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FINANCIAL HIGHLIGHTS

MP 7CUSinp

For the Year Ended December 31 20 ..t.visstt$kbfrrigc
Revenues 108569000 tifl0O6430OO

Operating Income 30977000 25993000

Net Income 20952000 7486000

Income per Diluted Share 10.32 8.68

Weighted Average Diluted Shares Outstanding 2030000 201 5000

As of December 31 2010 2009

Total Assets 134652000 132749000

Cash and Investments 41676000 36401000

Lang term Debt

Stockholders Equity 116617000 116731000

2006 ss.si 2006 $81 2006 $143

2007 $6.71 2007 $89 2007 $1 9.1

2008 $7.82 2008 $96 2008 $23.0

2009 $8.68 2009 $101 2009 $26.0

2010 tw i$Q3 2010 $109 2010 $31.0

INCOME PER DILU ED SHARE REVENUES IN MILLIONS OPERATING INCOME IN MILLIONS

These are non GAAP financial measures For reconciliation of these non GAAP measures see page 31

COMPARbON OF YEAR CUMULATIVE 10 1AL RETURN

Among Atrion Corporation Russell 2000 Index and SIC Code Index

300 The groph set forth to the
left compares the total

Atn on Co rporot 00 cumulative return far the five yearperiod ended

Russell 2000 Index December 312070 an the Companys common

stock the Russell2000 Index and SIC Code 3841

Index Surgical and Medical Instruments compiled

by Marningstar lnc.l assuming 700 was invested an

December31 2005 in our common stack the Russell

2000 Index and the SIC Code Index and dividends

were reinvested

200

100

2005 2006 2007 2008 2009 2010

Campanyllndex 2005 2006 2007 2008 2009 2010

Atrion Corporation $100.00 $113.09 $1 83.39 $1 43.93 $233.50 $287.14

Russell 2000 Index $100.00 $11837 $11 6.51 $77 15 $98.11 $1 24.46

SIC Code Index $100.00 $109S4 $1 24.83 $91.2S $1 08.87 $101.s8
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TO OUR STOCKHOLDERS

For the twelfth consecutive yeor we ore proud to report double-digit growth

in eornings per shore Our growth is fueled by on unwovering focus on the

core of our businessdesigning ond monufocturing high-quolity medicol

products for criticol niche opplicotions

By ony finoncial measure 2010 wos on outstonding yeor Compared to the

prior yeor we ochieved on 8% orgonic increose in soles with L1Q of this

increose originoting outside of North Americo Our profit margins also

increosed from L15 to i7 while our operoting costs remoined flot Diluted

eornings per shore increosed by excluding non-cosh pre-tox pension

terminotion chorge of $.32 per shore in 2009 Cosh short ond long term

This approach has investments increosed by $5.3 million to $L11 .7 million Finally on top of $3.2

million in regular quorterly dividends in 2010 our stockholders shored $1 8.1

helped us tame the million in speciol cosh distributions

inherent risks of the
nvestiig for the Future

business cycle guiding
Our strong 2010 performonce is the result of exceedingly careful plonning

Westudy opportunities in order to be in position to copitolize on them ond

us well through the we onticipote obstocles in order to be prepored to overcome them This

opprooch hos helped us tome the inherent risks of the business cycle guiding

past several years of us well through the post severol yeors of economic turmoil

economic turmoil During those yeorswe chose to moke significont investments in our people

focilities ond monufocturing technologies These investments increosed the

diversity of our offerings while raising the quolity of our products ond improv

ing our profit morgins Those results inspire us to remoin relentless in seeking

opportunities to improve ourselves our processes ond our productsregord

less of the mocroeconomic conditions

Tnnovocion ot the C0 ndotior Levcl

True innovotion is on outcome of the close ossociotion of design ond produc

tion Creoting high quolity high performonce products requires both on

understonding of the needs of our customers as well os the knowledge we

goin by focing doy-to-doy manutocturing challenges The two ore inextricobly

linked For this reoson Atrion continues to conduct reseorch ond development

ot eoch of our three U.S locations in order to creote new products

In 2011 we plan to substantially add to our manufacturing capacity and

increase automation at each of our three facilities In fact investments

planned for the year should approach the combined total of such expendi

tures over the previous three years These increases will come at time when

ATRION 2010 ANNUAL REPORT



we also expect to maintain higher levels of working copitol since our morket

ing efforts continue to torget the development of long-term controcts with

significont domestic ond internotionol customers Lorge customers typicolly

require increosed inventory levels as sofety stock while internotionol soles

are troditionolly ossocioted with longer poyment terms This will produce

reversol of our 2010 experience when we were oble to reduce working capitol

despite the overoll increase in soles However given our very strong finonciol

position we con reodily fund the increosed copitol requirements

Prepared for Progress

Looking oheod we anticipate changes ond uncertointy in our industry One

reason for this is the still uncleor impact of healthcore reform on hospital

reimbursements Hospitals ultimately consume the majority of our products

changes in their reimbursement structure therefore hold the potential to

impact our results Additionally the United States Food and Drug Administra

tion is currently reviewing its process for approving medical devices which

could further lengthen the approval process ond delay the introduction of

new products And of course the overall global economy remains unsettled

Despite these concerns we plan to keep working quietly ond intently engi

neering innovotions to broaden and improve our product offerings and to

have the needed capacity to produce them This should leave us prepared to

meet the growing demand for medical services both domestically as the

uninsured gain greater access to heolthcore and also in developing countries

where governments ore allocating increasing resources to medical core

We will continue to devote our energy and attention to our customers our

products and our employees as well as to our duty to manage risk and

deliver superior performonce We ore grateful to our stockholders for their

continued trust in our ability to do so and to our employees whose hard work

makes it all possible

Respectfully

Ea t2u0L

Emile Bottot

Chairman and Chief Executive Officer

2010 REVENUES BY PRODUCT LINE

Fluid Delivery

3gL4ooo

Cc rdiovuscu

$31280000

$i g37o000

no
/0

Other 17%

$1 8L177000
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As of December31 2010 ond 2009

in thniicnnds

Current Assets

Cash and cash equivalents 10670 20694

Short term investments 10715 4230

Accaunts receivable net af allawance far daubtful accaunts

af $36 and $61 in 2010 and 2009 respectively 11521 11026

Inventories 17400 18675

Prepaid expenses and ather current assets 1050 981

Deferred incame taxes 625 596

Total Current Assets 51981 56202

Property Plant and Equipment 103789 99862

Less accumulated depreciation and amartization 53125

50664

46721

53141

Other Assets and Deferred Charges

Patents and licenses net af accumulated amartization af $10419 and

$10147 in 2010 and 2009 respectively 1249 1520

Gaadwill 9730 9730

Other 737 679

Lang term investments 20291

32007

11477

23406

Tatal Assets 134652 132749

The accampanying nates are an integral part af these statements

ATRION 2010 ANNUAL REPORT



in thuusands

Current Liobilities

Accounts poyoble

Accrued liobilities

Accrued income ond other toxes

Totol Current Liobilities

Line of credit

Other Liobilities ond Deferred Credits

Deferred income toxes

Other

Totol Liobilities

2529

3596

557

6682

7850

1486

9336

16018

Commitments ond Contingencies

Stockholders Equity

Common stock por volue $.1 per shore outhorized

10000 shores issued 3420 shores

Additionol poid in copitol

Retoined eornings
___________________________________

Treosury shores 1404 shores in 2010 ond 1440 shores in 2009 ot cost

Totol Stockholders Equity

Totol Liobilities ond Stockholders Equity

342

20356

131769

35736

116731

132749

The occomponying notes ore on integrol port of these stotements

ATRION 2010 ANNUAL REPORT



For the
year ended December 31 2010 2009 ond 2008

in thnuand rpt pr ho amnuntc

Revenues 108569 100643 95895

Cost of Goods Sold 57655 55312 53348

Gross Profit 50914 45331 42547

Operating Expenses

Selling 5368 5650 6268

General ond odministrotive 11900 11623 10337

Research ond development 2669 3054 2969

19937 20327 19574

Operating Income 30977 25004 22973

Interest Income 1009 578 299

Interest Expense 10

Other Income Expense net

Income before Provision for Income Taxes 31988 25584 23263

Provision for Income Taxes 11036 8741 7596

Net Income 20952 16843 15667

Net Income Per Basic Share 10.38 8.51 7.99

Weighted Average Basic Shares Outstanding 2018 1979 1961

Net Income Per Diluted Share 10.32 8.36 7.82

Weighted Average Diluted Shares Outstanding 2030 2015 2004

Dividends Per Common Share 10.56 1.32 1.08

The accompanying notes are an integral part of these statements

ATRION 2010 ANNUAL REPORT



For the yeor ended December 31 2010 2009 ond 2008

Cash Flows From Operating Activities

Net income

Adjustments to reconcile net income to net cosh

provided by operoting octivities

Depreciotion ond omortizotion

Deferred income toxes

Stock-hosed compensotion

Pension chorge

Other

Chonges in operoting ossets ond liobilities

Accounts receivoble

Inventories

Prepoid expenses ond other current ossets

Other non current ossets

Accounts poyoble ond occrued liobilities

Accrued income ond other toxes

Other non current liobilities

Cash Flows From Investing Activities

Property plont ond equipment odditions

Purchose of investments

Proceeds from moturities of investments

Net chonge in occrued interest on investments

Cash Flows From Financing Activities

Line of credit odvonces

çine of credit repoyments
_____________________

Exercise of stock options

Shores tendered for employees toxes on stock hosed compensotion

lox benefit reloted to stock options
________________

Purchose of treosury stock

Dividends poid

Net change in cash and cash equivalents

Cash and cash equivalents beginning of year

Cash and cash equivalents end of year

Cash paid for

Interest net of copitolizotion

Income toxes

16843 15667

7163 6353

608 1096

668 637

989

37

26271 23790

151 1274

1494 2782

262 764

434 591

643 867

174 216

144 231

28399 19487

6591 5412

15485 4629

4625

155 63

17606 10104

3000

3000

459 543

122 913

121 1635

2613 2123

21 55 858

8638 8525

12056 3531

20694 12056

10

8170 3781

in thousonds

Ihe occomponying notes ore on integrol port of these stotements
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For the year ended December 31 2010 2009 and 2008 in thousands

