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Item 2.02. Results of Operations and Financial Condition

On November 11, 2019, ICU Medical, Inc. issued a press release announcing its financial results for the third quarter of 2019 and held an earnings
call. The press release and transcript of the earnings call are furnished as Exhibits 99.1 and 99.2, respectively.
 

The information in this Current Report on Form 8-K (including Exhibits 99.1 and 99.2) is being furnished pursuant to Item 2.02 and shall not be
deemed to be filed for purposes of Section 18 of the Securities Exchange Act of 1934, as amended (the “Exchange Act”), or otherwise be subject to the
liabilities of that section, nor shall they be deemed to be incorporated by reference in any filing under the Securities Act of 1933, as amended, or the
Exchange Act, whether made before or after the date hereof and regardless of any general incorporation language in such filing.

Item 9.01. Financial Statements and Exhibits.

(d)

 

Exhibits
  

99.1 Press release, dated November 11, 2019 announcing ICU Medical, Inc.'s third quarter 2019 earnings.
99.2  Transcript of November 11, 2019 conference call.

104  
Cover Page Interactive Data File (the instance document does not appear in the Interactive Data File because its XBRL tags are embedded
within the Inline XBRL document)
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Exhibit 99.1

ICU Medical, Inc. Announces Third Quarter 2019 Results

SAN CLEMENTE, Calif., November 11, 2019 (GLOBE NEWSWIRE) -- ICU Medical, Inc. (Nasdaq:ICUI), a leader in the development, manufacture and
sale of innovative medical products used in infusion therapy and critical care applications, today announced financial results for the quarter ended September
30, 2019.

Third Quarter 2019 Results

Third quarter 2019 revenue was $307.5 million, compared to $327.2 million in the same period last year. GAAP gross profit for the third quarter of 2019 was
$118.6 million, as compared to $134.6 million in the same period last year. GAAP gross margin for the third quarter of 2019 was 39%, as compared to 41% in
the same period last year. GAAP net income for the third quarter of 2019 was $26.6 million, or $1.24 per diluted share, as compared to GAAP net income of
$0.2 million, or $0.01 per diluted share, for the third quarter of 2018. Adjusted diluted earnings per share for the third quarter of 2019 were $1.65 as compared
to $1.88 for the third quarter of 2018. Also, adjusted EBITDA was $62.6 million for the third quarter of 2019 as compared to $68.4 million for the third
quarter of 2018.

Adjusted EBITDA and adjusted diluted earnings per share are measures calculated and presented on the basis of methodologies other than in accordance with
GAAP. Please refer to the Use of Non-GAAP Financial Information following the financial statements herein for further discussion and reconciliations of
these measures to GAAP measures.

Vivek Jain, ICU Medical’s Chief Executive Officer, said, “Third quarter revenue, adjusted EBITDA and adjusted diluted earnings per share were generally in
line with our expectations.”

Revenues by market segment for the three and nine months ended September 30, 2019 and 2018 were as follows (in millions):

  
Three months ended

September 30,      
Nine months ended

September 30,   

Market Segment  2019  2018  $ Change  
%

Change  2019  2018  
$

Change  
%

Change

Infusion Consumables  $ 119.8  $ 117.8  $ 2.0  1.7%  $ 358.0  $ 361.5  $ (3.5)  (1.0)%

IV Solutions*  98.2  114.4  (16.2)  (14.2)%  314.0  394.2  (80.2)  (20.3)%

Infusion Systems  78.9  81.5  (2.6)  (3.2)%  244.5  263.3  (18.8)  (7.1)%

Critical Care  10.6  13.5  (2.9)  (21.5)%  34.2  40.7  (6.5)  (16.0)%

  $ 307.5  $ 327.2  $ (19.7)  (6.0)%  $ 950.7  $ 1,059.7  $ (109.0)  (10.3)%

*IV Solutions includes $16.8 million and $61.3 million of contract manufacturing to Pfizer for the three and nine months ended September 30, 2019, respectively, as compared to $21.7 million and
$59.3 million for the same periods in the prior year.

Conference Call

The Company will host a conference call to discuss third quarter 2019 financial results today at 4:30 p.m. EDT (1:30 p.m. PDT). The call can be accessed at
(800) 936-9761, international (408) 774-4587, conference ID 8184417. The conference call will be simultaneously available by webcast, which can be
accessed by going to the Company's website at icumed.com, clicking on the Investors tab, clicking on Event Calendar and clicking on the Webcast icon and
following the prompts. The webcast will also be available by replay.



About ICU Medical, Inc.

ICU Medical, Inc. (Nasdaq:ICUI) develops, manufactures and sells innovative medical products used in infusion therapy, and critical care applications. ICU
Medical's product portfolio includes IV smart pumps, sets, connectors, closed system transfer devices for hazardous drugs, sterile IV solutions, cardiac
monitoring systems, along with pain management and safety software technology designed to help meet clinical, safety and workflow goals. ICU Medical is
headquartered in San Clemente, California. More information about ICU Medical, Inc. can be found at www.icumed.com.

