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PART 1
FINANCIAL INFORMATION
Item 1. Financial Statements

VARIAN MEDICAL SYSTEMS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF EARNINGS

(Unaudited)

(In thousands, except per share amounts)

Revenues:

Product

Service

Total revenues

Cost of revenues:

Product

Service

Total cost of revenues

Gross margin

Operating expenses:
Research and development
Selling, general and administrative
Total operating expenses
Operating earnings

Interest income

Interest expense

Earnings before taxes

Taxes on earnings

Net earnings

Net earnings per share - basic
Net earnings per share - diluted

Shares used in the calculation of net earnings per share:
Weighted average shares outstanding - basic
Weighted average shares outstanding - diluted

See accompanying notes to the condensed consolidated financial statements.
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Three Months Ended
January 2, December 27,
2015 2013
$475,830 $481,436
262,024 230,066
737,854 711,502
305,817 298,534
105,029 103,389
410,846 401,923
327,008 309,579
57,076 58,003
140,482 109,582
197,558 167,585
129,450 141,994
3,040 2,265
(2,045 (1,893 )
130,445 142,366
37,131 44,406
$93,314 $97,960
$0.93 $0.92
$0.92 $0.91
100,468 105,986
101,642 107,449
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VARIAN MEDICAL SYSTEMS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE EARNINGS
(Unaudited)

Three Months Ended

January 2, December 27,
(In thousands) 2015 2013
Net earnings $93,314 $97,960
Other comprehensive earnings (loss), net of tax:
Defined benefit pension and post-retirement benefit plans:
Amortization of prior service cost included in net periodic benefit cost, net of tax 38 ) 38
(expense) benefit of $41 and ($6)
Amortization of net actuarial loss included in net periodic benefit cost, net of tax 504 435
expense of ($116) and ($101)

466 473
Unrealized gain (loss) on derivatives:
Increase in unrealized gain, net of tax expense of ($284) and ($1,198) 475 1,984
Reclassification adjustments, net of tax (expense) benefit of $326 and ($131) (545 ) 219

(70 ) 2,203
Currency translation adjustment (12,290 ) 1,469
Other comprehensive earnings (loss) (11,894 ) 4,145
Comprehensive earnings $81,420 $102,105

See accompanying notes to the condensed consolidated financial statements.
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VARIAN MEDICAL SYSTEMS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

(Unaudited)

January 2,
(In thousands, except par values) 2015
Assets
Current assets:
Cash and cash equivalents $904,359
Short-term investment 68,522
Accounts receivable, net of allowance for doubtful accounts of $28,188 at January 2, 663.041
2015 and $20,317 at September 26, 2014 ’
Inventories 630,872
Prepaid expenses and other current assets 164,240
Deferred tax assets 121,331
Total current assets 2,552,365
Property, plant and equipment, net 335,325
Goodwill 237,702
Other assets 270,910
Total assets $3,396,302
Liabilities and Equity
Current liabilities:
Accounts payable $142,804
Accrued expenses 304,608
Deferred revenues 433,046
Advance payments from customers 182,379
Product warranty 44,093
Short-term borrowings 100,000
Current maturities of long-term debt 50,000
Total current liabilities 1,256,930
Long-term debt 375,000
Other long-term liabilities 146,470
Total liabilities 1,778,400
Commitments and contingencies (Note 8)
Equity:
Varian stockholders' equity:
Preferred stock of $1 par value: 1,000 shares authorized; none issued and outstanding —
Common stock of $1 par value: 189,000 shares authorized; 100,327 and 100,942
shares issued and outstanding at January 2, 2015 and at September 26, 2014, 100,327
respectively
Capital in excess of par value 659,098
Retained earnings 927,205
Accumulated other comprehensive loss (70,505
Total Varian stockholders' equity 1,616,125

Noncontrolling interest 1,777
Total equity 1,617,902
Total liabilities and equity $3,396,302

September 26,
2014 (1)

$849,275
66,176

731,929

572,261
148,562
125,962
2,494,165
337,999
240,626
284,500
$3,357,290

$187,377
324,409
421,845
170,724
47,299
50,000
1,201,654
387,500
151,716
1,740,870

100,942

642,848
931,241
(58,611 )
1,616,420
1,616,420
$3,357,290

(1) The condensed consolidated balance sheet as of September 26, 2014 was derived from audited financial statements
as of that date, but does not include all disclosures required by accounting principles generally accepted in the United
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States of America.