Shares

Outstonding Amount Shores Amount

Balances January 2008 1911 342 1509 34225 15790 486 104021 85442

Net income 15667 15667

Actuoriol goin on pension plon net of

income toxes of $25 47 47

lotol comprehensive income 47 15667 15620

lox benefit from exercise of

stock options 1635 1635

Stock options ond restricted stock 74 74 755 1705 2460

Shores surrendered in option exercises 17 17 2181 2181

Dividends 2134 2134

Balances December 31 2008 1968 342 1452 35651 19130 533 117554 100842

Net income 16843 16843

Recognition of pension plon settle

ment loss net of income toxes of $286 533 533

lotol comprehensive income 533 16843 17376

lox benefit from exercise

of stock options 121 121

Stock options ond restricted stock 15 iS 171 1105 1276

Shores surrendered in

option exercises 256 256

Dividends 2628 2628

Balances December 31 2009 1980 342 1440 35736 20356 131769 116731

Net income 20952 20952

lox benefit from exercise of

stock options 1239 1239

Stock options ond restricted stock 64 64 671 2736 3407

Shores surrendered in option exercises 18 18 2870 2870

Purchoseoftreosurystock 10 10 1407 1407

Dividends 21435 21435

Balances December 31 2010 2016 342 1404 39342 24331 131286 $116617

Ihe accompanying notes are an integral port of these statements
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Summary of Significant Accounting Policies Trade Receivables

Atrion Corporation and its subsidiaries we our us Atrion

or the Company develop and manufacture products primarily

for medical applications We markt our products throughout

the United States and internationally Our customers include

hospitals distributors and other manufacturers Atrion Corpora

tions principal subsidiaries through which these operations are

conducted are Atrion Medical Products Inc Halkey Roberts

Corporation and Quest Medical Inc

Principles of Consolidation

The consolidated financial statements include the accounts

of Atrion Corporation and its subsidiaries All intercompany

transactions and balances have been eliminated in

consolidation

Estimates

The preparation of financial statements in conformity with

accounting principles generally accepted in the United States

of America requires management to make estimates and

assumptions that affect the reported amounts of assets and

liabilities and disclosures of contingent assets and liabilities at

the dates of the financial statements and the reported

amount of revenues and expenses during the reporting

periods Actual results could differ from those estimates

Cash and Cash Equivalents

Cash equivalents include cash on hand and in the bank as well

us money market accounts and debt securities with original

maturities of days or less

Trade accounts receivable are recorded at the original sales

price to the customer We maintain an allowance for doubtful

accounts to reflect estimated losses resulting from the failure

of customers to make required payments On an ongoing

basis the collectability of accounts receivable is assessed

based upon historical collection trends current economic

factors and the assessment of the collectability of specific

accounts We evaluate the collectability of specific accounts

and determine when to grant credit to our customers using

combination of factors including the age of the outstanding

balances evaluation of customers current and past financial

condition recent payment history current economic environ

ment and discussions with appropriate Company personnel

and with the customers directly Accounts are written off

when we determine the receivable will not be collected

Investments

Our investments consist of taxable high grade corporate

bonds and certificates of deposits Our investment policy is to

seek to preserve principal and maintain adequate liquidity

while at the same time maximizing yields without significantly

increasing risk We are required to classify our investments as

trading available for sale or held to maturity Our investments

are accounted for as held to maturity since we have the

positive intent and ability to hold these investments to

maturity These investments are reported at cost adjusted for

premiums and discounts that are recognized in interest

income using method that approximates the effective

interest method over the period to maturity and unrealized

gains and losses are excluded from earnings We consider as

current assets those investments which will mature in the next

months The remaining investments are considered

non current assets

Notes to Consolidoted Finoncio Stotemcn ATRION 2010 ANNUAL REPORT



Inventories

Inventories are stated at the lower of cost including materiols

direct labor and applicable overhead or market Cost is

determined by using the first-in first out method The follow

ing table details the major components of inventory in

thousands

Work in process

Finished goods

Total inventories

Accounts Payable

We reflect disbursements as trade accounts payable until such

time as payments are presented to our bank for payment At

December 31 2010 and 2009 disbursements totaling

approximately $282000 and $Li98000 respectively had not

been presented for payment to our bank

Income Taxes

We account for income taxes utilizing Accounting Standards

Codification ASC 7L10 Income Taxes ASC 7L10 ASC RiO

requires the asset and
liability

method for the recording of

deferred income taxes whereby deferred tax assets and

liabilities are recognized based on the tax effects of temporary

differences between the financial statement and the tax bases

of assets and liabilities as measured at current enacted tax

rates When appropriate we evaluate the need for valuation

allowance to reduce deferred tax assets

ASC RiO also requires the accounting for uncertainty in

income taxes recognized in on enterprises financial state

ments and prescribes recognition threshold and

measurement attributes of income tax positions taken or

expected to be taken on tax return Under ASC RiO the

impact of an uncertain tax position taken or expected to be

taken on an income tax return must be recognized in the

financial statements at the largest amount that is more-likely-

than not to be sustained upon audit by the relevant taxing

authority An uncertain income tax position will not be

recognized in the financial statements unless it is more likely

than not of being sustained

Our uncertain tax positions are recorded as Other non current

liabilities We classify interest expense on underpayments of

income taxes and accrued penalties related to unrecognized

tax benefits in the income tax provision

Property Plont and Equipment

Property plant and equipment is stated at cost and depreci

ated using the straight line method over the estimated useful

lives of the related assets Additions and improvements are

capitalized including all material labor and engineering costs

to design install or improve the asset Expenditures for repairs

and maintenance are charged to expense as incurred The

following table represents summary of property plant and

equipment at original cost in thousands

Machinery and

equipment

Total property plant

and equipment

Depreciation expense of $6769000 $6820000 and

$6055000 was recorded for the years ended December 31

201 2009 and 2008 respectively Depreciation expense is

recorded in either cost of goods sold or operating expenses

based on the associated assets usage

Patents and Licenscs

Costs for patents and licenses acquired are determined at

acquisition date Patents and licenses ore amortized over the

useful lives of the individual patents and licenses which ore

from to years Patents and licenses are reviewed for

impairment whenever events or changes in circumstances

indicate that the carrying amount of the asset may not be

recoverable

Gooovili

Goodwill represents the excess of cost over the fair value of

tangible and identifiable intangible net assets acquired

Annual impairment testing for goodwill is done using

fair value based test Goodwill is also reviewed whenever

events or changes in circumstances indicate change in value

may hove occurred We have identified three reporting units

where goodwill was recorded for
purposes

of testing goodwill

impairment annually Atrion Medical Products Inc

Holkey Roberts Corporation and Quest Medical Inc The

total carrying amount of goodwill in each of the
years

ended

December 31 2010 2009 and 2008 was $9730000

iqrji.ATni

_________
Row matenols 7888 85L1

rz.rt-i

3985 iO78
--

P1 j4i
5527 6056 L_.__________ ._J I-

17400 18675
Land 5260_$ 5260

Buildings 29798 29662 30-4Oyrs

68731 64940 3-15 yrs

103789 99862
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uirent Accru Liobiliti

