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ATRION CORPORATION
FO RM 10-K

ANNUAL REPORT TO
THE SECURITIES AND EXCHANGE COMMISSION
FOR THE YEAR ENDED DECEMBER 31, 2008

PART |
ITEM 1. BUSINESS
General

Atrion Corporation (“Atrion” or the “Company”jlesigns, develops, manufactures, sells and distésbproducts and components, primarily
the medical and healthcare industry. The Compapydducts range from ophthalmology and cardiovasqroducts to fluid delivery devict
The Company has a line of namedical components that are sold for use in aviatiod marine safety products. The Company also @nt
maintains a small gaseous oxygen pipeline thaicisiéntal to the overall operations of the Company.

The Companys fluid delivery products accounted for 34 perce, percent and 32 percent of net revenues for ,20087 and 200
respectively. The Company develops, manufacturdsnaarkets several specialized intravenous fluidvdg) tubing sets and accessories.
intravenous fluid delivery line includes more th&0 distinct models used for complex therapy prooesluemployed in anesthe
administration, intravenous fluid therapy, criticalre and oncology therapy. The Company is an tngiesader in the manufacturing of med
tubing clamps. These products include clamps affesuch features as six matchfitosizes with compatibility to all grades of medidubing
molding in a variety of materials, and compatigilivith different sterilization processes. The Comga swabbable luer valve allo
needleless luer connections to luer access deiid®sapplications. These valves provide an ecomatdnieplacement for needle access pol
drug delivery and IV applications and maintainexi, closed IV system without the need for repfaent caps. The Company has develoj
wide variety of luer syringe check valves and eret valves designed to fill, hold and release adlgd amounts of fluids or gasses on den
for use in various intubation, catheter and otlpgliaations.

The Companys cardiovascular products accounted for 30 perc&htpercent and 29 percent of net revenues for ,20087 and 200
respectively. At the heart of the Company’s cardsnular products is the MPS2® Myocardial ProtectBystem (“MPS2"),a proprietar
technology that delivers essential fluids and metibnis to the heart during opéeart surgery. The MPS2 integrates key functioteting tc
the delivery of solutions to the heart, such agyinarthe rate and ratio of oxygenated blood, ctigith potassium and other additives,
controlling temperature, pressure and other vee&gld allow simpler, more flexible management @ firocess, indicating improved pati
outcomes. New features include an expanded flogaalow volume mode and cyclic flow mode. The MRSthe only device used in open-
heart surgery that allows for the mixing of druggoi the bloodstream without diluting the blood. T#S2 employs advanced pui
temperature control and microprocessor technolaaiesincludes a line of disposable products. Then@gamy also develops, manufactures
markets other cardiovascular products which cormistcipally of the following: cardiac surgery vaou relief valves; Retract-O-Ta@e
silicone vessel loops for retracting and occludirggsels in minimally invasive surgical proceduriedtation devices for balloon cathe
dilation, stent deployment and fluid dispensingg &lean-Cut® rotating aortic punch and PerfectCli®totomy System, both of which &
used in heart bypass surgery to make a precisiening in the heart for attachment of the bypasseilss




The Companys ophthalmic products accounted for 16 percenpet@ent and 17 percent of net revenues for 20087 26d 2006, respective
Atrion is a leading manufacturer of soft contadislestorage and disinfection cases. Atrion prodecesmplete line of products which

compatible with all solutions for use with soft igid gas permeable lenses. The Company also waitkscustomers to provide customi:
distribution of products. As a registered pharmécalreseller, Atrion provides custom packagingluding component purchasing as we
labeling. Warehousing as well as inventory managenie included in Atrion's complete kitting servdceThe Company also desic
manufactures, sells and distributes the LacriCATpt@duct line, a line of balloon catheters thatsediin the treatment of nasolacrimal
obstruction in children and adults. Nasolacrimadtdabstruction can cause a condition called epiplidnronic tearing). People affected by
condition experience excessive and uncontrollablging and often encounter infection as a resulhadolacrimal blockage. LacriCAT
balloon catheters are the only balloon cathetetis kdod and Drug Administration (“FDA”) approvalrfose in this application.

The Company’s other medical and nmredical products accounted for 20 percent, 21 péed 22 percent of net revenues for 2008, 200
2006, respectively. Atrion is the leading manufaetwf inflation systems and valves used in maainé aviation safety products. The Comg
manufactures inflation devices, oral inflation tapeght angle connectors, valves, and closuretifeovests, life rafts, inflatable boats, survi
equipment, and other inflatable structures. Atrédso produces many one-way and tway "Breather" valves for use on electronics ci
munitions cases, pressure vessels, transportatiotdioer cases, escape slides, and many other ahedid nonmedical applications requiril
pressure relief. Atrion provides contract manufeoty services for other major original equipmentnufacturers of medical devices. ~
Company has the ability to take a product from embhchrough design, development and prototype hadl way to fullscale productic
manufacturing. Core competencies include enginggpioduct design and development, prototyping, rabse insert and injection moldir
automation, RF-welding, ultrasonic and heat sealamgl sterile packaging. The Compa&CTester product line consists of instrument:
and associated disposables used to measure thatadticlotting time of blood. The Company manufeesy sells and distributes a line
products designed for safe needle and scalpel ldag@inment. In addition, the Company owns andnta&is a 22-mile higlpressure ste
pipeline in north Alabama that is leased to an #tdal gas producer that transports gaseous oxiggene of its customers.

Marketing and Major Customers

The Company markets components to other equipmenufacturers for incorporation in their products aells finished devices to physicie
hospitals, clinics and other treatment centerseSSalanagers working with a direct sales force, cmsioned sales agents, and distribt
handle these sales. The Companyales managers work closely with major custornmedesigning and developing products to meet cusi
requirements.

Company revenues from sales to customers outsieldJttited States totaled approximately 35 perce@tpé&rcent and 30 percent of
Companys net revenues in 2008, 2007 and 2006, respectiValyse sales are made to various manufacturerthamagh distributors in ov
50 countries outside the United States. Compangmaess from sales to parties in Canada totaled &jppately 13 percent, 17 percent anc
percent of the Company’s net revenues in 2008, 20@72006, respectively.

The Company offers customer service, training ahutation, and technical support such as field sengpare parts, maintenance and repe
certain of its products. The Company periodicaliiyertises its products in trade journals, routinefiends and participates in industry ti
shows throughout the United States and interndtigrend sponsors scientific symposia as a meardisseminating product information.
addition, the Company provides supportive literatom the benefits of its products.




During 2008, Novartis International AG was the Camg's only customer accounting for more than 1G@et of the Compang’revenue
with various products sold to several divisionsNafvartis accounting for approximately 12 percenthef Companys revenues. The loss of t
customer would have a material adverse impact efCttimpany’s business, financial condition and tesfloperations.

Manufacturing

The Company's medical products and other comporaatproduced at facilities in Arab, Alabama, SttelPsburg, Florida and Allen, Tex
The facilities in Arab and St. Petersburg bothizdilplastic injection molding and specialized adsignas their primary manufacturi
processes. The Compasydther manufacturing processes consist of thenddgeof standard and custom component parts andetteng o
completed products.

The Company devotes significant attention to qualgsurance. Its quality assurance measures bétithe suppliers which participate in
Company’s supplier quality assurance program. titiooes at the manufacturing level where many campts are assembled in eléar
room” environment designed and maintained to reduce ptagkposure to particulate matter. Products atederoughout the manufactur
process for adherence to specifications. MostHidsproducts are then shipped to outside proce$siosserilization by radiation or ethyle
oxide gas. After sterilization, the products aramgutined and tested before they are shipped toroess.

Skills of assembly workers required for the mantifee of medical products are similar to those regglin typical assembly operations.
Company currently employs workers with the skilkxessary for its assembly operations and belidatsatiditional workers with these sk
are readily available in the areas where the Coripgoants are located.

The Company’s medical device operations are ISO324®3 certified and are subject to FDA jurisdinti@he Company’s nomedical devic
operations are 1ISO9001-2000 certified.

Research and Development

The Company believes that a well-targeted reseandndevelopment program is an essential part o€tmapanys activities, and the Compe
is currently engaged in a number of research amdldpment projects. The objective of the Comparprogram is to develop new product
the Companys current product lines, improve current products develop new product lines. Recent major deveygmrojects include, kb
are not limited to, inflation devices for ballooatketer dilation, stent deployment, tissue disptaa® and fluid dispensing; inflation devices
orthopedic procedures; advanced contact lens didioh systems; surgical devices used in open heagery; producline expansion i
ophthalmology; product-line expansion for MPS2 praid; and the further integration of neettlee technology with fluid delivery produc
The Company expects to incur additional researchdawvelopment expenses in 2009 for various prajects

The Companys consolidated research and development expenslifare2008, 2007 and 2006 were $2,969,000, $2,003,8nd $2,794,0C
respectively.

Availability of Raw Materials

The principal raw materials that the Company ugests products are polyethylene, polypropylene gadlyvinyl chloride resins. Tt
Companys ability to operate profitably is dependent, ing&part, on the market for these resins. As thesis used by the Company
derived from petroleum and natural gas, pricestlate substantially as a result of changes in [@tno and natural gas prices, demand an
capacity of the companies that produce these ptedaaneet market needs. Instability in the worlarkets for petroleum and natural gas ¢
adversely affect the prices of the Company’s ravtenils and their general availability.




The Company subcontracts with various suppliersravide the quantity of component parts necessagssemble the Compasyproducts
Almost all of these components are available fromuanber of different suppliers, although certaimponents are purchased from sil
sources that manufacture these components usingahmpanys toolings. The Company believes that there aiisfaatory alternative sourc
for single-sourced components, although a suddenigtion in supply from one of these suppliers dadversely affect the Compagyability
to deliver finished products on time. The Compamn® the molds used for production of a majorityitefcomponents. Consequently, in
event of supply disruption, the Company would b& db fabricate its own components or subcontraith &nother supplier, albeit afte
possible delay in the production process.

Patents and License Agreements

The commercial success of the Company is dependepgrt, on its ability to continue to develop gratable products, to preserve its ti
secrets and to operate without infringing or vimlgtthe proprietary rights of third parties. Then@many currently has 392 active patents
patent applications pending on products that ateebeing sold or are in development. The Compzays royalties to outside parties for
patents. All of these patents and patents pendilagerto current products being sold by the Commarty products in evaluation stages.

The Company has developed technical knowledge whilthough norpatentable, is considered to be significant in énght to compete
However, the proprietary nature of such knowledgg e difficult to protect. The Company has entérned agreements with key employ
prohibiting them from disclosing any confidentiafarmation or trade secrets of the Company. Intamidithese agreements also provide
any inventions or discoveries relating to the besiof the Company by these individuals will beégaes] to the Company and become
Company's sole property.

The medical device industry is characterized byemwsitve intellectual property litigation, and comjgsnin the medical products indus
sometimes use intellectual property litigation inga competitive advantage. Intellectual propétigation, regardless of outcome, is of
complex and expensive, and the outcome of thgaliibn is generally difficult to predict.

Competition

Depending on the product and the nature of theeptothe Company competes on the basis of itstyhii provide engineering and des
expertise, quality, service, product and price. sigh, successful competitors must have technicahgth, responsiveness and scale.
Company believes that its expertise and reputdtolguality medical products have allowed it to quete favorably with respect to each <
factor and to maintain long-term relationships wvifghcustomers.

However, in many of the Compamsymarkets, the Company competes with numerous othvepanies in the sale of healthcare products.€
markets are dominated by established manufactthratdhiave broader product lines, greater distriputiapabilities, substantially greater ca|
resources and larger marketing, research and dewelat staffs and facilities than those of the Camypaany of these competitors of
broader product lines within the specific produetrket and in the general field of medical devices supplies. Broad product lines give m
of the Company’s cardiovascular and fluid delivepmpetitors the ability to negotiate exclusive,ddarm medical device supply contre
and, consequently, the ability to offer comprehemgricing of their competing products. By offeriadroader product line in the general 1
of medical devices and supplies, competitors map &lave a significant advantage in marketing comgebdroducts to group purchas
organizations, HMOs and other managed care orgé#mizathat are increasingly seeking to reduce cistaugh centralization of purchas
functions. Furthermore, innovations in surgicaht@ques or medical practices could have the efiéceducing or eliminating market dem:
for one or more of the Company’s products. In addjtthe Company competitors may use price reductions to preserasket share in the
product markets.




Depending on the product and the nature of theeptpfhe Company competes in contract manufactwinthe basis of its ability to provi
engineering and design expertise as well as orbéisés of product and price. The Company frequeddlgigns products for a custome
potential customer prior to entering into lotegm development and manufacturing agreements twithcustomer. Because these product
somewhat limited in number and normally are onoeponent of the ultimate product sold by its costes, the Company is dependent o
ability to meet the requirements of those majoitheare companies and must continually be atteritiibe need to manufacture such proc
at competitive prices and in compliance with sti@nufacturing standards. The Company competesanitimber of contract manufacturer
medical products. Most of these competitors arellsamenpanies that do not offer the breadth of smrsioffered by the Company to
customers.

The Company also competes in the market for imftatievices used in marine and aviation equipmem. Company is the dominant provi
in this market area.

Government Regulation
Products

The manufacture and sale of medical products apgesuto regulation by numerous United States guwental authorities, principally t
FDA, and corresponding foreign agencies. The rebeand development, manufacturing, promotion, ntargeand distribution of medic
products in the United States are governed by #uefal Food, Drug and Cosmetic Act and the regnatpromulgated thereundeFPC Acl
and Regulations™All manufacturers of medical devices must registgh the FDA and list all medical devices manufaetliby them. The li
must be updated annually. The Companyiedical product subsidiaries and certain of tbegtomers are subject to inspection by the FD,
compliance with such regulations and procedurest@@Companys medical products manufacturing facilities arejescttto regulation by tt
FDA.

The FDA has traditionally pursued a rigorous erdament program to ensure that regulated entitiepbomith the FDC Act and Regulatiol
A company not in compliance may face a varietyegfulatory actions, including warning letters, proiddetentions, device alerts, manda
recalls or field corrections, product seizuresaltair partial suspension of production, injunctigetions or civil penalties and crimi
prosecutions of the company or responsible empkyefficers and directors. The Company and ceméiits customers are subject to tr
inspections. The Company believes that it has theDA requirements.

Under the FDA's requirements, if a manufacturer establish that a newly-developed device is “sutiithy equivalent’to a legally markete
device, the manufacturer may seek marketing clearfitom the FDA to market the device by filing aD8) premarket notification with tl
FDA. The 510(k) premarket notification must be suped by data establishing the claim of substamtiplivalence to the satisfaction of
FDA. The process of obtaining a 510(k) clearangacblly can take several months to a year or lontjesubstantial equivalence cannol
established or if the FDA determines that the deviequires a more rigorous review, the FDA will uieg that the manufacturer subm
premarket approval (“PMA")hat must be reviewed and approved by the FDA poignarketing and sale of the device in the Un@éates. Th
process of obtaining a PMA can be expensive, uaiceand lengthy, frequently requiring anywhere frone to several years from the dat
FDA submission. Both a 510(k) and a PMA, if grantetay include significant limitations on the indied uses for which a product may
marketed. FDA enforcement policy strictly prohibitee promotion of approved medical devices for ymaped uses. In addition, prod
approvals can be withdrawn for failure to complythwregulatory requirements or the occurrence obredeen problems following init
marketing. The Company believes that it is in cdamae with the requirements mentioned above.




