITIES EXCHANGE ACT OF 1934

For the quarterly period ended: March 31, 2009

or

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

For the transition period from: to

Commission File No.: 0-19974

ICU MEDICAL, INC.

(Exact name of Registrant as specified in its charter)

Delaware 33-0022692
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)
951 Calle Amanecer, San Clemente, California 92673
(Address of principal executive offices) (Zip Code)

(949) 366-2183



Edgar Filing: ICU MEDICAL INC/DE - Form 10-Q

(Registrant s telephone number including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities
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(2) has been subject to such filing requirements for the past 90 days. Yesx Noo

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act):

Yes o Nox

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller
reporting company. See the definitions of large accelerated filer , accelerated filer and smaller reporting company in Rule 12b-2 of the Exchange
Act (check one):

Large accelerated filer o Accelerated filer x Non-accelerated filer o Smaller reporting company o
(Do not check if a smaller reporting company)

Indicate the number of shares outstanding of each of the issuer s classes of common stock, as of the latest practicable date:

Class Outstanding at April 10, 2009
Common 14,777,612




Edgar Filing: ICU MEDICAL INC/DE - Form 10-Q

Table of Contents

ICU Medical, Inc.

Index

Page Number
Part I - Financial Information
Item 1. Financial Statements (Unaudited)
Condensed Consolidated Balance Sheets. at March 31. 2009 and December 31, 2008 3
Condensed Consolidated Statements of Income for the three months ended March 31. 2009 and 2008 4
Condensed Consolidated Statements of Cash Flows for the three months ended March 31. 2009 and 2008 5
Condensed Consolidated Statements of Comprehensive Income for the three months ended March 31. 2009 and 2008 6
Notes to Condensed Consolidated Financial Statements 7
Item 2.
Management s Discussion and Analysis of Financial Condition and Results of Operations 11
Item 3.
Quantitative and Qualitative Disclosures About Market Risk 18
Item 4.
Controls and Procedures 19
Part II - Other Information
Item 1. Legal Proceedings 19
Item 1A. Risk Factors 20
Item 2. Unregistered Sales of Equity Securities and Use of Proceeds 21
Item 3. Default Upon Senior Securities 21
Item 4. Submission of Matters to a Vote of Security Holders 21
Item 5. Other Information 21
Signature 22
Item 6.Exhibits 23

2

ICU Medical, Inc. 3



Edgar Filing: ICU MEDICAL INC/DE - Form 10-Q

Table of Contents

ICU Medical, Inc. and Subsidiaries
Condensed Consolidated Balance Sheets

(Amounts in thousands, except per share data)

ASSETS
CURRENT ASSETS:
Cash and cash equivalents $
Investment securities
Cash, cash equivalents and investment securities
Accounts receivable, net of allowance for doubtful accounts of $321 at March 31, 2009 and
$320 at December 31, 2008
Inventories
Prepaid income taxes
Prepaid expenses and other current assets
Deferred income taxes current portion
Total current assets

PROPERTY AND EQUIPMENT, net

PROPERTY HELD FOR SALE

RESTRICTED CASH

INVESTMENT SECURITIES non-current portion
INTANGIBLE ASSETS, net

DEFERRED INCOME TAXES non-current portion
INCOME TAXES RECEIVABLE non-current portion

LIABILITIES AND STOCKHOLDERS EQUITY
CURRENT LIABILITIES:
Accounts payable $
Accrued liabilities
Total current liabilities

COMMITMENTS AND CONTINGENCIES
DEFERRED INCOME TAXES non-current portion
INCOME TAXES PAYABLE non-current portion

STOCKHOLDERS EQUITY:

Convertible preferred stock, $1.00 par value Authorized 500 shares; issued and outstanding
none

Common stock, $0.10 par value  Authorized 80,000 shares; Issued 14,784 shares at March 31,
2009 and December 31, 2008, outstanding 14,778 shares at March 31, 2009 and 14,731 shares
at December 31, 2008

Additional paid-in capital

Treasury stock, at cost - 6 and 53 shares at March 31, 2009 and December 31, 2008

Retained earnings

Accumulated other comprehensive income

Total stockholders equity

March 31,
2009
(unaudited)

