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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-Q

[x]

Quarterly Report Pursuant To Section 13 or 15(d) of the Securities Exchange Act of 1934 for the Quarterly Period
Ended September 30, 2016

or

[ ]
Transition Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934 for the Transition Period

from to
Commission File Number 0-10763

Atrion Corporation
(Exact Name of Registrant as Specified in its Charter)

Delaware 63-0821819
(State or Other Jurisdiction of Incorporation or Organization)  (I.R.S. Employer Identification No.)

One Allentown Parkway, Allen, Texas 75002
(Address of Principal Executive
Offices) (Zip Code)

(972) 390-9800
(Registrant’s Telephone Number, Including Area Code)

Indicate by check whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes No

Indicate by check whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or a
smaller reporting company. See definitions of “accelerated filer.” “large accelerated filer” and “smaller reporting company’
in Rule 12b-2 of the Exchange Act (Check one):

B

Large accelerated filer Accelerated filer Non-accelerated filer Smaller reporting company
Indicate by check whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes No

Indicate the number of shares outstanding of each of the issuer's classes of common stock, as of the latest practicable
date.

Number of Shares Outstanding at
Title of Each Class October 14, 2016
Common stock, Par Value $0.10 per share 1,824,280
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Item 1. Financial Statements

ATRION CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME

(Unaudited)
Three Months Nine months Ended
Ended September 30
September 30, ’
2016 2015 2016 2015
(In thousands, except per share amounts)
Revenues $37,835 $37,381 $110,193 $113,361
Cost of goods sold 20,211 18,997 57,789 57,668
Gross profit 17,624 18,384 52,404 55,693
Operating expenses:
Selling 1,471 1,322 4,871 4,525
General and administrative 3,613 3,926 11,442 12,196
Research and development 1,564 1,563 4,576 4,792
6,648 6,811 20,889 21,513
Operating income 10,976 11,573 31,515 34,180
Interest income 106 131 315 636
Other income (expense), net 1 - (309) -
107 131 6 636

Income before provision for income taxes 11,083 11,704 31,521 34,816

Provision for income taxes (3,469) (3,905) (9,511 (11,941)
Net income $7,614 $7,799 $22,010 $22,875
Net income per basic share $4.17 $4.25 $12.07 $12.34

Weighted average basic shares outstanding 1,825 1,836 1,823 1,853
Net income per diluted share $4.10  $4.19 $11.86 $12.19
Weighted average diluted shares outstanding 1,858 1,860 1,856 1,876

Dividends per common share $1.05 $0.90 $2.85 $2.40
The accompanying notes are an integral part of these statements.
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ATRION CORPORATION

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(Unaudited)
Three Months Nine months Ended
Ended September 30
September 30, P ’
2016 2015 2016 2015
(In thousands)

Net Income $7,614 $7,799 $22,010 $22.875

Other Comprehensive Income (Loss):

Unrealized income (loss) on investments, net of tax (benefit) expense of ($273), (506) 109 (827) 442
$59, ($445) and $238

Comprehensive Income $7,108 $7,908 $21,183 $23,317

The accompanying notes are an integral part of these statements.
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ATRION CORPORATION AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(Unaudited)

September 30, December 31,

Assets 2016 2015

(in thousands)

Current assets:

Cash and cash equivalents $23,747 $28.,346
Short-term investments 15,049 44
Accounts receivable 20,124 16,620
Inventories 30,056 29,771
Prepaid expenses and other current assets 2,180 2,934
Deferred income taxes 580 580
91,736 78,295
Long-term investments 9,838 9,866
Property, plant and equipment 159,301 150,807
Less accumulated depreciation and amortization 93,618 87,493
65,683 63,314

Other assets and deferred charges:

Patents 2,005 2,193
Goodwill 9,730 9,730
Other 1,571 938
13,306 12,861
Total assets $180,563 $164,336

Liabilities and Stockholders’ Equity
Current liabilities:

Accounts payable and accrued liabilities $9,252 $8,987
Accrued income and other taxes 1,734 329
10,986 9,316

Line of credit - -
Other non-current liabilities 10,556 10,922

Stockholders’ equity:

Common stock, par value $0.10 per share; authorized10,000 shares, issued 3,420 shares 342 342
Paid-in capital 37,197 35,945
Accumulated other comprehensive income (loss) (544) 283
Retained earnings 236,300 219,516
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Treasury shares, 1,596 at September 30, 2016 and 1,596 at December 31, 2015, at cost (114,274)
Total stockholders’ equity 159,021

Total liabilities and stockholders’ equity $180,563

The accompanying notes are an integral part of these financial statements.

(111,988)
144,098

$164,336
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ATRION CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)

Nine months Ended
September 30,

2016 2015
(In thousands)

Cash flows from operating activities:

Net income $22.010 $22.,875
Adjustments to reconcile net income tonet cash provided by operating activities:
Depreciation and amortization 6,655 6,663
Deferred income taxes (116) 66
Stock-based compensation 1,323 1,454
Bond impairment 345 -
Net change in accrued interest, premiums, and discounts

on investments ®)) 33
Other 17

30,212 31,108

Changes in operating assets and liabilities:

Accounts receivable (3,504) (2,642)
Inventories (285) (1,180)
Prepaid expenses 754 1,932
Other non-current assets (633) (212)
Accounts payable and accrued liabilities 265 (105)
Accrued income and other taxes 1,405 837
Other non-current liabilities 195 745

28,409 30,483

Cash flows from investing activities:

Property, plant and equipment additions (8,836) (6,123)
Purchase of investments (21,798) --
Proceeds from sale of investments 210 --
Proceeds from maturities of investments 5,000 13,400

(25,424) 17,277

Cash flows from financing activities:
Shares tendered for employees’ withholding taxes on stock-based compensation ~ (1,112)  (154)

Tax benefit related to stock-based compensation - 150

Purchase of treasury stock (1,276)  (30,698)

Dividends paid (5,196) (4,428)
(7,584)  (35,130)
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Net change in cash and cash equivalents (4,599) 2,630
Cash and cash equivalents at beginning of period 28,346 20,775
Cash and cash equivalents at end of period $23,747 $23,405
Cash paid for:

Income taxes $7,568  $8,278

The accompanying notes are an integral part of these financial statements.
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ATRION CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDERS’ EQUITY
(Unaudited)

Common Stock Treasury Stock
Additiona1 Accumulated .
Shares . Other Retained
. Amount Shares Amount Paid-in . . Total
Outstanding . Comprehensive Earnings
Capital
Income (Loss)

I;Siasnces’ December 31, ¢4 $342 1,596 $(111,988) $35,945 $283 $219,516  $144,098
Net income 22,010 22,010
Other comprehensive

income (loss) (827) (827)
Stock-based

compensation 7 @) 102 1,252 1,354

transactions
Shares surrendered in

stock transactions 3 3 (1.112) (1.112)
Purchase of treasury

stock 4) 4 (1,276) (1,276)
Dividends (5,226) (5,226)

Balances, September 30, ¢, $342 1,596 $(114,274) $37,197 $(544) $236,300 $159,021

2016
The accompanying notes are an integral part of these financial statements
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ATRION CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

(D) Basis of Presentation

The accompanying unaudited consolidated financial statements of Atrion Corporation and its subsidiaries have been
prepared in accordance with accounting principles generally accepted in the United States for interim financial
information and with the instructions to Form 10-Q. Accordingly, they do not include all of the information and notes
required by accounting principles generally accepted in the United States for complete financial statements. In the
opinion of management, these statements include all adjustments necessary to present a fair statement of our
consolidated results of operations, financial position and cash flows. Operating results for any interim period are not
necessarily indicative of the results that may be expected for the full year. Preparation of the Company’s financial
statements in conformity with accounting principles generally accepted in the United States requires management to
make estimates and assumptions that affect the reported amounts in the financial statements and notes. Actual results
could differ from those estimates. This Quarterly Report on Form 10-Q should be read in conjunction with the
Company’s consolidated financial statements and notes included in its Annual Report on Form 10-K for the fiscal year
ended December 31, 2015 ("2015 Form 10-K"). References herein to "Atrion," the "Company," "we," "our," and "us"
refer to Atrion Corporation and its subsidiaries.