See accompanying notes to the condensed consolidated financial statements.
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VARIAN MEDICAL SYSTEMS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)

(In thousands)
Cash flows from operating activities:
Net earnings

Adjustments to reconcile net earnings to net cash provided by operating activities:

Share-based compensation expense

Tax benefits from exercises of share-based payment awards
Excess tax benefits from share-based compensation
Depreciation

Amortization of intangible assets

Deferred taxes

Provision for doubtful accounts receivable

Loss from equity investment in affiliate

Other, net

Changes in assets and liabilities, net of effects of acquisition:
Accounts receivable

Inventories

Prepaid expenses and other assets

Accounts payable

Accrued expenses and other liabilities

Deferred revenues and advance payments from customers
Net cash provided by operating activities

Cash flows from investing activities:

Purchases of property, plant and equipment

Investment in available-for-sale corporate debt securities
Notes receivable

Other

Net cash used in investing activities

Cash flows from financing activities:

Repurchases of common stock

Proceeds from issuance of common stock to employees
Excess tax benefits from share-based compensation
Employees' taxes withheld and paid for restricted stock and restricted stock units
Net borrowings under revolving credit facility agreements
Repayments under term loan facility

Capital contribution from noncontrolling interest holders
Other

Net cash used in financing activities

Effects of exchange rate changes on cash and cash equivalents
Net increase/(decrease) in cash and cash equivalents

Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

See accompanying notes to the condensed consolidated financial statements.
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Three Months Ended

January 2, December 27,
2015 2013
$93,314 $97,960
12,737 9,044

6,264 3,879

(6,239 ) (3,877 )
15,424 15,013

1,647 1,052

14,110 6,600

7,901 (229 )
426 1,391

(209 ) (291 )
43,720 (19,295 )
(62,149 ) (24,348 )
(8,035 ) (226 )
(37,012 ) (10,744 )
(25,572 ) (24,806 )
22,625 (7,862 )
78,952 43,261
(21,723 ) (24,482 )
(942 ) (9,876 )
(3,000 ) (500 )
87 (907 )
(25,578 ) (35,765 )
(125,535 ) (155,503 )
34,795 30,556
6,239 3,877
(11,362 ) (8,302 )
100,000 —

(12,500 ) (25,000 )
1,777 —

(737 ) (204 )
(7,323 ) (154,576 )
9,033 412

55,084 (146,668 )
849,275 1,117,861
$904,359 $971,193
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VARIAN MEDICAL SYSTEMS, INC. AND SUBSDIARIES
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Description of Business

Varian Medical Systems, Inc. (“VMS”) and subsidiaries (collectively, the “Company”’) designs, manufactures, sells and
services hardware and software products for treating cancer with radiotherapy, stereotactic radiosurgery, stereotactic
body radiotherapy, and brachytherapy. The Company also designs, manufactures, sells and services X-ray imaging
components for use in a range of applications, including radiographic or fluoroscopic imaging, mammography,
specific procedures, computed tomography and industrial applications. In addition, the Company designs,
manufactures, sells and services linear accelerators, image processing software and image detection products for
security and inspection purposes. The Company also develops, designs, manufactures, sells and services proton
therapy products and systems for cancer treatment.

