GOVERNANCE PRINCIPLES

The business and affairs of the Company are conducted under the direction of the Board
of Directors. The Board of Directors has delegated to management the responsibility to
manage the day-to-day operations of the Company. The primary focus of the Board of
Directors is on policy and strategic direction. The Board of Directors selects, advises and
monitors the Company’s management in the discharge of its duties. The Board of
Directors has developed corporate governance practices to help it fulfill its
responsibilities to the Company’s shareholders and to oversee the work of management
and the Company’s business operations.

Board Size, Composition, and Number of Meetings

The Board of Directors currently consists of twelve directors, which number the Board of
Directors believes is appropriate based on the Company’s present circumstances. Eight
members of the Board of Directors are independent directors under the requirements
set forth in the NASD Market Place Rules. The Corporate Governance and Nominating
Committee reviews with the Board of Directors on an annual basis the size and
composition of the Board of Directors, as well as the appropriate skills and
characteristics required for directors in the context of the strategic direction of the
Company. The Board of Directors held five meetings during fiscal year 2006.

Committees of the Board of Directors

The Board of Directors has three committees to assist in the management of the affairs
of the Company: the Audit Committee, the Corporate Governance and Nominating
Committee, and the Compensation and Human Resource Committee. The following is a
summary description of these committees of the Board of Directors:

The Audit Committee currently consists of Mr. Lawyer (Chairperson), Mr. Dewberry,
and Mr. McDonald, all of whom are independent members of the Board of Directors
under the requirements set forth in the NASD Market Place Rules and Rule 10A-3 of the
Exchange Act. Each member of the Audit Committee is financially literate,
knowledgeable and qualified to review financial statements. In addition, the Board of
Directors has determined that Mr. Dewberry is an “Audit Committee financial expert,” in
accordance with the rules established by the SEC. The primary function of the Audit
Committee is to assist the Board of Directors in fulfilling its oversight responsibilities by
reviewing certain financial information including: (a) certain financial reports, reports on
internal controls, and other financial information provided by the Company to its
shareholders, the public, the SEC, The NASDAQ Stock Market (“NASDAQ”) and other
governmental or regulatory bodies; (b) the Company’s systems of internal controls
regarding finance, accounting, compliance (including disclosure controls and procedures
and internal control over financial reporting) and the “Business Conduct and Ethics
Policy” that management and the Board of Directors have established; and (c) the
Company’s auditing, accounting and financial reporting processes generally. During fiscal
year 2006, the Audit Committee met eight times. The Charter of the Audit Committee is
posted on the Company’s website: www.respironics.com.

The Corporate Governance and Nominating Committee currently consists of
Ms. Littell (Chairperson), Dr. Cotter, and Ms. Mangum, all of whom are independent



members of the Board of Directors under the requirements set forth in the NASD Market
Place Rules. The Corporate Governance and Nominating Committee is responsible for:
(a) identifying individuals qualified to become members of the Board and recommending
director nominees to the Board of Directors; (b) making recommendations to the Board
of Directors on Board composition and organization, as well as corporate governance
matters; (c) addressing conflict of interest issues; (d) leading the Board of Directors in
its evaluation of the Board, its committees, and individual directors; and

(e) recommending membership and chairpersons for each committee. The Corporate
Governance and Nominating Committee will consider director candidates recommended
by shareholders provided that shareholders submit the names of candidates in writing to
the Company’s Secretary, Dorita A. Pishko, at the following address: 1010 Murry Ridge
Lane, Murrysville, PA 15668, and provide the candidate’s name, biographical data and
qualifications and other information required by Section 1.09 of the Company’s Bylaws.
Any such recommendation should be accompanied by a written statement from the
individual of his or her consent to be named as a candidate and, if nominated and
elected, to serve as a director. To be considered, any such recommendations must
comply with Section 1.09 of the Company’s Bylaws and all other applicable provisions of
the Bylaws, the Company’s Certificate of Incorporation, Delaware law and applicable
SEC rules. Such information must be received no later than July 17, 2007 with respect to
nominations for election at the 2007 Annual Meeting of Shareholders. During fiscal year
2006, the Corporate Governance and Nominating Committee met five times. The Charter
of the Corporate Governance and Nominating Committee is posted on the Company’s
website: www.respironics.com.