Certain aviation and marine safety products ar® alsbject to regulation by the United States Cdasard and the Federal Aviati
Administration and similar organizations in foreigountries which regulate the safety of marine avidtion equipment.

Third-Party Reimbursement and Cost Containment

In the United States, healthcare providers, incgdiospitals and physicians, that purchase megicalucts for treatment of their patie
generally rely on thirgparty payors, principally federal Medicare, stateditaid and private health insurance plans, tolaise all or a part
the costs and fees associated with the procederésmed using these products.

Reimbursement systems in international markets w&gyificantly by country and by region within songeuntries, and reimbursem
approvals must be obtained on a country-by-coubtigis. Many international markets have governmaesitaged healthcare systems
control reimbursement for new products and procesiuin most markets, there are private insuransgesys as well as governmengnage
systems. Market acceptance of the Company’s predadhternational markets depends, in part, oratfelability and level of reimbursement.

Medicare and Medicaid reimbursement for hospitalgenerally based on a fixed amount for admittingatient with a specific diagnos
Because of this fixed reimbursement method, hdspitaay seek to use less costly methods in tredtlegicare and Medicaid patier
Frequently, reimbursement is reduced to reflecttraglability of a new procedure or technique, asd result hospitals are generally willin
implement new cost saving technologies before ttiEsenward adjustments take effect. Likewise, beeathe rate of reimbursement
physicians who perform certain procedures has bedmmay in the future be reduced, physicians mal gesater cost efficiency in treatm
to minimize any negative impact of reduced reimborent. Thirdparty payors may challenge the prices charged fedical products ai
services and may deny reimbursement if they detegrtiiat a device was not used in accordance wghetfective treatment methods
determined by the payor, was experimental or wad €@ an unapproved application.

The Company anticipates that Congress, state #gisls and the private sector will continue toeevand assess alternative healthcare de
and payment systems. Potential approaches that beee considered include mandated basic healthmamefits, controls on healthc
spending through limitations on the growth of ptév&ealth insurance premiums and Medicare and MabHgpending, the creation of la
insurance purchasing groups, price controls andrdtindamental changes to the healthcare deliyestes. The Company cannot predict v
impact the adoption of any federal or state heatdceform measures, future private sector refarmarket forces may have on its business.

Product Liability and Insurance

The design, manufacture and marketing of produtthe types the Company produces entail an inhetisktof product liability claims. .
problem with one of the Comparsyproducts could result in product liability claimsa recall of, or safety alert or advisory notietating to
the product. The Company has product liability nasice in amounts that the Company deems appropriate

Advisory Board

Several physicians and perfusionists with substbetipertise in the field of myocardial protectiggrve as Clinical Advisors for the Compe
These Clinical Advisors have assisted in the idieation of the market need for myocardial protectsystems and the subsequent desig
development of the Company’s MPS2 and its predecebtembers of the Compargymanagement and scientific and technical staff ftione
to time consult with these Clinical Advisors to teetunderstand the technical and clinical requimrgief the cardiovascular surgical team
product functionality needed to meet those requineim The Company anticipates that these Clinichligors will play a similar role wit
respect to other products and may assist the Coyripaducating other physicians in the use of tHeS94 and related products.




Certain of the Clinical Advisors are employed byw@demic institutions and may have commitments togamsulting or advisory agreeme
with, other entities that may limit their availahjilto the Company. The Clinical Advisors may at®sve as consultants to other medical de
companies. The Clinical Advisors are not expectedelvote more than a small portion of their timéhiw Company.

People

At January 31, 2009, the Company had 485tfale employees. Employee relations are good ane the&s been no work stoppage due to |
disagreements. None of the Company's employeepissented by any labor union.

Available Information

The Company’s website address is www.atrioncorp.c®ire Company makes available free of charge thratsgvebsite its Annual Report
Form 10-K, Quarterly Reports on Form 10-Q and QhtrReports on Form 8-K, and amendments to thesetse@s soon as reasonably
practicable after they are filed with or furnishedhe Securities and Exchange Commission (‘SEUigse filings are also available at
WWW.SeC.gov.

ITEM 1A. RISK FACTORS

In addition to the other information contained lmstForm 10K, the following risk factors should be considermatefully in evaluating ol
business. Our business, financial condition orltesaf operations could be materially adverseletiéd by any of these risks. Additional ri
and uncertainties that we do not currently knowudloo that we currently believe are immaterialtteat we have not predicted, may also
our business operations or adversely affect us.

o Our business is dependent on the price and availdly of resins and our ability to pass on resin prée increases to ot
customers.
The principal raw materials that we use in our picid are polyethylene, polypropylene and polyvitiyloride resins. Our abili
to operate profitably is dependent, in large pamtthe market for these resins. The resins useaskgre derived from petrolel
and natural gas; therefore, prices fluctuate suktisily as a result of changes in petroleum andinahgas prices, demand and
capacity of the companies that produce these ptedocmeet market needs. Instability in the worldrkets for petroleum a
natural gas could adversely affect the prices ofraw materials and their general availability.

Our ability to maintain profitability is heavily gendent upon our ability to pass through to outamsrs the full amount of a
increase in raw material costs. If resin priceséase and we are not able to fully pass on the&sas to our customers, our re:
of operations and our financial condition will bevarsely affected.

« The loss of a key supplier of raw materials couldelad to increased costs and lower profit margins
The loss of a key supplier would force us to puseheaw materials in the open market, which mayth@gher prices, until w
could secure another source and such higher pn@ss not allow us to remain competitive. If we amable to obtain ra
materials in sufficient quantities, we may not éeao manufacture our products. Even if we werle &b replace one of our ri
material suppliers through another supply arrangenteere is no assurance that the terms that wer @rio with such alterne
supplier will be as favorable as the supply arramgrets that we currently have.




» A substantial portion of our customer relationshipsare open shor-term purchase commitments and, as a result, many afur
customers may unilaterally reduce the purchase ofur products.
A substantial portion of our customer relationstaps based on open short-term purchase commitmf&sits result, many of our
customers may unilaterally reduce the purchaseiopmducts with minimal notice or, in certain caserminate existing orders
for which we may have incurred significant prodantcosts. A loss of a major customer or a numbeuosmaller customers
could materially adversely affect our financial ddgion and results of operations.

« Product liability claims could adversely affect ourfinancial condition and results of operations
We may be subject to product liability claims invialy claims of personal injury or property dama@ar product liabilit
insurance coverage may not be adequate to coveotief defense and the potential award in thateska claim. Also, a well-
publicized actual or perceived problem with onemare of our products could adversely affect ouutaion and reduce t
demand for our products.

o Our success is dependent on our ability to developatentable products, to preserve our trade secretand operate withou
infringing or violating the proprietary rights of t hird parties.

Others may challenge the validity of any patengsiésl to us, and we could encounter legal and fiahdificulties in enforcin
our patent rights against infringers. In addititirere can be no assurance that other technologiestor will not be developed
that patents will not be obtained by others whiabuld render our patents less valuable or obsofdteough we do not belie
that patents are the sole determinant in the coriaiesuccess of our products, the loss of a sicgnifi percentage of our patent
of our patents relating to a specific major proding could have a material adverse effect on ausirtess, financial condition a
results of operations.

We have developed technical knowledge which, atjhouonpatentable, we consider to be significant in emaplis to compet
However, the proprietary nature of such knowledgg tme difficult to protect.

The medical device industry is characterized bersive intellectual property litigation, and comiesnin the medical produt
industry sometimes use intellectual property lifiga to gain a competitive advantage. Intellectualperty litigation, regardless
outcome, is often complex and expensive, and theome of this litigation is generally difficult tpredict. An advers
determination in any such proceeding could subjecto significant liabilities to third parties cequire us to seek licenses fi
third parties or pay royalties that may be subshnEurthermore, there can be no assurance tregssary licenses would
available to us on satisfactory terms or at allcédingly, an adverse determination in a judiciabdministrative proceeding
failure to obtain necessary licenses could prewsnfrom manufacturing or selling certain of our gwots, which could have
material adverse effect on our business, finamgatlition and results of operations.

« International patent protection is uncertain.
Patent law outside the United States is uncertathiga currently undergoing review and revision iany countries. Further, t
laws of some foreign countries may not protect our




intellectual property rights to the same extent/aged States laws. We may patrticipate in oppasifitoceedings to determine
validity of our or our competitors’ foreign patentghich could result in substantial costs and diigar of our efforts.




New lines of business or new products and servicegy subject us to additional risks.

From time to time, we may implement new lines o§ibhess or offer new products and services withistig lines of busines
There are substantial risks and uncertainties &gsocwith these efforts, particularly in instanedsere the markets are not ft
developed. In developing and marketing new linebudiness or new products and services, we maytirsignificant time ar
resources. Initial timetables for the introductamd development of new lines of business and neduats or services may not
achieved and price and profitability targets may poove feasible. External factors, such as compgawith regulation
competitive alternatives, and shifting market prefices, may also impact the successful implementati a new line of busine
or a new product or service. Furthermore, any riegvdf business or new product or service coulcetamsignificant impact on t
effectiveness of our system of internal controlilufa to successfully manage these risks in theldgment and implementati
of new lines of business or new products or sesvamild have a material adverse effect on our lssiresults of operations i
financial condition.

Some of our competitors have significantly greateresources than we do, and it may be difficult for & to compete against then

In many of our markets, we compete with numerobgrotompanies that have substantially greater dishresources and eng:
in substantially more research and developmentities than we do. Furthermore, innovations in galgtechniques or medic
practices could have the effect of reducing or elating market demand for one or more of our présluc

Some of the markets in which we compete are domihay established manufacturers that have broaweupt lines, great
distribution capabilities, substantially larger iketing, research and development staffs and fasilthan we do. Many of the
competitors offer broader product lines within #pecific product market and in the general fieldnafdical devices and suppli
Broad product lines give many of our cardiovascalad fluid delivery competitors the ability to néigbe exclusive, longern
medical device supply contracts and, consequetity,ability to offer comprehensive pricing of themmpeting products. [
offering a broader product line in the generaldief medical devices and supplies, competitors @migp have a significa
advantage in marketing competing products to grpupchasing organizations. In addition, our comntpeti may use prit
reductions to preserve market share in their prochackets.

We are subject to substantial governmental regulatin and our failure to comply with applicable governmental regulations
could subject us to numerous penalties, any of whiccould adversely affect our business.

We are subject to numerous governmental regulatielasing to, among other things, our ability tdl &ir products, thirdarty
reimbursement and Medicare and Medicaid fraud angse If we do not comply with applicable governtaémegulations
governmental authorities could do one or more effttlowing:

. impose fines and penalties on us;

. prevent us from manufacturing our produ

. bring civil or criminal charges against us;

. delay the introduction of our new products into tarket;
. recall or seize our produci

. disrupt the manufacture or distribution of our prot; or
. withdraw or deny approvals for our products.

Any one of these actions could materially adversdigct our revenues and profitability and harm @putation.

-10-




We will be unable to sell our products if we fail © comply with manufacturing regulations.
To manufacture our products commercially, we mushgly with governmental manufacturing regulatiohattgovern desic
controls, quality systems and documentation pdigiad procedures. The FDA and equivalent foreigregomental authoritit
periodically inspect our manufacturing facilitiesdathe manufacturing facilities of our OEM medidalvice customers. If we
our OEM medical device customers fail to complyhwthiese manufacturing regulations or fail any FD#piections, marketing
distribution of our products may be prevented dayled, which would negatively impact our business.

Our products are subject to product recalls even dér receiving regulatory clearance or approval, andany such recalls wouli
negatively affect our financial performance and cold harm our reputation.
Any of our products may be found to have significdaficiencies or defects in design or manufactlitee FDA and simile
governmental authorities in other countries haweahthority to require the recall of any such défecproduct. A government-
mandated or voluntary recall could occur as a tesfutomponent failures, manufacturing errors osigle defects. We do r
maintain insurance to cover losses incurred asuwltref product recalls. Any product recall wouldett managerial and financ
resources and negatively affect our financial pennce, and could harm our reputation with custeraed end-users.

We may not receive regulatory approvals for new prduct candidates or approvals may be delayet

Regulation by governmental authorities in the Whitates and foreign countries is a significantdiaén the developmet
manufacture and marketing of our proposed prodaretsin our ongoing research and product developmetitities. Any failur
to receive the regulatory approvals necessary tonoercialize our product candidates, or the subgsaquighdrawal of any suc
approvals, would harm our business. The processbtaining these approvals and the subsequent canggliwith federal a1
state statutes and regulations require spendirgtantial time and financial resources. If we faibbtain or maintain, or encour
delays in obtaining or maintaining, regulatory apails, it could adversely affect the marketing ny @roducts we develop, ¢
ability to receive product revenues, and our liggyidnd capital resources.

We rely on technology to operate our business ana failure of these systems could harm our busines

We rely heavily on communications and informatigrstems to conduct our business, enhance custormdceseand increa:
employee productivity. Any failure, interruption breach in security of these systems could resuhilures or disruptions in @
customer relationship management, general ledgeentory, manufacturing and other systems. Themoisissurance that ¢
such failures, interruptions or security breachdsnet occur or, if they do occur, that they wile adequately addressed by
policies and procedures that are intended to safegaur systems. The occurrence of any failuregrrimptions or securi
breaches of our information systems could damageeputation, result in a loss of customer busineabject us to additior
regulatory scrutiny, and expose us to civil litigatand possible financial liability, any of whidould have a material adve
effect on our financial condition and results oegtions.
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. We

sell many of our products to healthcare provides that rely on Medicare, Medicaid and private heal insurance plans t

reimburse the costs associated with the procedurgserformed using our products and these third party payors may den
reimbursement for use of our products.

. We

We are dependent, in part, upon the ability of theake providers to obtain satisfactory reimbursenfrom thirdparty payors fc

medical procedures in which our products are uskuld-party payors may deny reimbursement if they deteenthat a prescrib

product has not received appropriate regulatorgralgces or approvals, is not used in accordande awisteffective treatme

methods as determined by the payor, or is expetaheimnecessary or inappropriate. Failure by halpand other users of

products to obtain reimbursement from third-pargyqrs, or adverse changes in government and priwate-party payors’
policies toward reimbursement for procedures umitizour products, could have a material adversecefbn the Company’
business, financial condition and results of openat Major thirdparty payors for medical services in the Unitede3tand otht

countries continue to work to contain healthcarstsoThe introduction of cost containment incergjveombined with clos

scrutiny of healthcare expenditures by both privhgalth insurers and employers, has resulted ine&sed discounts a

contractual adjustments to charges for servicefopeed. Further implementation of legislative omadistrative reforms to tt

United States or international reimbursement systamma manner that significantly reduces reimbuesgnfior procedures usi

our products or denies coverage for such procedusgsresult in hospitals or physicians substitutmger cost products or ott

therapies for our products which, in turn, wouldvdiaan adverse effect on our business, financialdition and results

operations.

may not be able to attract and retain skilled peple.