Basis of Presentation

The condensed consolidated financial statements have been prepared by the Company pursuant to the rules and
regulations of the Securities and Exchange Commission (“SEC”). Certain information and note disclosures normally
included in annual financial statements prepared in accordance with accounting principles generally accepted in the
United States (“GAAP”) have been condensed or omitted pursuant to such rules and regulations. These condensed
consolidated financial statements and the accompanying notes are unaudited and should be read in conjunction with
the consolidated financial statements and the notes thereto included in the Company’s Annual Report on Form 10-K
for the year ended September 26, 2014 (the “2014 Annual Report™). In the opinion of management, the condensed
consolidated financial statements herein include adjustments (consisting only of normal recurring adjustments)
necessary for a fair statement of the Company’s financial position as of January 2, 2015 and September 26, 2014,
results of operations and statements of comprehensive earnings for the three months ended January 2, 2015 and
December 27, 2013, and cash flows for the three months ended January 2, 2015 and December 27, 2013. The results
of operations for the three months ended January 2, 2015 are not necessarily indicative of the operating results to be
expected for the full fiscal year or any future period.

Fiscal Year

The fiscal years of the Company as reported are the 52- or 53- week periods ending on the Friday nearest

September 30. Fiscal year 2015 is the 53-week period ending October 2, 2015, and fiscal year 2014 was the 52-week
period ending September 26, 2014. The fiscal quarter ended January 2, 2015 was a 14-week period and the fiscal
quarter ended December 27, 2013 was a 13-week period.

Principles of Consolidation

The condensed consolidated financial statements include those of VMS and its subsidiaries. Intercompany balances,
transactions and stock holdings have been eliminated in consolidation.

Use of Estimates

The preparation of financial statements in conformity with GAAP requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities
at the date of the financial statements and the reported amounts of revenues and expenses during the reporting period.
Actual results could differ from these estimates.

Recent Accounting Pronouncements or Updates Not Yet Effective

In June 2014, the Financial Accounting Standards Board ("FASB") issued an amendment to its accounting guidance
related to stock-based compensation. The amendment requires that a performance target that could be achieved after
the requisite service period be treated as a performance condition that affects vesting, rather than a condition that
affects the grant-date fair value.
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VARIAN MEDICAL SYSTEMS, INC. AND SUBSIDIARIES
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - (CONTINUED)
(Unaudited)

The new guidance will be effective for the Company beginning in its first quarter of fiscal year 2017. Early adoption
is permitted. The amendment can be applied on a prospective basis to all share-based payments granted or modified
on or after the effective date. Entities will also be provided an option to apply the guidance on a modified
retrospective basis to existing awards. The Company is evaluating the impact of adopting this guidance to its
consolidated financial statements.

In May 2014, the FASB issued an amendment to its accounting guidance related to revenue recognition. The
amendment sets forth a single, comprehensive revenue recognition model for all contracts with customers to improve
comparability. The amendment requires revenue recognition to depict the transfer of goods or services to customers in
an amount that reflects the consideration to which the entity expects to be entitled in exchange for those goods or
services. The new guidance will be effective for the Company beginning in its first quarter of fiscal year 2018. Early
application is not permitted. The amendments can be applied either retrospectively to each prior reporting period
presented or retrospectively with the cumulative effect of initially applying the update recognized at the date of the
initial application along with additional disclosures. The Company is evaluating the impact of adopting this guidance
to its consolidated financial statements.

2. BALANCE SHEET COMPONENTS:

January 2, September 26,
(In millions) 2015 2014
Available-for-sale Securities:
Corporate debt securities:
Amortized cost $78.3 $75.6
Unrealized gain (loss) — —
Fair value $78.3 $75.6

The available-for-sale securities represent loans to California Proton Treatment Center, LLC (“CPTC”). As of January 2,
2015, of the total amount of $78.3 million of the available-for-sale securities, $68.5 million is included in short-term
investment and $9.8 million is included in other assets on the Condensed Consolidated Balance Sheet. As of
September 26, 2014, of the total amount of $75.6 million of the available-for-sale securities, $66.2 million is included
in short-term investment and $9.4 million is included in other assets on the Condensed Consolidated Balance Sheet.

Refer to Note 14, "CPTC Loans" for additional discussion.

