


Oridion.

Smart Solutions One Breath at a Tir

Dear Shareholder,

I am pleased to report that Oridion had a strong first quarter, recording its 29th consecutive
guarter-on-quarter growth in revenues and improvement in operating results. Revenues grew
by 34% to USD 11.3 million and operating income grew to USD 1.1 million. Oridion’s
financial results and other noteworthy events for the quarter are provided in this report.

Financial results in Q1, 2008

Revenues

Company revenues for the first quarter of 2008 increased by 34% to USD 11.3 million
compared to USD 8.4 million for the first quarter of 2007. Revenue growth is greater than
usual owing to the partial resumption of sales to Physio-Control, who had a FDA-related
voluntary cessation of shipments of their defibrillators to the US market in quarter one last
year. Revenue growth is also the result of a general increase in demand from the market for
Oridion capnography devices and an increase in usage of our patient-interface consumables.
Growth continues to be driven primarily by the heightened awareness in the medical
community of the need to improve patient safety in hospital and pre-hospital settings, and the
related continuing stream of new recommendations by the important professional medical
organizations for the use of capnography to improve standards of patient safety and patient
care.

We are pleased that the programs launched in the last couple of years for sustaining high
consumables growth are, indeed, having a significant impact. These include: the
establishment of our network of independent consumables-focused distributors (the ‘ODN?),
which now covers our major markets; and the large increase in Company sponsored and
independent clinical studies by opinion leaders, which are providing a rapidly increasing
body of compelling evidence of the importance of capnography monitoring in improving
patient safety, both in traditional settings such as critical care and EMS (ambulance services)
and in the emerging environments of procedural sedation and pain management.

Results overview for the first quarter of 2008

U.S. dollars in thousands Three months ended

March 31,

2008 2007
Revenues 11,260 8,409
Gross Profit 6,234 4,412
Gross Margin 55.4% 52.5%
Operating Expenses 5,090 3,756
Operating Income 1,144 656
Operating Margin 10.2% 7.8%
Net Income 1,305 679
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Gross Profit

The Company’s gross profit for the first quarter of 2008 increased to USD 6.2 million
compared to USD 4.4 million for the same period last year, and the current gross margin
increased to 55.4% compared to 52.5% for the same period last year. This improvement is
due both to increases in sales volume and improved productivity in the production process.

Operating Expenses

Total operating expenses were USD 5.1 million for the first quarter of 2008 compared to
USD 3.8 million for the first quarter of 2007, an increase of 36%. The primary reasons are
increased investment in sales and marketing activities and personnel, increased expenditure
on R&D programs for new products and the appreciating Israeli Shekel against the US
Dollar. The Company continues to increase efficiencies overall in order to remain cost
effective.

Research and Development

R&D expenses increased to USD 1.1 million for the first quarter of 2008 compared to USD
0.8 million for the first quarter of 2007. Current R&D expenses include investments in the
recently launched "Smart Capnography" initiatives, strengthening of our IP portfolio,
enhancing the proprietary technologies contained in the Company’s hardware and
consumable products, and in developing new and modified products that will expand the use
of capnography in the newer clinical settings in which CO, monitoring has in the past been
limited, for example, gastroenterology (and other procedural sedation applications) and pain
management.

Sales and Marketing

Sales and marketing expenses for the first quarter of 2008 increased to USD 3.1 million
compared to USD 2.3 million for the first quarter of 2007. Current activities include the
continuing management of an intensive program of clinical studies of Oridion’s Capnography
aimed at demonstrating the unparalleled benefits and clinical value offered by the Company’s
CO, monitoring products. These expenses also include support activities for Oridion’s OEM
and ODN partners in their educational and marketing efforts, training sessions for the
growing number of customers that choose to improve the standard of medical care with
Microstream® capnography, and additional personnel to help implement these programs.
These efforts continue to result in the constantly increasing usage rate of Oridion’s products
by a wide range of segments of the medical community.

General and Administration

General and Administration expenses for the first quarter of 2008 increased to USD 0.9
million compared to USD 0.7 million to the first quarter of 2007. The increase is mainly due
to the appreciating Israeli Shekel against the US Dollar.

Operating and Net Results
Oridion earned an operating income of USD 1.1 million for the first quarter of 2008
compared to operating income of USD 0.7 million for the same period last year.

Net income was USD 1.3 million for the first quarter of 2008 compared to a net income of
USD 0.7 million for the first quarter of 2007.

Cash Position and Cash Flow
Cash and cash equivalents, short-term deposits and marketable securities increased to USD
15.4 million as at March 31, 2008 compared to USD 14.2 million as at December 31, 2007.
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Net cash provided by operating activities was USD 2.9 million for the first quarter of 2008,
the main reasons being the net profit, a decrease in trade receivables and an increase in trade
and accounts payable. Net cash used in investing activities was USD 0.7 million, mainly due
to the investment in marketable securities and capital expenditure. Net cash provided by
financing activities amounted to USD 0.01 million owing to proceeds from the exercise of
employee stock options.

Noteworthy thus far in 2008

Aside from the business and financial performance in quarter one, the following events were
also noteworthy:

e  Physio-Control continued to increase its orders from Oridion in quarter one,
which reached levels above that prior to the shipment stop. However, part of
this may be pent-up demand, as Physio-Control still does not have an
agreement with the FDA to resume fully unrestricted sales to its markets, and
part of the increase was for the building of safety stock. As a result, we expect a
decline in orders from them in quarter two.

e Oridion was admitted to the SPI Index, the key relevant index for small-cap
companies like Oridion on the Swiss Stock Exchange. Until this year, this
index was closed to non-Swiss companies, but a rule change enabled a select
few foreign companies to be admitted, including Oridion.