The items comprising current occrued liabilities ore as follows

in thousands

Accrued payroll and related expenses

D-

00

3833

171

215

431

4650

0i

2935

159

45

457

3596

Accrued vocation

Accrued professional fees

Other accrued liabilities

Total accrued liabilities

Revenues

We recognize revenue when our products are shipped to our

customers provided on arrangement exists the fee is fixed and

determinable and collectobility is reasonably assured All risks

and rewards of ownership pass to the customer upon shipment

Net sales represent gross soles invoiced to customers less

certain related charges including discounts returns and other

allowances Revenues ore recorded exclusive of sales and

similar taxes Returns discounts and other allowances have

been insignificant historically

Slipping rind Hondlinri Pnhir\f

Shipping and handling fees charged to customers are reported

as revenue and all shipping and handling costs incurred related

to products sold are reported as cost of goods sold

rch ond 0ev lO vii rL Co

Research and development costs relating to the development

of new products and improvements of existing products ore

expensed as incurred

sd ri 10

Advertising production costs ore expensed as incurred Costs

for print placement media are expensed in the period the

advertising first appears Total advertising expenses were

ap5roximately $1 7000 $1 26000 and $251000 for the

years ended December 31 2010 2009 and 2008 respectively

Stock Bosed Compmnsotion

We have stock based compensation plans covering certain of our

officers directors and key employees As explained in detail in Note

we account for stock based compensation utilizing
the fair value

recognition provisions of ASC 718 Compensation-Stock Compenso

f/on ASC 718

Peision Plon

We terminated our pension plan in 2007 and had settled all

obligations under the plan and no assets liabilities or stock

holders eguity accounts remained for the plan as of December

31 2009 Prior to final settlement in the fourth quarter of 2009

our pension plan benefits were expensed as applicable employ

ees earned benefits The recognition of expenses was

significantly impacted by estimates made by management

such as discount rates used to value certain liabilities and

expected return on assets We used third party specialists to

assist management in appropriately measuring the expense

associated with our pension plan benefits All unrecognized

losses net of tax were recorded as accumulated other compre

hensive loss within stockholders equity

Comprehensivc Income

Comprehensive income /ncludes net income plus other compre

hensive income which for us in 2009 and 2008 consisted of

the amortization of unrecognized pension gains and recogni

tion of losses as result of pension plan settlement

transactions There were no comprehensive income items

during 2010

un ii Proi uunc

In October 2009 the Financial Accounting Standards Board

fASB issued Accounting Standards Update ASU 2009

Revenue Recognition Topic 605 Mu/tip/e Deliverable Revenue

Arrangements consensus of the FASB Emerging Issues Task

Force which amends the criteria for when to evaluate individual

delivered items in multiple deliverable arrangement and how

to allocate consideration received This ASU is effective for

fiscal years beginning on or after June 2010 The adoption

of the guidance on January 2011 is not expected to hove

material impact on our consolidated financial statements

From time to time new accounting pronouncements appli

cable to us ore issued by the FASB or other standards setting

bodies which we will adopt as of the specified effective dote

Unless otherwise discussed we believe the impact of recently

issued standards that ore not yet effective will not hove mate

riol impact on our consolidated financial statements upon

adoption

Notc toColsolidoted Finon id Sot nL ATRION 2O1OANNUAL REPORT



Fair Value Measurements

Accaunting standards use three-tier fair value hierarchy

which priaritizes the inputs used in measuring fair value These

tiers are Level defined as abservable inputs such as quated

prices in active markets Level defined as inputs ather than

quated prices in active markets that are either directly ar

indirectly abservable and Level defined as unabservable

inputs in which little ar na market data exists therefare

requiring an entity ta develap its awn assumptians

As af December 31 2010 and 2009 we held certain invest

ments that were required ta be measured far disclasure

purpases at fair value an recurring basis These investments

are cansidered Level assets The fair value af aur investments

is estimated using recently executed transactians and market

price quatatians At December 31 2010 and 2009 the fair

value af aur investments appraximated ar exceeded the

carrying value af the investments see Nate

The carrying values at aur ather financial instruments includ

ing cash and cash equivalents maney market accaunts

accaunts receivable accaunts payable accrued liabilities and

accrued incame and ather taxes appraximated fair value due

ta their liquid and shart-term nature

Cancentratian at Credt Risk

Financial instruments that patentially subject us ta cancentra

tians af credit risk cansist primarily af cash cash equivalents

investments and accaunts receivable

Our cash is hld in high credit quality financial institutians As

af December 31 2010 $3.6 millian in cash and cash equiva

lents was maintained in twa separate municipal maney
market mutual funds and $7.1 millian in cash and cash

equivalents was maintained at twa majar financial institutians

in the United States At times depasits held with financial

institutians exceed the amaunt af insurance pravided an such

depasits Generally these depasits may be redeemed upan

demand and theretare bear minimal risk At December 31

2010 aur uninsured cash and cash equivalents tataled

appraximately $9.0 millian

We have invested partian at aur cash in fully insured

certificates at depasits and in debt instruments af carparatians

with strang credit ratings

Far accaunts receivable we perfarm angaing credit evalua

tians at aur custamers financial canditian and generally da

nat require callateral We maintain reserves tar passible credit

lasses As at December 31 2010 and 2009 we had allaw

ances tar daubttul accaunt balances at appraximately

$36000 and $61 000 respectively The carrying amaunt at

the receivables appraximates their fair value Our largest

custamer accaunted far Li.1 5.0% and 11.6% at

aperating revenues in 2010 2009 and 2008 respec

tively That same custamer accaunted tar 16.2% 6.1 and

12.8% at accaunts receivable as at December 31 2010 2009

and 2008 respectively Na ather custamer exceeded 10% at

aur aperating revenues tar the years ended ar accaunts

receivable as at December 2010 20U9 ar 2UU8
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escmen Datery-s ci .icenses