January 2, September 26,
(In millions) 2015 2014
Inventories:
Raw materials and parts $319.9 $296.1
Work-in-process 125.8 124.5
Finished goods 185.2 151.7
Total inventories $630.9 $572.3
January 2, September 26,
(In millions) 2015 2014
Other long-term liabilities:
Long-term income taxes payable $44.8 $55.2
Long-term deferred income taxes 40.3 31.5
Other 61.4 65.0
Total other long-term liabilities $146.5 $151.7

11
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3. FAIR VALUE

Fair value is defined as the exchange price that would be received for an asset or paid to transfer a liability (an exit
price) in the principal or most advantageous market for the asset or liability in an orderly transaction between market
participants at the measurement date. There is a three-level fair value hierarchy that prioritizes the inputs used to
measure fair value. This

8
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VARIAN MEDICAL SYSTEMS, INC. AND SUBSIDIARIES
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - (CONTINUED)
(Unaudited)

hierarchy requires entities to maximize the use of observable inputs and minimize the use of unobservable inputs. The
three levels of inputs used to measure fair value are as follows:
Level 1 — Quoted prices in active markets for identical assets or liabilities.
Level 2 — Observable inputs other than quoted prices included in Level 1, such as quoted prices for similar assets and
liabilities in active markets; quoted prices for identical or similar assets and liabilities in markets that are not active; or
other inputs that are observable or can be corroborated by observable market data.
Level 3 — Unobservable inputs that are supported by little or no market activity and that are significant to the fair value
of the assets or liabilities.
Assets/Liabilities Measured at Fair Value on a Recurring Basis
In the tables below, the Company has segregated all assets and liabilities that are measured at fair value on a recurring
basis into the most appropriate level within the fair value hierarchy based on the inputs used to determine the fair
value at the measurement date.

Fair Value Measurement Using

Quoted Prices Significant C e

in Other Significant

Active Markets Unobservable Total

) Observable
for Identical Inputs
Inputs

Instruments
Type of Instruments (Level 1) (Level 2) (Level 3) Balance
(In millions)
Assets at January 2, 2015:
Available-for-sale corporate debt securities $— $— $78.3 $78.3
Derivative assets — 1.4 — 1.4
Total assets measured at fair value $— $1.4 $78.3 $79.7
Liabilities at January 2, 2015:
Contingent consideration $— $— $(6.7 ) $(6.7 )
Total liabilities measured at fair value $— $— $(6.7 ) $(6.7 )
Assets at September 26, 2014:
Available-for-sale corporate debt securities $— $— $75.6 $75.6
Derivative assets — 1.5 — 1.5
Total assets measured at fair value $— $1.5 $75.6 $77.1
Liabilities at September 26, 2014:
Contingent consideration $— $— $(7.5 ) $(7.5 )
Total liabilities measured at fair value $— $— $(7.5 ) $(7.5 )

Available-for-sale corporate debt securities are included under short-term investment and other assets, derivative
assets are included under prepaid expenses and other current assets and contingent consideration is included under
accrued liabilities and other long-term liabilities on the Condensed Consolidated Balance Sheets.

The Company has elected to use the income approach to value its derivative instruments using standard valuation
techniques and Level 2 inputs, such as currency spot rates, forward points and credit default swap spreads. The
Company’s derivative instruments are short-term in nature, typically one month to thirteen months in duration.

The fair value of the Company’s Level 3 available-for-sale corporate debt securities is based on the income approach
by using the discounted cash flow model with key assumptions that include discount rates corresponding to the terms

13



Edgar Filing: VARIAN MEDICAL SYSTEMS INC - Form 10-Q

and risks associated with the loans to CPTC. If the estimated discount rates used were to increase or decrease, the fair
value of the debt securities would decrease or increase, respectively. However, the Company does not increase the fair
value of these securities above their par values as ORIX Capital Markets, LLC (“ORIX”), the loan agent, has the option
to purchase these loans from the Company under the original terms and conditions at par value.