Forward Looking Statements

This press release contains forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, as amended, and Section 21E of the
Securities Exchange Act of 1934, as amended. Such statements contain words such as ''will,'' ''expect,'' ''believe,'' ''could,'' ''would,'' ''estimate,'' ''continue,''
''build,'' ''expand'' or the negative thereof or comparable terminology, and may include (without limitation) information regarding the Company's expectations,
goals or intentions regarding the future. These forward-looking statements are based on management's current expectations, estimates, forecasts and
projections about the Company and assumptions management believes are reasonable, all of which are subject to risks and uncertainties that could cause
actual results and events to differ materially from those stated in the forward-looking statements. These risks and uncertainties include, but are not limited to,
decreased demand for the Company's products, decreased free cash flow, the inability to recapture conversion delays or part/resource shortages on anticipated
timing, or at all, changes in product mix, increased competition from competitors, lack of growth or improving efficiencies, and unexpected changes in the
Company's arrangements with its largest customers. Future results are subject to risks and uncertainties, including the risk factors, and other risks and
uncertainties, described in the Company's filings with the Securities and Exchange Commission, which include those in the Annual Report on Form 10-K for
the year ended December 31, 2018 and our subsequent filings. Forward-looking statements contained in this press release are made only as of the date hereof,
and the Company undertakes no obligation to update or revise the forward-looking statements, whether as a result of new information, future events or
otherwise.



ICU MEDICAL, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

(In thousands)

 
September 30, 

2019  
December 31, 

2018

 (Unaudited)  (1)

ASSETS    

CURRENT ASSETS:    

Cash and cash equivalents $ 315,949  $ 344,781

Short-term investment securities 20,845  37,329

TOTAL CASH, CASH EQUIVALENTS AND SHORT-TERM INVESTMENT SECURITIES 336,794  382,110

Accounts receivable, net of allowance for doubtful accounts 210,449  176,298

Inventories 343,715  311,163

Prepaid income taxes 19,724  11,348

Prepaid expenses and other current assets 33,807  46,117

TOTAL CURRENT ASSETS 944,489  927,036

PROPERTY AND EQUIPMENT, net 444,087  432,641

OPERATING LEASE RIGHT-OF-USE ASSETS 35,787  —

LONG-TERM INVESTMENT SECURITIES —  2,025

GOODWILL 11,019  11,195

INTANGIBLE ASSETS, net 131,644  133,421

DEFERRED INCOME TAXES 23,242  38,654

OTHER ASSETS 47,516  40,419

TOTAL ASSETS $ 1,637,784  $ 1,585,391

LIABILITIES AND STOCKHOLDERS’ EQUITY    

CURRENT LIABILITIES:    

Accounts payable $ 125,355  $ 120,469

Accrued liabilities 130,056  128,820

TOTAL CURRENT LIABILITIES 255,411  249,289

CONTINGENT EARN-OUT LIABILITY —  47,400

OTHER LONG-TERM LIABILITIES 37,614  20,592

DEFERRED INCOME TAXES 690  721

INCOME TAX LIABILITY 3,734  3,734

COMMITMENTS AND CONTINGENCIES —  —

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 and outstanding 20,671 shares at September 30, 2019, Issued 20,492
shares at December 31, 2018 and outstanding 20,491 shares at December 31, 2018 2,067  2,049

Additional paid-in capital 659,709  657,899

Treasury stock, at cost —  (95)

Retained earnings 701,141  620,747

Accumulated other comprehensive loss (22,582)  (16,945)

TOTAL STOCKHOLDERS' EQUITY 1,340,335  1,263,655

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $ 1,637,784  $ 1,585,391

______________________________________________________
(1) December 31, 2018 balances were derived from audited consolidated financial statements.



ICU MEDICAL, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS (Unaudited)

(In thousands, except per share data)

 
Three months ended

September 30,  
Nine months ended

September 30,

 2019  2018  2019  2018

TOTAL REVENUES $ 307,471  $ 327,169  $ 950,685  $ 1,059,662
COST OF GOODS SOLD 188,919  192,582  592,961  624,274

GROSS PROFIT 118,552  134,587  357,724  435,388
OPERATING EXPENSES:

 

 
 

 
 

 
 

Selling, general and administrative 65,876  76,640  206,333  243,471
Research and development 12,002  13,181  36,024  39,342
Restructuring, strategic transaction and integration 7,975  24,012  69,408  64,271
Contract settlement —  —  3,822  28,917
Change in fair value of contingent earn-out (200)  18,500  (47,400)  20,500

TOTAL OPERATING EXPENSES 85,653  132,333  268,187  396,501
INCOME FROM OPERATIONS 32,899  2,254  89,537  38,887
INTEREST EXPENSE (139)  (283)  (411)  (548)
OTHER (EXPENSE) INCOME, net (10)  (534)  4,660  (3,482)
INCOME BEFORE INCOME TAXES 32,750  1,437  93,786  34,857
(PROVISION) BENEFIT FOR INCOME TAXES (6,187)  (1,218)  (13,392)  1,291

NET INCOME $ 26,563  $ 219  $ 80,394  $ 36,148
NET INCOME PER SHARE

 

 
 

 
 

 
 

Basic $ 1.29  $ 0.01  $ 3.90  $ 1.78
Diluted $ 1.24  $ 0.01  $ 3.73  $ 1.67

WEIGHTED AVERAGE NUMBER OF SHARES
 

 
 

 
 

 
 