As of December 31 2010 ond 2009 we held certoin invest

ments thot were required to be meosured for disclosure

purposes ot foir volue on recurring bosis These investments

were considered Level investments We consider os current

ossets those investments which will moture in the next 12

months The remoining investments ore considered non-cur

rent ossets The omortized cost ond foir volue of our

investments thot ore being occoqnted for os held-to-moturity

securities ond the reloted gross unreolized goins ond losses

were os follows os of the dotes shown below in thousonds

Short-term Investments

Corporote bonds $10715 178 $10893

Long-term Investments

Corporote bonds $20291 602 $20893

As of December 31 2009

Short-term Investments

Corporote bonds 1193 1201

Bonk certificotes

of deposit 3037 3037

4230 4238

Long-term Investments

Corporate bonds $11477 164 $11641

At December 31 2010 the length of time until maturity of

these securities ronged from one to 20 months

Purchosed potents ond licenses paid for the use of other

entities patents ore amortized over the useful life of the

potent or license The following tobles provide information

regarding potents and licenses dollors in thousonds

1476 11668 10147

Aggregote omortization expense for patents and licenses

was $272000 for 2010 $3A3000 for 2009 and $298000

for 2008 Estimated future omortization expense for each of

the
yeors set forth below ending December 31 is as follows

in thousands

2011 272

2012 160

2013 160

2014 160

2015 160

We have revolving credit facility Credit Focility with

money center bank Under the Credit Focility we have line of

credit of $25 million which is secured by substantially all our

inventories equipment and accounts receivable Interest

under the Credit Focility is assessed ot 30 day 60 doy or

90 doy LIBOR os selected by us plus one percent 1.30

percent ot December 31 2010 ond is poyable monthly We

had no outstonding borrowings under the Credit Facility ot

December 31 2010 or 2009 The Credit Facility expires

November 2012 and may be extended under certain

circumstonces At ony time during the term we may convert

any or oil outstonding amounts under the Credit Facility to

term loan with maturity of two years Our obility to borrow

funds under the Credit Facility from time to time is contingent

on meeting certain covenants in the loon agreement the most

restrictive of which is the rotio of total debt to eornings before

interest income tax depreciation ond amortizotion At

December 31 2010 we were in complionce with oil finonciol

covenonts

As af December31 2010

14.76 11668 10419

Nat toCansalidated Financial Statemen ATRION 2O1OANNUAL REPORT



me Thx

The items comprising income tox expense ore os follows in

thousonds

Current Federol 9916 7421 6086

Current Stote 831 712 519

1b747 8133 6605

293 560 916

48 75

289 608 991

11036

Total income tox

expense 8741 7596

Temporory differences ond corryforwords which hove given rise

to deferred income tox ossets ond liobilities os of December

31 2010 ond 200 ore os follows in thousonds

Deferred tax assets

690Benefit plons 695

Invntoris 495 520

Other 89 32

Totol deferred tox ossets 1279 1242

Deferred tax liabilities

Property plont and equipment 6359 6302

2168Potents and goodwill 2466

Other 17 26

Total deferred tax liabilities 8842 8496

Net deferred tax
liability 7563 7755

Balance Sheet classification

Non current deferred income tax

liability

Current deferred income tax

8188 7850

asset 625 596

Net deferred tax liability 7563 7254

Totol income tox expense differs from the amount thot would

be provided by opplying the stotutory federol income tox rote

to pretox eornings as illustroted below in thousonds

Income tax

expense at the

statutory federal

incame tax rate 11196 8954 8142

Increase

decrease

resulting from

State income

taxes 538

RD credit 20
__________________________

Section 199

manufacturing

deduction 957
____________________________

Other net 279

Total incame tax

expense 11036

421 302

285 481

491 415

142 48

8741 7596

reconciliotion of the beginning ond ending bolonces of the

totol omounts of gross unrecognized tox benefits os required

by ASC 7L40 is os follows in thousonds

Gross unrecognized tax benefits at anuary 2008 $791

Increases in tax positions for prior years 11

Increases in tax pasitians for current year 281

Lapse in statute of limitations 61

Gross unrecognized tax benefits at December 31 2008 $1022

Increases in tax positions for prior years 204

Increases in tax positions for current year 332

Lapse in statute of limitations 393

Gross unrecognized tax benefits at December 31 2009 $1165

Decreases in tax positions far priar years 14

Increases in tax positions for current year 322

Lapse in statute of limitations S3

Gross unrecognized tax benefits at December 31 2010 $1420

Deferred Federal

Deferred State

ATRION 2O1OANNUAL REPORT No cs to Co solidated Finon icil Latmmcrrs



As of December 31 2010 oil of the unrecognized tox benefits

which were comprised of uncertoin tox positions would impoct

the effective tox rote if recognized Unrecognized tox benefits

thot ore offected by stotutes of limitotion thot expire within

the next 12 months ore immoteriol

We ore subject to U.S federol income tox os well os to income

tox of multiple stote jurisdictions We hove concluded oil U.S

federol income tox motters for yeors through 2005 In

onuory 2009 the Internol RevenUe Service IRS begon

exomining certoin of our U.S federoi income tox returns for

2006 2007 ond 2008 To dote no proposed odjustments hove

been issued All moteriol stote ond locol income tox motters

hove been concluded for
yeors through 2006

We recognize interest ond penoities
if ony reloted to unrecog

nized tox benefits in income tox expense The liobility for

unrecognized tox benefits included occrued interest of

$8L1000 $61000 ond $73000 ot December 31 2010 2009

ond 2008 respectively Tox expense for the yeors ended

December 31 2010 ond 2008 included net interest expense

of $23000 ond $23000 respectively Tox expense for the

yeor ended December 31 2009 included net interest benefit

of $1 2000

rs

Our Boord of Directors hos ot vorious times outhorized

repurchoses of our stock in open morket or negotioted tronsoc

tions ot such times ond ot such prices os monogement moy

from time to time decide In 2010 we repurchosed 9995

shores in the open morket No repurchoses were mode in

2009 ond 2008 As of December 31 2010 outhorizotion for

the repurchose of up to on odd itionol S81OS shores remoined

We hove increosed our quorterly cosh dividend poyments in

September of eoch of the post three
yeors

The quorterly

dividend wos increosed to $30 per
shore in September 2008

to $36 per
shore in September 2009 ond to $A2 in Septem

ber 2010 On Jonuory 29 2010 ond December 23 2010 we

mode speciol cosh dividend poyments to stockholders of

$6.00 ond $3.00 per shore respectively

We hove Rights Plon which is intended to protect the

interests of stockholders in the event of hostile ottempt to

toke over the Compony The rights which ore not presently

exercisobie ond do not hove ony voting powers represent the

right of our stockholders to purchose ot substontiol discount

upon the occurrence of certoin events shores of our common

16843 15667

-corne Per Share

The following is the computotion of bosic ond diluted income

per shore

00 00

Net Income 20952
_______________________

2018

12

2030

Bosic 10.38

Diluted 10.32

1979 1961

36 43

2015 2004

8.51 7.99

8.36 7.82

As required by ASC 260 Earnings per Shore effective Jonuory

2009 unvested shore-bosed poyment owords thot contain

non forfeitable rights to dividends or dividend equivalents are

rnnsidered
pnrtinipating securities nnd therefnre ore included

in the computation of basic income per share pursuant to the

two class method The basic-income-per share amounts for

2008 shown above have been retrospectively recalculated to

also reflect the inclusion of participating securities in the

basic-income per share computation Application of this

treatment had an insignificant effect in all periods Income

pef share amounts are computed independently for each

quarter As result the sum of the
per

share amounts for each

quarter may nat equal the year to date amounts

Incremental shares from stock options unvested restricted

stock restricted stock units and deferred stock units were

included in the calculation of weighted average diluted shares

outstanding using the treasury stock method The computa

tion of weighted average diluted shares outstanding excludes

options to purchase 6000 shares of common stock for the

year ended December 31 2008 because the exercise price of

those options was greater than the average market price

resulting in an anti dilutive effect on diluted income per share

stock or of an acquiring company involved in business

combination with us This plan which was adopted in August

2006 expires in August 2016

Weighted average

basic shares

outstanding

Add Effect of diiutive

securities

Weighted overage

diiutcd shart5

outstanding

Net Income Per Share
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At December 31 2010 we hod four stock bosed compensotion

plons which ore described more fully below We occount for our

plons under ASC 718 ond the disclosures thot follow ore hosed

on opplying ASC 718 ASC 71 requires thot cosh flows from the

exercise of stock hosed compensotion resulting from tox benefits

in excess of recognized compensotion cost excess tox benefits

he clossified os finoncing cosh flows We recorded $1 23g000

$121000 ond $1635000 of such excess tox benefits os

finoncing cosh flows in 2010 200g ond 2008 respectively

Our gg Stock Incentive Plon the gg Plon provides for the

gront to key employees of incentive ond nonquolified stock

options stock oppreciotion rights restricted stock ond perfor

monce shores In oddition under the ggj Plon outside directors

directors who ore not employees of the Compony or ony

subsidiory eoch received outomotic onnuol gronts of nonquoli

fled stock options to purchose 2000 shores of common stock

until 2005 when thot plon wos omended to provide thot no

odditionol stock options moy be gronted to outside directors

thereunder Under the gg Plon 62LcLi2S shores in the

oggregote of common stock were reserved for gronts The

purchose price of shores issued on the exercise of incentive

options wos required to be ot leost equol to the foir morket volue

of such sliuies on the dote of grunt The purchuse price fur shores

issued on the exercise of nonquolified options ond restricted ond

performonce shores wos fixed by the Compensotion Committee

of the Boord of Directors The options gronted become exercis

oble os determined by the Compensotion Committee ond expire

no loter thon 10 yeors ofter the dote of gront

Our Amended ond Restoted 2006 Equity Incentive Plon the

2006 Plon provides for the gront to key employees non

employee directors ond consultonts of incentive ond

nonquolified stock options restricted stock restricted stock units

deferred stock units stock oppreciotion rights performonce

shores ond other stock hosed owords Under the 2006 Plon

P200000 shores in the oggregote of common stock hove been

reserved for owords The purchose price of shores issued on the

exercise of options must be ot leost equol to the foir morket

volue of such shores on the dote of gront The purchose price for

restricted ond performonce shores is fixed by the Compensotion

Committee of the Boord of Directors The options gronted

become exercisoble ond expire os determined by the Cumpeno

tion Committee except thot incentive options expire no loter

thon 10 yeors ofter the dote of gront

In Moy 2007 we odopted our Deferred Compensotion Plon for

Non-Employee Directors ond 2500 shores of our common stock

were reserved for issuonce thereunder This plon os omended

the Deferred Compensotion Plon ollows our non employee

directors to elect to receive stock units in lieu of oIl or port of the

cosh fees they ore receiving for their services os directors On the

first business doy of eoch colendor yeor eoch porticipoting

non employee director is credited with number of stock units

equol to the cosh fees such director hos elected to forego for such

yeor divided by the closing price of our common stock on the next

preceding dote on which shores of our stock were troded The

stock units ore convertible to shores of our common stock on

one for one bosis ot future dote os elected in odvonce by the

director but no loter thon the Jonuory following the yeor in which

the director ceoses to serve on the Boord of Directors

In Moy 2007 we olso odopted our Non Employee Director Stock

Purchose Plon os omended the Director Stock Purchose Plon

pursuont to which our non employee directors moy elect to

receive on the first business doy of the colendor yeor fully-vested

stock ond restricted stock in lieu of some or oil of their fees

poyoble to them during such yeor The foregone fees ore

converted into shores of fully-vested stock ond restricted stock on

the first business doy of such colendor yeor bosed on the closing

price of our common stock on the next preceding dote on which

shores of our stock were troded The restricted stock vests in

equol omounts on the first doy of the next three succeeding

colendor quorters provided the non employee director is then

serving on our Boord of Directors At the time the Director Stock

Purchose Plon wos odopted 2500 shores were reserved for the

issuonce thereunder As of December 31 2010 there remoined

1363 shors rserved fnr issuonre undnr such plon

Option tronsoctions for the three yeors ended December 31

2010 ore os follows

Options outstonding ot lonuory 2008 152430 33.96

Grunted in 2008 16000 111.16

Exercised in 2008 69430 26.09

Options outstonding ot

December 31 2008 99000 51.96

Gronted in 2009

Exercised in 2009 14000 42.29

Options outstonding ot

December 31 2009 85000 53.56

Grunted in 2010

Exercised in 2010 62792 42.80

Options outstonding ot

December 31 2010 22208 83.96

Exercisoble options ot

December 31 2008 70500 35.00

Exercisoble options ot

December 31 2009 66750 41.49

Exercisoble options ot

Deremher 31 7010 14208 6865
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All unvested options outstonding ot December 31 2010 ore expected to vest As of December 31 2010 there remoined 137157

shores for which options moy be gronted in the future under the 1997 Plon ond the 2006 Plon The following toble summorizes