14
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VARIAN MEDICAL SYSTEMS, INC. AND SUBSIDIARIES
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - (CONTINUED)
(Unaudited)

The Company measures the fair value of its Level 3 contingent consideration liabilities based on the income approach
by using a discounted cash flow model with key assumptions that include estimated sales units or revenues of the
acquired business or completion of certain milestone targets during the earn-out period, volatility, and estimated
discount rates corresponding to the periods of expected payments. If the estimated sales units, revenues or probability
of completing certain milestones were to increase or decrease during the respective earn-out period, the fair value of
the contingent consideration would increase or decrease, respectively. If the estimated discount rates were to increase
or decrease, the fair value of contingent consideration would decrease or increase, respectively. Changes in volatility
may result in an increase or decrease in the fair value of contingent consideration.
The following table presents the reconciliation for all assets and liabilities measured and recorded at fair value on a
recurring basis using significant unobservable inputs (Level 3):

Available-For-Sale

(In millions) Corporate Debt Contl.ngent.

.. Consideration

Securities

Balance at September 26, 2014 $ 756 $(7.5 )
Additions () 2.7 —
Settlements (2) — 0.7
Change in fair value recognized in earnings — 0.1
Balance at January 2, 2015 $ 783 $(6.7 )

(1) Amounts reported under available-for-sale corporate debt securities include accrued interest.
@) Amounts reported under contingent consideration represent cash payments to settle contingent consideration
liabilities.

There were no transfers of assets or liabilities between fair value measurement levels during either the three months
ended January 2, 2015, or the three months ended December 27, 2013. Transfers between fair value measurement
levels are recognized at the end of the reporting period.

Fair Value of Other Financial Instruments

The fair values of certain of the Company’s financial instruments, including bank deposits included in cash and cash
equivalents, accounts receivable, net of allowance for doubtful accounts, notes receivable, accounts payable, and
short-term borrowings approximate their carrying amounts due to their short maturities.

As of both January 2, 2015 and September 26, 2014, the fair value of current maturities of long-term debt
approximated its carrying value of $50.0 million, due to its short-term maturity. The fair value of the long-term debt
payable in installments through fiscal year 2018 approximated its carrying value of $375.0 million and $387.5 million,
at January 2, 2015 and September 26, 2014, respectively, because it is carried at a market observable interest rate that
resets periodically and is categorized as level 2 in the fair value hierarchy.

4. GOODWILL AND INTANGIBLE ASSETS
The following table reflects the activity of goodwill by reportable operating segment:
Oncology Imaging

(In millions) Systems Components  Other Total
Balance at September 26, 2014 $148.3 $36.0 $56.3 $240.6
Foreign currency translation adjustments — — (2.9 ) (29 )
Balance at January 2, 2015 $148.3 $36.0 $53.4 $237.7
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VARIAN MEDICAL SYSTEMS, INC. AND SUBSIDIARIES
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - (CONTINUED)
(Unaudited)

The following table reflects the gross carrying amount and accumulated amortization of the Company’s intangible
assets subject to amortization included in other assets in the Condensed Consolidated Balance Sheets as follows:
January 2, September 26,

(In millions) 2015 2014
Intangible Assets:

Acquired existing technology $54.6 $54.6
Patents, licenses and other 28.4 28.8
Customer contracts and supplier relationship 12.4 12.4
Accumulated amortization (58.4 ) (56.9 )
Net carrying amount subject to amortization $37.0 $38.9

As of January 2, 2015 and September 26, 2014, the Company also had $2.0 million of in-process research and
development assets. Amortization expense for intangible assets was $1.6 million and $1.1 million in the three months
ended January 2, 2015 and December 27, 2013, respectively. The Company estimates amortization expense for the
remaining nine months of fiscal year 2015, fiscal year 2016, fiscal year 2017, fiscal year 2018, fiscal year 2019, fiscal
year 2020 and thereafter, will be as follows (in millions): $6.6, $8.4, $5.2, $5.0, $5.0, $3.9, and $2.9, respectively.