2) Inventories
Inventories are stated at the lower of cost or market. Cost is determined by using the first-in, first-out method. The

following table details the major components of inventories (in thousands):

September 30, December 31,

2016 2015
Raw materials  $13,305 $12,775
Work in process 7,528 6,557
Finished goods 9,223 10,439
Total inventories $30,056 $29.,771
3) Income per share

The following is the computation for basic and diluted income per share:

Three Months i1 e months Ended
Ended September 30
September 30, P ’

2016 2015 2016 2015

(in thousands, except per share

amounts)
Net income $7,614 $7,799 $22,010 $22,875
Weighted average basic shares outstanding 1,825 1,836 1,823 1,853
Add: Effect of dilutive securities 33 24 33 23

Weighted average diluted shares outstanding 1,858 1,860 1,856 1,876
Earnings per share:

Basic $4.17  $4.25 $12.07 $12.34
Diluted $4.10 $4.19 $11.86 $12.19
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ATRION CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

Incremental shares from stock options and restricted stock units were included in the calculation of weighted average
diluted shares outstanding using the treasury stock method. Dilutive securities representing 41 and 15 shares of
common stock for the quarters ended September 30, 2016 and 2015, respectively, were excluded from the
computation of weighted average diluted shares outstanding because their effect would have been anti-dilutive.

€)) Investments

As of September 30, 2016, we held an investment that is required to be measured for disclosure purposes at fair value
on a recurring basis. This investment is considered a Level 2 investment and is considered to be a held-to-maturity
security. We consider as current assets those investments which will mature in the next 12 months. The remaining

investments are considered non-current assets. The amortized cost and fair value of our investments, and the related
gross unrealized gains and losses, were as follows as of September 30, 2016 (in thousands):

Gross
Unrealized

Cost Gains Losses Fair Value

Short-term Investments:
Corporate Bonds $30 $--  $-- $30

Long-term Investments
Corporate bonds $5,000 $9 $-- $5,009

Included in our short-term investments are certificates of deposit in the amount of $15.0 million. These certificates of
deposit have maturities greater than three months but shorter than twelve months.

The amortized cost and fair value of our investments, and the related gross unrealized gains and losses, were as

follows as of December 31, 2015 (in thousands):

Gross
Unrealized

Cost Gains Losses Fair Value

Short-term Investments:
Corporate bonds $44 $--  $-- $44
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Long-term Investments
Corporate bonds $5,555 $-- $(30) $5,525

The above long-term corporate bond represents an investment in one issuer at September 30, 2016. At September 30,
2016, the length of time until maturity of this security is 57 months.
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ATRION CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

The cost and fair value of our Level 2 investments that are being accounted for as available-for-sale securities, and the
related gross unrealized gain reflected in accumulated other comprehensive income, were as follows as of the dates
shown below (in thousands):

Gross Unrealized

Cost Gains Losses Fair value
As of September 30, 2016:
Long-term Investments:
Equity investments $5,675 $-- $(837) $4,838

Gross Unrealized

Cost Losses Fair value
As of December 31, 2015:
Long-term Investments:
Equity investments $3.876 $435  $-- $4.311

The fair value of these Level 2 investments were estimated using recently executed transactions and market price
quotations.