Basic 20,666  20,474  20,607  20,362
Diluted 21,487  21,633  21,556  21,588



Use of Non-GAAP Financial Information

This press release contains financial measures that are not calculated in accordance with U.S. generally accepted accounting principles ("GAAP"). The non-
GAAP financial measures should be considered supplemental to, and not as a substitute for, or superior to, financial measures calculated in accordance with
GAAP. There are material limitations in using these non-GAAP financial measures because they are not prepared in accordance with GAAP and may not be
comparable to similarly titled non-GAAP financial measures used by other companies, including peer companies. Our management believes that the non-
GAAP data provides useful supplemental information to management and investors regarding our performance and facilitates a more meaningful comparison
of results of operations between current and prior periods. We use non-GAAP financial measures in addition to and in conjunction with GAAP financial
measures to analyze and assess the overall performance of our business, in making financial, operating and planning decisions, and in determining executive
incentive compensation. The non-GAAP financial measures included in this press release are adjusted EBITDA and adjusted diluted earnings per share
("Adjusted Diluted EPS").

Adjusted EBITDA excludes the following items from net income:

Interest, net: We exclude interest in deriving adjusted EBITDA as interest can vary significantly among companies depending on a company's level of income
generating instruments and/or level of debt.

Stock compensation expense: Stock-based compensation is generally fixed at the time the stock-based instrument is granted and amortized over a period of
several years. The value of stock options is determined using a complex formula that incorporates factors, such as market volatility, that are beyond our
control. The value of our restricted stock awards is determined using the grant date stock price, which may not be indicative of our operational performance
over the expense period. Additionally, in order to establish the fair value of performance-based stock awards, which are currently an element of our ongoing
stock-based compensation, we are required to apply judgment to estimate the probability of the extent to which performance objectives will be achieved.
Based on the above factors, we believe it is useful to exclude stock-based compensation in order to better understand our operating performance.

Intangible asset amortization expense: We do not acquire businesses or capitalize certain patent costs on a predictable cycle. The amount of purchase price
allocated to intangible assets and the term of amortization can vary significantly and are unique to each acquisition. Capitalized patent costs can vary
significantly based on our current level of development activities. We believe that excluding amortization of intangible assets provides the users of our
financial statements with a consistent basis for comparison across accounting periods.

Depreciation expense: We exclude depreciation expense in deriving adjusted EBITDA because companies utilize productive assets of different ages and the
depreciable lives can vary significantly resulting in considerable variability in depreciation expense among companies.

Restructuring, strategic transaction and integration: We incur restructuring and strategic transaction charges that result from events, which arise from
unforeseen circumstances and/or often occur outside of the ordinary course of our ongoing business. Although these events are reflected in our GAAP
financial statements, these unique transactions may limit the comparability of our ongoing operations with prior and future periods.

Change in fair value of contingent earn-out: We exclude the impact of certain amounts recorded in connection with business combinations. We exclude items
that are either non-cash or not normal, recurring operating expenses due to their nature, variability of amounts, and lack of predictability as to occurrence
and/or timing.

Contract settlement: Occasionally, we are involved in contract renegotiations that may result in one-time settlements. We exclude these settlements as they
have no direct correlation to the operation of our ongoing business.

Taxes: We exclude taxes in deriving adjusted EBITDA as taxes are deemed to be non-core to the business and may limit the comparability of our ongoing
operations with prior and future periods and distort the evaluation of our normal operating performance.

Adjusted Diluted EPS excludes from diluted EPS, net of tax, intangible asset amortization expense, stock compensation expense, restructuring, strategic
transaction and integration, change in fair value of contingent earn-out and contract settlement. The tax effect on the above adjustments is calculated using the
specific tax rate applied to each adjustment based on the nature of the item/or the tax jurisdiction in which the item has been recorded.



From time to time in the future, there may be other items that we may exclude if we believe that doing so is consistent with the goal of providing useful
information to investors and management.

The following tables reconcile our GAAP and non-GAAP financial measures:



ICU MEDICAL, INC. AND SUBSIDIARIES
Reconciliation of GAAP to Non-GAAP Financial Measures (Unaudited)

(In thousands)

  Adjusted EBITDA

 
Three months Ended

September 30,

 2019  2018

GAAP net income $ 26,563  $ 219

    
Non-GAAP adjustments:    
Interest, net (1,601)  (947)

Stock compensation expense 3,723  6,232

Depreciation and amortization expense 19,187  19,161

Restructuring, strategic transaction and integration 7,975  24,012

Change in fair value of contingent earn-out (200)  18,500

Contract settlement 794  —

Provision (Benefit) for income taxes 6,187  1,218

Total non-GAAP adjustments 36,065  68,176

 Adjusted EBITDA $ 62,628  $ 68,395

  Adjusted diluted earnings per share

 
Three months ended

September 30,

 2019  2018 (1)

 GAAP diluted earnings per share $ 1.24  $ 0.01

    

 Non-GAAP adjustments:    
Stock compensation expense $ 0.17  $ 0.29

Amortization expense $ 0.20  $ 0.19

Restructuring, strategic transaction and integration $ 0.37  $ 1.11

Change in fair value of contingent earn-out $ (0.01)  $ 0.86

Contract settlement $ 0.04  $ —

Estimated income tax impact from adjustments $ (0.36)  $ (0.58)

 Adjusted diluted earnings per share $ 1.65  $ 1.88

_______________________________________________
(1) During 2019, we changed our methodology when computing adjusted diluted earnings per share to remove interest, net from the calculation, accordingly
we conformed the prior year adjusted diluted earnings per share to the current year presentation.