Our success depends, in large part, on our aldigttract and retain key people. Competition far best people in most activit
we engage in can be intense and we may not be@blee qualified people or to retain them. The xpeeted loss of services
one or more of our key personnel could have a nightadverse impact on our business because of skiis, knowledge of ot
market, years of industry experience and the diffjcof promptly finding qualified replacement pensel.

« Severe weather, natural disasters, acts of war oetrorism or other external events could significanly impact our business.

We currently conduct all our development, manufacstuand management at three locations. Severeheeatatural disaste
acts of war or terrorism and other adverse extemahts at any one or more of these locations doal@ a significant impact
our ability to conduct business. Our disaster recpyolicies and procedures may not be effectivethr occurrence of any st
event could have a material adverse effect on asimless, which, in turn, could have a material ssbv@ffect on our financi
condition and results of operations. The insurameenaintain may not be adequate to cover our losses

« Our stock price can be volatile.

Stock price volatility may make it more difficulbif our stockholders to sell their common stock wtrery want and at prices tt
find attractive. Our stock price can fluctuate digantly in response to a variety of factors irgilug, among other things:

. actual or anticipated variations in quarterly resof operations;

. recommendations by securities analysts;

. operating and stock price performance of other anigs that investors deem comparable to the Company

. perceptions in the marketplace regarding the Compad our competitor:

. new technology used, or services offered, by coitgrs

. trading by funds with hic-turnover practices or strategit

. significant acquisitions or business combinatiosigategic partnerships, joint ventures or capit@inmitments by ¢
involving the Company or our competito

. failure to integrate acquisitions or realize amptited benefits from acquisitions;

. changes in government regulations; .

. geopolitical conditions such as acts or threatewbrism or military conflicts

General market fluctuations, industry factors arehegal economic and political conditions and evestgch as econon
slowdowns or recessions, interest rate changesedlitdoss trends, could also cause our stock pucdecrease regardless
operating results.
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« Our sales and operations are subject to the risksfdoing business internationally.

We are increasing our presence in internationakets, which subjects us to many risks, suct
economic problems that disrupt foreign healthcagment system:
the imposition of governmental contro
less favorable intellectual property or other agadbie laws
the inability to obtain any necessary foreign regardy or pricing approvals of products in a timetgnner;
changes in tax laws and tariffs; a

[ ]
[
[
[ ]
[
e longer payment cycle

Our operations and marketing practices are albfest to regulation and scrutiny by the governrae@ifitthe other countries in which
we operate. In addition, the Foreign Corrupt PcagtiAct, or FCPA, prohibits United States compaaiattheir representatives from
offering, promising, authorizing or making paymetat$oreign officials for the purpose of obtainiagretaining business abroad. In
certain countries, the healthcare professionalsegelarly interact with may meet the definitionaoforeign official for purposes of the
FCPA. Additionally, we are subject to other Unitthtes laws in our international operations. Faitorcomply with domestic or
foreign laws could result in various adverse conseges, including possible delay in approval auseafto approve a product, recalls,
seizures, withdrawal of an approved product fromrtrarketand/or the imposition of civil or criminal sanctmi

« We may experience fluctuations in our quarterly opeating results.

We have historically experienced, and may contiauexperience, fluctuations in our quarterly opeatesults. These fluctuations ¢
due to a number of factors, many of which are detsiur control, and may result in volatility ofr@tock price. Future operating
results will depend on many factors, includi

demand for our product

pricing decisions, and those of our competitorsluiding decisions to increase or decrease pr
regulatory approvals for our produc

timing and levels of spending for research ancettgpment; sales and marketir

timing and market acceptance of new product intctidas by us or our competitol
development or expansion of business infrastrudgtunew clinical and geographic marke
tax rates in the jurisdictions in which we oper:

shipping delays or interruption

customer credit hold:

timing and recognition of certain research andettiggment milestones and license fees;
ability to control our cost
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- Political and economic conditions could materiallyand adversely affect our revenue and results of opations.

Our business may be affected by a number of fadtwat are beyond our control such as general gémableconomic an
business conditions, conditions in the financiatkets, and changes in the overall demand for conlysts. A severe or prolong
economic downturn could adversely affect our custiaifinancial condition and the levels of business\igtiof our customer
Uncertainty about current global economic condgi@ould cause businesses to postpone spendingponge to tighter crec
negative financial news or declines in income areavalues, which could have a material negatifecebn the demand for ¢
products.

The current economic crisis affecting the bankiggtem and financial markets and the current uniceytan global econom
conditions have resulted in a tightening in theditrenarkets, a low level of liquidity in many fineial markets, and extret
volatility in credit, equity, currency and fixeddome markets. There could be a number of followeffects from these econor
developments and negative economic trends on @indss, including the inability of our customerstiain credit to purchas
our products; customer insolvencies; decreasedmestconfidence to make purchasing decisions; deerk customer dema
and decreased customer ability to pay their tradigations.

If conditions in the global economy, United Staszonomy or other key vertical or geographic marketaain uncertain !
weaken further, such conditions could have a neltadverse impact on our business, operating eanlt financial condition.
addition, if we are unable to successfully antitépehanging economic and political conditions, wayrbe unable to effective
plan for and respond to those changes, which coalirially adversely affect our business and resflbperations.

. If we fail to manage our exposure to financial andgsecurities market risk successfully, our operatingesults could be adversel
impacted.

We are exposed to financial market risks, includihgnges in interest rates, credit markets anéprid marketable equity a
fixed-income securities. We do not use derivatimaricial instruments for speculative or tradingpmses.

The primary objective of most of our investmentiaties is to preserve principal and maintain adequliquidity while at th
same time maximizing yields without significantigcreasing risk. To achieve this objective, our retakle investments ¢
primarily investment grade, liquid, fixddeome securities and money market instruments rdéraied in United States dolle
The Company’s cash-equivalents and short-term tmessts may be subject to adverse changes in maaked.

« Any losses we incur as a result of our exposure the credit risk of our customers could harm our resilts of operations.
We monitor individual customer payment capabilitygranting credit arrangements, seek to limit credamounts we believe 1
customers can pay, and maintain reserves we beali®vadequate to cover exposure for doubtful adsoés we have grown ¢

revenue and customer base, our exposure to cieklihas increased. Any material losses as a refutistomer defaults cot
harm and have an adverse effect on our businesgtiqy results and financial condition.
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ITEM 1B. UNRESOLVED STAFF COMMENT S
None.
ITEM 2. PROPERTIES

The Company is headquartered in Allen, Texas, aaihtains operating facilities at that location (0 square feet on 19 acres) as well
Arab, Alabama (112,000 square feet on 67 acreg), $tn Petersburg, Florida (178,000 square feet bradres). Each facility hous
administrative, engineering, manufacturing, andeliausing operations. All operating facilities @@mpany owned.

The Company owns and maintains a 22-mile tpgessure steel pipeline that transports gaseougeoxypetween Decatur and Courtle
Alabama.

ITEM 3. LEGAL PROCEEDINGS

The Company has no pending legal proceedings d/ffeedescribed in Item 103 of Regulation S-K.
ITEM 4. SUBMISSION OF MATTERSTO A VOTE OF SECURITY HOLDERS
During the fourth quarter of 2008, no matters waremitted to a vote of security holders.
Executive Officers of the Company

Name Age Title
Emile A. Battal 70 Chairman and Chief Executive Officer of
Company and Chairman or President of all subsiek

David A. Battal 39 President and Chief Operating Officer of the Cony,
and President of HalkeRRoberts Corporatic
(“Halkey-Robert”), a Company subsidial

Jeffery Strickland 50 Vice President and Chief Financial Officer, Searg
and Treasurer of the Company and Vice Preside
Secretar-Treasurer of all subsidiarit

Messrs. Emile Battat and Strickland currently semgeofficers of the Company and all subsidiaries. David Battat currently serves as
officer of the Company and Halkdégeberts. The officers of the Company and its suas&s are elected annually by the respective Boal
Directors of the Company and its subsidiaries atfitst meeting of such Boards of Directors helgtrathe annual meetings of stockholder
such entities. Accordingly, the terms of officetloé current officers of the Company and its sulasids will expire at the time such meeting
the Boards of Directors of the Company and its slidnses are held, which is anticipated to be iny\2809.

There are no arrangements or understandings betargeaofficer and any other person pursuant to whhiehofficer was elected. There are
family relationships between any of the executiffeers or directors except that Mr. David Batttlie son of Mr. Emile Battat.
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There have been no events under any bankruptcy@actiminal proceedings and no judgmenténfurnctions material to the evaluation of
ability and integrity of any executive officers thg the past five years.

Brief Account of Business Experience During the Pag-ive Years

Mr. Emile Battat has been a director of the Compsinge 1987 and has served as Chairman of the Rdah® Company since January 1¢
He has served as Chief Executive Officer of the famy and as Chairman or President of all subsatiasince October 1998 and as Pres
of the Company from October 1998 until May 2007.

Mr. David Battat has been President and Chief QpeyaOfficer of the Company since May 2007. He kasved as President of Halkey-
Roberts since January 2006 and served from FebA0&y through December 2005 as Halkey-Roberts’ Yiesident Business Developme
and General Counsel. From 2002 through 2004, MvidBattat was engaged in the private practicexof |

Mr. Strickland has served as Vice President an@fCtinancial Officer, Secretary and Treasurer ef@ompany since February 1, 1997 anc
served as Vice President or Secretary-Treasurealfdhe Company subsidiaries since January 1997. Mr. Stricklamg wmployed by ti
Company or its subsidiaries in various other posgifrom September 1983 through January 1997.

PART Il

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOC KHOLDER MATTERS AND ISSUER
REPURCHASES OF EQUITY SECURITIES

The Companys common stock is traded on the NASDAQ Global Seléarket (Symbol ATRI). As of February 17, 2009e tGompany he
approximately 2,900 stockholders, including bernafiowners holding shares in nominee or “street @arhe high and low sales prices
reported by NASDAQ for each quarter of 2007 and&8fe shown below.

Year Ended

December 31, 2007: High Low

First Quarte! $ 95.8¢ % 78.2¢
Second Quarte $ 98.7¢ % 86.3¢
Third Quartel $ 125.0¢ $ 95.0¢
Fourth Quarte $ 128.2( $ 107.4:
Year Ended

December 31, 2008: High Low

First Quarte! $ 133.8¢ $ 95.71
Second Quarte $ 116.7F 3 93.4]
Third Quartel $ 118.0C $ 80.21
Fourth Quarte $ 111.0C $ 63.0(

The Company pays regular quarterly cash dividemdthe Company common stock. The Company has increased itseglyadash dividen
payments in September of each of the past thres.y€he quarterly dividend was increased from féf7share to $.20 per share in Septel
of 2006, to $.24 per share in September of 2007t@$d30 per share in September of 2008. The Coynpaid quarterly dividends totaling $.
million to its stockholders in 2008.
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The following table provides certain informationoal securities authorized for issuance under theg2my's equity compensation plans as of
December 31, 2008:

Plan Categor Number of securities to t Weightec-average Number of securities remainit
issued upon exercise of exercise price of available for future issuance under
outstanding options, warrar outstanding options, equity compensation plans
and rights warrants and rights  (excluding securities reflected in
€) (b) column (a))
(©)
Equity compensation plans approved by secur 99,000 $51.96@ 38,417%
holders
Equity compensation plans not approved by - - 1,950®
security holder:
Total 99,000 $51.96(2) 40,367

(1) Consists of shares of the Company's commork stathorized for issuance under (i) the Compan9871Stock Incentive Ple
which provides for the grant of nonqualified stosftions, incentive stock options, stock apprecratights, restricted stock a
performance shares and (ii) the Compar3006 Equity Incentive Plan which provides for tfiant to key employees and consultan
incentive and nonqualified stock options, restdctgtock, restricted stock units (“RSUs”), deferrsbck units (“DSUS”),stock
appreciation rights and performance shares. Thebeurof shares available for issuance under bothspla subject to equital
adjustment by the Compensation Committee of therdBad Directors in the event of any change in thempany's capitalizatio
including, without limitation, a stock dividend stock split.

(2) The DSUs and RSUs are excluded from the catioul of the weighted average exercise price.

(3) Consists of shares of the Company’s commocksaoithorized for issuance upon settlement of D&ttter the Compang’Deferre:
Compensation Plan for Non-Employee Directors.

The Company has a Common Share Purchase Rightsvifigh is intended to protect the interests otkhmlders in the event of a hos
attempt to take over the Company. The rights, vhkie not presently exercisable and do not havevatizg powers, represent the right of
Companys stockholders to purchase at a substantial discopan the occurrence of certain events, sharesmimon stock of the Company
of an acquiring company involved in a business daatibn with the Company. This plan, which was @tdd in August of 2006, expires
August of 2016.

During the year ended December 31, 2008, the Coymngahnot sell any equity securities that were regfistered under the Securities Ac
1933, and during the fourth quarter of 2008 didrepuurchase any of its equity securities.
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ITEM 6. SELECTED FINANCIAL DAT A

Selected Financial Data
(In thousands, except per share amounts)

2008 2007 2006 2005 2004

Operating Results for the Year ended Decembe

Revenue: $ 95,89¢ $ 88,54( $ 81,02( $ 72,08¢ $ 66,08!

Operating incom 22,97 20,19%@a) 14,33¢ 12,69¢ 8,59¢

Income from continuing operatiol 15,66 14,00¢(a) 10,60( 8,79: 6,30¢

Net income 15,667 14,00¢a) 10,76t 8,95¢ 6,47(

Depreciation and amortizatic 6,35 5,534 5,00¢ 5,38¢ 4,83(
Per Share Dat:

Income from continuing

operations, per diluted she 7.82 7.0¢(@) 5.43 457 3.41

Net income per diluted sha 7.82 7.0¢(a) 5.51 4.6€ 3.5C

Cash dividends per common sh 1.0¢ .88 .74 .62 .52

Average diluted shares outstand 2,004 1,98t 1,95¢ 1,92¢ 1,85(
Financial Position at December

Total asset 115,35: 99,31: 95,77: 78,47( 67,40¢

Long-term debt - - 11,39¢ 2,52¢ 2,93¢

@ Jncluded two special items that, when combineldieal $1.1 million to operating income, $695,00@¢bincome and $0.35 to net income
per diluted share

ITEM 7. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF
OPERATIONS

Overview

The Company designs, develops, manufactures,asalslistributes products and components, priméilyhe medical and healthcare indus
The Company markets components to other equipmentufacturers for incorporation in their products aells finished devices to physicie
hospitals, clinics and other treatment centers. Twenpanys medical products primarily serve the fluid detiyecardiovascular, ai
ophthalmology markets. The Company’s other medécal nonmedical products include instrumentation and diaptes used in dialys
contract manufacturing and valves and inflationicies used in marine and aviation safety produlet2008 approximately 35 percent of
Company's sales were outside the United States.