68,029
64,788
132,817

30,297
21,696
271
4,334
3,771
193,186

68,787
940

9,050
16,987
3,855
1,210
294,015

8,717
14,385
23,102

5,383
4,436

1,478
51,440
(205)
208,366
15
261,094
294,015

December 31,

2008
1

55,696
56,093
111,789

38,423
17,930
4,544
3,471
3,231
179,388

69,897
940
6,014
11,350
10,780
3,855
1,210
283,434

7,879
14,081
21,960

4,007
4,436

1,478
50,970
(1,623)
201,304
902
253,031
283,434
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(1) December 31, 2008 balances were derived from audited consolidated financial statements.

The accompanying notes are an integral part of these condensed consolidated financial statements.
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REVENUES:

Net sales

Other

TOTAL REVENUE

COST OF GOODS SOLD

Gross profit

OPERATING EXPENSES:
Selling, general and administrative
Research and development

Total operating expenses, net

Income from operations

OTHER INCOME
Income before income taxes

PROVISION FOR INCOME TAXES

NET INCOME

NET INCOME PER SHARE
Basic
Diluted
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ICU Medical, Inc. and Subsidiaries
Condensed Consolidated Statements of Income
(Amounts in thousands, except per share data)

(unaudited)

Three months ended March 31,

2009

WEIGHTED AVERAGE NUMBER OF SHARES

Basic
Diluted

54,195

140
54,335
27,769
26,566
15,112

738
15,850
10,716

318
11,034

(3,972)

7,062

0.48
0.47

14,735
14,869

$

@D P

The accompanying notes are an integral part of these condensed consolidated financial statements.

2008

43,671
983
44,654
26,883
17,771
13,108
2,019
15,127
2,644

1,556
4,200

(1,302)

2,898

0.21
0.20

13,752
14,376
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ICU Medical, Inc. and Subsidiaries
Condensed Consolidated Statements of Cash Flows
(Amounts in thousands)

(unaudited)

Three months ended March 31,

2009
CASH FLOWS FROM OPERATING ACTIVITIES:
Net income $ 7,062
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 3,564
Provision for doubtful accounts 16
Stock compensation 599
Loss on disposal of property and equipment 20
Cash provided (used) by changes in operating assets and liabilities, net of assets acquired
Accounts receivable 1,777
Inventories (2,273)
Prepaid expenses and other assets (1,340)
Accounts payable 748
Accrued liabilities (276)
Prepaid and deferred income taxes 3,872
Net cash provided by operating activities 19,769
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of property and equipment (2,144)
Business acquisition, net of cash acquired (5,663)
Change in restricted cash 6,014
Proceeds from finance loan repayments
Purchases of investment securities (20,936)
Proceeds from sale of investment securities 14,541
Net cash provided (used) by investing activities (8,188)
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from exercise of stock options 1,207
Proceeds from employee stock purchase plan 623
Tax benefits from exercise of stock options 19
Purchase of treasury stock (560)
Net cash provided by financing activities 1,289
Effect of exchange rate changes on cash (537)
NET INCREASE IN CASH AND CASH EQUIVALENTS 12,333
CASH AND CASH EQUIVALENTS, beginning of period 55,696
CASH AND CASH EQUIVALENTS, end of period $ 68,029

$

The accompanying notes are an integral part of these condensed consolidated financial statements.

2,898

3,410
(38)
416

172
(1,646)
566
(699)
(568)
152
4,663

(3,592)

24
(9,027)
34,622
22,027

1,071
744
954

2,769
263
29,722

1,873
37,595
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ICU Medical, Inc. and Subsidiaries
Condensed Consolidated Statements of Comprehensive Income

(Amounts in thousands)

(unaudited)
Three months ended March 31,
2009 2008
Net income $ 7,062 $
Other comprehensive income (loss), net of tax:
Foreign currency translation adjustment (887)
Comprehensive income $ 6,175 $

The accompanying notes are an integral part of these condensed consolidated financial statements.