CONTACT:
ICU Medical, Inc.
Scott Lamb, Chief Financial Officer
(949) 366-2183
     
ICR, Inc.
John Mills, Partner
(646) 277-1254



Exhibit 99.2

ICU Medical, Inc (ICUI) CEO Vivek Jain on Q3 2019 Results - Earnings Call Transcript

Nov. 11, 2019 8:48 PM ET | About: ICU Medical, Inc. (ICUI)

ICU Medical, Inc (NASDAQ:ICUI) Q3 2019 Earnings Conference Call November 11, 2019 4:30 PM ET

Company Participants

John Mills - Partner, ICR, Inc

Vivek Jain - Chairman and Chief Executive Officer

Scott Lamb - Chief Financial Officer and Treasurer

Conference Call Participants

Jayson Bedford - Raymond James Financial Inc.

Pete Lucas - CJS Securities

Matthew Mishan - KeyBanc Capital Markets

Operator

Ladies and gentlemen, thank you for standing by. And welcome to Q3 2019 ICU Medical Inc Earnings Conference Call. At this time, all participants are in a
listen only mode. [Operator Instructions] As a reminder, this conference call is being recorded.

I would now like to hand the call over to Mr. John Mills with ICR. Thank you. Please go ahead.

John Mills

Thank you. Good afternoon, everyone. Thank you for joining us today to discuss the ICU Medical financial results for the third quarter of 2019. On the call
today representing ICU Medical is Vivek Jain, Chief Executive Officer and Chairman; and Scott Lamb, Chief Financial Officer.

We wanted to let everyone know that we have a presentation accompanying today's prepared remarks. And to view the presentation, please go to the investor
page at icumed.com and click on the events calendar. It will be under the third quarter 2019 events. Before we started our prepared remarks, I want to touch
upon any forward looking statements made during the call, including beliefs and expectations about the company's future results. Please be aware they're
based on the best available information to management and assumptions that are reasonable. Such statements are not intended to be a representation of future
results, and are subject to risks and uncertainties. Future results may differ materially from management's current expectations. We refer all of you to the
company's SEC filings for more detailed information on the risk and uncertainties that have a direct bearing on operating results and financial position.

Please note that during today's call, we will also discuss non-GAAP financial measures, including results on an adjusted basis. We believe these financial
measures can facilitate a more complete analysis and greater transparency in ICU Medicals ongoing results of operations, particularly when comparing
underlying results from period to period. We've also included a reconciliation of these non-GAAP measures in today's release and provided as much detail as
possible on any addendums that are added back. And with that, it is my pleasure to turn the call over to Vivek.

Vivek Jain

Thanks John. Good afternoon, everybody. The third quarter of fiscal 2019 showed commercial stability with revenue improvement in our most valuable
product line and allowed us to hold firm on our view of profitability in the near term. We showed cost improvements on the P&L from TSA savings and
operating efficiencies and our actual cash restructuring expenses have begun to come down. We were also able to deploy modest amount of capital into the
Pursuit acquisition that we will further describe. We had a number of important customer wins during the quarter and are executing well with high service
levels to our customers.

Our time was equally split on external commercial activities and internally on the work to mitigate the operational slowdown in IV solutions which we started
in the summer and described on the last call.



On today's call, we want to first comment on Q3 results and discuss our current view of the business and the recent performance trends. Second, provide an
update of the actions we've been taking given the market dynamics and their impact. Third, mention a few quality and housekeeping items and lastly, outline
the criteria we are judging ourselves by and near-term goal and how they fit with the longer-term positioning of the company and the opportunity for value
creation.

Q3 was a reasonably clean quarter after our difficult Q2 commentary. The company is operationally running well. The competitive environment seems to
have stabilized a bit. And we've been catching up on lingering production issues. The income statement was straightforward with a sequential increase in our
consumables revenues and stability in other line that allowed us to deliver EBITDA down the middle of our revised guidance provided during the last call.

We finished the quarter with $291 million in adjusted revenue. Adjusted EBITDA came in at $63 million; adjusted EPS came in at $1.65 and cash was $337
million. Adjustment revenue was down 3% quarter-over-quarter on a constant currency basis due largely to the IV solution segment. There were no unusual
charges, restructuring and integration charges were down to $8 million and we added cash to our balance sheet before the Pursuit acquisition.

Let's start with infusion consumables which are our largest business and try to go into a bit more detail than on previous call. The consumables had revenues
of a $120 million in Q3 2019 which implied a 3% increase year-over-year adjusted and 2% growth on a reported basis. US volumes were okay not great and
we did have a number of important customer wins that have slowly started to implement. We know it has been an hour and our investors' minds why is this
segment slowed down versus historical periods. And at the same time, we've been saying for the last few calls that there hasn't been major customer churn,
volumes are okay. We had some wins et cetera.