5 Patents and Licenses
Purchased patents and licenses paid for the use of other entities’ patents are amortized over the useful life of the patent
or license. The following tables provide information regarding patents and licenses (dollars in thousands):

September 30, 2016 December 31, 2015

Weighted Average Gross Weighted Average Gross
.5 . . Accumulated . - . . Accumulated
Original Life Carrying . Original Life Carrying .
Amortization Amortization
(years) Amount (years) Amount

15.67 $13,840 $11,835 15.67 $13,840 $11,647
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Aggregate amortization expense for patents and licenses was $63,000 for the three months ended both September 30,

2016 and 2015, and $188,000 and $282,000 for the nine months ended September 30, 2016 and 2015, respectively.

Estimated future amortization expense for each of the years set forth below ending December 31 is as follows (in
thousands):
2017

$155

2018

$123

2019

$123

2020

$119

2021

$119

10
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ATRION CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

(6) Recent Accounting Pronouncements

In March 2016, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update (ASU)
2016-09, Stock Compensation (Topic718): Improvements to Employee Share-Based Payment Accounting (ASU
2016-09). The objective of this update is to simplify several aspects of the accounting for employee share-based
payments. Under this guidance all excess tax benefits (“windfalls”) and deficiencies (‘“shortfalls”) related to employee
stock compensation are recognized within income tax expense. Under prior guidance windfalls were recognized in
paid-in capital and shortfalls were only recognized to the extent they exceeded the pool of windfall tax benefits. The
ASU also requires companies to classify cash flows resulting from employee share-based payments, including the
additional tax benefits or expenses related to the vesting or settlement of share-based awards, as cash flows from
operating activities. These items were previously included as cash flows from financing activities. ASU 2016-09 is
effective for fiscal years beginning after December 15, 2016, including interim periods within those fiscal years. Early
adoption is permitted. We elected to adopt ASU 2016-09 during the second quarter of 2016 and are therefore required
to report the impacts as though the ASU had been adopted on January 1, 2016. As a result of the adoption, a tax
benefit of $623,000 was recorded in the second quarter of 2016 reflecting the excess tax benefits. The adoption also
impacted the computation of diluted shares outstanding for all 2016 reporting periods. First quarter of 2016 net
income per diluted share was restated to $3.74 from $3.76. There was no restatement necessary for cash flows from
operating activities or cash flows from financing activities in the previous 2016 period. The adoption was on a
prospective basis and therefore had no impact on prior years.

In January 2016, the FASB issued ASU 2016-01, Financial Instruments - Overall (Subtopic 825-10): Recognition and
Measurement of Financial Assets and Financial Liabilities. The main objective of this update is to enhance the
reporting model for financial instruments in order to provide users of financial statements with more decision-useful
information. The new guidance addresses certain aspects of recognition, measurement, presentation, and disclosure of
financial instruments. This ASU is effective for fiscal years beginning after December 15, 2017, including interim
periods within those fiscal years. We are currently evaluating the new guidance to determine the impact it may have
on our consolidated financial statements.

In November 2015, the FASB issued ASU 2015-17, Balance Sheet Classification of Deferred Taxes (ASU 2015-17)
which requires that deferred tax liabilities and assets be classified as noncurrent on the balance sheet. The current
requirement that deferred tax liabilities and assets of a tax-paying component of an entity be offset and presented as a
single amount is not affected by this guidance. ASU 2015-17 is effective for annual and interim periods beginning
after December 15, 2016 but early application is permitted and the guidance may be applied either prospectively to all
deferred tax liabilities and assets or retrospectively to all periods presented. We do not anticipate a material impact on
our consolidated financial statements at the time we adopt this new standard.