2,898

736

3,634
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ICU Medical, Inc.
Notes to Condensed Consolidated Financial Statements
March 31, 2009
(Amounts in tables in thousands)

(unaudited)

Note 1: Basis of Presentation:

The accompanying unaudited interim condensed consolidated financial statements have been prepared in accordance with accounting principles
generally accepted in the United States of America and pursuant to the rules and regulations of the Securities and Exchange Commission ( SEC )
and reflect all adjustments, consisting of only normal recurring adjustments, which are, in the opinion of management, necessary for a fair
statement of the consolidated results for the interim periods presented. Results for the interim period are not necessarily indicative of results for
the full year. Certain information and footnote disclosures normally included in annual consolidated financial statements prepared in accordance
with generally accepted accounting principles have been condensed or omitted pursuant to such rules and regulations. The condensed
consolidated financial statements should be read in conjunction with the consolidated financial statements and notes thereto included in the

Company #Annual Report on Form 10-K filed with the SEC for the year ended December 31, 2008.

ICU Medical, Inc. (the Company ), a Delaware corporation, operates principally in one business segment engaged in the development,
manufacturing and marketing of disposable medical devices. The Company s devices are sold principally to distributors and medical product
manufacturers throughout the United States and internationally. All subsidiaries are wholly or majority owned and included in the consolidated
financial statements. All intercompany balances and transactions have been eliminated.

Note 2: New Accounting Pronouncements:

In April 2009, the Financial Accounting Standards Board ( FASB ) issued FSP SFAS 141(R)-1, Accounting for Assets Acquired and Liabilities
Assumed in a Business Combination That Arise from Contingencies , to amend the provisions related to the initial recognition and measurement,
subsequent measurement and disclosure of assets and liabilities arising from contingencies in a business combination under SFAS 141(R).

Under the new guidance, assets acquired and liabilities assumed in a business combination that arise from contingencies should be recognized at
fair value on the acquisition date if fair value can be determined during the measurement period. If fair value cannot be determined, companies
should typically account for the acquired contingencies using existing guidance. The Company adopted FAS 141(R) and FSP SFAS 141(R)-1

on January 1, 2009. The adoption did not have a material effect on the Company s financial position or results of operations.

In April 2009, the FASB issued FSP SFAS 157-4, Determining Fair Value When the Volume and Level of Activity for the Asset or Liability
Have Significantly Decreased and Identifying Transactions That Are Not Orderly which provides additional guidance for estimating fair value in
accordance with FASB Statement No. 157, Fair Value Measurements , when the volume and level of activity for the asset or liability have

significantly decreased. This FSP also includes guidance on identifying circumstances that indicate a transaction is not orderly. This

10
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pronouncement is effective for periods ending after June 15, 2009. The Company s management does not expect this pronouncement to have a
material effect on the Company s financial position and results of operations.

In April 2009, the FASB issued FSP SFAS 115-2 and SFAS 124-2, Recognition and Presentation of Other-Than-Temporary Impairments , to

amend the other-than-temporary impairment guidance in debt securities to be based on intent to sell instead of ability to hold the security and to
improve the presentation and disclosure of other-than-temporary impairments on debt and equity securities in the financial statements. This
pronouncement is effective for periods ending after June 15, 2009. The Company s management does not expect this pronouncement to have a
material effect on the Company s financial position and results of operations.

Note 3: Restricted Cash / Intangible Assets

In February 2009, the Company acquired a small manufacturing and distribution company based in Germany for approximately $5.7 million,
which was reflected as restricted cash of $6.0 million at December 31, 2008. The Company recorded $6.1 million in intangible assets, which
includes $3.8 million for customer contracts, $0.4 million for trademarks and $1.9 million of goodwill. Of the total amount of goodwill,

$1.4 million is expected to be deductible for tax purposes. The Company also recorded a deferred tax liability of $1.4 million as a result of this
transaction.

11
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Note 4: Fair Value Measurement:

The Company s investment securities, which are considered available for sale and trading consist principally of corporate preferred stocks and
federal-tax-exempt state and municipal government debt. The Company has $61.7 million of its investment securities as Level 2 assets, which
are pre-refunded municipal securities and have observable inputs. The Company has $11.7 million invested in auction rate securities and $0.4
million in put option assets related to the auction rate securities as Level 3 assets due to the unobservable inputs caused by the lack of liquidity in
the recent auctions. The valuation of these securities was based on quotes received from our brokers which were derived from their internal
models combined with internally developed discount factors. In determining a discount factor for each auction rate security, the model weights
various factors, including assessments of credit quality, duration, insurance wraps, discount rates, overall capital market liquidity and

comparable securities, if any. They are carried at fair value.