The Company's products are used in a wide variegpplications by numerous customers. The Compaepunters competition in all of
markets and competes primarily on the basis ofybduality, price, engineering, customer service delivery time.
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The Company's strategy is to provide a broad detecf products in the areas of its expertise. Reteand development efforts are focuse
improving current products and developing higahgineered products that meet customer needs re miarkets that are large enoug
provide meaningful increases in sales for the Comp®&roposed new products may be subject to regylatiearance or approval prior
commercialization and the time period for introdgcia new product to the marketplace can be unpgeddéee The Company also focuses
controlling costs by investing in modern manufaictyitechnologies and controlling purchasing proees¥he Company has been success
consistently generating cash from operations arsdusad that cash to reduce indebtedness, to fupithicaxpenditures, to make investrr
purchases, to repurchase stock and to pay dividends

The Company's strategic objective is to furtheragrde its position in its served markets by:

. Focusing on customer neet

. Expanding existing product lines and developing peaducts

. Maintaining a culture of controlling cost; a

. Preserving and fostering a collaborative, entregueial management structu

For the year ended December 31, 2008, the Compgorted revenues of $95.9 million, operating incah&23.0 million and net income
$15.7 million, up 8 percent, 14 percent and 12 g@traespectively, from 2007.

Results of Operations

The Companys net income was $15.7 million, or $8.03 per basid $7.82 per diluted share, in 2008, comparecetincome of $14.0 milliol
or $7.42 per basic and $7.06 per diluted shar@0bv and $10.8 million, or $5.82 per basic and $%ér diluted share, in 2006. The 2
results included a special net benefit of $695,@00$0.35 per diluted share, attributable to a fabte dispute resolution offset partially
certain initial costs related to the terminatiorttté Companys defined benefit pension plans, as described békawvenues were $95.9 milli
in 2008, compared with $88.5 million in 2007 and.$Bmillion in 2006. The 8 percent revenue increask008 over 2007 and the 9 perc
revenue increase in 2007 over 2006 were generitlpwiable to higher sales volumes.

Annual revenues by product lines were as followdl{pusands):

2008 2007 2006
Fluid Delivery $ 32,20¢ $ 28,74t $ 25,80¢
Cardiovascula 29,26 23,571 23,29(
Ophthalmology 15,19: 17,61« 13,744
Other 19,23: 18,60: 18,17%
Total $ 9589 $ 8854( $ 81,02

The Companys cost of goods sold was $53.3 million in 2008, pared with $50.8 million in 2007 and $48.6 million2006. Increased sa
volume, increased material costs, and increasedifaeturing overhead costs were the primary contoitsuto the 5 percent increase in co:
goods sold for 2008 over 2007. The 5 percent asaen cost of goods sold for 2007 over 2006 wasgrily related to increased sales volu
increased material costs and increased manufagtavierhead costs.

Gross profit in 2008 increased $4.7 million to $aillion, compared with $37.8 million in 2007 af82.4 million in 2006. The Comparsy’

gross profit was 44 percent of revenues in 200§e¥8ent of revenues in 2007 and 40 percent ofea®in 2006. The increase in gross p
percentage in 2008 from the prior year was primatile to improvements in manufacturing efficiencies
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Operating expenses were $19.6 million in 2008, cmeg with $17.6 million in 2007 and $18.1 milliom 2006. The increase in operal
expenses in 2008 from 2007 was primarily due torémerdation in 2007 of a special $1.4 million bgnaet of expenses, related to a dis|
settlement. This benefit was reflected in 2007 adeerease in operating expenses. Additionally,eases in general and administre
(“G&A") expenses and research and development (“Rg&xpenses were partially offset by decreaselling (“Selling”) expenses. In 20C
G&A expenses increased $496,000 primarily relatedcdmpensation costs. G&A expenses consist priynafilsalaries and other rela
expenses of administrative, executive and finangabkonnel and outside professional fees. R&D esg@erincreased $191,000 in 200!
compared to 2007 primarily related to increased mamsation costs and increased outside services. &§Bnses consist primarily of sala
and other related expenses of the research andogewent personnel as well as costs associated reghlatory matters. In 2008, Sell
expenses decreased $85,000 primarily related teedsed outside services, advertising and promdtexgenses partially offset by increa
travel expenses. Selling expenses consist primafilgalaries, commissions and other related expgeftsesales and marketing person
marketing, advertising and promotional expenses.

The decrease in operating expenses in 2007 froré 2@8 primarily related to the special item desatilabove, partially offset by increase
selling and general and administrative expensdin&expenses increased $286,000 in 2007, priasila result of increased outside serv
promotion and advertising expenses. In 2007, G&pemses increased $592,000, primarily attributabla $329,000 charge related to
termination of certain pension plans, increasedpmameation and benefit costs partially offset bydowosts for outside services.

The Companys operating income for 2008 was $23.0 million, canggl with $20.2 million in 2007 and $14.3 millian2006. The increase
gross profit partially offset by the increase ireogting expenses was the major contributor to @ fiercent operating income improveme!
2008. The increase in gross profit and the decriasperating expenses described above were ther maitributors to the operating inco
improvement in 2007.

The Companys interest income for 2008 was $299,000 comparad $467,000 in 2007 and $91,000 in 2006. The ine&rdas2008 ws
primarily related to the increased level of invesints during 2008.

Interest expense was $10,000 in 2008 compared3t,$20 in 2007 and $253,000 in 2006. The decreag608 was primarily the result
reduced borrowing levels. The decrease in 2007pxiagarily related to lower interest rates and restliborrowing levels. Interest of $326,!
was capitalized in 2006 during the constructiothef new facility for Halkey-Roberts.

Income tax expense in 2008 totaled $7.6 milliompared with $6.0 million in 2007 and $3.6 millian2006. The effective tax rates for 2(
2007 and 2006 were 32.7 percent, 30.0 percent ardg&rcent, respectively. Benefits from tax incarg for domestic production, exports
R&D expenditures totaled $896,000 in 2008, $1.0iomlin 2007 and $1.6 million in 2006. Expensegrirohanges in uncertain tax positi
totaled $218,000 in 2008. Benefits from changesncertain tax positions totaled $168,000 in 2007e Tower effective tax rate in 2006 v
primarily a result of a review and documentationthe Company’s R&D tax credits for 2005 and pijear tax returns which indicated that
Company was entitled to higher credits than hadlm&med. The Company expects the effective té far 2009 to be approximately 3
percent.

Over the past ten years, the Company has achiewathingful annual increases in operating revenugstating income, net income fri
continuing operations and diluted earnings per estiilmm continuing operations. During this tggar period, the Company has been ab
achieve this growth even during declines in ecomoactivity. The United States and world econonfiage recently been deteriorating a
unprecedented pace. This resulting decline in ¢gldeanand makes it difficult to make accurate predis for 2009 results. The Compi
hopes to achieve at least modest growth in 2009shunable to predict at what level.
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Discontinued Operations

During 2006, the Company recorded a gain of $168bditer tax, on the disposal of discontinued openatrelated to the 1997 sale of its nal
gas operations. This gain represented $.09 pec bhare in 2006 and $.08 per diluted share in 20B& amount is net of income tax expe
of $85,000. Under the terms of the 1997 agreenteatCompany received a contingent deferred payme$250,000, beforéax, from th
purchaser in April 2006. No payments were due utide agreement after 2006.

Liquidity and Capital Resources

The Company has a $25.0 million revolving credtility (the “Credit Facility”) with a money center bank to be utilized for theding of
operations and for major capital projects or adtjaiss, subject to certain limitations and restdos (see Note 5 of Notes to Consolidi
Financial Statements). Borrowings under the Credldtility bear interest that is payable monthly @iday, 60-day or 9day LIBOR, as select
by the Company, plus one percent. The Company baslitstanding borrowings under its Credit Faciiitypecember 31, 2008 or at Decen
31, 2007. The Credit Facility, which expires Noveant2, 2012, and may be extended under certainrostances, contains various restric
covenants, none of which is expected to impactGbenpanys liquidity or capital resources. At December 3008, the Company was
compliance with all financial covenants and had.824aillion available for borrowing under the CreBacility. The Company believes that
bank providing the Credit Facility is highhated and that the entire $25.0 million under thred@ Facility is currently available to t
Company. If that bank were unable to provide suotd§, the Company does not expect such inabilitynfract the Companyg’ability to funt
operations.

At December 31, 2008, the Company had cash andemskalents of $12.1 million compared with $3.9liom at December 31, 2007. T
Company had short-term investments of $4.7 milibDecember 31, 2008.

Cash flows from continuing operations of $19.5 ioillin 2008 were primarily comprised of net incoples the net effect of nocash expens
offset by net changes in working capital items. dwtts receivable and inventories were the primantributors to the net change in work
capital items. The change in inventories was rdl&tencreased stocking levels necessary to sugportnt operations. In addition, in m2dO¢
the Company began a program to purchase critigalnnaterial in large volumes to hedge against fufuriee increases and take advantag
volume discounts. Given the dramatic change ingbenomics for raw material, advance purchasingedgh against price increase
discontinued in the fall of 2008. The increase ¢oaunts receivable was primarily related to inceglaevenues in 2008 as compared witt
same period in 2007. However, the Company did rRpéeence a significant change in the number of glagles outstanding or inventory tu
Cash provided by operating activities consistednprily of net income adjusted for certain noash items and changes in working ca
items. Noneash items included depreciation and amortizatimhdeferred income taxes. Working capital itemsseiad primarily of accour
receivable, short-term investments, accounts payahtentories and other current assets and othregrtt liabilities.

At December 31, 2008, the Company had working ahpit $42.9 million, including $12.1 million in chsand cash equivalents and §
million in shortterm investments. The $17.2 million increase inkiay capital during 2008 was primarily related herieases in cash and ¢
equivalents, short-term investments, accounts vabkd and inventories. The increase in cash and-gon investments was primarily rela
to amounts generated from operations. The incri@asecounts receivable and inventory were descritiexe.
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Capital expenditures for property, plant and equptrtotaled $5.4 million in 2008, compared with@illion in 2007 and $20.9 million
2006. The $5.4 million expended in 2008 and th® #Tillion expended in 2007 were primarily for thedéion of machinery and equipment.
the $20.9 million expended for the addition of pdy, plant and equipment during 2006, the Compaxpended $15.5 million toward
construction of the new St. Petersburg facility iftsrHalkeyRoberts operation. The Company completed the aget8in of its St. Petersbt
facility and moved HalkeyRoberts operations into the new facility during thied quarter of 2006. The total cost of the nemilfty was $20.
million and the cost of the land was $3.8 milligrhe Company expects 2009 capital expenditures,griiynmachinery and equipment,
increase slightly over the average of the levefzeered during each of the past two years.

The Company decreased its outstanding borrowingsrihe Credit Facility by $11.4 million in 2007uiing 2006, the Company increase
outstanding borrowings under the Credit Facility$8/9 million and repurchased 24,000 shares ofdatemon stock for approximately $
million.

The Company paid dividends totaling $2.1 milliord,.® million and $1.4 million during 2008, 2007 aR@06, respectively. The Comps
expects to fund future dividend payments with déshis from operations.

The table below summarizes debt, lease and otmtramual obligations outstanding at December 8082

Payments due by peric
2010- 2012 anc

Contractual Obligations Total 2009 2011 thereafte
(In thousands

Purchase Obligations $ 7770 $ 7,64 $ 95 $ 31

Total $ 7770 $ 764 % 95 § 31

In the current credit and financial markets, manynpanies are finding it difficult to gain accessctpital resources. In spite of the cur
economic conditions, the Company believes thatbit6.7 million in cash, cash equivalents and stemrts investments, cash flows fr
operations and available borrowings of up to $28illion under the Company’s Credit Facility will Isufficient to fund the Company’'cas
requirements for at least the foreseeable futune. Tompany believes that its strong financial pmsitvould allow it to access equity or d
financing should that be necessary. The Comparigusd that its capital resources should not be madlieimpacted by the current econol
crisis. Additionally, the Company believes thatdésh and cash equivalents and short-term invessrmeih continue to increase in 2009.

Off Balance Sheet Arrangements

The Company has no off-balance sheet financinghgenments.

Impact of Inflation

The Company experiences the effects of inflatiamarily in the prices it pays for labor, materialsd services. Over the last three years
Company has experienced the effects of moderalationf in these costs. At times, the Company hamntable to offset a portion of th

increased costs by increasing the sales pricets girdducts. However, competitive pressures havealmwved for full recovery of these ¢
increases.
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New Accounting Pronouncements

In September 2006, the Financial Accounting Stasl&oard (“FASB”) issued SFAS No. 15Fair Value Measurement§ SFAS 157)).

SFAS 157 defines fair value, establishes a framkwor measuring fair value and expands fair valueasurement disclosures.
February 2008, the FASB issued FASB Staff PosifieisP”) FAS 157-2Fffective Date of FASB Statement N&7 (“FSP FAS 157-2")The
FSP defers the effective date of SFAS 157 to figears beginning after November 15, 2008 for nanfoial assets and nonfinancial liabili
except for items that are recognized or disclogef@invalue on a recurring basis at least annuatig amends the scope of SFAS 157.
Company adopted SFAS 157 in 2008 except for thiesesi specifically deferred under FSP FAS P57-he Company is currently evalual
the impact of the full adoption of SFAS 157 ondtmsolidated financial statements. The Companyebesi that SFAS 157 will not result i
material impact on its consolidated financial staats upon adoption.

In December 2007, the FASB issued SFAS No. 141BR3$jness Combination(8SFAS 141R").SFAS 141R amends accounting and repo
standards associated with business combinationsreqdres the acquiring entity to recognize theessscquired, liabilities assumed
noncontrolling interests in the acquired entitytteg date of acquisition at their fair values. tdigion, SFAS 141R requires that direct ¢
associated with an acquisition be expensed asrediand sets forth various other changes in actwum@ind reporting related to busin
combinations. SFAS 141R applies prospectivelyusitess combinations for which the acquisition dsign or after the beginning of the f
annual reporting period beginning on or after Delserl5, 2008. An entity may not apply SFAS 141Rofeethat date. The Company \
apply SFAS 141R to any acquisition after the détadoption.

In April 2008, the FASB issued FSP FAS 14Z&termination of the Useful Life of Intangible AsqeFSP FAS 142-3")to provide guidanc
for determining the useful life of recognized irgére assets and to improve consistency betweempéhied of expected cash flows use
measure the fair value of a recognized intangisetand the useful life of the intangible assedetermined under FASB Statement :
Goodwill and Other Intangible Assef§~AS 142"). The FSP requires that an entity consider its ovatohical experience in renewing
extending similar arrangements. However, the entiygt adjust that experience based on entity-dpdaiftors under FAS 142. FSP FAS 132-
is effective for fiscal years and interim periotiatt begin after November 15, 2008. The Companydgdo adopt FSP FAS 1&effective
January 1, 2009 and to apply its provisions prosypsy to recognized intangible assets acquiredrafiat date.