To go into a bit more detail, over the last three or four quarters, we've been dealing with a number of items and hopefully most of these are in the rearview
mirror. Starting just about a year ago, we cut over IT systems and that did have an impact in Q4 of 2018. And a portion of the first half of 2019. That is
behind us now. We also were capacity constrained in our oncology products and could not serve the full market demand. It's still a bit slow but that also is
getting behind us now. Lastly, we had some unique sub category dynamics outside of the normal horse trading of the competitive environment. As we
mentioned on the last call, we went backwards on our OEM orders for our swab cap products.

And we also faced competitive pressure from external innovation in certain of our dialysis product lines. The OEM situation will normalize over time and we
felt we had to address the challenge on external innovation via the acquisition of Pursuit Vascular. It was a situation we have been tracking for years and the
time and circumstance just made it actionable now. We recognize it is a bit different from our historical transactions from a value perspective, but we felt if
we were going to take a bit of risk anywhere it would be in our consumable segment.

So what did we like about Pursuit Vascular? First, we felt there was a straightforward acquisition. A small number of product SKUs with consumables
manufacturing that we deeply understand. Second, aside from the cannibalization factor, it gave us what we thought was the best product in a globally
growing market category. Third, we liked the clinical positioning. They underwrote a number of solid studies that showed strong clinical superiority and
allowed them to get important label claims that really require a lot of time and investment to receive and we had some familiarity with this topic from
previous experiences.

Lastly, we felt that the core technology and as much their know-how could help differentiate our consumables business over time. So that's why we did it. The
rest of the segment was pretty much as we expected. This is the segment where we are the most advantage now is a joint entity. We have largely rationalized
the product portfolio, brought together the operational efficiencies of the combination. Commercially, we have all the pieces, all the technology, all the scale
to compete globally and should be able to offer more value to the customer. Again, there may have been individual puts and takes in the segment, so it may
not be a perfectly smooth curve, but we continue to feel positive about this segment into Q4 and beyond.

On Infusion Systems which is the business selling pumps, dedicated sets and software which is important because it's a business that brings a lot of recurring
revenues and helps to support our competitiveness in consumables. This segment at $80 million in adjusted revenue which was flat on a constant currency
basis and down 2% reported which was in line with our expectations. To give a bit of a longer story on pumps, we have a few different product categories in
which we operate. The vast majority of our product line is our core large Volume Infusion Pumps, LVP for short segment here and the primary product line is
called the Plum LVP pump.

This is a product that the old ICU Medical pre deal was deeply dependent on and that had lost significant ground in the US market since 2010. For the first
time in many years, we can say that our US installed base actually was larger at the end of Q3 versus the end of the prior year. Now this is not a big amount,
but it validates our comments on saying we felt we had stabilized the Plum and installed basic pumps. And while we know there are still may be historical
losses that have not yet come out of our installed base, we believe we are holding enough competitive winds to offset those and potentially surpass.



We've gotten back to the core marketing message as there have been a number of independent clinical reviews that had validated the differentiation of the
plum. Some of those are around the original core technology benefits and some of those are in the new or differentiators like cybersecurity and connectivity.
So that's good for us at the core LVP segment. Our Infusion Systems business is growing; however, we do have some headwinds on the periphery from the
non LVP products in this segment such as the dedicated prefilled or empty syringes for the PCA pumps that we get from Pfizer Rocky Mount.

We describe this issue on the last call and it continues to hurt. Pfizer does seem to be making progress on the issue but the challenge has been given the lack
of consistent supply, a portion of the installed base has chosen to move away from these products. For us strategically, the plum line drives the majority of
value since it's more closely linked to the rest of our businesses. And is very sticky when customers commit and we feel the best we have about it since we
bought the business. Growing our pump installed base is a long-term strategic priority, but the short-term practical challenge is we do not realize positive cash
flow or earnings in the initial period of pump wins and these non LVP products still generate positive cash flow or earnings.

And we're absorbing those hits on our P&L and we wanted to make that clear to investors. The value creation aspects of real incremental cash flow happens
over time, as we improve our installed base and we continue to feel like we are in good dialogue across a number of geographies. Finishing the segment
discussion with Infusion Solutions. We had $81 million in adjusted revenue or down 12% year-over-year or up $1 million sequentially. We did see and feel
some more stable footing here at these levels. We'll skip the usual solution stump speech for this call and just cut to the chase.

Commercially, we did have some wins that have started to come in to our book. These wins allowed us to handle the change in competitive environment
better as we stepped in to defend our market share, and handle the continued erosion of our non-committed business. We continue to believe the quality of our
customer book has improved, with us holding the best list of sustainable relationships versus the day we bought the business. And we have survived the bleed
out of the majority of the trading oriented business.

Operationally, everything we stated on the last call is happening. We have significant safety stock in place that we now characterize is permanent. We have
reduced production, slowed the factory, took extra down days, have stopped taking delivery unnecessary volume from Pfizer et cetera. On the two main items,
we described in the last call, the negativity from manufacturing variances and the negativity from supply chain overage costs, we're actively getting after the
manufacturing variances and feel good about our ability to run the best production environment we can. The supply chain variances are slower to show
improvement. Does it make sense? Even if it helps the P&L to destroy more product as necessary and it will eventually come out of the system. We are still
trying to make the best choices with our capital and resources here and it doesn't make sense to put good money after bad for short-term decisions.