The following table provides the assets and liabilities carried at fair value measured on a recurring basis as of March 31, 2009:

Fair value measurements at March 31, 2009 using
Quoted prices

in active Significant
Total carrying markets for other Significant
value at identical observable unobservable
March 31, 2009 assets (level 1) inputs (level 2) inputs (level 3)
Available for sale
securities $ 61,738 $ $ 61,738 $
Trading securities 12,100 12,100
$ 73,838 $ $ 61,738 $ 12,100

The following tables summarize the change in the fair values for Level 3 items for the quarter ended March 31, 2009:

Level 3 changes in fair value (pre-tax):

Quarter ended
March 31, 2009

Beginning balance $ 15,925

Transfer into Level 3

Sales (3,825)
Unrealized holding loss, included in other comprehensive income

Ending balance $ 12,100

The Company has agreements in place with Morgan Stanley & Co. ( Morgan ) and UBS AG ( UBS ) that permit the Company to require Morgan
and UBS to purchase the Company s auction rate securities at par value plus accrued interest. As of March 31, 2009, the Company has $11.7
million in auction rate securities. There was less than $0.1 million in declines in the market values of the Company s auction rate securities in the
quarter ended March 31, 2009.

12
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Note 5: Inventories:

Inventories consisted of the following:

Raw material
Work in process
Finished goods
Total

: ICU MEDICAL INC/DE - Form 10-Q

Marc h 31, 2009

$ 14,696

2,449

4,551

$ 21,696
8

December 31, 2008
12,531
2,577
2,822
17,930

13
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Note 6: Property and Equipment:

Property and equipment consisted of the following:

March 31, 2009 December 31, 2008
Machinery and equipment $ 51,147 $ 50,337
Land, building and building improvements 48,547 48,715
Molds 18,300 16,791
Computer equipment and software 9,973 9,890
Furniture and fixtures 1,972 1,983
Construction in progress 2,917 3,479
Total property and equipment, cost 132,856 131,195
Accumulated depreciation (64,069) (61,298)
Net property and equipment $ 68,787 $ 69,897

Note 7: Net Income Per Share:

Net income per share is computed by dividing net income by the weighted average number of common shares outstanding. Diluted net income
per share is computed by dividing net income by the weighted average number of common shares outstanding plus dilutive securities. Dilutive
securities are outstanding common stock options (excluding stock options with an exercise price in excess of the average market value for the
period), less the number of shares that could have been purchased with the proceeds from the exercise of the options, using the treasury stock
method, and were 133,463 and 624,129 for the quarters ended March 31, 2009 and 2008, respectively. Options that are anti-dilutive because
their exercise price exceeded the average market price of the common stock for the period approximated 1,135,000 and 1,397,000 for the
quarters ended March 31, 2009 and 2008, respectively.

Note 8: Income Taxes:

Income taxes were accrued at an estimated annual effective tax rate of 36% in the first quarter of 2009 compared to 34% in the first quarter of
2008. The effective tax rate differs from that computed at the federal statutory rate of 35% principally because of the effect of foreign and state
income taxes, tax credits, tax exempt income and deductions for domestic production activities.

Note 9: Major Customer:

The Company had revenues equal to 10% or more of total revenues from one customer, Hospira, Inc. Such revenues were 71% and 66% of total
revenue for the quarters ended March 31, 2009 and 2008, respectively. As of March 31, 2009 and December 31, 2008, the Company had
accounts receivable from Hospira of 62% and 66%, of consolidated accounts receivable, respectively.