5. RELATED PARTY TRANSACTIONS

VMS has a 40% ownership interest in dpiX Holding LLC (“dpiX Holding”), a two-member consortium which has a
100% ownership interest in dpiX LLC (“dpiX”), a supplier of amorphous silicon based thin film transistor arrays (‘“flat
panels”) for the Company’s Imaging Components’ digital image detectors and for its Oncology Systems’ On-Board
Imager® and PortalVision™ imaging products. In accordance with the dpiX Holding agreement, net profits or losses
are allocated to the members, in accordance with their ownership interests.

The equity investment in dpiX Holding is accounted for under the equity method of accounting. When VMS
recognizes its share of net profits or losses of dpiX Holding, profits or losses in inventory purchased from dpiX are
eliminated until realized by VMS. VMS recorded losses of $0.4 million and $1.4 million in the three months ended
January 2, 2015 and December 27, 2013, respectively, on the equity investment in dpiX Holding. Income and loss on
the equity investment in dpiX Holding is included in selling, general and administrative expenses in the Condensed
Consolidated Statements of Earnings. The carrying value of the equity investment in dpiX Holding, which is included
in other assets in the Condensed Consolidated Balance Sheets, was $47.5 million at January 2, 2015 and $49.7 million
at September 26, 2014.

The Company purchased glass transistor arrays from dpiX totaling $4.3 million and $3.5 million in the three months
ended January 2, 2015 and December 27, 2013, respectively. These purchases of glass transistor arrays are included as
a component of inventories in the Condensed Consolidated Balance Sheets or cost of revenues - product in the
Condensed Consolidated Statements of Earnings for these fiscal periods.

In October 2013, VMS entered into an amended agreement with dpiX and other parties that, among other things,
provides the Company with the right to 50% of dpiX’s total manufacturing capacity produced after January 1, 2014.
The amended agreement requires the Company to pay for 50% of the fixed costs (as defined in the amended
agreement), as determined at the beginning of each calendar year. As of January 2, 2015, the Company had fixed cost
commitments of $13.3 million related to this amended agreement for the remaining nine months of fiscal year 2015.
The fixed cost commitments for future periods will be determined and approved by the dpiX board of directors at the
beginning of each calendar year. The amended agreement will continue unless the ownership structure of dpiX
changes (as defined in the amended agreement).

The Company has determined that dpiX is a variable interest entity because at-risk equity holders, as a group, lack the
characteristics of a controlling financial interest. Majority votes are required to direct the manufacturing activities,
legal operations and other activities that most significantly affect dpiX’s economic performance. The Company does
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not have majority voting rights and no power to direct the activities of dpiX and therefore is not the primary
beneficiary of dpiX.

6. BORROWINGS

On August 27, 2013, VMS entered into a Credit Agreement (as amended to date) with certain lenders and Bank of
America, N.A. (“BofA”) as administrative agent. The Credit Agreement provides for (i) a five-year term loan facility in
an aggregate

11
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VARIAN MEDICAL SYSTEMS, INC. AND SUBSIDIARIES
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - (CONTINUED)
(Unaudited)

principal amount of up to $500 million (the “2013 Term Loan Facility”) and (ii) a five-year revolving credit facility in
an aggregate principal amount of up to $300 million (the “2013 Revolving Credit Facility” and, collectively with the
2013 Term Loan Facility, the “2013 Credit Facility”). The 2013 Revolving Credit Facility also includes a $50 million
sub-facility for the issuance of letters of credit and permits swing line loans of up to $25 million. The aggregate
commitments under the 2013 Term Loan Facility may be increased by up to $100 million and the aggregate
commitments under the 2013 Revolving Credit Facility may be increased by up to $200 million, subject to certain
conditions being met, including lender approval. The 2013 Credit Facility contains provisions that limit the Company’s
ability to pay cash dividends. The proceeds of the 2013 Credit Facility will be used for working capital, capital
expenditures, permitted Company share repurchases, permitted acquisitions and other lawful corporate purposes.
Borrowings under the 2013 Term Loan Facility accrue interest either (i) based on a Eurodollar Rate, as defined in the
Credit Agreement (the “Eurodollar Rate”), plus a margin of 1.00% to 1.25% based on a leverage ratio involving funded
indebtedness and EBITDA or (ii) based upon a base rate of (a) the federal funds rate plus 0.50%, (b) BofA’s
announced prime rate, or (c) the Eurodollar Rate plus 1.00%, whichever is highest, plus a margin of 0.00% to 0.25%
based on the same leverage Ratio, depending upon instructions from the Company.