From time to time, new accounting pronouncemenpdiegble to the Company are issued by the FASBtloerostandards setting bodies, wi
the Company will adopt as of the specified effextdate. Unless otherwise discussed, the Compaigvbslthe impact of recently issi
standards that are not yet effective will not haveaterial impact on its consolidated financialesteents upon adoption.

Critical Accounting Policies

The discussion and analysis of the Company’s fildmondition and results of operations are basethe Companyg consolidated financi
statements, which have been prepared in accordaitceaccounting principles generally accepted ia thnited States of America. In -
preparation of these financial statements, the Gomypnakes estimates and assumptions that affeceffteted amounts of assets, liabilit
revenues and expenses, and related disclosuresmfigent assets and liabilities. The Company kebehe following discussion addresses
Company's most critical accounting policies andhestes, which are those that are most importatiegportrayal of the Company's finan
condition and results and require management's diffisult, subjective and complex judgments, oftena result of the need to make estin
about the effect of matters that are inherentlyeutragn. Actual results could differ significantigofn those estimates under different assumg
and conditions.
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During 2008, the Company accrued for legal costeaated with certain litigation. In making detenatiions of likely outcomes of litigatit
matters, the Company considers the evaluationgzl leounsel knowledgeable about each matter, easamhd other casspecific issues. Tl
Company believes these accruals are adequate & tiow legal fees and expenses associated wihatlitg these matters. However, the
and cost required to litigate these matters as agelhe outcomes of the proceedings may vary friwat whe Company has projected.

The Company maintains an allowance for doubtfubaots to reflect estimated losses resulting froenfttilure of customers to make requ
payments. On an ongoing basis, the collectibiftyaccounts receivable is assessed based upomidasteollection trends, current econol
factors and the assessment of the collectibilityspécific accounts. The Company evaluates theecdility of specific accounts a
determines when to grant credit to its customemsgua combination of factors, including the agetlté outstanding balances, evaluatio
customers’current and past financial condition, recent payimastory, current economic environment, and distuss with appropria
Company personnel and with the customers diredlycounts are written off when it is determined tieeeivable will not be collected.
circumstances change, the Company’s estimatesafalectibility of amounts could be changed by atenial amount.

The Company is required to estimate its provisionificome taxes in each of the jurisdictions in abhit operates. This process invol
estimating its actual current tax exposure, incigdassessing the risks associated with tax audgsther with assessing temporary differe
resulting from the different treatment of items fax and accounting purposes. These differencest iesdeferred tax assets and liabilit
which are included within the balance sheet. Then@any assesses the likelihood that its deferrecasmets will be recovered from fut
taxable income and to the extent it believes thabvery is more likely than not, does not estabdishaluation allowance. In the event-
actual results differ from these estimates, theipion for income taxes could be materially impacte

Pension plan benefits are expensed as applicaljdogees earn benefits. The recognition of expersagnificantly impacted by estima
made by management such as discount rates usealue gertain liabilities and expected return onetsssThe Company uses thipdsty
specialists to assist management in appropriatelgsaring the expense associated with pension @aefits. In the event that actual res
differ from these estimates, pension plan expecsekl be materially impacted.

The Company liquidated all pension plan investmémtSeptember 2007 in conjunction with the decidimnerminate the plan. At Decem
31, 2008, all remaining assets were invested iroaay market account. The Company did not make anyributions to the plan during 20
and it believes that no further contributions te gian will be required to finalize the plan teration based upon the plan’s yeard funde
status. The Company estimates that future benafitnents will be less than $50,000 in 2009 priothi® final payout for the plan terminat
which will likely occur in mid-2009 after all regulatory approvals are receivdte Tompany currently projects benefit paymentaHerfina
payout to be approximately $3.7 million. After plan obligations are settled, the Company inteéndsiove all remaining plan assets intc
401(k) plan to offset future contributions to tipddn.

The Company assesses the impairment of its limegd-identifiable assets, excluding goodwill whiishtested for impairment pursuant to St
142 as explained below, whenever events or chaingeiscumstances indicate that the carrying valusy mot be recoverable. This reviev
based upon projections of anticipated future cdshvsf While the Company believes that its estimatefuture cash flows are reasona
different assumptions regarding such cash flowtuture changes in the Compasyusiness plan could materially affect its evatunest N¢
such changes are anticipated at this time.

-24-




The Company assesses goodwill for impairment puisteaSFAS 142 which requires that goodwill be ased whenever events or changt
circumstances indicate that the carrying value nmatyoe recoverable, or, at a minimum, on an anbasis by applying a fair value test.

During 2006, 2007 and 2008, none of the Compauyitical accounting policy estimates requirechigant adjustments. The Company did
note any events or changes in circumstances imdictitat the carrying value of material long-livassets were not recoverable.

Quantitative and Qualitative Disclosures About Market Risks
Foreign Exchange Ris

The Company is not exposed to material fluctuatiarurrency exchange rates because the paymentstfre Company’s international
customers are received primarily in United Stataads.

Principal and Interest Rate Rit

The Company’s cash equivalents and short-term tme#s consist of money-market accounts, taxalgh-grade corporate bonds and tax-
exempt municipal bonds. The Compasyhvestment policy is to seek to manage thesetsasseachieve the goal of preserving princi
maintaining adequate liquidity at all times, andximdzing returns subject to established investmeguidelines. In general, the prim.
exposure to market risk is interest rate sensjtivihis means that a change in prevailing interatgts may cause the value of and the retu
the investment to fluctuate.

Recently, there has been concern in the credit etaregarding the value of a variety of mortgageked securities and the resultant effe
various securities markets. The Company believasith cash, cash equivalents, and skema investments do not have significant ris
default or illiquidity. However, the Company’s casuivalents and short-term investments may beestiby adverse changes in market value.

Forward-looking Statements

Statements in this Management’s Discussion andy&igblnd elsewhere in this annual report on ForrK 18at are forwardeoking are base
upon current expectations, and actual results turduevents may differ materially. Thereforehe inclusion of such forwarkboking
information should not be regarded as a representaly the Company that the objectives or planshef Company will be achieved. Si
statements include, but are not limited to, the @any’s expectations regarding its 2009 effective tax,r&009 capital expenditur
availability of equity and debt financing, the Caang’s ability to meet its cash requirements for thedeeable future, the impact of the cui
economic crisis on the Company’s capital resouagesincreases in 2009 in cash, cash equivalentstaontiterm investments. Words suct
“anticipates,” “believes,” “intends,” “expects,” Heuld” and variations of such words and similar expressiare intended to identify st
forward-looking statements. Forwalabking statements contained herein involve numemgks and uncertainties, and there are a numf
factors that could cause actual results or futwents to differ materially, including, but not lited to, the following: changing econon
market and business conditions; acts of war orotsm; the effects of governmental regulation; the impattcompetition and ne
technologies; slower-thaamticipated introduction of new products or impletation of marketing strategies; implementation rew
manufacturing processes or implementation of ndarimation systems; the Compagyability to protect its intellectual property; cluges in th
prices of raw materials; changes in product mitellactual property and product liability claimsdaproduct recalls; the ability to attract .
retain qualified personnel and the loss of any ifigant customers. In addition, assumptions retatio budgeting, marketing, prod
development and other management decisions arectivigj in many respects and thus susceptible évgretations and periodic review wh
may cause the Company to alter its marketing, ahpitxpenditures or other budgets, which in turn ra#fect the Companyg’ results ¢
operations and financial condition.
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ITEM 7A. QUANTITATIVE AND QUAL ITATIVE DISCLOSURES ABOUT MARKET RIS K

See Management'’s Discussion and Analysis of Fimd@mndition and Results of Operations.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DAT A

Report of Independent Registered Public Accountingrirm

Board of Directors and Stockholders
Atrion Corporation

We have audited the accompanying consolidated balaheets of Atrion Corporation as of December ZI08 and 2007, and the
consolidated statements of income, changes in Istdd&rs’ equity and comprehensive income, and cash flowséah of the three year:
period ended December 31, 2008. Our audits of #séclconsolidated financial statements includedfitiencial statement schedule liste
index appearing under Item1Bxhibits and Financial Statement Schedul&hese financial statements and financial statéraeimedule a
responsibility of the Company’s managemen@ur responsibility is to express an opinion on ¢héeancial statements and financial s
schedule based on our audits.

We conducted our audits in accordance with thedstas of the Public Company Accounting Oversighamlo(United States).Those star
require that we plan and perform the audit to obtaasonable assurance about whether the finastei@ments are free of material missta
An audit includes examining, on a test basis, exddesupporting the amounts and disclosures inittadial statements.An audit also inc
assessing the accounting principles used and &igntf estimates made by management, as well asiaivaj the overall financial sta
presentation. We believe that our audits provide a reasonablis fasour opinion.

In our opinion, the financial statements referrecabove present fairly, in all material respedtg, financial position of Atrion Corporatio
December 31, 2008 and 2007, and the results opsations and its cash flows for each of the tlyeses in the period ended December 31
conformity with accounting principles generally epted in the United States of America. Also in opinion, the related financial ste
schedule, when considered in relation to the bfisamcial statements take as a whole, presently fair all material aspects, the informa
forth therein.

As discussed in Note 1 to the consolidated findratetements, effective January 1, 2007, the Compalopted Financial Accounting St
Board Interpretation No. 4&ccounting for Uncertainty in Income Taxe#s discussed in Note 1 to the consolidated fiferstatements, ef
January 1, 2006 the Company adopted the provisidnStatement of Financial Accounting Standards M®3 (revised 2004)ShareB
Paymen. Also as discussed in Note 1 to the consolidéitethcial statements, effective December 31, 2€8%6 Company adopted the provi
Statement of Financial Accounting Standards No, Es&ployers’ Accounting for Defined Benefit Pensiad ather Postretirement Plans

We also have audited, in accordance with the stasdaf the Public Company Accounting Oversight Bo@dnited States), Atrion Corpor
internal control over financial reporting as of Batber 31, 2008, based on criteria establishédt@rnal Control—Integrated Framewoigsut
the Committee of Sponsoring Organizations of theaivay Commission (COSPand our report dated March 13, 2009 expressed qua
opinion.

/s/ Grant Thornton LLP
Dallas, Texas
March 13, 2009
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CONSOLIDATED STATEMENTS OF INCOME
For the year ended December 31, 2008, 2007 and

2008 2007 2006
(In thousands, except per share amot

Revenue! 95,89t $ 88,54( $ 81,02(
Cost of Goods Sol 53,34¢ 50,77 48,57
Gross Profil 42,54° 37,76¢ 32,44¢
Operating Expense

Selling 6,26¢ 6,35:¢ 6,067

General and administratiy 10,33: 9,841 9,24¢

Dispute resolutiol - (1,399¢) --

Research and developmt 2,96¢ 2,77¢ 2,79¢

19,57 17,57¢ 18,11(

Operating Incomu 22,97: 20,19¢ 14,33¢
Interest Incom 29¢ 57 91
Interest Expens (10 (251) (25%)
Other Income (Expense), r 1 -- (4)
Income from Continuing Operations before Provisfor Income Taxe: 23,26: 20,00: 14,17
Provision for Income Taxe (7,596 (5,995 (3,572)
Income from Continuing Operatiol 15,667 14,00¢ 10,60(
Gain on Disposal of Discontinued Operaticnet of tax -- -- 16E
Net Income 15,667 $ 14,00¢ $ 10,76¢
Income Per Basic Shar

Continuing operation 8.0: $ 74z $ 5.7¢

Discontinued operatior -- -- .0¢
Net Income Per Basic She 8.0 $ 74z $ 5.82
Weighted Average Basic Shares Outstan 1,952 1,88 1,851
Income Per Diluted Shar

Continuing operation 782 $ 7.06 $ 5.4%

Discontinued operatior -- -- .08
Net Income Per Diluted Sha 782 $ 7.06 $ 5.51
Weighted Average Diluted Shares Outstanc 2,004 1,98t 1,95¢
Dividends Per Common She 1.0¢ $ 88 $ 74

The accompanying notes are an integral part obtettements.
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CONSOLIDATED BALANCE SHEETS
As of December 31, 2008 and 2007

Assets: 2008 2007
(In thousands

Current Assets

Cash and cash equivale $ 12,05¢ $ 3,531
Shor-term investment 4,69 --
Accounts receivable, net of allowance for doubéfttount<of $31 and $32 in 2008 and 2007, respect 10,87" 9,601
Inventories 20,16¢ 17,38:
Prepaid expenses and other current a: 71¢ 1,48:¢
Deferred income taxe 59€ 607
Total Current Asset 49,10" 32,60¢
Property, Plant and Equipme 94,36¢ 89,73¢
Less accumulated depreciation and amortize 40,99 35,68¢
53,37( 54,05(

Other Assets and Deferred Charc

Patents and licenses, net of accumulated amodizafi$9,805 an$9,507 in 2008 and 2007, respectiv 1,86: 2,011
Goodwill 9,73( 9,73(
Other 1,28: 91:
12,87¢ 12,65«

Total Assets $ 115,35. $ 99,31

The accompanying notes are an integral part obtettements.
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CONSOLIDATED BALANCE SHEETS

As of December 31, 2008 and 2C

Liabilities and Stockholde’ Equity:

2008

2007

Current Liabilities:

(In thousands

Accounts payabl 243t $ 3,53
Accrued liabilities 3,044 2,81¢
Accrued income and other tax 731 51E
Total Current Liabilities 6,21% 6,86¢
Line of credit -- --
Other Liabilities and Deferred Credi
Deferred income taxe 6,95¢ 5,89¢
Other 1,342 1,111
8,29¢ 7,007
Total Liabilities 14,51: 13,87
Commitments and Contingenci
Stockholder Equity:
Common stock, par value $.10 per share, autho10,000 shares, issued 3,420 shi 342 342
Additional paic-in capital 19,13( 15,79(
Accumulated other comprehensive I (539 (48¢€)
Retained earning 117,55: 104,02:
Treasury shares, 1,452 shares in 2008 and 1,508sin 2007, at cos (35,65)) (34,224
Total Stockholder Equity 100,84 85,44
Total Liabilities and Stockholde' Equity 115,350 $ 99,31

The accompanying notes are an integral part oktettements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS
For the year ended December 31, 2008, 2007 and 2006