In May 2014, the FASB issued ASU 2014-09, Revenue from Contracts with Customers (ASU 2014-09). ASU
2014-09 requires an entity to recognize the amount of revenue to which it expects to be entitled for the transfer of
promised goods or services to customers. ASU 2014-09 will replace most existing revenue recognition guidance in
United States Generally Accepted Accounting Principles when it becomes effective. In July 2015, the FASB voted to
delay the effective date of ASU 2014-09 by one year, making it effective for fiscal years, and interim periods within
those years, beginning after December 15, 2017, with early adoption permitted as of the original effective date. ASU
2014-09 permits the use of either the retrospective or cumulative effect transition method. We are evaluating the effect
that ASU 2014-09 will have on our consolidated financial statements and related disclosures. We have not yet selected
a transition method nor have we determined the impact of ASU 2014-09 on our consolidated financial statements.
From time to time, new accounting standards updates applicable to us are issued by the FASB which we will adopt as
of the specified effective date. Unless otherwise discussed, we believe the impact of recently issued standards updates
that are not yet effective will not have a material impact on our consolidated financial statements upon adoption.

28



11

Edgar Filing: ATRION CORP - Form 10-Q

29



Edgar Filing: ATRION CORP - Form 10-Q

30



Edgar Filing: ATRION CORP - Form 10-Q

Item 2.
Management’s Discussion and Analysis of Financial Condition and Results of Operations

Overview

We develop and manufacture products primarily for medical applications. We market components to other equipment
manufacturers for incorporation in their products and sell finished devices to physicians, hospitals, clinics and other
treatment centers. Our medical products primarily serve the fluid delivery, cardiovascular, and ophthalmology
markets. Our other medical and non-medical products include instrumentation and disposables used in dialysis and
valves and inflation devices used in marine and aviation safety products.
Our products are used in a wide variety of applications by numerous customers. We encounter competition in all of
our markets and compete primarily on the basis of product quality, price, engineering, customer service and delivery
time.
Our strategy is to provide a broad selection of products in the areas of our expertise. Research and development efforts
are focused on improving current products and developing highly-engineered products that meet customer needs and
have the potential for broad market applications and significant sales. Proposed new products may be subject to
regulatory clearance or approval prior to commercialization and the time period for introducing a new product to the
marketplace can be unpredictable. We also focus on controlling costs by investing in modern manufacturing
technologies and controlling purchasing processes. We have been successful in consistently generating cash from
operations and have used that cash to reduce indebtedness, to fund capital expenditures, to repurchase stock and to pay
dividends.
Our strategic objective is to further enhance our position in our served markets by:

Focusing on customer needs;

Expanding existing product lines and developing new products;

Manufacturing products to exacting quality standards; and

Preserving and fostering a collaborative and entrepreneurial culture.

For the three months ended September 30, 2016, we reported revenues of $37.8 million, operating income of $11.0
million and net income of $7.6 million, up 1 percent, down 5 percent and down 2 percent, respectively, from the three
months ended September 30, 2015. For the nine months ended September 30, 2016, we reported revenues of $110.2
million, operating income of $31.5 million and net income of $22.0 million, down 3 percent, 8 percent and 4 percent,
respectively, from the nine months ended September 30, 2015.

Results for the three months ended September 30, 2016

Consolidated net income totaled $7.6 million, or $4.17 per basic and $4.10 per diluted share, in the third quarter of
2016. This is compared with consolidated net income of $7.8 million, or $4.25 per basic and $4.19 per diluted share,
in the third quarter of 2015. The income per basic share computations are based on weighted average basic shares
outstanding of 1,825,000 in the 2016 period and 1,836,000 in the 2015 period. The income per diluted share
computations are based on weighted average diluted shares outstanding of 1,858,000 in the 2016 period and 1,860,000
in the 2015 period.
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Consolidated revenues of $37.8 million for the third quarter of 2016 were 1 percent higher than revenues of $37.4

million for the third quarter of 2015. Revenues were negatively impacted by the strong U.S. dollar in our international

markets, lower sales prices, as well as reduced sales volumes in the Cardiovascular market.

Revenues by product line were as follows (in thousands):

Three Months
ended
September 30,

2016 2015

Fluid Delivery $16,573 $15,743
Cardiovascular 11,389 11,930
Ophthalmology 4,386 4,199
Other 5,487
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