The Compensation and Human Resource Committee consists of Mr. Miles
(Chairperson), Dr. Cotter, and Mr. Jones, all of whom are independent members of the
Board of Directors under the requirements set forth in the NASD Market Place Rules.
The Compensation and Human Resource Committee has overall responsibility for
approving and evaluating the director and executive officer compensation plans, policies,
and programs of the Company. The Compensation and Human Resource Committee’s
activities are governed by a written charter that was adopted by the Board of Directors
and which is reviewed by the Committee annually. This Charter is posted on the
Company'’s website at www.respironics.com. The Compensation and Human Resource
Committee makes recommendations to the independent members of the Board of
Directors with respect to the compensation of executive officers and independent
directors. During fiscal year 2006, the Compensation and Human Resource Committee
met six times.

Director Compensation

The Board of Directors periodically conducts an evaluation of its effectiveness, and the
Compensation and Human Resource Committee reviews director compensation and
makes recommendations to the Board of Directors. Currently, each independent director
receives an annual fee of $24,000 for service as a director and committee member.
Independent directors receive a fee of $1,000 for attendance at meetings of the full
Board of Directors. In addition, each applicable independent director receives an
additional annual fee of $3,500 if he or she serves as a chairperson of the Compensation
and Human Resource Committee and Corporate Governance and Nominating
Committee, and $7,500 if he or she serves as chairperson of the Audit Committee. All



independent director committee members also receive a fee of $1,000 for attendance at
committee meetings. Directors may elect annually to receive their fees in either cash or
shares of the Company’s Common Stock having a fair market value on the date of
payment equal to the fee being paid. Directors may also elect to defer receipt of fees.
All directors are reimbursed for travel expenses related to meetings of the Board.
Directors of the Company who are not employees also receive stock options under the
Company’s 2000 Stock Incentive Plan or the 2006 Stock Incentive Plan (collectively, “the
Plans™). Each non-employee director receives an option to purchase shares on the third
business day following the Company’s annual meeting of shareholders. The number of
options is stated as 13,000 in the 2000 and 2006 Plans. Pursuant to an amendment
made in August 2006, the Committee administering the Plans has discretion, under the
2006 Plan, to reduce the number of options granted in order to align with market
competitive levels. Additionally, each non-employee director is granted an option to
purchase 13,000 shares (or fewer depending on market competitiveness) on the first
business day following the date they become a member of the Board of Directors. Such
options are granted at fair market value on the date of grant. Each option has a term of
10 years, becomes exercisable in installments and is fully exercisable after three years
from date of grant.

President and Chief Executive Officer Compensation

The Compensation and Human Resource Committee annually reviews and approves
corporate goals and objectives relevant to the President and Chief Executive Officer’s
compensation, evaluates the President and Chief Executive Officer’s performance in light
of those goals and objectives, and recommends the President and Chief Executive
Officer's compensation levels to the independent directors on the Board. This evaluation
and recommendation includes the annual base salary level, the annual incentive
opportunity level, the long-term incentive opportunity level, and any special or
supplemental benefits. In determining the long-term incentive component of the
President and Chief Executive Officer's compensation, the Compensation and Human
Resource Committee will consider the Company’s overall performance, the value of
similar incentive awards to chief executive officers at comparable companies, the awards
given to the President and Chief Executive Officer in past years, and such other factors
as the Compensation and Human Resource Committee determines to be appropriate.
The President and Chief Executive Officer is not present during the deliberation of his
compensation. The Compensation and Human Resource Committee believes that

Mr. Miclot’s current compensation, as reflected in the “Executive Compensation” section
of this Proxy Statement, is consistent with these objectives.