2008 2007 2006
(In
thousands
Cash Flows From Operating Activities:
Net income 15,667 $ 14,00¢ 10,76
Adjustments to reconcile net income to net cprovided by operating activitie
Gain on disposal of discontinued operati - - (165)
Depreciation and amortizatic 6,351 5,534 5,00¢
Deferred income taxe 1,09¢ 1,13¢ 69:
Stock-based compensatic 637 36¢ 11€
Pension charg - 31C --
Other 37 35 1C
23,79( 21,381 16,42
Changes in operating assets and liabilit
Accounts receivabl (1,279 96¢ (2,250
Inventories (2,782) (277) 59C
Prepaid expenses and other current a: 764 47 (69€)
Other nor-current asset (591) 1,02( (119
Accounts payable and accrued liabilit (867) 317 (1,087)
Accrued income and other tax 21€ 56& (21€)
Other nol-current liabilities 231 (1,329) 4
Net cash provided by continuing operatit 19,487 22,70t 12,64¢
Net cash provided by discontinued operations (MY -- -- 165
19,48’ 22,70¢ 12,81
Cash Flows From Investing Activities:
Property, plant and equipment additic (5,412) (7,897 (20,889
Property, plant and equipment sg - - 3
Investment: (4,692) -- --
(10,104 (7,899 (20,88¢)
Cash Flows From Financing Activities:
Line of credit advance 3,00(¢ 19,42¢ 38,18¢
Line of credit repaymen (3,00(C (30,82 (29,31¢)
Exercise of stock optior 543 697 1,26¢
Shares tendered for employ’ taxes on stoc-based compensatic (913) 47 (36)
Purchase of treasury sto - - (1,599
Tax benefit related to stock optio 1,63t 80t 752
Dividends paic (2,127) (1,670 (1,375
(85§) (11,614 7,881
Net change in cash and cash equivalen 8,52¢ 3,19¢ (192)
Cash and cash equivalents, beginning of ye: 3,531 333 52E
Cash and cash equivalents, end of yei 12,05¢ $ 3,531 333
Cash paid for:
Interest (net of capitalizatiol ¢ $ 31z 19¢
Income taxe: 3,781 3,48 3,27

The accompanying notes are an integral part of thesstatements.
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CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDEREQUITY AND COMPREHENSIVE INCOME
For the year ended December 31, 2008, 2007 and 2006
(In thousands)

Common Stocl

Treasury Stocl

Accumulated Othe
Comprehensive  Retained

Amount Loss Earnings Total

Balances, January 1, 20 (33,279 - 82,31¢ 61,89:
Net income 10,76¢ 10,76¢
Tax benefit from
exercise of
stock option: 752
Stock options and
restricted stoc 597 1,477
Shares surrendered ir
option exercise (133) (133
Purchase of treasu
stock (1,599 (1,599
Dividends (1,375 (1,375
Adjustment for initial
application of SFAS
158, net of tax (Notes
and 12) (892) (892)

Balances, December 3

2006 (34,409 (892) 91,70¢ 70,89:
Components ¢

comprehensive incom
Net income 14,00¢ 14,00¢
Actuarial gain on
pension plan, net of
income taxes of $11 20¢ 20t
Recognition of pensiol
plan curtailment gain
and settlement loss, n
of income taxes of $1( 201 201
Total comprehensiv

income 40€ 14,00¢ 14,41:
Tax benefit from
exercise of
stock option: 80t
Stock options and
restricted stoc 382 1,227
Shares surrendered
option exercise (204) (209)
Dividends (1,676 (2,676
Adjustment for initial
application of FIN 48
(Note 1) a7 a7

Balances, December 31,

2007 (34,227 $ 15,79 (48€) $ 104,02: $ 85,44:
Net income 15,667 15,66
Actuarial gain or
pension plan, net of
income taxes of $2 (47) (47)
Total comprehensive

income 47 15,667 15,62(
Tax benefit fromr
exercise of
stock option: 1,63¢



Stock options and

restricted stoc 74 (74) 75E 1,70t 2,46(
Shares surrendered
option exercise a7 17 (2,187 (2,187
Dividends (2,134 (2,134
Balances, December 31,
2008 1,96¢ $ 34z 145 $ (3565) % 19,13( $ (63%) $ 117,65 $ 100,84.

The accompanying notes are an integral part ofstlaitement.
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Atrion Corporation
Notes to Consolidated Financial Statements

(1) Summary of Significant Accounting Policies

Atrion Corporation (“Atrion”) and its subsidiariegollectively, the “Company”)design, develop, manufacture, sell and distri
products primarily for the medical and healthcanduistry. The Company markets its products througtibe United States a
internationally. The Company’customers include hospitals, distributors, ateomanufacturers. The principal subsidiaries tfoi
through which these operations are conducted am@rAtMedical Products, Inc. (“Atrion Medical Prodeq, HalkeyRobert:
Corporation (“Halkey-Roberts”) and Quest Medicak.l(“Quest Medical”).

Principles of Consolidation
The consolidated financial statements include tw@ants of Atrion and its subsidiaries. All intengpany transactions and balances |
been eliminated in consolidation.

Estimates

The preparation of financial statements in conftymvith accounting principles generally acceptedthe United States of Ameri
requires management to make estimates and assmsgkiat affect the reported amounts of assets iabdities and disclosures
contingent assets and liabilities at the datesheffinancial statements and the reported amouméwenues and expenses during
reporting periods. Actual results could differ fréhose estimates.

Cash and Cash Equivalents
Cash equivalents include cash on hand and in thie #awell as securities with original maturitié90 days or less.

Trade Receivables

Trade accounts receivable are recorded at thenatigiales price to the customer. The Company @iamtan allowance for doubt
accounts to reflect estimated losses resulting ftbe failure of customers to make required payme@®s an ongoing basis, !
collectibility of accounts receivable is assessaseld upon historical collection trends, currennecoic factors and the assessment ¢
collectibility of specific accounts. The Compansakiates the collectibility of specific accountslatetermines when to grant credit tc
customers using a combination of factors, including age of the outstanding balances, evaluationustomers’current and pa
financial condition, recent payment history, cutrenonomic environment, and discussions with apijeitg Company personnel ¢
with the customers directly. Accounts are writtéhwhen it is determined the receivable will net ¢ollected.

Short-term Investments

The Company’s short-term investments consist odliéex high-grade corporate bonds and tax-exemptaipatibonds. The Compary’
investment policy is to seek to manage these asse#€hieve the goal of preserving principal, maimng adequate liquidity, a
maximizing returns subject to the above objectiared relevant tax considerations. The Company faltve provisions of Statemen
Financial Accounting Standards No. 1¥xcounting for Certain Investments in Debt and Bgdecurities. This statement requir
companies to classify their investments as tradagilable-for-sale or held-to-maturity. The Comypanshortterm investments a
accounted for as held-tmaturity since the Company has the positive intamd ability to hold these investments to maturithies
investments are reported at cost, adjusted for jpmamand discounts that are recognized in inténestme, using the interest meth
over the period to maturity and unrealized gairglasses are excluded from earnings.
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Inventories
Inventories are stated at the lower of cost (inicigdnaterials, direct labor and applicable overheadmarket. Cost is determined
using the first-in, first-out method. The followitable details the major components of inventamtifousands):

December 31

2008 2007
Raw materials $ 897¢ $ 7,45:
Work in proces! 4,57¢ 4,51
Finished good 6,612 5,422
Total inventories $ 20,16¢ $ 17,38"

Accounts Payable

The Company reflects disbursements as trade acc@aygable until such time as payments are presdattdte bank for payment.
December 31, 2008 and 2007, disbursements totajfipgoximately $ 608,000 and $ 744,000, respectivedyl not been presented
payment to the bank.

Income Taxes

The Company accounts for deferred income taxeiintil SFAS No. 109Accounting for Income TaxdSSFAS 109”) . SFAS 10!
requires the asset and liability method, wherebfgrded tax assets and liabilities are recognizesethaon the tax effects of tempor
differences between the financial statement andiakebases of assets and liabilities, as measuredreent enacted tax rates. W
appropriate the Company evaluates the need foluatian allowance to reduce deferred tax.

In June 2006, the Financial Accounting Standardar8q“FASB”) issued Interpretation No. 48ccounting for Uncertainty in Incor
Taxes—An interpretation of FASB Statement No. (1N 48"). The Interpretation clarifies the accounting for @rainty in incom
taxes recognized in an enterpriséihancial statements and prescribes a recognitishold and measurement attributes of incom
positions taken or expected to be taken on a taxrreUnder FIN 48, the impact of an uncertain pesition taken or expected to
taken on an income tax return must be recognizetthénfinancial statements at the largest amourttithanore-likely-thamot to bt
sustained upon audit by the relevant taxing autyiofin uncertain income tax position will not beognized in the financial stateme
unless it is more-likely-than-not of being sustaine

The Company adopted FIN 48 on January 1, 2007. A®salt of the adoption, current income taxes pkyatecreased |
$942,000, unrecognized tax benefits of $959,00@wecorded as “Other non-current liabilitiesid retained earnings were reduce
$17,000 on the consolidated balance sheet, withetampact to the consolidated statement of incohe unrecognized tax bene
were comprised of uncertain tax positions that wanlpact the effective tax rate if recognized.

The unrecognized tax benefits mentioned above 69 $®O0 included an aggregate $57,000 of intergstese. Interest was computec
the difference between the tax position recognireatcordance with FIN 48 and the amount previotmken or expected to be takel
the tax returns. Upon adoption of FIN 48, the Conypalected an accounting policy to classify inteegense on underpayment:
income taxes and accrued penalties related to agnézed tax benefits in the income tax provisionoiPto the adoption of FIN 48, t
Companys policy was to classify interest expense on uralgnents of income taxes as interest expense adldgsify penalties as
operating expense in arriving at pretax income.

-34-




Atrion Corporation
Notes to Consolidated Financial Statements - (cdntied)

Property, Plant and Equipment

Property, plant and equipment is stated at costdapdeciated using the straighte method over the estimated useful lives ofrilatec
assets. Expenditures for repairs and maintenareectzarged to expense as incurred. The followindgetadpresents a summary
property, plant and equipment at original costlfiousands):

December 31 Useful
2008 2007 Lives
Land $ 526( $ 5,26( —
Buildings 29,36 29,17 3C-40 yrs
Machinery and equipmel 59,73¢ 55,30t 3-10 yrs
Total property, plant and equipme $ 94,36« $ 89,73¢

Depreciation expense of $6,055,000, $5,222,000%4685,000 was recorded for the years ended DeaeBihe008, 2007 and 20!
respectively. Depreciation expense is recordedtlireecost of goods sold or operating expensesdbasehe associated assets’ usage.

Capitalized interest related to the constructioa aew facility at Halkey-Roberts in the amoun$8£5,839 was recorded during 2006.

Patents and Licenses

Costs for patents and licenses acquired are deteddt acquisition date. Patents and licensesmaoetized over the useful lives of 1
individual patents and licenses, which are frono7.9 years. Patents and licenses are reviewedrfpairment whenever events
changes in circumstances indicate that the caringunt of the asset may not be recoverable.

Goodwill

Goodwill represents the excess of cost over threvidue of tangible and identifiable intangible mstsets acquired. Annual impairrr
testing for goodwill is done using a fair valbased test. Goodwill is also reviewed for impainingeriodically and whenever event:
changes in circumstances indicate a change in valag have occurred. The Company has identifiedetlneporting units whe
goodwill was recorded for purposes of testing godidmpairment annually: (1) Atrion Medical Prodsc{2) HalkeyRoberts and (.
Quest Medical. The carrying amount for goodwileich of the three years ended December 31, 2008,&nhd 2006 was $9,730,000.

Current Accrued Liabilities
The items comprising current accrued liabilities as follows (in thousands):

December 31

2008 2007
Accrued payroll and related expen $ 2,15¢ $ 1,941
Accrued vacatiol 17t 167
Accrued professional fet 221 251
Other accrued liabilitie 492 457
Total accrued liabilitie: $ 3,04 $ 2,81¢
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Revenues

The Company recognizes revenue when its produetskapped to its customers, provided an arrangemdsts, the fee is fixed a
determinable and collectibility is reasonably asdurAll risks and rewards of ownership pass todigtomer upon shipment. Net si
represent gross sales invoiced to customers, &tait related charges, including discounts, retamd other allowances. Revenues
recorded exclusive of sales and similar taxes. lRefwiscounts and other allowances have beemifisgnt historically.

Shipping and Handling Policy
Shipping and handling fees charged to customersep@ted as revenue and all shipping and handlasgs incurred related to prodt
sold are reported as cost of goods sold.

Research and Development Costs
Research and development costs relating to thelafgwent of new products and improvements of exgstinoducts are expensec
incurred.

Advertising

Advertising production costs are expensed as irdurMedia for print placement costs are expensdtié period the advertising fi
appears. Total advertising expenses were approgiyn®251,000, $277,000 and $198,000 for the yeaded December 31, 2008, 2
and 2006, respectively.

Stock-Based Compensation

The Company has stoddased compensation plans covering certain of fisew§, directors and key employees. As explaimedeitail ir
Note 9, the Company accounts for stddsed compensation utilizing the fair value rectigmiprovisions of SFAS No. 123 (revis
2004),Share-Based PaymefiBFAS 123R").

Pension Plan

Pension plan benefits are expensed as applicabpdogees earn benefits. The recognition of expemsesgnificantly impacted
estimates made by management such as discountussdgo value certain liabilities and expectedrrebn assets. The Company 1
third-party specialists to assist management in@pfately measuring the expense associated witkipe plan benefits.

On December 31, 2006, the Company adopted SFAS 188, Employers' Accounting for Defined Benefit Pensiand &the
Postretirement Plans, an amendment of FASB Statsnm 87, 88, 106 and 132(RBFAS 158"). As is further described in Note
the funded status of the Company’s pension plaederded as a noturrent asset and all unrecognized losses, neixpate recorded
accumulated other comprehensive loss within stdddns’ equity. As required by SFAS 158, resultsgdor periods were not restated.

Comprehensive Income
Comprehensive income includes net income plus atberprehensive income, which for the Company cts&if the amortization
unrecognized pension gains, and recognition ofgyaia result of pension plan curtailment andesettht transactions.

New Accounting Pronouncements

In September 2006, the FASB issued SFAS No. E&if,Value Measuremen(8SFAS 157”).SFAS 157 defines fair value, establish
framework for measuring fair value and expands ¥alue measurement disclosures. In February 20@8FASB issued FASB Sti
Position (“FSP") FAS 157-Xffective Date of FASB Statement No. {%5P FAS 157-2")The FSP defers the effective date of S
157 to fiscal years beginning after November 150&f®or nonfinancial assets and nonfinancial lidiedi except for items that :
recognized or disclosed at fair value on a recgrbasis at least annually and amends the scop&ASd57. The Company adop
SFAS 157 in 2008 except for those items specifioddiferred under FSP FAS 127-The Company is currently evaluating the impd
the full adoption of SFAS 157 on its consolidatethficial statements. The Company believes that SEZVSwill not have a mater
impact on its consolidated financial statementsnugaoption.
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In December 2007, the FASB issued SFAS No. 141BR§iness Combination8SFAS 141R"). SFAS 141R amends accounting
reporting standards associated with business catibits and requires the acquiring entity to recogrhe assets acquired, liabili
assumed and noncontrolling interests in the acduwérgity at the date of acquisition at their faatues. In addition, SFAS 141R requ
that direct costs associated with an acquisitiomiygensed as incurred and sets forth various atiemges in accounting and repor
related to business combinations. SFAS 141R appliespectively to business combinations for whighacquisition date is on or a
the beginning of the first annual reporting perimtjinning on or after December 15, 2008. An emtigy not apply SFAS 141R befi
that date. The Company will apply SFAS 141R to aoquisition after the date of adoption.