Moving on the housekeeping items. In Q3 global fulfillment rates have been very solid to the customer. I would like to thank our teams again even in this
reporting quarter with other companies reporting, we've seen the impact that these IT system cut overs can have. While painful and expensive, we did survive
our extraction from Pfizer. The only item left is a conversion of the manufacturing site in Austin which is still on schedule to be complete by the next year.
Then we're fully stood up and our attention will shift to optimizing what we've done. At some level, we're on a shot clock from Pfizer with a deadline to stand
up and we do wonder did we over build a bit relative to if we were starting with a clean sheet of paper.

We do think this is one of our competencies and will address the opportunities as they present themselves over time. From a quality perspective not much
really to report as there were no material audits or inspections in Q3. We're still awaiting the next Austin inspection and we're prepared. We did have some
disclosures around certain recalls of products made in 2017 and 2018 which were necessary done in the right fashion to communicate to the customer, and to
be complying in sync with the regulatory agencies. We wanted to reflect a bit on our previous comments and discuss about how we feel about them today.

We said for many quarters that we felt, we could still create value even in the face of a tougher revenue environment. And we've always said that we believed
in our most differentiated businesses of IV Consumables and IV Systems and the attractiveness of the industry structure merited that point of view. Today,
we've given the reset in revenues and IV solutions. The first comments still applies but probably to a somewhat lesser degree. We will show again this year
our ability to reduce costs and run as efficiently as possible, but it gets harder to have this be a material contribution given the improvements we've already
made.

So for us and the criterion lens we're judging ourselves by from this basis has to be the ability to improve our position in the most differentiated businesses
and to prove stability in our less differentiated businesses. We've been consistently saying that we've been actively calling on customers and trying to illustrate
the value we can add to the system. And the value to the system and having us as a healthy participant. While it's a long journey, we do believe that this
message is resonating and we have the right to win across the product lines. Feedback on the products continues to be solid. The products are necessary for
the system and have been reliable for many years.



We never assumed it was a straight line up and we cannot flip our behavior into short-term focus even with the recent changes. We'll continue investing in the
R&D appropriate capacity expansion into our production network and into commercial resources to serve our customers. In the short term meaning the rest of
2019, we feel solid on our previous guidance for the full fiscal year. In the medium term, we're working through the various puts and takes and we'll provide
guidance on our year-end earnings call. We're trying to balance a return to predictability and consumables. The improvement in our LVP category and related
investment in manufacturing offsets, against the negativity of the non LVP items and infusion systems. Slowness and realizing some of the supply chain
savings and making sure we budget to compete properly in the less differentiated items.

Ultimately, it comes down to growing our differentiated highest margin lines and running ourselves as efficiently as possible over time. We need to continue
to be cautious given the environment and what we did to our shareholders and ourselves when we rebased our view on the last call. We know what we put
everyone through and we still have a belief that we will absolutely maximize profitability over time to the most sensible level in our business like we always
have. We still believe that even with a little less cash, we have a safe and strong balance sheet that can protect shareholder and be deployed for value creation
as opportunities emerge.

We have made significant capital investments into our factories and systems over the last two years, and are in the final stages of some major production
upgrades with more sterilization vertically integrated across our network. And as a side, we could talk about our ETO exposure, new tooling and an
investment mindset for quality and growth. We still believe that categories are deeply valuable with a number of intrinsic value drivers, including high quality
or hard to reproduce production assets and sticky product categories, where there is strong differentiation. We have a set of experienced people to do the work
and we have a culture of not wasting shareholder resources and respect for our capital.

But even with all of this, the environment is still fluid. Earnings lag revenues in some of our businesses and we do not anyone to get ahead of our actual
results because the competitive environment is still hard. As always, I'd like to close with things are moving fast. We're trying to improve the company with
urgency. We're trying to take responsible actions and break some of the inertia that many companies in our position face. We have hit some bumps. We've
taken action to overcome them and we will emerge stronger.

I really appreciate the effort of all company employees to adapt to move forward and focus on improving results. And our company appreciates the support
we've received both from our customers and our shareholders.

With that I'll turn it over to Scott.

Scott Lamb

Thanks Vivek, and good afternoon, everyone. To begin, I'll first walk down the P&L and then talk a little about cash and balance sheet. So our third quarter of
2019 GAAP revenue was $307 million, compared to $327 million, were down 6% from last year, down 5% on constant currency basis. For your reference the
2018 and 2019 adjusted revenue numbers which excluded contract manufacturing sales to Pfizer at cost can be seen on slide 3 of the presentation. Our
adjusted revenue for the quarter was $291 million, compared to $305 million last year, down 5% or 3% on constant currency basis.

Infusion Consumables were $120 million, up 2% or 3% on a constant currency basis. IV Solutions which we primarily sell in the US were $81 million, down
12%. Infusion Systems were $80 million, down 2% or flat on a constant currency basis and Critical Care was down $2 million, 21% or 20% on a constant
currency basis.

Adjusted diluted earnings per share for the third quarter of 2019 were $1.65 compared to $1.88 for the third quarter last year. Our adjusted earnings per share
for was unfavorably impacted by approximately $0.10 related to certain adjustments in connection with the filing of 2018 our tax return. We estimate our
GAAP tax rate for the full year to be in the range of 16% to 18% and the non-GAAP rate to be in the range of 20% to 22%.