informotion obout stock options outstonding ot December 31 2010

Ronge of

exercise prices

oqt rt

We estimote the foir volue of stock options gronted using the

Block Scholes option pricing formulo ond single option

oword opprooch None of our gronts includes performonce

bosed or morket bosed vesting conditions The expected life

represents the period thot our stock-bosed owords ore

expected to be outstonding ond wos determined bosed on

historicol experience of similor owords giving considerotion to

the controctuol terms of the stock-bosed owords vesting

schedules ond expectotions of future employee behovior The

foir volue of stock-bosed poyments funded with options is

volued using the Block Scholes voluotion method with volotil

ity
foctor bosed on our historicol stock troding history We bose

the risk free interest rote using the Block Scholes voluotion

method on the implied yield currently ovoiloble on U.S

Treosury securities with on equivolent term We bose the

dividend yield used in the Block Scholes voluotion method on

our dividend history

There were no options gronted in 2010 ond 2009 The foir

volue for the options gronted in 2008 wos estimoted ot the

dote of gront using Block Scholes option pricing model with

the following weighted overoge ossumptions for 2008

Risk-free interest rote 2.70%

Dividend yield 0.90%

Volotilityfoctor 25.00%

Expected life years

The weighted overoge gront dote foir volue of the options

gronted in 2008 wos $21i.31.Thetotol intrinsic volues of

options exercised during 2010 2009 ond 2008 were $7.5

million $.6 million ond $7.0 million respectively The totol

intrinsic volues of options outstonding ond options currently

exercisoble ot December 31 2010 were $1.S million ond $1.2

million respectively

During 2010 we mode one oword of restricted stock under the

2006 Plon Under the terms of the oword the restrictions

lopse over two-yeor period During 2008 we mode one

oword of restricted stock under the 2006 Plon Under the

terms of the oword the restrictions lopse over four yeor

period In both coses during the vesting period holders of

restricted stock hove voting rights ond eorn dividends but the

shores moy not be sold ossigned tronsferred pledged or

otherwise encumbered Unvested shores ore generolly

forfeited on terminotion of employment unless otherwise

provided in the porticiponts employment ogreement or in

ceftoin instonces if the terminotion is in connection with

chonge in control Chonges in restricted stock for the yeors

ended December 31 2008 2009 ond 2010 were os follows

Restricted stock ot Jonuory 2008 6000 71.86

Grontedin2008 4000 111.06

Vested in 2008 1500 71.86

Restricted stock ot December 31 2008 8500 90.31

Granted in 2009

Vested in 2009 2500 113.90

Restricted stock ot December 31 2009 6000 91.46

Grontedin2olo 200 150.23

Vested in 2010 2500 144.94

Restricted stock ot December 31 2010 3700 97.29

Number Weighted overage Weighted overoge Number Weighted overoge

outstonding remaining

controctuol life

exercise price exercisoble exercise price

$26.13 $43.75 8000 2.8 years 3573 8000 35.73

$111.06 $111.50 14208 2.4 years 111.12 6208 111.06

22208 2.5 years 83.96 14208 68.65
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All shares of unvested restricted stock outstanding ot December 31 2010 ore expected to vest The total intrinsic volue of

unvested restricted stock owords at December 31 2010 2009 and 2008 was $556000 $827000 and $81 5000 respectively

The total fair value of restricted stock vested during 2010 2009 and 2008 was $362000 $285000 and $161000 respectively

During 2009 restricted stock units were granted to certain employees under the 2006 Plan All of these stock units ore convertible

to shores of stock on one for one basis when the restrictions lapse which is oenerally after five year period Unvested stock

units ore forfeited on termination of employment During the vesting period holders of all restricted stock units earn dividends as

additional units During 2008 200 and 2010 certain non employee directors elected to receive stock units in lieu of cash fees for

their services as members of the Board of Directors Changes in stock units for the
years

ended December 31 2008 2009 and

2010 were as follows

NN

IN
Unvested stock units at anuary 2008 10010 96.03

Granted in 2008 107 100.91 341

Vested in 2008 341

Unvested stock units at December 31 2008 10117 96.09

Granted in 2009 825 102.08 81

Vested in 2009 81

Unvested stock units at December 31 2009 10942 96.53

Granted in 2010 736 157.43 60

Forfeited in 2010 469 104.94

Vested in 2010 60

Unvested stock units at December 31 2010 11209 100.19

All unvested restricted stock units at December 31 2010 are

expected to vest No restricted stock units vested during 2010

The total intrinsic value of oil outstanding stock units which

ore not yet convertible at December 31 2010 including 211

stock units held for the accounts of non-employee directors

was $20L19000 The total fair value of directors stock units

that vested was $9000 $8000 and $L13000 during 2010

2009 and 2008 respectively As of December 31 2010 there

remained 1808 shores of common stock reserved for issuance

cit the end of deferral periods of stock units which may be

credited in the future to non employee directors

Compensation related to stock options is based on the fair

value of stock options granted using the Black-Scholes

option-pricing formula and single option award approach

Compensation related to restricted stock and restricted stock

units is based on the fair market value of the stock on the dote

of the grant These fair values ore then amortized on

straight line basis over the requisite service periods of the

entire awards which is generally the vesting period For the

years ended December 31 2010 2009 and 2008 we recorded

share based compensation expense as General and

Administrative expense in the amount of $606000

$668000 and $637000 respectively for oil of the above

mentioned shore based compensation arrangements The

total tax benefit recognized in the income statement from

share based compensation arrangements for the years ended

December 31 2010 2009 and 2008 was $2OLj000

$226000 and $21 8000 respectively

Unrecognized compensation cost information for our various

share based compensation types is shown below as of

December 31 2010

Restricted stock

Restricted stock units

We have policy of utilizing treasury shores to satisfy stock

option exercises stock unit conversions and restricted stock

awards

124.5o

124.58

99.35

99.35

155.04

155.04

Stock options
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We hod one major customer which represented approximately

$1 5.3 million Lcl percent $1 5.1 million 15.0 percent ond

$1 1.1 million 11.6 percent of our operating revenues during

2010 2009 and 2008 respectively

Jejm
We operate in one reportable industry segment developing

and manufacturing products primarily for medical applications

and have no foreign operating subsidiaries We have other

product lines which include pressure relief valves and inflation

systems which ore sold primarily to the aviation and marine

industries Due to the similarities in product technologies and

manufacturing processes these prodycts are managed as part

of our medical products segment We recorded incidental

revenues from our gaseous oxygen pipeline which totaled

approximately $961000 in 2010 $958000 in 2009 and

$957000 in 2008 Pipeline net assets totaled $1.9 $2.0 and

$2.1 million at December 31 2010 2009 and 2008 respec

tively Our revenues from soles to customers outside the

United States totaled approximately hO percent 39 percent

and 35 percent of our total revenues in 2010 2009 and 2008

respectively We have no assets located outside the United

Statics

summary of revenues by geographic territory based on

shipping destination for 2010 2009 and 2008 is as follows

in thousands

.e

United States 64854 61j98

Canada 17792 16674

Other countries less

than 10% of revenues 25923 22771

Total 108569 100643

62448

12659

20788

95895

summary of revenues by product line for 2010 2009 and

2008 is as follows in thousands

sa
Fluid Delivery 39442 35540 32209

Cardiovascular 29051 2926331280

Ophthalmology 19370 19452 15192

Other 18477 16600 19231

Total 108569 100643 95895

e. ee nrs

In September 2007 we terminated our pension plan that was

maintained for all our regular employees except those of

Quest Medical Inc and employees hired after May 2005

Prior to termination our funding policy was to make the

annual contributions required by applicable regulations and

recommended by our actuary We used December 31

measurement dote for the plan Affected employees accrued

pension benefits through December 31 2007 but did not

accrue any additional benefits under the plan after that dote

However participants continued to earn interest credits on

their account balances until all our obligations to plan partici

pants were settled in October 2009 pension termination

settlement charge of $989000 was recorded as general and

administrative expense in the fourth quarter of 2009 when all

remaining plan obligations were settled All assets remaining

in the plan after the settlement was completed were trans

ferred to our hOl plan in December 2009
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The following is reconciliotion of the beginning ond ending

bolonces of the benefit obligotion ond the foir volue of plon

ossets os of December 31 2009 in thousonds

Actuarial Present Value of Benefit Obligation

Accumuloted Benefit Obligotion

Projected Benefit Obligotion

Change in Projected Benefit Obligation

Projected benefit obligotion onuory

Service cost

3630

Interest cost 218

Actuoriol goin/loss 100

BeHefits puid 3748

Projected benefit obligotion December 31

Change in Plan Assets

Foir volue of plon ossets onuory 4096

Actuol return on plon ossets 24

Employer contributions

Benefits_poid
3748

Expenses 109

Excess ossets withdrown otter plon terminotion 263

Foir volue of plon ossets December 31

Funded Status of Plan at Year End

The components of net periodic pension cost for 2009 ond

2008 were os follows in thousonds

J.

Components of Net Periodic

Pension Cost

Service cost

Interest cost 218 222

Expected return on ossets 215 220

Actuoriol loss 31 33

Settlement loss 989

Net periodic pension expense 1023 35

Actuoriol ossumptions used to determine net periodic pension

cost were os follows

6.00% 6.00%

5.25% 5.25%

Our expected long term rote of return ossumption wos hosed

upon the plons octuol long term investment results os well os

the long term outlook tor investment returns in the morket

ploce ot the time the ossumption wos mode

Our pension plon ossets ot December 31 2008 were invested

in money morket occount so thot the settlement of the

terminotion obligotions could be completed ofter regulotory

opprovols were received Finol settlement of the plon termino

tion occurred in the fourth quorter of 2009 when benefit

distributions totoling $3.7 million were mode to porticiponts

After oil plon obliqotions were settled the remoininq plon

ossets of $263000 were tronsferred to our AOl plon to be

used for contributions ond plon expenses

We sponsor defined contribution AOl plon for oil

employees Eoch porticipont moy contribute certoin omounts

of eligible compensotion We moke motching contribution to

the plon Our contributions under this plon were $L182000

$L199000 ond $L98000 in 2010 2009 ond 2008

respectively

Discount rote

Expected long term return on ossets
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From time to time ond in the ordinory course of business we We evoluoted oil events or tronsoctions thot occurred ofter

moy be subject to vorious cloims chorges ond litigotion In December 31 2010 ond determined we did not hove ony

some coses the cloimonts moy seek domoges os well os other moteriol recognizoble subsequent events

relief which if gronted could require significont expenditures

We occrue the estimoted costs ot settlement or domoges

when loss is deemed proboble ond such costs ore estimoble

ond occrues for legol costs ossocioted with loss contingency

when loss is proboble ond such pmounts ore estimoble

Otherwise these costs ore expensed os incurred If the

estimote of proboble loss or defense costs is ronge ond no

omount within the
ronge is more likely we occrue the mini

mum omount of the ronge As of December 31 2010 we hod

occrued $1 77000 for legol fees ond expenses thot we expect

tn incur in connection with the litigotinn nr nrhitrntion of two

such motters

We hod dispute which wos fovorobly settled in the third

quorter of 2007 This settlement wos omended in December

2008 The omended settlement ogreement provides thot we

moy receive onnuol poyments from 2009 through 2O2Lc We

hove not recorded $7.0 million in potentiol future poyments

under this settlement os of December 31 2010 due to the

uncertointy of poyment

We hove orrongements with three of our executive officers

pursuont to which the terminotion of their employment under

certoin circumstonces would result in lump sum poyments to

them Terminotion under such circumstonces ot December 31

2010 could hove resulted in poyments oggregoting $3.8

million
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in thousands excep per shor amounts