In April 2008, the FASB issued FSP FAS 142B&termination of the Useful Life of Intangible AsSgFSP FAS 142-3")to provide
guidance for determining the useful life of recag intangible assets and to improve consistentwdss the period of expected c
flows used to measure the fair value of a recoghigtangible asset and the useful life of the igthle asset as determined under F,
Statement 14250odwill and Other Intangible Assef$-AS 142”). The FSP requires that an entity consider its owtohical experienc
in renewing or extending similar arrangements. Havethe entity must adjust that experience baseeérdityspecific factors und
FAS 142. FSP FAS 142-s effective for fiscal years and interim peridtlat begin after November 15, 2008. The Compatsnits t
adopt FSP FAS 142-effective January 1, 2009 and to apply its priowis prospectively to recognized intangible assetyuired afte
that date.

From time to time, new accounting pronouncemensicgble to the Company are issued by the FASBtloerostandards setting bod
which the Company will adopt as of the specifieigetive date. Unless otherwise discussed, the Coynbelieves the impact of recer
issued standards that are not yet effective willhave a material impact on its consolidated finarstatements upon adoption.

Fair Value Measurements

On January 1, 2008, the Company adopted SFAS 187astains to its financial assets and liabiti&SFAS 157 applies both to ite
recognized and reported at fair value in the fim@instatements and to items disclosed at fair vafu¢he notes to the financ
statements. SFAS 157 applies whenever other s@smdaquire or permit assets and liabilities taviasured at fair value, but does
expand the use of fair value to any new circum&tan@s a result, the Company was not required togmize any new assets
liabilities at fair value at adoption.

SFAS 157 establishes a thrigerfair value hierarchy, which prioritizes thepirts used in measuring fair value. These tieraitdel Leve
1, defined as observable inputs such as quote@siit active markets; Level 2, defined as inputeiothan quoted prices in act
markets that are either directly or indirectly alvedle; and Level 3, defined as unobservable inputshich little or no market ds
exists, therefore requiring an entity to develgpoitvn assumptions.

As of December 31, 2008, the Company held certagmtéerm investments that are required to be measwunedigclosure purposes
fair value on a recurring basis. These shemn investments are considered Level 2 assetsfased by SFAS 157. The fair value of
Company's shoiterm investments is estimated using recently exectransactions and market price quotations. Atebdaer 31, 20C
the fair value of the Company’s short-term invesitae@approximates the carrying value of the investsésee Note 2).
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The carrying values of the Compasyother financial instruments including cash anshcaquivalents, accounts receivable, acct
payable, accrued liabilities, and accrued inconteaher taxes approximate fair value due to theiridl and short-term nature.

Concentration of Credit Risk
Financial instruments that potentially subject @@mpany to concentrations of credit risk consistnprily of cash, cash equivaler
short-term investments, and accounts receivable.

The Companys cash is held in high credit quality financial tingions. As of December 31, 2008, $11.8 millian dash and ca
equivalents was maintained in two separate muricipaney market mutual funds, and $.3 million infkcasd cash equivalents v
maintained at two major financial institutions imetUnited States. At times, deposits held with rfgial institutions may exceed 1
amount of insurance provided on such deposits. Gpethese deposits may be redeemed upon demahdlgerefore, bear minin
risk. Effective October 3, 2008, the Emergency it Stabilization Act of 2008 raised the Federa&lpDsit Insurance Corporati
deposit coverage limits to $250,000 per owner f&i0,000 per owner. This program is currently amd through December 31, 20

Effective September 19, 2008, the U.S. Treasurymgencted its Temporary Guarantee Program for Moneskdavutual Funds. Th
program, which is offered to all money market mufuads that are regulated under Rule 24&f the Investment Company Act of 19
guarantees the share price of any publicly offedeglble money market fund that applies for andgayee to participate in the progr
As of December 31, 2008, $8.5 million of the Comyparcash and cash equivalents was covered by thiggrosince it was invested,
of September 19, 2008, in a fund participatinghe t).S. Treasury program. The termination dateéhisrprogram is September 18, 2(
At December 31, 2008, the Company'’s uninsured aashcash equivalents totaled approximately $3.Bamil

The Company invests a portion of its cash in destriments of corporations and municipalities wittong credit ratings.

For accounts receivable, the Company performs oggoiedit evaluations of its customefisiancial condition and generally does
require collateral. The Company maintains resefaegpossible credit losses. As of December 30)828nd 2007, the Company |
allowancefor doubtful account balances of approximately $80, and $32,000, respectively. The carrying amadirthe receivable
approximates their fair value. The Companiargest customer accounted for 11.6%, 14.2% arh ®f operating revenues in 20
2007 and 2006, respectively. That same custommuated for 12.8%, 15.8% and 10.7% of accountsivabke as of December
2008, 2007 and 2006, respectively. No other custa@rceeded 10% of the Companpperating revenues or accounts receivable
December 31, 2008, 2007 or 2006.
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(2)  Short-term Investments
The amortized cost and fair value of the Compasiisrt-term investments that are being accountecddneld-tomaturity securitie!
and the related gross unrealized gains and loasgs,as follow as of December 31, 2008 ( in thodsgan

Gross Unrealized

Cost Gains Losses  Fair value

Corporate bond $ 4,06% $ 8 — $ 4,07
Municipal ta>-exempt bonc 62¢ — 2 627
Total investment securities held to matu $ 4,69 $ 8 $ 2 $ 4,69¢

At December 31, 2008, the length of time until migywof these securities ranged from nine to elewvemths.
(3) Patents and License:

Purchased patents and licenses paid for the usthef entitiespatents are amortized over the useful life of theept or license. Pate
and licenses are as follows (dollars in thousands):

December 31, 200: December 31, 200
Weighted Average Gross Weighted Average Gross
Original Life Carrying Accumulated Original Life Carrying Accumulated
(years) Amount Amortization (years) Amount Amortization
14.75 $11,668 $9,805 14.74 $11,518 $9,507

Aggregate amortization expense for patents anaidiee was $298,000 for 2008, $312,000 for 2007 &i8,H00 for 2006. Estimat
future amortization expense for each of the yeairéosth below ending December 31, is as followstliousands):

2009 $ 289
2010 $ 275
2011 $ 275
2012 $163
2013 $ 163

4) Discontinued Operations

During 2006 the Company recorded a gain of $165d34 tax, on the disposal of discontinued operatirelated to the 1997 sale o
natural gas operations. This amount is net of imedax expense of $85,000. Under the terms ofl88¥ agreement, the Comp:
received a contingent deferred payment of $250/00® the purchaser in April 2006. No additionalypeents were due under t
agreement after 2006 and thus there was no gaanded in 2007 or 2008.
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Line of Credit

The Company has a revolving credit facility (“CreBacility”) with a money center bank. Under the Credit Fagcilinge Company at
certain of its subsidiaries have a line of credi$®5 million which is secured by substantially @entories, equipment and accol
receivable of the Company. Interest under the iCredcility is assessed at 30-day, 60-day ord8@-LIBOR, as selected by 1
Company, plus one percent (3.2 percent at Dece®ihe?008) and is payable monthly. The Company ladutstanding borrowin
under the Credit Facility at December 31, 2008 @072 The Credit Facility expires November 12, 2@t may be extended un
certain circumstances. At any time during the tdlma Company may convert any or all outstandingamts under the Credit Facility
a term loan with a maturity of two years. The Compa ability to borrow funds under the Credit Facifitgm time to time is continge
on meeting certain covenants in the loan agreentleatmost restrictive of which is the ratio of {otiebt to earnings before inter:
income tax, depreciation and amortization. At Deber 31, 2008, the Company was in compliance witfinancial covenants.

Income Taxes
The items comprising income tax expense for commoperations are as follows (in thousands):

Year ended December 31

2008 2007 2006

Current — Federal $ 6,08¢ $ 476( $ 2,708
— State 51¢ 20 23C

6,60~ 4,78( 2,93¢

Deferred — Federal 91¢ 1,19(¢ 607
— State 75 25 3C

991 1,21¢F 637

Total income tax expen: $ 7,59 $ 599t §$ 3,572
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Temporary differences and carryforwards which hgiven rise to deferred income tax assets and iiesilas of December 31, 2008 and
2007 are as follows (in thousands):

2008 2007
Deferred tax assets
Benefit plans $ 454  $ 331
Inventories 46¢ 45¢€
Other 77 93
Total deferred tax asse $ 1,00 $ 88(
Deferred tax liabilities:
Property, plant and equipme $ 537 % 4,657
Pension: 163 201
Patents and goodw 1,827 1,311
Total deferred tax liabilities $ 7,36( $ 6,16¢
Net deferred tax liability $ 6,36 $ 5,28¢
Balance Sheet classification
Non-current deferred income tax liabili $ 6,95¢ $ 5,89¢
Current deferred income tax asset 59¢€ 607
Net deferred tax liabilit $ 6,36 $ 5,28¢

Total income tax expense for continuing operatidifters from the amount that would be provided Ipplging the statutory fedel
income tax rate to pretax earnings as illustratdv (in thousands):

Year ended December 31

2008 2007 2006

Income tax expense at the statutfederal income taxrar  $ 8,14: $ 7,03C $ 4,96(
Increase (decrease) resulting frc

State income taxe 302 24C 21C

R&D credit (481) (58€) (1,327

Foreign sales bene - (66) (159

Section 199 manufacturing deducti (415 (34¢) (127

Other, ne 48 (275) 5
Total income tax expen: $ 7,59¢ $ 599t § 3,572

The 2006 amount for R&D credit includes $1,022,880resenting the results of a review and documientaf the Companyg R&D ta>
credits for 2005 and prigrear tax returns. This review indicated that thenpany was entitled to higher credits than had l@imec
and amended returns were filed.
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A reconciliation of the beginning and ending baksof the total amounts of gross unrecognized ¢getits as required by FIN 48 is as
follows (in thousands):

Gross unrecognized tax benefits at January 1, $ 95¢
Increases in tax positions for prior ye 52
Increases in tax positions for current 'y 17¢
Lapse in statute of limitatior (399)
Gross unrecognized tax benefits at December 3T $ 791
Increases in tax positions for prior ye 11
Increases in tax positions for current 'y 281
Lapse in statute of limitatior (61)
Gross unrecognized tax benefits at December 38 $ 1,022

As of December 31, 2008 all of the unrecognized larefits, which were comprised of uncertain tasitans, would impact tt
effective tax rate if recognized. Unrecognized baxefits that are affected by statutes of limitatioat expire within the next 12 mon
are immaterial.

The Company and its subsidiaries are subject to féderal income tax as well as to income tax oftiple state jurisdictions. Ti
Company has concluded all U.S. federal income tattars for years through 2003. In January, 2d@®]rternal Revenue Service (I
began examining certain of the Company.S. Federal income tax returns for 2007. To,daieroposed adjustments have been is
All material state and local income tax mattersehbgen concluded for years through 2004.

The Company recognizes interest and penaltiesnyif eelated to unrecognized tax benefits in incame expense. The liability f
unrecognized tax benefits included accrued intenést73,000, $50,000 and $57,000 at December 328,2December 31, 2007 ¢
January 1, 2007, respectively. Tax expense foy#iae ended December 31, 2008 includes net intexgsinse of $23,000. Tax expe
for the year ended December 31, 2007 includesnteteist benefit of $7,000.

@) Stockholders’ Equity

The Board of Directors of the Company has at varibmes authorized repurchases of Company stodpénmarket or negotiate
transactions at such times and at such prices asgeanent may from time to time decide. No repurebagere made in 2008 or
2007. In 2006, the Company repurchased 24,00@&stera price of $66.41 per share. As of DecerBbe008, authorization for t
repurchase of up to 68,100 additional shares rezdain

The Company has increased its quarterly cash didigg@ayments in September of each of the past flwaes. The quarterly dividend v
increased from $.17 per share to $.20 per shaB8eptember of 2006, to $.24 per share in Septenfbh20@¥ and to $.30 per share
September of 2008.

The Company has a Rights Plan, which is intendemtdtect the interests of stockholders in the ewéiat hostile attempt to take over

Company. The rights, which are not presently dgalde and do not have any voting powers, repregentright of the Company’
stockholders to purchase at a substantial discopor) the occurrence of certain events, sharesrofion stock of the Company or of

acquiring company involved in a business combimatiith the Company. This plan, which was adoptedigust of 2006, expires

August of 2016.
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Income Per Share

The following is the computation for basic and tidiincome per share from continuing operations:
Year ended December 31

2008 2007 2006
(In thousands, except per share amot

Income from continuing operatiol $ 15,667 $ 14,00¢ $ 10,60(
Weighted average basic shares outstan 1,952 1,881 1,851
Add: Effect of dilutive securitie 52 98 10z
Weighted average diluted shares outstan 2,004 1,98¢ 1,95:
Income per share from continuing operatic

Basic $ 8.0 $ 74z $ 5.7¢

Diluted $ 782 $ 7.06 $ 5.4%

In 2008, 2007 and 2006, weighted average sharesstriicted stock of 7,988, 6,896 and 3,021 werduebed from the calculation
weighted average basic shares outstanding. Incitamsimares from unvested restricted stock, resttistock units and deferred st
units were included in the calculation of weightacrage diluted shares outstanding using the trgeasock method in 2008, 2007 ¢
2006. For the year ended December 31, 2008, aptmpurchase 16,000 shares of common stock weraciaded in the computati
of diluted income per share because their effectivbave been antidilutive.

Stock Plans

At December 31, 2008, the Company had three dbasled compensation plans which are described rathyebElow. Prior to January
2006, the Company accounted for its plans underahegnition and measurement provisions of AccagnBrinciples Board Opinit
No. 25,Accounting for Stock Issued to Employeand related interpretations. No stdzdsed employee compensation cost was refl
in net income prior to January 1, 2006, as all@m@igranted under those plans had an exercise gujiga&l to the market value of
underlying common stock on the date of grant.

Effective January 1, 2006, the Company adopteghtheisions of SFAS 123R, using the modifipaispective transition method, and
disclosures that follow are based on applying SE&3R. Under this transition method, compensatiopease recognized incluc
compensation expense for all shhesed awards granted prior to, but not yet vesteaf,alanuary 1, 2006, based on the grant daf
value estimated in accordance with the originaljsions of SFAS No. 123ccounting for Stock-Based Compensation

SFAS 123R requires that cash flows from the exeroisstockbased compensation resulting from tax benefitsxizess of recogniz:

compensation cost (excess tax benefits) be cledsi financing cash flows. The Company recorde6i351000, $805,000 and $752,
of such excess tax benefits as financing cash flov208, 2007 and 2006, respectively.
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The Companys 1997 Stock Incentive Plan provides for the gtarkey employees of incentive and nonqualified lstoptions, stoc
appreciation rights, restricted stock and perforoeashares. In addition, under the 1997 Stock lmceiPlan, outside directors (direct
who are not employees of the Company or any sudrgidreceived automatic annual grants of nonqeaitock options to purchi
2,000 shares of common stock. The 1997 Stock theeRlan was amended in 2005 to provide that rditiathal stock options may
granted to outside directors thereunder. Underl®8¥ Stock Incentive Plan, 624,425 shares, inafgregate, of common stock w
reserved for grants. The purchase price of shased on the exercise of incentive options wasiredjio be at least equal to the
market value of such shares on the date of greiné purchase price for shares issued on the erecfimionqualified options a
restricted and performance shares was fixed byCibmpensation Committee of the Board of Directorle options granted beco
exercisable as determined by the Compensation Ctie&rand expire no later than 10 years after the afegrant.