And finally adjusted EBITDA decreased 8% to $63 million for the third quarter of this year, compared to $68 million last year. Now as you can see from slide
4 of the presentation, our adjusted gross margin for the third quarter was 41% compared to 44% for the third quarter last year. The two largest drivers for the
year-over-year decrease were similar to last quarter and included the impact from the ramp down of IV Solutions production and the associated lost overhead
absorption, as well as additional supply chain costs related to higher than optimal inventory levels. And as expected year-over-year SG&A decreased
approximately $11 million and were 21% of revenues compared to 23% of revenues for the third quarter last year.

The decrease came primarily from TSA savings as a result of separating from Pfizer and standing up the business on our own. And as percent f revenue, R&D
expenses were relatively flat year-over-year. Restructuring, strategic transaction and innovation expenses were down to $8 million in the third quarter versus
$24 million last year. And this is primarily the system integration cost for our Austin manufacturing facility.



Now moving on to cash and our balance sheet. For the quarter, free cash flow was $26 million as cash increase to $337 million in the quarter. And as
expected, net working capital increased slightly in the quarter due to an increase in cash and inventory, offset by a decrease in accounts receivable. And with
the closing of the Pursuit Vascular acquisition, we would expect cash at the end of the year to be approximately $275 million.

In the third quarter, we spent $25 million on CapEx, primarily related to general maintenance, system integration, capacity expansion for our consumables
business and transferring a portion of our contracted solutions products from Pfizer to our Austin manufacturing facility. And as we said on our last call, we
still expect to invest in the business this year similar to what we spent last year or approximately $100 million.

Lastly, I would like to say we're looking forward to working with our new associates at Pursuit Vascular for even greater success and continue to help drive
our business forward.

And with that, I'd like to turn the call over for any questions.

Question-and-Answer Session

Operator

[Operator Instructions]

Our first question comes from the line of Jayson Bedford from Raymond James.

Jayson Bedford

Good afternoon. Thanks for taking the question. It's just a few here. Maybe I could start on the gross profit line which came in higher than we expected. And I
assume most of it's on the IV Solutions side. You mentioned that results earlier were generally in line with your expectations. Was gross profit or gross margin
also in line with your thinking?

Scott Lamb

Yes. Jayson, on the gross margin we expected the second half of the year to be down from the first half of the year. And we expect the fourth quarter to be
down from the third quarter.

Vivek Jain

Most of the cost, Jason, gets rolled into the manufacturing cost and so you don't see it right away. So the slowdown was as we talked about before was going
to felt largely in the Q4 or maybe a little bit in Q1. I think we said publicly that those were going to be the most painful from a gross margin perspective.

Jayson Bedford

Okay. So maybe just to follow up on that when looking at the $15 million in supply chain cost that you identified last quarter, roughly how much of this did
you recognize or incur in 3Q? And is this still $15 million --is it still a good number?

Scott Lamb

It is still a good number as we mentioned earlier on the call, the supply chain costs are going to take a little bit longer to come out of the system than we had
originally thought, but we do see a path forward and that's still a good number.

Jayson Bedford

Okay. Just jump into the top line a bit, on consumables, you identified a few headwinds. Is there any way to kind of quantify the impact of those headwinds in
the quarter or at least discuss your thoughts in the fourth quarter? What's the right run rate here on consumables?

Vivek Jain

I mean there's been a lot of puts and takes in today. We did a cut over last October between oncology, between SwabCap, between some of these other things.
I'd rather say, Jayson, that we just back to normalcy for us are proving that we can grow that business right. We had four years of good growth and it slowed
down a bit as we went through this thing. I don't know that we have a magic number that we're targeting. Let us get through Q4 and finish the rest of the stuff
and then we'll put it out there for next year.



Jayson Bedford

Okay. On systems and specifically on the PCA pump dynamic. I think last call you mentioned that Pfizer should be running consistently by year end. Is that
still the case? Or is that been pushed out a bit?

Vivek Jain

It's gotten better. It has gotten better, but we still were behind for portion of this quarter and so we were paying some accommodation fees and stuff. So it
hurts, it hurts us this quarter too. It is getting better. They put up real time and money in it but have been slow.

Jayson Bedford

Okay and I'll take the bait on the ethylene oxide exposure teaser there. Can you just maybe comment on your relative exposure there?

Vivek Jain

Yes. I'm sorry. I went off script there. Almost none. We have less than 4% of our outsource sterilization in ETO. We don't use either Illinois or Georgia. We
use the other company and for us that's where a portion of that catbacks we've been putting into the business is gone. And we were vertically integrated in
Ensenada. We've doubled down on that. And we put up the capital to vertical integrates on our own sterilization in Costa Rica. So that's sort of something we
did right with e-beam right at the offset of these deals. That's not to say we were so smart. We were just already committed to e-beam. And we believed in the
integration our self.

Operator

Our next question comes from the line of Larry Solow from CJS Securities.

