GAAP TO NON-GAAP RECONCILIATION

Use of non-GAAP Financial Measures

In addition to disclosing financial results calculated in accordance with GAAP, this
earnings release contains non-GAAP financial measures that exclude the effects of share-
based compensation and the requirements of Statement of Financial Accounting
Standards No. 123(R), or “SFAS No. 123R".

Stock-based compensation related to stock options, restricted stock and other stock-
based awards is excluded from the Company’s non-GAAP costs of revenue, non-
GAAP gross profit, non-GAAP gross profit margin percent, non-GAAP product
margin percent, non-GAAP total operating expenses (research and development,
sales and marketing and general and administrative), non-GAAP income from
operations, non-GAAP operating margin, non-GAAP income before income taxes,
non-GAAP income before income taxes per diluted share, non-GAAP income tax
expense, non-GAAP effective income tax rate, non-GAAP net income, and non-
GAARP diluted earnings per share:

Stock-based compensation expenses consist of expenses for stock options, restricted
stock and other stock-based awards under SFAS No.123R. The Company excludes these
stock-based compensation expenses and the related tax effects from non-GAAP measures
primarily because they are non-cash expenses, because of the complexity and
considerable judgment involved in calculating their values, and because they have in the
past and are expected in the future to be driven by a different set of factors than other
expenses in these categories.

e The manner in which management uses the non-GAAP financial measure to
conduct or evaluate its business:

The non-GAAP financial measures used by management and disclosed by the Company
exclude the income statement effects of all forms of share-based compensation.
Reconciliations of the GAAP to non-GAAP income statement financial measures for the
three months and year ended December 31, 2007 and December 31, 2006 and expected
net income per diluted share for the first quarter of 2008 are set forth in the financial
tables attached to this earnings release and the reconciliations to those GAAP financial
measures should be carefully considered.

The Company applied the modified prospective method of adoption of SFAS No. 123R,
under which the effects of SFAS No. 123R are reflected in the Company’s GAAP
financial statement presentations for the three months and year ended December 31, 2007
and December 31, 2006. Gross profit, gross profit margin, product margin, costs of
revenue, total operating expenses (research and development, sales and marketing,
general and administrative), operating income, operating margin, net income before taxes
per share, net income and net income per share (referred to as earnings per share, or EPS)
are the primary financial measures management uses for planning and forecasting future



periods that are affected by shared-based compensation. Because management reviews
these financial measures calculated without taking into account the effects of SFAS
No0.123R, these financial measures are treated as “non-GAAP financial measures” under
Securities and Exchange Commission rules. Management uses the non-GAAP financial
measures for internal managerial purposes, including as a means to compare period-to-
period results on a consolidated basis and as a means to evaluate the Company’s results
on a consolidated basis compared to those of other companies. In addition, management
uses certain of these measures when publicly providing forward-looking statements on
expectations regarding future consolidated financial results. Management and the Board
of Directors will continue to compare the Company’s historical consolidated results of
operations (revenue, costs of revenue, gross profit, gross profit margin percent, product
margin percent, research and development expenses, sales and marketing expenses,
general and administrative expenses, total operating expenses, operating margin, income
before income taxes, income before income taxes per share, operating income as well as
net income and EPS), excluding stock-based compensation, to financial information
prepared on the same basis during the Company’s budget and planning process, to assess
the business, make resource allocation decisions and to compare consolidated results to
the objectives identified for the Company. The Company’s budget and planning process
culminates with the preparation of a consolidated annual budget that includes these non-
GAAP financial measures. This budget, once finalized and approved, serves as the basis
for allocation of resources and management of operations. While share-based
compensation is a significant expense affecting the Company’s results of operations,
management excludes share-based compensation from the Company’s consolidated
budget and planning process to facilitate period to period comparisons and to assess
changes in gross margin, net income and earnings per share targets in relation to changes
in forecasted revenue.

Profit-dependent cash incentive pay to employees, including senior management, also is
calculated using formulae that incorporate the Company’s annual results excluding share-
based compensation expense.

» The economic substance behind management’s decision to use such non-GAAP
financial measures:

The Company discloses non-GAAP information to the public to enable investors to more
easily assess the Company’s performance on the same basis applied by management and
to ease comparison on both a GAAP and non-GAAP basis among other companies that
separately identify share-based compensation expenses. In particular, the Company
believes that it is useful to investors to understand how the expenses and other
adjustments associated with the application of SFAS No. 123R are being reflected on the
Company’s income statements.



* Why management believes the non-GAAP financial measure provides useful
information to investors:

Management believes that each of the non-GAAP measures reveals important
information about the economic model of the Company and the Company discusses each
of these items with the public on a regular basis on both a GAAP and non-GAAP basis.
The Company discloses this information to the public to enable investors to more easily
assess the Company’s past performance and estimate future performance on the same
basis applied by management and to ease comparison on both a GAAP and non-GAAP
basis among other companies that separately identify share-based compensation expense.
In particular, the Company believes that it is useful to investors to understand how the
expenses and other adjustments associated with the application of SFAS No. 123R are
being reflected on the Company’s income statements.

* The material limitations associated with use of non-GAAP financial measure as
compared to the use of the most directly comparable GAAP financial measures:

The non-GAAP financial measures disclosed by the Company are not meant to be
considered superior to or a substitute for results of operations prepared in accordance
with GAAP. The non-GAAP financial measures disclosed by the Company may be
different from, and therefore may not be comparable to, similar measures used by other
companies.