3/31/10 26902 7038 4697 2.33 2.31

6/30/10 27881 8180 5431 2.69 2.67

9/30/10 27156 8003 5400 2.68 2.66

12/31/10 26630 7755 5423 2.69 2.67

3/31/09 25047 6109 4134 2.09 2.06

6/30/09 26001 7037 4657 2.35 2.30

9/30/09 25192 6566 4460 2.25 2.20

12/31/09 24403 5293 3592 1.81 1.78

The quarter ended December 31 2009 included non cash pension termination settlement charge which reduced operating

income by $989000 and net income by $6L3000 or $0.32 per basic and diluted shore

The quarterly information presented above reflects in the opinion of management all adjustments necessary for fair presenta

tion of the results for the interim periods presented
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We have audited the accompanying consolidated balance

sheets of Atrion Corporation andi subsidiaries as of December

31 2010 and 2009 and the related consolidated statements

of income changes in stockholders equity and comprehensive

income and cash flows for each of the three years in the

period ended December 31 2010 Our audits of the basic

consolidated financial statements included the financial

statement schedule not presented separately herein listed in

the index appearing under Item Exhibits and Financial

Statement Schedules These financial statements and financial

statement schedule are the responsibility of the Companys

management Our responsibility is to express an opinion on

these financial statements and financial statement schedule

based on our audits

We conducted our audits in accordance with the standards of

the Public Company Accounting Oversight Board United

States Those standards require that we plan and perform the

audit to obtain reasonable assurance about whether the

financial statements are free of material misstatement An

audit includes examining on test basis evidence supporting

the amounts and disclosures in the financial statements An

audit also includes assessing the accounting principles used

and significant estimates made by management as well as

evaluating the overall financial statement presentation We

believe that our audits provide reasonable basis for our

opinion

In our opinion the consolidated financial statements referred

to above present fairly in all material respects the financial

position of Atrion Corporation and subsidiaries as of Decem

ber 31 2010 and 2009 and the results of its operations and

its cash flows for each of the three
years in the period ended

December 31 2010 in conformity with
accounting principles

generally accepted in the United States of America Also in our

opinion the related financial statement schedule when

considered in relation to the basic financial statements taken

as whule presents fairly in all material uspeLts the iiifuiiiiu

tion set forth therein

We also have audited in accordance with the standards of the

Public Company Accounting Oversight Board United States

Atrion Corporations internal control over financial reporting as

of December 31 2010 based on criteria established in

Internal ControlIntegrated Framework issued by the

Committee of Sponsoring Organizations of the Treadway

Commission COSO and our report dated March 11 2011

expressed an unqualified opinion

Q/
Grant Thornton LLP

Dallas Texas

March 112011
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Our management including our Chief Executive Officer ond

Chief Financial Officer is responsible for estoblishing ond

mointoining odequote internol control over finonciol reporting

os defined in Rule 130 15f under the Securities Exchonge Act

of 93L as omended Our internol control system is designed

to provide reosonable assurance regarding the reliability of

financial reporting and the preparation of financial statements

for external purposes in accordance with generally accepted

accounting principles All internal control systems no matter

how well designed have inherent limitations system of

internal control may become inadeguate over time because of

changes in conditions or deterioration in the degree of

compliance with the policies or procedures Therefore even

those systems determined to be effective can provide only

reasonable assurance with respect to financial statement

preparation and presentation

Our management assessed the effectiveness of our internal

control over financial reporting as of December 31 2010 using

the criteria set forth by the Committee of Sponsoring Organi

zations of the Treadway Commission COSO in Internal

Control Integrated Framework Based on this assessment

our management concluded that as of December 31 2010

our internal control over financial reporting was effective
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We hove audited Atrion Corporations internal control over

finonciol reporting os of Decemb 31 2010 bosed on criterio

estoblished in Interno/ Contro/Integroted Fromework issued

by the Committee of Sponsoring Orgonizotions of the Trend

way Commission COSO Atrion Corporations management

is responsible for maintaining effective internal control over

financial reporting and for its assessment of the effectiveness

of internal control over financial reporting included in the

accompanying Managements Report on Internal Control over

Financial Reporting Our responsibility is to express an opinion

on Atrion Corporations internal control over financial report

ing based on our audit

We conducted our audit in accordance with the standards of

the Public Company Accounting Oversight Board United

States Those standards require that we plan and perform the

audit to obtain reasonable assurance about whether effective

internal control over financial reporting was maintained in all

material respects Our audit included obtaining an understand

ing of internal control over financial reporting assessing the

risk that material weakness exists testing and evaluating the

design and operating effectiveness of internal control based

on the assessed risk and performing such other procedures as

we considered necessary in the circumstances We believe that

our audit provides reasonable basis for our opinion

companys internal control over financial reporting is

process designed to provide reasonable assurance regarding

the reliability of financial reporting and the preparation of

financial statements for external purposes in accordance with

generally accepted accounting principles companys

internal control over financial reporting includes those policies

and procedures that pertain to the maintenance of records

that in reasonable detail accurately and fairly reflect the

transactions and dispositions of the assets of the company

provide reasonable assurance that transactions are

recorded as necessary to permit preparation of financial

statements in accordance with generally accepted accounting

principles and that receipts and expenditures of the company

are being made only in accordance with authorizations of

management and directors of the company and provide

reasonable assurance regarding prevention or timely detection

of unauthorized acquisition use or disposition of the cam

ponys assets that could have material effect on the financial

statements

Because of its inherent limitations internal control over

financial reporting may not prevent or detect misstatements

Also projections of any evaluation of effectiveness to future

periods are subject to the risk that controls may become

inadequate because of changes in conditions or that the

degree of compliance with the policies or procedures may

deteriorate

In our opinion Atrion Corporation maintained in all material

respects effective internal control over financial reporting as of

December 31 2010 based on criteria established in Internal

Control Integrated Framework issued by COSO

We have also audited in accordance with the standards of the

Public Company Accounting Oversight Board United States

the consolidated balance sheets of Atrion Corporation and

subsidiaries as of December 31 2010 and 2009 and the

related consolidated statements of income changes in

stockholders equity and comprehensive income nod inch

flows for each of the three years in the period ended Decem

ber 31 2010 and our report dated March 11 2011 expressed

an unqualified opinion on those financial statements

Grant Thornton LLP

Dallas Texas

March 112011
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Our strategic objective is to further enhance our position in our

We develop ond monufocture products primorily for medicol

opplicotions We morket components to other equipment

monufocturers for incorporotin in their products ond sell

finished devices to physicions hospitols clinics ond other

treotment centers Our medicol products primorily serve the fluid

delivery cordiovosculor ond ophtholmology morkets Our other

medicol ond non medicol products include instrumentotion ond

disposobles used in diolysis ond volves ond inflotion devices

used in morine ond oviotion sofet products In 2010 opproxi

motely L10 percent of our soles were outside the United Stotes

Our products ore used in wide variety of opplicotions by

numerous customers We encounter competition in oil of our

morkets ond compete primorily on the bosis of product quolity

price engineering customer service ond delivery time

Our strategy is to provide brood selection of products in the

oreos of our expertise Reseorch ond development efforts ore

focused on improving current products ond developing

highly-engineered products thot meet customer needs in niche

morkets thot ore lorge enough to provide meoningful increoses

in soles Proposed new products moy be subject to regulotory

cleoronce or opprovol prior to commerciolizotion ond the time

period for introducing new product to the morketploce con

be unpredictoble We olso focus on controlling costs by

investing in modern monufocturing technologies ond

controlling purchosing processes
We hove been successful in

consistently genieiutirig wsli fioiii upeiutiuiis uiid hove used

thot cosh to reduce indebtedness to fund copitol expenditures

to moke investment purchoses to repurchose stock ond to

poy dividends

served morkets by

Focusing on customer needs

Exponding existing product lines ond developing new

products

Mointoining culture of controlling cost ond

Preserving ond fostering colloborotive entrepreneuriol

monogement structure

For the yeor ended December 31 2010 we reported revenues

of $108.6 million operoting income of $31.0 million ond net

income of $21.0 million

Results of Operotions

Our net income wos $21.0 million or $10.38 per basic and

$1 0.32 per diluted shore in 2010 compared to net income of

$1 6.8 nnlliun or $8.51 per bosic ond $8.36 per diluted shore in

2009 ond net income of $1 5.7 million or $7.99 per bosic ond

$7.82 per diluted shore in 2008 The 2009 results included

$6L13000 net of tox pension terminotion settlement chorge or

$0.32 per diluted shore reloted to the terminotion of our

defined benefit pension plons Revenues were $108.6 million in

2010 compored with $100.6 million in 2009 ond $95.9 million

in 2008 The percent revenue increose in 2010 over 2009

ond the percent revenue increose in 200 over 2008 were

generolly ottributoble to higher soles volumes

Annuol revenues by product lines were os follows in thou

sonds

Fluid Delivery 39442 35540 32209

Cordiovosculor 31280 29051 29263

Ophtholmology 19370 19452 15192

Other 18477 16600 19231

Totol 108569 100643 95895
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Our cost of goods sold was $57.7 million in 2010 compored