Borrowings under the 2013 Revolving Credit Facility accrue interest either (i) based on the Eurodollar Rate plus a
margin of 1.25% to 1.50% based on a leverage ratio involving funded indebtedness and EBITDA or (ii) based upon a
base rate of (a) the federal funds rate plus 0.50%, (b) BofA’s announced prime rate, or (c) the Eurodollar Rate plus
1.00%, whichever is highest, plus a margin of 0.25% to 0.50% based on the same leverage ratio, depending upon
instructions from the Company.

At January 2, 2015, borrowings under the 2013 Term Loan Facility totaled $425.0 million, with a weighted average
interest rate of 1.28%. At September 26, 2014, borrowings under the 2013 Term Loan Facility totaled $437.5 million
with a weighted average interest rate of 1.28%. Borrowings under the 2013 Term Loan Facility are included in current
maturities of long-term debt and long-term debt in the Condensed Consolidated Balance Sheets. At January 2, 2015,
there was $100.0 million outstanding on the 2013 Revolving Credit Facility with a weighted average interest rate of
1.54%. As of September 26, 2014, there were no amounts outstanding on the 2013 Revolving Credit Facility.
Borrowings under the 2013 Revolving Credit Facility are included in short-term borrowings in the Condensed
Consolidated Balance Sheets.

Subject to certain limitations on the amount secured, a pledge of stock issued by certain present and future subsidiaries
of VMS, that are deemed to be material under the terms of the 2013 Credit Facility, serve as security for the 2013
Credit Facility. These stock pledges also serve as security for all hedging or treasury management obligations entered
into by the Company with a Lender. As of January 2, 2015, VMS had pledged 65% of the voting shares that it holds in
Varian Medical Systems Nederland Holdings B.V., a wholly owned subsidiary. The Credit Agreement provides that
certain material domestic subsidiaries must guarantee the 2013 Credit Facility, subject to certain limitations on the
amount secured. As of January 2, 2015, the 2013 Credit Facility was not guaranteed by any VMS subsidiary.

The Credit Agreement contains affirmative and negative covenants applicable to the Company and its subsidiaries that
are typical for credit facilities of this type, and that are subject to materiality and other qualifications, carve-outs,
baskets and exceptions. The Company has also agreed to maintain certain financial covenants including (i) a
maximum consolidated leverage ratio, involving funded indebtedness and EBITDA (earnings before interest, tax and
depreciation and amortization), and (ii) a minimum cash flow coverage ratio. The Company was in compliance with
all covenants under the Credit Agreement for all periods within these condensed consolidated financial statements in
which it was in existence.

VMS’s Japanese subsidiary (“VMS KK”) has an unsecured uncommitted credit agreement with Sumitomo that enables
VMS KK to borrow and have outstanding at any given time a maximum of 3 billion Japanese yen (the “Sumitomo
Credit Facility”). In March 2014, the Sumitomo Credit Facility was extended and will expire in March 2015.
Borrowings under the Sumitomo Credit Facility accrue interest based on the basic loan rate announced by the Bank of
Japan plus a margin of 0.5% per annum. As of January 2, 2015 and September 26, 2014, there were no outstanding
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balances under the Sumitomo Credit Facility.

7. DERIVATIVE INSTRUMENTS AND HEDGING ACTIVITIES

The Company measures all derivatives at fair value on the Condensed Consolidated Balance Sheets. The accounting
for gains or losses resulting from changes in the fair value of those derivatives depends upon the use of the derivative
and whether it qualifies for hedge accounting. Changes in the fair value of derivatives that do not qualify for hedge
accounting treatment must be recognized in earnings, together with elements excluded from effectiveness testing and
the ineffective portion of a particular hedge.