14
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Note 10: Commitments and Contingencies:

In an action filed July 6, 2006 entitled Medegen MMS. Inc. v. ICU Medical, Inc. filed in the United States District Court for the Central District
of California, Medegen alleged that ICU Medical infringed one of its patents by offering for sale and selling the CLC2000 and TEGO. Medegen
sought monetary damages and injunctive relief. In March 2007, Medegen withdrew its action as to the TEGO. On June 21, 2007, the Court
issued an order interpreting certain terms and phrases of Medegen s patent in a manner that we believe supported our position. On September 14,
2007, the Court issued an order granting our summary judgment motion of non-infringement and On October 19, 2007, entered judgment of
non-infringement, dismissing Medegen s case with prejudice. On October 19, 2007, the Court also dismissed, without prejudice, our
counterclaims that the asserted patent is invalid and unenforceable due to inequitable conduct by Medegen before the United States Patent and
Trademark Office. Medegen has appealed the Court s claim construction and summary judgment orders. By decision issued in November 2008,
the Federal Circuit reversed the order granting summary judgment and remanded the case to the District Court. The Company intends to defend
itself against Medegen s claims in this action. The outcome of this action is uncertain, therefore no accrual has been recorded.

15
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The Company is from time to time involved in various other legal proceedings, most of which are routine litigation, in the normal course of
business. In the opinion of management, the resolution of the other legal proceedings in which the Company is involved will not likely have a
material adverse impact on the Company s financial position or results of operations.

In the normal course of business, the Company has agreed to indemnify officers and directors of the Company to the maximum extent permitted
under Delaware law and to indemnify customers as to certain intellectual property matters related to sales of the Company s products. There is
no maximum limit on the indemnification that may be required under these agreements. Although we can provide no assurances, the Company
has never incurred, nor do we expect to incur, any liability for indemnification. Except for indemnification agreements, the Company does not
have any off balance sheet arrangements .

10
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Item 2. Management s Discussion and Analysis of Financial Condition and Results of Operations

We are a leader in the development, manufacture and sale of proprietary, disposable medical connection systems for use in vascular therapy
applications. Our devices are designed to protect patients from catheter related bloodstream infections and healthcare workers from exposure to
diseases through accidental needlesticks or hazardous drugs. We are also a leader in the production of custom infusion sets and we incorporate
our proprietary products into many of those custom infusion sets. In addition, we are a significant manufacturer of critical care medical devices,
including catheters, angiography kits and cardiac monitoring systems.

Critical Accounting Policies

In our Annual Report on Form 10-K for the year ended December 31, 2008, we identified the critical accounting policies which affect our more
significant estimates and assumptions used in preparing our consolidated financial statements. We have not changed these policies from those
previously disclosed in our Annual Report.

New Accounting Pronouncements

In April 2009, the FASB issued FSP SFAS 141(R)-1, Accounting for Assets Acquired and Liabilities Assumed in a Business Combination That
Arise from Contingencies , to amend the provisions related to the initial recognition and measurement, subsequent measurement and disclosure
of assets and liabilities arising from contingencies in a business combination under SFAS 141(R). Under the new guidance, assets acquired and
liabilities assumed in a business combination that arise from contingencies should be recognized at fair value on the acquisition date if fair value
can be determined during the measurement period. If fair value cannot be determined, companies should typically account for the acquired
contingencies using existing guidance. We adopted FAS 141(R) and FSP SFAS 141(R)-1 on January 1, 2009. The adoption did not have a
material effect on our financial position or results of operations.

In April 2009, the FASB issued FSP SFAS 157-4, Determining Fair Value When the Volume and Level of Activity for the Asset or Liability
Have Significantly Decreased and Identifying Transactions That Are Not Orderly which provides additional guidance for estimating fair value in
accordance with FASB Statement No. 157, Fair Value Measurements , when the volume and level of activity for the asset or liability have
significantly decreased. This FSP also includes guidance on identifying circumstances that indicate a transaction is not orderly. This
pronouncement is effective for periods ending after June 15, 2009. We do not expect this pronouncement to have a material effect on our
financial position and results of operations.

In April 2009, the FASB issued FSP SFAS 115-2 and SFAS 124-2, Recognition and Presentation of Other-Than-Temporary Impairments , to
amend the other-than-temporary impairment guidance in debt securities to be based on intent to sell instead of ability to hold the security and to
improve the presentation and disclosure of other-than-temporary impairments on debt and equity securities in the financial statements. This
pronouncement is effective for periods ending after June 15, 2009. We do not expect this pronouncement to have a material effect on our
financial position and results of operations.