Board Member Qualifications

In evaluating candidates for the Board of Directors, the Corporate Governance and
Nominating Committee considers each candidate’s credentials, subject to the minimum
qualifications discussed below. The Corporate Governance and Nominating Committee is
guided by the objective of ensuring that the Board of Directors consists of individuals
from diverse educational and professional experiences and backgrounds who collectively
provide meaningful counsel to management. The Corporate Governance and Nominating
Committee considers the candidate’s character, integrity, experience, understanding of
strategy and policy setting and reputation for working well with others. If candidates are
recommended by the Company’s shareholders, such candidates will be evaluated using



the same criteria. With respect to nomination of continuing Directors for re-election, the
individual's contributions to the Board of Directors are also considered.

Directors are expected to possess the highest personal and professional ethics, integrity
and values, and to be committed to representing the long-term interests of
shareholders. The Corporate Governance and Nominating Committee will determine,
with the approval of the Board of Directors, the requisite skills and characteristics for
new members of the Board. There are no firm prerequisites to qualify as a candidate for
the Board of Directors, although the Board seeks a diverse group of candidates who
possess the background, skill, expertise, business experience, and time to make a
significant contribution to the Board, to the Company, and to its shareholders.

No Limitations on Other Board Service
Directors must be willing to devote sufficient time to carrying out their duties and
responsibilities effectively, and should be committed to serving on the Board of Directors
for an extended period of time. Each member of the Board is expected to ensure that
other existing and planned future commitments do not materially interfere with his or
her service as a director. Directors will advise the Chairperson of the Corporate
Governance and Nominating Committee of the Board of Directors in advance of
accepting an invitation to serve on another public company board. Absent a conflict of
interest, the Board of Directors does not believe that directors should be prohibited from
serving on boards and/or committees of other organizations, and has not adopted any
guidelines limiting such activities.

Directors with Significant Job Changes

The Corporate Governance and Nominating Committee will review the appropriateness
of continued Board membership for each individual director upon a material change in
his or her employment or responsibility.

Term Limits and Retirement Policy

In accordance with the provisions of the Company’s Certificate of Incorporation, each
director is elected for a term of three years on a staggered basis. Directors selected to
fill vacancies on the Board of Directors may have an initial term of less than three years.
The Board does not believe it should establish term limits. Such limits may cause the
Board to lose the contributions of directors who have been able to develop, over a
period of time, increasing insight into the Company and its operations. As an alternative
to term limits, the Corporate Governance and Nominating Committee will review each
director’s continuation on the Board of Directors when his or her next term expires. This
also will allow each director the opportunity to confirm his or her desire to continue as a
member of the Board of Directors. The Board does not believe that a fixed retirement
age for directors is appropriate.

Management Succession

The President and Chief Executive Officer regularly reports to the Board of Directors, or
a designated committee, on the Company’s program for succession and management
development. The President and Chief Executive Officer will make available to the Board
his recommendations and evaluations of potential successors.



Executive Sessions of Independent Directors

The independent directors hold regular executive sessions in order to promote open
discussion among the independent directors. Non-independent directors and
management are not present during these independent director executive sessions.
Such sessions occur on at least a quarterly basis. The Chairperson of the Corporate
Governance and Nominating Committee, or another designated independent director, is
the presiding director for each executive session of independent directors.

Board Access to Management and Professional Advisors

Directors have full access to officers and employees of the Company. The Board also
encourages management to schedule presentations at Board of Directors meetings by
managers who can provide additional insight into the items being discussed because of
personal involvement in these areas. The Company’s primary outside attorneys,
independent registered public accounting firm and internal auditors are available to
consult with the Board of Directors. Each committee of the Board may obtain advice and
assistance from internal and external advisors.