Pete Lucas

Yes. Hi, actually it's Pete Lucas for Larry. Just a question on the IV therapy market. I think you categorized it is still slow but capacity issues getting behind
us. Just wondering looking at, how we should look at sales growth going forward? Is 4% to 6% still attainable as you look out over the next several years or
any number or guidance you could give us towards that?

Vivek Jain

Sure. I'm not totally certain. So we think about our businesses, IV Consumables or IV Systems, the hardware business or solutions. I think we were a little bit
of different across those lines. I think in consumables, we generally were a positive momentum behind our consumables business for three or four years that
slowed down. I think what we are trying to say are we feeling like we're getting back to being consistently positive there.

In solutions, it's been unbelievably negative for the last four quarters with big volatility and the actual amount of sales and I think there we're trying to say we
revised guidance in a painful way. I think we still believe the revised numbers we put out there in the summer apply. And we felt like -- we feel okay about
that for the current moment. I don't want to add it up to a whole company level; we will do that when we put out guidance properly after what we've been
through.

Pete Lucas

No, great, very helpful. And you guys have answered a lot of the questions. Just one big picture question for you. Any update on anything new with regards to
Smiths medicals? Some recent articles in the press have suggested they may reconsider a sale or at least willing to entertain talks with potential interested
parties. Don't know if there's anything you could add to that.

Vivek Jain

I think we would say we have no comment. And we do not want any of our shareholders to speculate or make assumptions about things happening. We had
shareholders who suffered last year's result, and we want to be very transparent about that. So please, no, it's a speculative thing, we have no comment on that
situation or any other situation right. We're not going to do that.

Operator

Our last question comes from the line of Matthew Mishan from KeyBanc.

Matthew Mishan



Great and thank you for taking the questions. Congratulations on some stability and a nice work.

Vivek Jain

Have you ever had to say that before? Have you ever said that before to call?

Matthew Mishan

The first one I said congratulations. Going back to Pursuit, this is like the first one you first bolt-on type acquisition you've done in a while. Is there a pipeline
of these types of deals that you're potentially looking at? Small strategic technology rises?

Vivek Jain

I don't know that there's a long list. There's a very few number of those types of things out there. Yes, I feel like we didn't have time until we finish the
integration or got very close to the end here of integration even look, we've put somebody in a job. We spend the time doing that and our model has always
been, we're not that big right and so the free cash flow we could make out of our business could support just one of those things each year, if they were
available. I don't necessarily think there's one of those available every single year. But there are a few out there, but you just have to be patient. We really
tongue-in-cheek. We pursued this thing for a while and it took time to just find this moment. It's not a huge list.

Matthew Mishan

And then could maybe give some scale to the LVP versus the other category in the used business so we can understand a little bit of the headwind you're
facing versus, I guess, is it something in which is -- or is it easily overcome?

Vivek Jain

It's getting close from a revenue perspective I think, little bit overcome it, it's 90/10-ish type situation or something like that. But you still make some money
on the 10, so it hurts from an earnings perspective because you're not substituting with eco margin contributed stuff right out of on day one right. So it hurts
economically even if it's manageable from a revenue perspective.

Matthew Mishan

Okay and then you typically give in like directionally forward EBITDA guidance on the third quarter call. And I do appreciate that you want some more
visibility at this time. But can you go over some of the larger, but larger moving pieces that we should be thinking about into next year?

Vivek Jain

Sure. I mean I think we were trying to --we're trying to say our criteria for ourselves is can we grow the stuff that's the most differentiated. And so far it's
getting back to normal consumables growth, with oncology is a portion of that and regular consumables are a portion of that. Then on the systems business
revenue wise how much positive revenues do you have an LVP minus the negative of the PCA et cetera. Even though that may hurt from an earnings
perspective. And in solutions, we tried to offer, we're judging ourselves by stability meaning we said a little bit below where we actually landed this quarter is
where we thought things are.

I think that continues to be our view. That was our framework plus capital deployment, if any minus the negatives of getting back the supply chain cost. And
the other things that we talked about in the last call.

Matthew Mishan

Okay and last one, then I am going to jump off. How our customers, kind of gearing up for USP 800 at this point? I think there are some delays and there's a
language change. Have you seen it impact kind of the customer behavior and how they're looking to adopt it?

Vivek Jain

I think it's a different answer for different parts of the market. I think the customer base that we currently hold which I would call as kind of large institutions.
They for the most part have recognized that this is coming a budget for it and have to operate within like a best-in-class environment for even their own
clinician safety. And so we could sell every piece we could make to that. Audience, some states have delayed. There have been some language changes. The
more local office, clinic stuff where the



cost is additional et cetera probably we would expect to slow down a little bit. But that's not where really our business is tilted at the moment.

So that's a bit of tomorrow's problem because we think we have enough opportunity just to get the larger institutions that are in front of us.

End of Q&A

Operator

We have no further question at this time. I will now turn the call back to Mr. Vivek Jain for closing remarks.

Vivek Jain

Okay. Thanks everybody. It' is a quick call in Q3. We appreciate you joining us on Veterans Day here. For those who don't know, our office backs up to Camp
Pendleton. And we see how hard and how serious the people who work there are. So we appreciate everything that they do. And we look forward to talking to
everybody on our year-end call. Thanks very much.

Operator

Ladies and gentlemen, this concludes today's conference call. Thank you for participating. You may now disconnect.