17
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We have implemented all new accounting pronouncements that are in effect and that may impact our consolidated financial statements and do
not believe that there are any other new accounting pronouncements that have been issued that might have a material impact on our consolidated
financial statements.

11
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Business Overview

Until the late 1990s, our primary emphasis in product development, sales and marketing was disposable medical connectors for use in I.V.
therapy, and our principal product was the CLAVE. In the late 1990s, we commenced a transition from a product-centered company to an
innovative, fast, efficient, low-cost manufacturer of custom infusion sets, using processes that we believe can be readily applied to a variety of
disposable medical devices. This strategy has enabled us to capture revenue on the entire I.V. delivery system, and not just a component of the
system. We have furthered this effort to include all of our proprietary devices beyond the CLAVE.

Our largest customer is Hospira. Our relationship with Hospira has been and will continue to be of singular importance to our growth. In the
first quarter of 2009 and years ended 2008, 2007 and 2006, our revenues from worldwide sales to Hospira were 71%, 69%, 73% and 77%,
respectively, of total revenues. Although we can provide no assurances, we expect this percentage will be maintained in the future as a result of
sales of CLAVE products, custom infusion sets, new products and critical care products to Hospira. Hospira has a significant share of the L.V.
set market in the U.S., and provides us access to that market. We expect that Hospira will be important to our growth for CLAVE, custom
products, and our other products worldwide.

We believe the success of the CLAVE has motivated, and will continue to motivate others to develop one-piece, swabbable, needleless
connectors that may incorporate many of the same functional and physical characteristics as the CLAVE. We are aware of a number of such
products. We have patents covering the technology embodied in the CLAVE and intend to enforce those patents as appropriate. If we are not
successful in enforcing our patents, competition from such products could adversely affect our market share and prices for our CLAVE
products. Although overall pricing has been stable recently, the average price of our CLAVE products may decline in the future. There is no
assurance that our current or future products will be able to successfully compete with products developed by others.

We are reducing our dependence on our current proprietary products by introducing new products and systems and acquiring product lines.
Under one of our Hospira Agreements, we manufacture custom infusion sets for sale by Hospira and jointly promote the products under the
name SetSource. In 2005, we acquired Hospira s Salt Lake City manufacturing facility and entered into the Manufacturing Commercialization
and Development Agreement ( MCDA ) with Hospira to produce their invasive monitoring, angiography products and certain other products they
had manufactured at that facility. We also contract with group purchasing organizations and independent dealer networks for inclusion of our
non-critical care CLAVE and custom products in the product offerings of those entities. We are expanding our custom products business
through increased sales to medical product manufacturers, independent distributors and direct sales to the end users of our product. These
expansions include our 2008 agreement with Premier and an agreement extension with MedAssets. Both organizations are U.S. healthcare
purchasing networks. Custom products, which include custom infusion, custom oncology and custom critical care products, accounted for
approximately $19.0 million or 35% of total revenue in the first quarter of 2009 and $70.2 million or 34% of total revenue in 2008. We expect
continued increases in sales of custom infusion sets and custom oncology products. As part of this effort, we have recently introduced a number
of new products: the TEGO for use in dialyses, the Orbit 90 diabetes set, and a line of oncology products including the Spiros male luer
connector device, the Genie vial access device and custom 1.V sets and ancillary products specifically designed for chemotherapy. There is no
assurance that we will be successful in finding acquisition opportunities acquiring companies or products or integrating them into our existing
business.

Custom products and new products will be of increasing importance to us in future years. We expect continued growth in our CLAVE products
in the U.S., but at a modest growth rate. We also potentially face substantial increases in competition in our CLAVE business. Growth for all of
our products outside the U.S. could be substantial, although to date it has been relatively modest. Therefore, we are directing increasing product
development, acquisition, sales and marketing efforts to custom products and other products that lend themselves to customization and new
products in the U.S. and international markets.
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In 2005, we acquired Hospira s Salt Lake City manufacturing facility, related capital equipment and entered into a 20-year MCDA with Hospira,
under which we produce for sale, exclusively to Hospira, substantially all the products, primarily critical care, that Hospira had manufactured at
that facility. Hospira retains commercial responsibility for the products we are producing, including sales, marketing, pricing, distribution,
customer contracts, customer service and billing. The U.S. market for most of the critical care products that we sell to Hospira has been
declining in recent years. Under the MCDA, we manufacture the products and Hospira is responsible for sales to end customers, and we have
little ability to directly influence Hospira s sales and marketing efforts, and our sales under the MCDA are subject to fluctuations over which we
have little control.