with $55.3 million in 2009 and $53.3 million in 2008

Increosed soles volume increased material costs and

increased manufacturing overhead costs were the
primary

contributors to the percent increase in cost of goods sold for

2010 over 2009 and the percent increase in cost of goods

sold for 2009 over 2008

Gross profit in 2010 increased $5.6 million to $50.9 million

compared with $A5.3 million in 2b09 and $1i2.5 million in

2008 Our gross profit was A7 percent of revenues in 2010 AS

percent of revenues in 2009 and fiL percent of revenues in

2008 The increases in gross profit percentage in each of 2010

and 2009 from the prior year was primarily due to favorable

product mix improvements in manufacturing efficiencies and

the impact of cost savings projects

Operating expenses were $1 9.9 million in 2010 compared

with $20.3 million in 2009 and $1 9.6 million in 2008 In 2010

decreases in selling expenses and research and development

or RD expenses were partially offset by increases in general

and administrative or GA expenses RD expenses

decreased $385000 in 2010 as compared to 2009 primarily

related to decreased compensation costs and decreased

outside services RD expenses consist primarily of salaries

and other related expenses of the RD personnel as well as

costs associated with regulatory matters In 2010 selling

expenses decreased $282000 primarily related to decreased

compensation advertising and promotional expenses Selling

expenses consist primarily of salaries commissions and other

related expenses for sales and marketing personnel marketing

advertising and promotional expenses In 2010 GA
expenses increased $277000 over 2009 GA expenses GA
expenses in 2009 included $989000 settlement loss related

to the termination of our defined benefit pension plans

Excluding the 2009 pension termination settlement charge

GA expenses in 2010 increased $1.3 million primarily as

result of increased compensation costs and outside services

GA
expenses consist primarily of salaries and other related

expenses of administrative executive and financial personnel

and outside professional fees

In 2009 increases in GA expenses and RD expenses were

partially offset by decreases in selling expenses GA expenses

increased $297000 excluding the previously mentioned

pension termination settlement charge primarily as result of

increased compensation costs outside services and taxes

partially offset by decreased travel costs RD expenses

increased $85000 in 2009 as compared to 2008 primarily as

result of increased compensation costs and increased

outside services In 2009 selling expenses decreased

$61 8000 primarily as result of decreased compensation

travel advertising and promotional expenses

Our operating income for 2010 was $31.0 million compared

with $25.0 million in 2009 and $23.0 million in 2008 The

increase in 2010 gross profit in addition to the decrease in

operating expenses described above were the major contribu

tors to the operating income improvement in 2010 compared

to the previous year The increase in gross profit partially offset

by the increase in operating expenses described above were

the major contributors to the operating income improvements

in 2009 compared to the previous year

Our interest income for 2010 was $1.0 million compared with

$578000 in 2009 and $299000 in 2008 The increases in

2010 and 2009 were primarily related to the increased level of

cash and investments during 2010 and 2009 Results for 2010

were also favorably impacted by investing in bonds with

slightly longer maturities and higher yields

Income tax expense in 2010 totaled $1 1.0 million compared

with $8.7 million in 2009 and $7.6 million in 2008 The

effective tax rates for 2010 2009 and 2008 were 3A.S

percent 3A.2 percent and 32.7 percent respectively Benefits

from tax incentives for domestic production and RD expendi

tures totaled $977000 in 2010 $776000 in 2009 and

$896000 in 2008 Expenses from changes in uncertain tax

positions totaled $255000 in 2010 $1 A3000 in 2009 and

$231000 in 2008 We expect our effective tax rate for 2011

to be approximately 35.0 percent
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Liquidity id Capital Resources

We hove $25.0 million revolving credit focility with money

center bonk to be utilized for the funding of operotions ond for

mojor copitol projects or ocquisitions subject to certoin

limitotions ond restrictions see Note L1 of Notes to Consoli

doted Finonciol Stotements Borrowings under the credit

focility beor interest thot is poyoble monthly ot 30 doy 60 doy

or 90-doy LIBOR os selected by us plus one percent We hod

no outstonding borrowings uqder our credit focility os of or for

the
yeors ended December 31 2010 ond December 31 2009

The credit focility which expires November 12 201 ond moy

be extended under certoin circumstonces contoins vorious

restrictive covenonts none of which is expected to impoct our

liquidity or copitol resources At December 31 2010 we were

in complionce with oil finonciol covenonts ond hod $25.0

million ovoiloble for borrowing under the credit focility We

believe thot the bonk providing the credit focility is highly

roted ond thot the entire $25.0 million under the credit focility

is currently ovoiloble to us If thot bonk were unoble to provide

such funds we expect thot we would still be oble to fund

pe rotions

At December 31 2010 we hod totol of $fil .7 million in cosh

ond cosh equivolents short term investments ond long-term

investments un iricreuse of $5.3 million from December 31

2009 The principol contributor to this increose wos the cosh

generoted by operoting octivities which wos portiolly offset by

poyments for ocquisitions of property plont ond equipment

ond the poyment of dividends

Cosh flows provided by operotions of $31.2 million in 2010

were primorily comprised of net income plus the net effect of

non cosh expenses plus net chonges in working copitol items

Inventories occounts poyoble ond occrued liobilities were the

primory contributors to the positive net chonge in working

copitol itemsThe chonge in inventories wos primorily reloted

to increosed soles volumes during December 2010 The

chonge in occounts poyoble ond occrued liobilities wos

primorily reloted to increoses in occrued compensotion

At December 31 2010 we hod working copitol of $L1L1.2

million including $10.7 million in cosh ond cosh equivolents

ond $10.7 million in short-term investments The $5.3 million

decreose in working copitol during 2010 wos primorily reloted

to decreoses in cosh ond cosh equivolents ond inventories

portiolly offset by increoses in short term investments The net

increose in cosh ond short term investments wos primorily

reloted to omounts generoted from operotions The decreose

in inventories wos primorily reloted to increosed soles volumes

ot yeor end Working copitol items consisted primorily of

occounts receivoble short-term investments occounts

poyoble inventories ond other current ossets ond other

current liobilities

Copitol expenditures for property plont ond equipment

totoled $L1.3 million in 2010 compored with $6.6 million in

2009 ond $SA million in 2008 These expenditures were

primorily for the oddition of mochinery ond equipment We

expect 2011 copitol expenditures primorily mochinery ond

equipment to increose substontiolly over the overoge of the

levels expended during eoch of the post three yeors

We poid cosh dividends totoling $21.3 million $2.6 million

ond $2.1 million during 2010 2009 ond 2008 respectively In

lonuory 2010 our Boord of Directors declored speciol cosh

dividend of $6.00 per shore on our outstonding common

stock This dividend which totoled $1 2.1 million wos poid on

Jonuory 29 2010 In December 2010 our Boord of Directors

declored speciol cosh dividend of $3.00 per shore on our

outstonding common stock This dividend which totoled $6.0

million wos poid on December 23 2010 We expect to fund

future dividend poyments with cosh flows from operotions

The toble below summorizes debt leose ond other controctuol

obligotions outstonding ot December 31 2010

00

in thousonds

Purchose

Obligotions 11909 11828 78

Totol 11909 11828 78

In the current credit ond finonciol morkets mony componies

ore finding it difficult to goin occess to copitol resources In

spite of the current economic conditions we believe thot our

cosh cosh equivolents short term investments ond long term

investments cosh flows from operotions ond ovoiloble

borrowings of up to $25.0 million under our credit focility will

be sufficient to fund our cosh requirements for ot leost the

foreseeoble future We believe thot our strong finonciol

position would ollow us to occess equity or debt finoncing

should thot be necessory Add itionolly we expect thot our cosh

ond cosh equivolents ond investments os whole will

continue to increose in 2011

Off-Balance Sheet Arrangerrents

We hove no off-bolonce sheet flnoncing orrongements
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We experience the effects of inflotion primorily in the prices