Although these non-GAAP financial measures adjust expense, and diluted share items to
exclude the accounting treatment of share-based compensation, they should not be
viewed as a pro-forma presentation reflecting the elimination of the underlying share-
based compensation programs, as those programs are an important element of the
Company’s compensation structure and generally accepted accounting principles indicate
that all forms of share-based payments should be valued and included as appropriate in
results of operations.

» The manner in which management compensates for these limitations when using
non-GAAP financial measures:

Management takes into consideration the limitations in using non-GAAP financial
measures by evaluating the dilutive effect of the Company’s share-based compensation
arrangements on the Company’s basic and diluted earnings per share calculations and by
reviewing other quantitative and qualitative information regarding the Company’s share-
based compensation arrangements. Management also uses these non-GAAP measures in
conjunction with GAAP measures to assess the impact of share based compensation.



ASPECT MEDICAL SYSTEMS, INC.

UNAUDITED RECONCILIATION OF GAAP to NON-GAAP FINANCIAL MEASURES

(In Thousands, Except Per Share Amounts and Percentages)

Three Months Ended

Year Ended

December 31,

December 31,

December 31,

December 31,

GAAP costs of revenue
Stock-based compensation expense

Non-GAAP costs of revenue

GAAP gross profit margin
Stock-based compensation expense

Non-GAAP gross profit margin

GAAP profit margin percent
Stock-based compensation expense
Non-GAAP profit margin percent

GAAP product margin percent
Stock-based compensation expense
Non-GAAP product margin percent

GAAP research and development expenses
Stock-based compensation expense

Non-GAAP research and development expenses

GAAP sales and marketing expenses
Stock-based compensation expense

Non-GAAP sales and marketing expenses

GAAP general and administrative expenses
Stock-based compensation expense

Non-GAAP general and administrative expenses

GAAP total operating expenses
Stock-based compensation expense

Non-GAAP total operating expenses

GAAP income from operations
Stock-based compensation expense

Non-GAAP income from operations

2007 2006 2007 2006
$5,940 $6,098 $23,319 $22,171
(146) (112) (577) (430)
$5,794 $5,986 $22,742 $21,741
$17,992 $17,863 $74,005 $69,163
146 112 577 430
$18,138 $17,975 $74,582 $69,593
75.2% 74.6% 76.0% 75.7%
0.6% 0.4% 0.6% 0.5%
75.8% 75.0% 76.6% 76.2%
75.2% 72.6% 74.7% 73.9%
0.6% 0.5% 0.6% 0.5%
75.8% 73.1% 75.3% 74.4%
$3,817 $4,114 $16,052 $15,280
(494) (377) (2,010) (1,487)
$3,323 $3,737 $14,042 $13,793
$9,911 $8,972 $39,823 $35,571
(808) (639) (3,210) (2,506)
$9,103 $8,333 $36,613 $33,065
$4,151 $3,284 $15,486 $12,446
(730) (629) (2,914) (2,267)
$3,421 $2,655 $12,572 $10,179
$17,879 $16,370 $71,361 $63,297
(2,032) (1,645) (8,134) (6,260)
$15,847 $14,725 $63,227 $57,037
$113 $1,493 $2,643 $5,866
2,178 1,757 8,711 6,690
$2,291 $3,250 $11,354 $12,556




ASPECT MEDICAL SYSTEMS, INC.
UNAUDITED RECONCILIATION OF GAAP to NON-GAAP FINANCIAL MEASURES

(CONT.)

(In Thousands, Except Per Share Amounts and Percentages)

GAAP operating margin
Stock-based compensation expense
Non-GAAP operating margin

GAAP income before income tax
Stock-based compensation expense
Non-GAAP income before income tax

GAAP diluted income before income tax per share
Stock-based compensation expense
Non-GAAP diluted income before income tax per share

GAAP income tax (benefit) expense
Stock-based compensation expense
Non-GAAP income tax (benefit) expense

GAAP effective income tax rate
Stock-based compensation expense
Non-GAAP effective income tax rate

GAAP net income
Stock-based compensation expense
Non-GAAP net income

GAAP diluted earnings per share
Stock-based compensation expense
Non-GAAP diluted earnings per share

Guidance for Q1 2008

Three Months Ended Year Ended

December December December December

31, 2007 31, 2006 31, 2007 31, 2006
0.5% 6.2% 2.7% 6.4%
9.1% 7.4% 9.0% 7.3%
9.6% 13.6% 11.7% 13.7%
$663 $2,410 $5,653 $9,198
2,178 1,757 8,711 6,690
$2,841 $4,167 $14,364 $15,888
$0.04 $0.10 $0.28 $0.39
0.12 0.08 0.43 0.29
$0.16 $0.18 $0.71 $0.68
$255 (28,200) $3,397 $ (27,891)

480 R 1,682 -
$735 (28,200) $5,079 $ (27,891)
38% (1170%) 60% (303%)
(12%) 493% (25%) 127%
26% (677%) 35% (176%)
$408 $30,610 $2,256 $37,089
1,698 1,757 7,029 6,690
$2,106 $32,367 $9,285 $43,779
$0.02 $1.32 $0.11 $1.59
0.10 0.08 0.35 0.29
$0.12 $1.40 $0.46 $1.87

GAAP net (loss) income per diluted share
Stock-based compensation expense
Non-GAAP net income per diluted share

$(0.01) — $0.00
$0.04 — $0.06
$0.04 — $0.05