12
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We have also committed to fund certain research and development to improve critical care products and develop new products for sale to
Hospira and to provide sales specialist support. Our prices and our gross margins on the products we sell to Hospira under the MCDA are based
on cost savings that we are able to achieve in producing those products over Hospira s cost to manufacture those same products at the purchase
date. We record revenue net of any such reductions. There is no assurance as to the amounts of future sales or profits under the MCDA.

In February 2009, we acquired a small manufacturing and distribution company based in Germany for $5.7 million. The products and
distribution from this company are in the oncology and neonatal markets.

We believe that achievement of our growth objectives worldwide will require increased efforts by us in sales and marketing and product
development in these markets.

There is no assurance that we will be successful in implementing our growth strategy. The custom products market is small, and we could
encounter customer resistance to custom products. Further, we could encounter increased competition as other companies see opportunity in this
market. Product development or acquisition efforts may not succeed, and even if we do develop or acquire products, there is no assurance that
we will achieve profitable sales of such products. An adverse change in our relationship with Hospira, or a deterioration of Hospira s position in
the market, could have an adverse effect on us. Increased expenditures for sales and marketing and product acquisition and development may
not yield desired results when expected, or at all. While we have taken steps to control those risks, there are certain of those risks which may be
outside of our control, and there is no assurance that steps we have taken will succeed.

The following table sets forth, for the periods indicated, total revenues by product as a percentage of total revenues:

Quarter ended March 31,, Fiscal Year Ended

Product Line 2009 2008 2008 2007

CLAVE 39% 41% 39% 38%
Custom products 35% 33% 34% 31%
Critical care 18% 17% 18% 23%
Other products 8% 7% 8% 7%
License, royalty and revenue share % 2% 1% 1%
Total 100% 100% 100% 100%

We sell our [.V. administration products to independent distributors, direct sales and through agreements with Hospira and certain other medical
product manufacturers. Most independent distributors handle the full line of our I.V. administration products. We sell our invasive monitoring,
angiography and I.V. administration products through three agreements with Hospira (the Hospira Agreements ). Under a 1995 agreement,
Hospira purchases CLAVE products, principally bulk, non-sterile connectors and the CLC2000. Under a 2001 agreement, we sell custom
infusion sets to Hospira under a program referred to as SetSource. Our 1995 and 2001 agreements with Hospira provide Hospira with
conditional exclusive and nonexclusive rights to distribute all existing ICU Medical products worldwide with terms that extend to 2014. Under
the MCDA, we sell Hospira invasive monitoring, angiography and other products which they formerly manufactured at the Salt Lake City
facility. The terms of the MCDA extend to 2025. We also sell certain other products to a number of other medical product manufacturers.

We believe that as healthcare providers continue to either consolidate or join major buying organizations, the success of our products will
depend, in part, on our ability, either independently or through strategic relationships such as our Hospira relationship, to secure long-term
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contracts with large healthcare providers and major buying organizations. As a result of this marketing and distribution strategy we derive most
of our revenues from a relatively small number of distributors and manufacturers. The loss of a strategic relationship with a customer or a
decline in demand for a manufacturing customer s products could have a material adverse effect on our operating results.

We have an ongoing program to increase systems capabilities, improve manufacturing efficiency, reduce labor costs, reduce time needed to
produce an order, and minimize investment in inventory. These include the use of automated assembly equipment for new and existing products
and use of larger molds and molding machines. In 2006, we centralized our proprietary molding in Salt Lake City and expanded our production
facility in Mexico which took over the majority of our manual assembly previously done in Salt Lake City. In 2007, we began a significant
initiative to improve production processes, called the ICU Production System or IPS , which we believe will enable us to further improve our
manufacturing efficiency. We started IPS in our Mexico facility in 2007 and in our Salt Lake City facility in 2008. These efforts are ongoing in
both facilities and will continue in 2009. We may establish additional production facilities outside the U.S. There is no assurance as to the
benefits of IPS or our success in establishing manufacturing facilities outside the U.S.