Code of Conduct

The Board of Directors expects directors, officers, and employees to act ethically at all
times and to acknowledge their adherence to the policies comprising the Company’s
“Business Conduct and Ethics Policy,” which sets out basic principles for all directors,
officers, and employees of the Company. This policy, which is posted on the Company’s
website: www.respironics.com, describes the Company’s policies with respect to
compliance with laws, rules, and regulations; conflicts of interest; unauthorized use of
corporate funds and assets; accuracy of books, records, and public statements; insider
trading; competition and fair dealing; discrimination and harassment; and
confidentiality, among other things. Any waiver of the Company’s “Business Conduct and
Ethics Policy” for directors, officers, or senior financial officers may be made only by the
Board of Directors or one of its committees and will be promptly disclosed to the extent
required by law or regulation.

Reporting of Concerns to the Audit Committee

The Audit Committee has established procedures to enable anyone who has a concern
about the Company’s conduct, or any employee who has a complaint about the
Company’s accounting, internal accounting controls or auditing matters, to communicate
that concern to the Audit Committee. Such communication may be confidential or
anonymous, and may be made using the ethics line listed in the Company’s “Business
Conduct and Ethics Policy” or in writing to the Company’s General Counsel or to the
Audit Committee. The Company’s procedures for handling complaints or concerns,
including the means by which the Company communicates such matters to the Audit
Committee, is disclosed in the Company’s “Whistleblower Policy,” which is posted on the
Company’s website: www.respironics.com.

Shareholder Communications with Members of the Board of Directors

Shareholders may communicate directly with the Company’s Board of Directors or any
individual director by writing to the Board of Directors, or the individual director, sent in



care of the Secretary of the Company, Dorita A. Pishko, at the following address: 1010
Murry Ridge Lane, Murrysville, Pennsylvania 15668. All such communications will be
compiled by the Secretary and submitted to the Board of Directors or the individual
director at the next regularly scheduled meeting of the Board of Directors.

Board Member Attendance at Annual Meeting of Shareholders

It is the Company’s longstanding policy that, absent exceptional circumstances, all
members of the Company’s Board of Directors attend the Annual Meeting of
Shareholders. Requests for attendance waivers are required to be approved in advance
by the Chairman of the Board of Directors. All of the then current members of the
Company’s Board of Directors attended the 2005 Annual Meeting of Shareholders.

Stock Ownership Guidelines

The Company believes it is important that the interests of its directors (both
independent and non-independent) be aligned with the interests of its shareholders;
accordingly, each director is required to comply with the Company’s stock ownership
guidelines. The ownership of a substantial amount of stock is not in itself a basis for a
director to be considered as not independent, provided that it may preclude participation
on the Audit Committee if the director is the beneficial owner, directly or indirectly, of
10% or more of voting equity securities of the Company.

Directors are required to be holders of the Company'’s stock in an amount equal to at
least $100,000 by the date of their fifth anniversary on the Board. For purposes of this
policy, stock options or shares that may be issued at a later date under any of the
Company’s equity compensation plans are not considered to be director stock holdings.
A determination of the value of each director’s stock holdings is made annually at the
time of the Company’s Annual Meeting of Shareholders. For purposes of determining the
value of a director’s stock holdings, the greater of the purchase price or the price at the
time of determination is used. The Corporate Governance and Nominating Committee
may grant a hardship exemption from this policy to directors, as it determines is
necessary.

Pre-Approval of Related Party Transactions

The Company’s Audit Committee (or another duly authorized independent committee)
reviews and approves in advance all “related party transactions” (as such term is defined
by the disclosure requirements set forth in Item 404 of Regulation S-K of the Exchange
Act) in excess of $60,000 in which a member of the Board of Directors, an executive
officer, or a 5% shareholder or member of their immediate family has a direct or indirect
material interest. For these purposes, immediate family members include such person’s
spouse, parents, children, siblings, mothers and fathers-in-law, sons and daughters-in-
law, and brothers and sisters-in-law. Indirect interests include those arising from the
reporting person’s other business relationships, including acting as a director, executive
officer, or shareholder/partner of an entity that is entering into a contractual relationship
with the Company.
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