12
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VARIAN MEDICAL SYSTEMS, INC. AND SUBSIDIARIES
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - (CONTINUED)
(Unaudited)

The fair values of derivative instruments reported on the Company’s Condensed Consolidated Balance Sheets were as
follows:

Asset Derivatives

Balance Sheet January 2, 2015 September 26,
2014
(In millions) Location Fair Value Fair Value
Derivatives designated as hedging instruments:
Foreign exchange forward contracts Prepaid expenses and other $14 $1.5
current assets
Total derivatives $1.4 $1.5

At January 2, 2015 and September 26, 2014, the Company did not have any outstanding derivatives that were not
designated as hedging instruments. At January 2, 2015 and September 26, 2014, the Company did not have any
liability derivative instruments. See Note 3, "Fair Value" regarding valuation of the Company’s derivative instruments.
Also see Note 1, "Summary of Significant Accounting Policies" in the Consolidated Financial Statements in the
Company’s 2014 Annual Report regarding credit risk associated with the Company’s derivative instruments.
Offsetting of Derivatives

The Company presents its derivative assets and derivative liabilities on a gross basis in the Condensed Consolidated
Balance Sheets. However, under agreements containing provisions on netting with certain counterparties of foreign
exchange contracts, subject to applicable requirements, the Company is allowed to net-settle transactions on the same
date in the same currency, with a single net amount payable by one party to the other. As of January 2,

2015 and September 26, 2014, there were no potential effects of rights of setoff associated with derivative
instruments. The Company is neither required to pledge nor entitled to receive cash collateral related to these
derivative transactions.

Cash Flow Hedging Activities

The Company has many transactions denominated in foreign currencies and addresses certain of those financial
exposures through a risk management program that includes the use of derivative financial instruments. The Company
sells products throughout the world, often in the currency of the customer’s country, and may hedge certain of the
larger foreign currency transactions when they are either not denominated in the relevant subsidiary’s functional
currency or the U.S. Dollar. These foreign currency sales transactions are hedged using foreign currency forward
contracts. The Company may use other derivative instruments in the future. The Company enters into foreign currency
forward contracts primarily to reduce the effects of fluctuating foreign currency exchange rates. The Company does
not enter into foreign currency forward contracts for speculative or trading purposes. Foreign currency forward
contracts may be entered into several times a quarter and range from one to thirteen months. As of January 2, 2015,
the foreign currency forward contracts ranged from one to thirteen months in maturity.

The Company designates and accounts for certain of its hedges of forecasted foreign currency revenues as cash flow
hedges. The Company’s designated cash flow hedges de-designate when the anticipated revenues associated with the
transactions are recognized and the effective portion in accumulated other comprehensive loss in the Condensed
Consolidated Balance Sheets is reclassified to revenues in the Condensed Consolidated Statements of Earnings.
Subsequent changes in fair value of the derivative instrument are recorded in selling, general and administrative
expenses in the Condensed Consolidated Statements of Earnings to offset changes in fair value of the resulting
non-functional currency receivables. For derivative instruments that are designated and qualify as cash flow hedges,
the Company formally documents for each derivative instrument at the hedge’s inception the relationship between the
hedging instrument (foreign currency forward contract) and hedged item (forecasted foreign currency revenues), the
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nature of the risk being hedged, and its risk management objective and strategy for undertaking the hedge. The
Company records the effective portion of the gain or loss on the derivative instrument that are designated and qualify
as cash flow hedges in accumulated other comprehensive loss in the Condensed Consolidated Balance Sheets and
reclassifies these amounts into revenues in the Condensed Consolidated Statements of Earnings in the period during
which the hedged transaction is recognized in earnings. The Company assesses hedge effectiveness both at the onset
of the hedge and on an ongoing basis using regression analysis. The Company measures hedge ineffectiveness by
comparing the cumulative change in the fair value of the effective component of the hedge contract with the
cumulative change in the fair value of the hedged item. The Company recognizes any over performance of the
derivative as ineffectiveness in revenues, and amounts excluded

13
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from the assessment of effectiveness in cost of revenues in the Condensed Consolidated Statements of Ear