13
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We distribute products through three distribution channels. Product revenues for each distribution channel were as follows:

Quarter ended March 31, Fiscal Year Ended
Channel 2009 2008 2008 2007
Medical product manufacturers 66% 68% 67% 71%
Domestic distributors/direct 15% 18% 18% 16%
International customers 19% 14% 15% 13%
Total 100 % 100 % 100 % 100 %

Sales to international customers do not include bulk CLAVE products sold to Hospira in the U.S., but used in I.V. products manufactured by
Hospira and exported. Those sales are included in sales to medical product manufacturers. Other sales to Hospira for destinations outside the
U.S. are included in sales to international customers.

Quarter-to-quarter comparisons: We present summarized income statement data in Item 1- Financial Statements. The following table shows,
for the year ended December 31, 2008 and the first quarters of 2009 and 2008, the percentages of each income statement caption in relation to
total revenues.

Fiscal Year Quarter ended March 31,
2008 2009 2008

Revenue

Net sales 99% 100% 98%
Other 1% % 2%
Total revenues 100% 100% 100%
Gross profit 44% 49% 40%
Selling, general and administrative expenses 26% 28% 29%
Research and development expenses 2% 1% 5%
Total operating expenses 28% 29% 34%
Income from operations 16% 20% 6%
Other income 2% % 3%
Income before income taxes 18% 20% 9%
Income taxes 6% 7% 3%
Net income 12% 13% 6%

Quarterly results: The healthcare business in the United States is subject to seasonal fluctuations, and activity tends to diminish somewhat in
the summer months of June, July and August, when illness is less frequent than in winter months and patients tend to postpone elective
procedures. This may cause seasonal fluctuations in our business. In addition, we can experience fluctuations in net sales as a result of variations
in the ordering patterns of our largest customers, which may be driven more by production scheduling and their inventory levels, and less by
seasonality. The current challenging economic environment has not had a meaningful impact on our business in the operating results reported in
this report, however, starting towards the end of the first quarter of 2009, a few of our customers began to take a more conservative stance on
inventory levels. Our expenses often do not fluctuate in the same manner as net sales, which may cause fluctuations in operating income that are
disproportionate to fluctuations in our revenue.
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Quarter Ended March 31, 2009 Compared to the Quarter Ended March 31. 2008

Revenues were $54.3 million in the first quarter of 2009, compared to $44.7 million in the first quarter of 2008.

Distribution channels: Net U.S. sales to Hospira in the first quarter of 2009 were $34.8 million, compared to net sales of $28.8 million in the
first quarter of 2008. The $6.0 million increase was primarily from a $2.6 million increase in CLAVE sales, a $2.1 million increase in critical
care product sales and a $1.1 million increase custom product sales. The increase in CLAVE sales was from higher unit sales due to increased
market share through Hospira. The increase in critical care product sales was due to higher unit sales charged for certain critical care products.

The increase in custom products was primarily due to higher unit sales in custom infusion sets from the conversion by certain of our customers
from a
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competitor s standard sets to our custom systems. We expect the growth in sales to Hospira in 2009 from 2008 in CLAVE and custom infusion
sets to be offset by declines in critical care and custom critical care product sales, although there is no assurance that these expectations will be
realized.

Net sales to domestic distributors/direct in the first quarter of 2009 (including Canada) were $8.3 million compared to $7.7 million in the first
quarter of 2008, an increase of seven percent. The increase was primarily from increased oncology and TEGO sales, both newer product lines.
We expect increases in domestic distributor sales in 2009 compared to 2008, principally from growth in custom products and new product sales,
although there is no assurance that these expectations will be realized.

Net sales to international customers (excluding Canada) were $10.2 million in the first quarter of 2009, compared with $6.2 million in the first
quarter of 2008. The increased sales were primarily from $2.9 million of increased custom product sales and $0.4 million of increased CLAVE
sales. We acquired a small co