we poy for lobor moteriols ond services Over the lost three

yeors we hove experienced the effects of moderote inflotion

in these costs At times we hove been oble to offset portion

of these increosed costs by increosing the soles prices of our

products However competitive pressures hove not ollowed for

full recovery of these cost increoses

.0 000

In October 2009 the Finonciol Accounting Stondords Boord

FASB issued Accounting Stondords Updote ASU 2009

Reveoue Recogn/t/on Top/c 605 Mu/tip/e-De//verob/e

Revenue Arrnngementso consensus of the FASB Emerg/ng

Issues Tosk Force which omends the criterio for when to

evoluote individuol delivered items in multiple deliveroble

orrongement ond how to ollocote considerotion received This

ASU is effective for fiscol
yeors beginning on or ofter June

2010 The odoption of the guidonce on Jonuory 2011 is not

expected to hove moteriol impoct on our consolidoted

finonciol stotements

From time to time new occounting stondords updotes

opplicoble to us ore issued by the FASB which we will odopt os

of the specified effective dote Unless otherwise discussed we

believe the impoct of recently issued stondords updotes thot

ore not yet effective will not hove moteriol impoct on our

consolidoted finonciol stotements upon odoption

The discussion ond onolysis of our finonciol condition ond

results of operotions ore bosed on our consolidoted finonciol

stotements which hove been prepored in occordonce with

occounting principles generolly occepted in the United Stotes

In the preporotion of these finonciol stotements we moke

estimotes ond ossumptions thot offect the reported omounts

of osets liobilities revenues ond expenses ond reloted

disclosures of contingent ossets ond liobilities We believe the

following discussion oddresses our most criticol occounting

policies ond estimotes which ore those thot ore most impor

tont to the portroyol of our finonciol condition ond results ond

require mnnogements most difficult suhjective nod complex

judgments often os result of the need to moke estimotes

obout the effect of motters thot ore inherently uncertoin

Actuol results could differ significontly from those estimotes

under different ossumptions ond conditions

From time to time we occrue legol costs ossocioted with

certoin litigotion In moking determinotions of likely outcomes

of litigotion motters we consider the evoluotion of legol

counsel knowledgeoble obout eoch motter cose low ond other

cose-specific issues We believe these occruols ore odequote to

cover the legol fees ond
expenses ossocioted with litigoting

these motters However the time ond cost required to litigote

these motters os well os the outcomes of the proceedings moy

vory from whot we hove projeLted

We mointoin on ollowonce for doubtful occounts to reflect

estimoted losses resulting from the foilure of customers to moke

required poyments On on ongoing bosis the collectobility of

occounts receivoble is ossessed bosed upon historicol collection

trends current economic foctors ond the ossessment of the

collectobility of specific occounts We evoluote the collectobility

of specific occounts ond determine when to gront credit to our

customers using combinotion of foctors including the oge of

the outstonding bolonces evoluotion of customers current ond

post finonciol condition recent poyment history current

economic environment ond discussions with our personnel ond

with the customers directly Accounts ore written off when it is

determined the receivoble will not be collected If circumstonces

chonge our estimotes of the collectobility of omounts could be

chonged by moteriol omount

We ore required to estimote our provision for income toxes in

ench of the jurisdictions in which we operote This procss

involves estimoting our octuol current tox exposure including

ossessing the risks ossocioted with tox oudits together with

ossessing temporory differences resulting from the different

treotment of items for tox ond occounting purposes These

differences result in deferred tox ossets ond liobilities which

ore included within the bolooce sheet We ossess the likelihood

thgt our deferred tox ossets will be recovered from future

toxoble income ond to the extent we believe thot recovery is

more likely thon not do not estoblish voluotion ollowonce In

the event thot octuol results differ from these estimotes the

provision for income toxes could be moteriolly impocted

We ossess the impoirment of our long lived identifioble ossets

excluding goodwill which is tested for impoirment os exploined

below whenever events or chonges in circumstonces lodicote

thot the corrying volue moy not be recoveroble This review is

bosed upon projections of onticipoted future cosh flows

Although we believe thot our estimotes of future cosh flows ore

reosonoble different ossumptions regording such cosh flows or

future chonges in our business plon could moteriolly offect our

evoluotions No such chonges ore onticipoted ot this time

We ossess goodwill for impoirment pursuont to ASC 350

Intong/b/es Goodw/// and Other which requires thot goodwill

be ossessed whenever events or chonges in circumstonces

indicote thot the corrying volue moy not be recoveroble or ot

minimum on on onnuol bosis by applying foir volue test
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During 2008 200 ond 2010 none of our critical occounting

policy estimotes required significont odjustments We did not

note ony events or chonges in circumstonces indicoting thot

the corrying volue of moteriol long lived ossets were not

recoveroble

Qu ntkative ano QUaRt ti Oiscias res

bow Market Risks

Foreign E\change Risi

We ore not exposed to moterial fluctuations in currency

exchonge rotes becouse the payments from our internationol

customers ore received primarily in United Stotes dollars

Principol ond Interest Rote Risk

Our cosh equivalents ond short term ond long-term invest

ments consist of money-morket occounts ond taxoble

high-grode corporote bonds Our investment policy is to seek

to monoge these ossets to ochieve the gool of preserving

principol mointoining odequote liquidity ot oil times ond

moximizing returns subject to established investment guide

lines In generol the primory exposure to morket risk is interest

rote sensitivity This meons thot change in prevoiling interest

rotes moy couse the value of ond the return on the investment

to fluctuate

In recent yeors there hos been concern in the credit morkets

regording the volue of voriety of mortgoge bocked securities

ond the resultont effect on vorious securities morkets We

believe thot our cosh cosh equivolents ond investments do

not hove significont risk of defoult or illiquidity However our

cash equivolents and investments may be subject to adverse

changes in market value

Sto
Statements in this Managements Discussion and Analysis and

.elsewhere in this Annual Report that are forward looking are

based upon current expectations and actual results or future

events may differ materially Therefore the inclusion of such

forward-looking information should not be regarded as

representation by us that our objectives or plans will be

achieved Such statements include but are not limited to our

expectations regarding increases in our manufacturing

capacity and equipment in 2011 increases in working capital

levels funding increased capital requirements changes and

uncertainly in the medical products industry the effect of

changes in reimbursement on financial results the effect of

regulatory changes on the approval process for the introduc

tion of new medical products our plans to broaden and

improve product offerings and to be in position to meet

demands for medical services our efforts to manage risk and

deliver superior performance our research and development

expenditures in 2011 our 2011 effective tax rate our 2011

capital expenditures funding future dividend payments with

cash flows from operations availability of equity and debt

financing our ability to meet our cash requirements for the

foreseeable future our ability to fund operations if the bank

providing our credit facility were unable to lend funds to us

and increases in 2011 in cash cash equivalents and invest

ments Words such as expects believes anticipates

intends should plans and variations of such words and

similar expressions are intended to identify such forward look

ing statements Forward-looking statements contained herein

involve numerous risks and uncertainties and there are

number of factors that could cause actual results or future

events to differ materially including but not limited to the

following changing economic market and business Londi

tions acts of war or terrorism the effects of governmental

regulation the impact of competition and new technologies

slower than anticipated introduction of new products or imple

mentation of marketing strategies implementation of new

manufacturing processes or implementation of new informa

tion systems our ability to protect our intellectual property

changes in the prices of raw materials changes in product mix

intellectual property and product liability claims and product

recalls the ability to attract and retain qualified personnel and

the loss of any significant customers In addition assumptions

relating to budgeting marketing product development and

other management decisions are subjective in many respects

and thus susceptible to interpretations and periodic review

which may cause us to alter our marketing capital expendi

tures or other budgets which in turn may affect our results of

operations and financial condition
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in thousands except per share amounts

-Si
Operating Results for the Year ended December 31

Revenues 108569 100643 95895 88s4a 81a2o

30977 25004 22973 201 95b 14338Operating incame

Incame tram cantinuing aperations

Net incame

20952 6843 15667 4aa6b 10600

20952 16843 15667 14006b 10765

Depreciation and amortization 7041 7163 6353 5534 5005

Per Share Data

Incame tram cantinuing aperatians per diluted share 10.32 8.36 7.82 7.06b 5.43

Net incame per diluted share 10.32 8.36 7.82 7.06b 5.51

Cash dividends per camman share

Average diluted shares outstanding

10.56 1.32 1.08 .88 .74

2030 2015 2004 1985 1953

Financial Position at December 31

Tatal assets 134652 132749 115353 99313 95772

Long term debt 11399

ol Included non cash charge for the settlement of the 2007 termination of pension plans that subtracted $1.0 million from operot ng income $6L13000 from net income

nnd $0.32 from net ncome per diluted shnre see Note 11

hI Included two special items that when combined added $1 million to opcrating income $69s000 to net income nnd $0.3s to net income per
diluted shure

in thousands except per share amounts

GAAPaperating income 30977 25004 22973 20195

Dispute resalutian incame 1398

Pension charges net 989 329

Net adjustments 989 1069

Adjusted aperating incame 1912630977 25993 22973

OAAP net income

Net adjustments as shawn abave

20952 16843 15667 14006

989 1069

Incame taxes on adjustments 346 374

Adjustments to net incame 643 695

Adjusted net incame 20952 17486 15667 13311

Incame per diluted share

GAAP 10.32 8.36 7.82 7.06

Adjustments calculated below 0.32 0.35

Adjusted EPS 10.32 8.68 7.82 6.71

Adjustments ta net income as shown abave 643 695

Diluted shares autstanding 2030 2015 2004 1985

Adjustment to incame per diluted share 0.32 0.35
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The Companys common stock is traded on the NASDAQ Global Select Market Symbol

ATRI As of March 2011 there were approximately 2800 stackhalders including

beneficial owners holding shares in nominee or street name The table belaw sets farth

the high and law sales prices as reported by NASDAQ and the dividends per share

declared by the Company far each quarter af 2009 and 2010

eb4 Lb

March 31 99.74 63.55 0.30

June30 136.77 81.74 0.30

September 30 47.75 114.70 0.36

December31 158.18 118.00 0.36an
March 31 164.56 129.51 6.36

June 30 153.90 127.01 0.36

September 30 157.51 130.50 0.42

December 31 184.99 154.63 3.42

The Company presently plans to pay quarterly cash dividends in the future

These amounts include special cash dividend of $6.00 per shore declored in the first quarter

of 2010 ond $3.00 per shore declored in the fourth quarter of 2010
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