Outlook

While our first quarter revenue growth continues to reflect the positive developments that we
are experiencing in our markets, the partial resumption of Physio-Control shipments in
comparison with the cessation that took place in quarter one 2007 was a significant factor.
We do not, as a consequence, expect that the full year growth rate will be as robust as that of
the first quarter, especially since we had significant sales to Physio-Control in the last quarter
of 2007. Moreover, we expect the quarter two revenue growth rate to be lower than quarter
one for the reasons related to Physio-Control mentioned above.

With regard to earnings, we are feeling the consequences of the combination of the weak US
Dollar and the strong Israeli Shekel. This is resulting in significantly higher operating costs
than planned. We are, however, taking actions to mitigate the impact of these currency
developments and, at this time, continue to maintain our earlier guidance for full-year 2008 of
25% revenue growth and an operating income margin of 13-15%.

Beyond 2008, we continue to be optimistic.

There have been potentially important recent consolidation moves in the patient monitoring
industry. Philips has acquired Respironics, a leader in home respiratory care, which was the
stated reason for the acquisition. With it comes Respironics’ other activities, including their
Novametrix subsidiary, which currently is our most significant competitor. Philips, as part of
its stated geographic expansion strategy, has also announced an agreement to acquire
Goldway, the number two monitoring company in China. Goldway has been an Oridion
OEM partner for a couple of years, although volumes are still modest. Furthermore, Philips
also announced plans to acquire Dixtal, the leader in patient monitoring in Brazil, which
became our OEM partner in 2007. While Philips is one of our most important partners and
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customers, our current expectation is that the impact of these developments will not be
material in the short-medium term since Philips has a strong customer focus and it is their
stated policy to ‘let the customer decide’. As Oridion is the clear market and technology
leader in capnography, we are comfortable that we can maintain our very strong position
within Philips under this policy. Another acquisition recently announced was that of
Datascope’s monitoring business by Mindray, the Chinese patient-monitoring leader. Both
are Oridion OEM partners and we have no reason to believe this should affect our business
with either of them.

In general, these developments signal that the monitoring industry is actively consolidating
and could well consolidate further in the coming years. We are confident that the intensive,
ongoing programs we have underway to improve the clinical value of our solutions (e.g.,
Smart Capnography), deepen our IP portfolio and improve our productivity will further
strengthen our competitive position. This underpins our belief that we are well positioned to
deal with, and benefit from, these changes in the structure of the market. Moreover, viewed
within the context of the strong growth drivers in our markets and channels, we believe that
the level of growth that Oridion has achieved in prior years is sustainable for the years ahead.

We again thank our dedicated team of employees who diligently strive to provide medical
technologies and products of unparalleled capabilities and quality, and which make
substantive improvements to patient safety. We also continue to thank our shareholders and
partners for their ongoing support and belief in Oridion. We strive to reward that support with
increased shareholder value as Oridion strives to constantly improve its financial
performance. We look forward to sharing our future successes with you.

Sincerely,

AL

Alan Adler
Chairman of the Board of Directors and CEO

Jerusalem, Israel
May 19, 2008
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CONSOLIDATED BALANCE SHEETS
U.S. dollars in thousands
March 31, December 31,
2008 2007
Unaudited
ASSETS
CURRENT ASSETS:
Cash and cash equivalents 8,795 6,642
Short-term deposits - 50
Marketable securities 6,593 7,498
Trade receivables 7,596 7,983
Other accounts receivable and prepaid expenses 1,135 982
Inventories 4,697 4,612
Total current assets 28,816 21,767
LONG TERM ASSETS:
Other accounts receivable and prepaid expenses 54 59
Deferred tax assets 4,450 4,300
Severance pay fund 2,068 1,814
Property and equipment, net 3,075 2,990
Total long-term assets 9,647 9,163
Total assets 38,463 36,930
LIABILITIES AND SHAREHOLDERS' EQUITY
CURRENT LIABILITIES:
Trade payables 4,318 3,634
Other accounts payable and accrued expenses 3,167 2,580
Total current liabilities 7,485 6,214
ACCRUED SEVERANCE PAY 2,833 2,521
SHAREHOLDERS' EQUITY:
Share capital:
Ordinary shares of NIS 0.01 par value -

Authorized: 20,000,000 shares at March 31, 2008 and December

31, 2007; Issued and outstanding: 12,310,523 shares at March 31,

2008 and 12,299,523 shares at December 31, 2007 32 32
Additional paid-in capital 77,900 77,764
Accumulated other comprehensive income 2,908 4,399
Accumulated deficit (52,695) (54,000)

Total shareholders' equity 28,145 28,195
Total liabilities and shareholders' equity 38,463 36,930

The accompanying notes are an integral part of the consolidated financial statements.
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INVESTOR RELATIONS CONTACTS

Walter Tabachnik, Chief Financial Officer
Elena Gerberg, Investor Relations

E-mail: investor@oridion.com
Website: www.oridion.com
Phone: +972 2 589 9159

Address: Oridion Systems Ltd.
P.O. Box 45025
Jerusalem 91450, Israel

Next quarterly report

August 18, 2008
Announcement of 2nd quarter 2008 results
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