During 2006, the Company’s stockholders approvedatioption of the Compars/2006 Equity Incentive Plan which provides for
grant to key employees and consultants of incerating nonqualified stock options, restricted staektricted stock units, deferred st
units, stock appreciation rights and performancaresh Under the 2006 Equity Incentive Plan, 100,868@res, in the aggregate
common stock were reserved for awards. The purghidse of shares issued on the exercise of optioust be at least equal to the
market value of such shares on the date of gréiné purchase price for restricted and performaheges is fixed by the Compensa
Committee of the Board of Directors. The optiorsngied become exercisable and expire as deterrbintite Compensation Commit
except that incentive options expire no later th@ryears after the date of grant.

In May 2007, a noremployee director deferred compensation plan wasnpplace by the Company. This plan, as amendémlys the
Company’s noremployee directors to elect to receive stock unitgeu of all or part of the cash fees they areereing for their service
as directors. On the first business day of eatdndar year, each participating nemployee director is credited with a number of k
units equal to the cash fees foregone by suchtdiréivided by the closing price of the Compaigbmmon stock on the next prece:
date on which shares of the Company’s stock waett. The stock units are convertible to sharéseo€Companys common stock or
one-forone basis at a future date as elected in advandhebgirector, but no later than the January foilgathe year in which tt
director ceases to serve on the Board of Directors.
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Option transactions for the three years in thegoeeinded December 31, 2008 are as follows:

Weighted Average

Shares Exercise Prict
Options outstanding at January 1, 2! 225,10 $ 24.8¢
Granted in 200! 25,00 $ 71.8¢
Exercised in 200 (58,750 $ 23.1¢
Options outstanding at December 31, 2 191,35( % 31.5Z
Granted in 200 -- -
Exercised in 200 (38,9200 $ 21.9¢
Options outstanding at December 31, 2 152,43( $ 33.9¢
Granted in 200 16,00 $ 111.1¢
Exercised in 200 (69,430 $ 26.0¢
Options outstanding at December 31, 2 99,00¢ $ 51.9¢
Exercisable options at December 31, 2 166,35( $ 25.4¢
Exercisable options at December 31, 2 133,68( $ 28.6¢
Exercisable options at December 31, 2 70,500 $ 35.0(

All unvested options outstanding at December 30828re expected to vest. As of December 31, 20@8etremained 38,417 shares
which options may be granted in the future under®97 Stock Incentive Plan and the 2006 Equiteritige Plan. The following tak
summarizes information about stock options outstandt December 31, 2008:

Options Outstandin Options Exercisabl

Weighted averag  Weighted Weighted

Range of exercise Number remaining average Number average
prices outstanding contractual life  exercise prict exercisable  exercise prict
$6.8¢-$14.06 25,00( 1.6 year $ 12.8: 25,00( $12.8:
$22.5(-$29.30 12,00( 3.5 year $ 25.9¢ 12,00( $25.9¢
$43.7:-$46.00 21,00( 1.4 year $ 44.6: 21,00( $44.6:
$71.86 25,00( 2.6 year $ 71.8¢ 12,50( $71.8¢
$111.0(-$111.50 16,00( 4.4 year $111.1¢ = --
99,00( 2.5 year $ 51.9¢ 70,50( $35.0(

The Company estimates the fair value of stock ogtigranted using the Black-Scholes optiizing formula and a single option av

approach. None of the Company’s grants includefopaance-based or markb&sed vesting conditions. The expected life regoresst|

period that the Company’s stoblased awards are expected to be outstanding andetersnined based on historical experience of &

awards, giving consideration to the contractuaihnteof the stoclbased awards, vesting schedules and expectatiohguoé employ

behavior. The fair value of stoddased payments, funded with options, made subsetpeanuary 1, 2006 is valued using the E

Scholes valuation method with a volatility fact@sked on the Company’s historical stock tradingolystThe Company bases the ris&-
interest rate using the Bladeholes valuation method on the implied yield cotlye available on U. S. Treasury securities wi

equivalent term. The Company bases the dividentdl yised in the Black-Scholes valuation method an @ompanys stock divide

history.
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There were no options granted in 2007. The fdeséor the options granted in 2008 and 2006 wémated at the date of grant usir
Black-Scholes option pricing model with the followjiweighted average assumptions for 2008 and 2006:

2008 2007 2006
Risk-free interest rat 2.7% -- 4.9%
Dividend yield .9% -- 1.0%
Volatility factor 25.0% -- 25.0%
Expected life 4 years -- 4 years

The weighted average grant date fair values obfit®ns granted in 2008 and 2006 were $24.31 aB8dR1per share, respectively. -
total intrinsic values of options exercised dur2@p8, 2007 and 2006 were $7.0 million, $3.0 millaovd $2.8 million, respectively. T
total intrinsic values of options outstanding amdians currently exercisable at December 31, 20@8¢ $4.4 million and $4.3 millio
respectively.

During 2008, the Company made one award of resttistock under the 2006 Equity Incentive Plan. Wnke terms of the award &
the plan, the restrictions lapse generally oveive-fear period. During the vesting period, holderghef restricted stock have vot
rights and earn dividends, but the shares may edold, assigned, transferred, pledged or otherensembered. Unvested shares
forfeited on termination of employment. Changegastricted stock for the years ended Decembe2@@6, 2007 and 2008 were
follows:

Weighted Averag:
Award Date Fair
Shares Value Per Shar
Restricted stock at January 1, 2( --
Granted in 200! 750 $ 71.8¢
Vested in 200¢ --
Restricted stock at December 31, 2! 7500 $ 71.8¢
Granted in 200° --
Vested in 2007 (1,500 $ 71.8¢
Restricted stock at December 31, 2! 6,00 $ 71.8¢
Granted in 200: 4,000 % 111.0¢
Vested in 200¢ (1,500 $ 71.8¢
Restricted stock at December 31, 2008 8,50C ¢ 90.31

All shares of unvested restricted stock outstandih@ecember 31, 2008 are expected to vest. Tla itdtinsic value of unvest
restricted stock awards at December 31, 2008, 20072006 was $815,000, $750,000 and $583,000,atdsglg. The total fair value
restricted stock vested during 2008 and 2007 wé4 $00 and $146,000, respectively.

During 2007 restricted stock units were grantedddain key employees under the 2006 Equity Ingerfiilan. All of these stock ur

are convertible to shares of stock on a one-forfmss when the restrictions lapse, which is gdiyepaer a fiveyear period. Unvest
stock units are forfeited on
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termination of employment. During the vesting pdribolders of all restricted stock units earn divids as additional units. During 2(
and 2008, certain outside directors elected toivecgock units as compensation for their servaeed®oard members. Changes in
units for the year ended December 31, 2007 and 2@08 as follows:

Weighted Weighted
Average Average
Award Date Award Date
Restricted Fair Value Directors’ Fair Value
Stock Units Per Unit Stock Units Per Unit
Unvested stock units at January 1, 2 -- -
Granted in 200° 10,01 $ 96.0:2 21C % 98.87
Vested in 2007 -- 21C ¢ 98.81
Unvested stock units at December 31, 2 10,01C $ 96.0: --
Granted in 200! 107 $ 100.9] 341 % 124.5¢
Vested in 200¢ -- 341 % 124.5¢
Unvested stock units at December 31, 2 10,117 ¢ 96.0¢ --

All unvested restricted stock units at December ZM)8 are expected to vest. No restricted stocts wasted during 2008. The tc
intrinsic value of all outstanding stock units winiare not yet convertible at December 31, 2008udticg 551 stock units held for t
accounts of outside directors, was $1,023,000.tdtee fair value of directorsstock units vested was $43,000 and $21,000 dui@dg
and 2007, respectively. As of December 31, 200&gethemained 1,949 stock units which may be awairée future to normploye:
directors.

Compensation related to stock options is basedheratr value of stock options granted using thacRiScholes optiopricing formule
and a single option award approach. Compensatlatecketo restricted stock and restricted stocksuisibased on the fair market valu
the stock on the date of the grant. These fairesalre then amortized on a straitjihe basis over the requisite service periods e
entire awards, which is generally the vesting pkrieor the years ended December 31, 2008, 20072@86, the Company recorc
share-based compensation expense as a “Gener&ldanidistrative expenseih the amount of $637,000 and $368,000 and $11¢
respectively for all of the above mentioned shaased compensation arrangements. The total taxfibeeeognized in the incon
statement from sharteased compensation arrangements for the years @wtmiber 31, 2008, 2007 and 2006, was $218,00D, $a(
and $35,000, respectively.

Unrecognized compensation cost information forGloenpany’s various shatgsed compensation types is shown below as of Dz

31, 2008:
Weighted Average
Unrecognizec Remaining Years in
Compensation Co:  Amortization Perioc
Stock options $ 502,00( 2.9
Restricted stoc 649,00( 3.2
Restricted stock uni 660,00( 3.5
Total $ 1,811,001

The Company has a policy of utilizing existing seey shares to satisfy stock option exerciseskatai conversions and restricted st
awards.
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(20) Revenues From Major Customers
The Company had one major customer which repredeagproximately $11.1 million (11.6 percent), $1tdlion (14.2 percent) ar
$7.9 million (9.7 percent) of the Company’s opergtievenues during 2008, 2007 and 2006, respegtivel
(12) Industry Segment and Geographic Infoation
The Company operates in one reportable industmneay designing, developing, manufacturing, selng distributing products for t
medical and healthcare industry and has no forepgrating subsidiaries. The Company has otherystdthes which include pressi
relief valves and inflation systems, which are sptanarily to the aviation and marine industriesueDto the similarities in prodt
technologies and manufacturing processes, theskigiare managed as part of the medical prodegmment. The Company recor
incidental revenues from its oxygen pipeline, whicialed approximately $957,000 in 2008, $958,0002007 and $955,000
2006. Pipeline net assets totaled $2.1 and $2lbmat December 31, 2008 and 2007, respectiv€lgmpany revenues from sale:
parties outside the United States totaled appraein®@5 percent, 36 percent and 30 percent of theganys total revenues in 20(
2007 and 2006, respectively. No Company asset®eated outside the United States.
A summary of revenues by geographic territory, baseshipping destination, for 2008, 2007 and 280& follows (in thousands):
Year ended December 31
2008 2007 2006
United State: $ 62,44¢ $ 56,86( $ 56,78¢
Canadz 12,65¢ 14,89( 9,23t
United Kingdom 2,85( 2,204 1,897
Japar 3,13( 3,19¢ 2,76
Germany 2,66/ 2,43¢ 1,827
China 1,74¢ 1,13 98:
Other countries less than $1 milli 10,39¢ 7,82( 7,531
Total $ 95,89f $ 88,54( $ 81,02(
A summary of revenues by product line for 2008,7280d 2006 is as follows (in thousands):
2008 2007 2006
Fluid Delivery $ 32,20¢ $ 28,74 3% 25,80¢
Cardiovascula 29,26: 23,571 23,29(
Ophthalmology 15,19: 17,61« 13,74«
Other 19,23: 18,60: 18,17%
Total $ 95,89t $ 88,54( $ 81,02(
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Employee Retirement and Benefit Plan

In September 2007, the Company terminated a noribatdry cash balance defined benefit retiremeanghat was maintained for
regular employees of the Company except those afsQMedical and employees hired after May 2005%orRo termination, th
Companys funding policy was to make the annual contrimgicequired by applicable regulations and recommery its actuary. Tl
Company uses a December 31 measurement date fplatheAffected employees accrued pension bentiitaigh December 31, 20!
but did not accrue any additional benefits under gtan after that date. However, participants wdhtinue to earn interest credits
their account balances until the Plan has settledsaobligations with respect to terminationA curtailment gain of $361,000 w
recorded in the third quarter of 2007 related t® @ompanys action to terminate the plan. During Septemb@&72be plan settled

obligations to a certain group of participants wdhesnployment had terminated by acquiring for themuities from a life insuran
company. A settlement loss for this transactio$®71,000 was recorded in the third quarter of 200fhe Company believes that

plan is adequately funded to cover its settlemeéfigations. The final pay out for the plan termioatwill likely occur in mid2009 afte
all regulatory approvals are received.

The following is a reconciliation of the beginniagd ending balances of the benefit obligation &edfair value of plan assets as of
end (in thousands):

2008 2007
Actuarial Present Value of Benefit Obligation:
Accumulated Benefit Obligatia $ 363C $ 3,617
Projected Benefit Obligatio 3,63( 3,612
Change in Projected Benefit Obligation:
Projected benefit obligation, Januar $ 3612 $ 5,90¢
Service cos -- 25¢
Interest cos 222 243
Actuarial (gain)/los: 37 (88)
Benefits paic (242) (404
Curtailments -- (76)
Settlement: -- (2,227)
Projected benefit obligation, December $ 363C $ 3,61Z
Change in Plan Assets
Fair value of plan assets, Janual $ 4,18 % 6,31:
Actual return on plan asse 152 503
Employer contribution: -- -
Benefits paic (241 (404)
Settlement: -- (2,227)
Fair value of plan assets, Decembe $ 4,09 $ 4,18¢
Funded Status of Plan at Year Enc $ 46€ $ 572
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The following table summarizes amounts recognirneaccumulated other comprehensive loss (in thowsand

December 31

2008 2007
Unrecognized net actuarial la $ 82C $ 7A€
Unrecognized prior service cc -- --
Net unrecognized net actuarial Ic $ 82C $ 74¢€
Tax benefit recognize (287) (262)
Net amoun $ 53¢ § 48€

The Company anticipates that less than $20,000ehet actuarial loss will be amortized from acclatad other comprehensive |
into net periodic benefit cost during 2009 and thatremaining net unrecognized actuarial loss lvélrecognized as a settlement lo:
the final settlement of the plan which is expedtedccur in mid-2009.

The funded status of the Compasiydension plan was recognized as other asset®inahsolidated balance sheets in the amot
$466,000 at December 31, 2008 and $573,000 at Desredd, 2007.

The components of net periodic pension cost fo82Q007 and 2006 were as follows (in thousands):

Year ended December 31

2008 2007 2006
Components of Net Periodic
Pension Cost:
Service cos $ - % 25¢ % 27¢
Interest cos 222 24:¢ 334
Expected return on asst (220) (370 (44%)
Prior service cost amortizatic - (28) (37)
Actuarial loss 33 46 11€
Curtailment gair - (361) -
Settlement los -- 671 --
Net periodic pension expen $ 35 $ 46C $ 24€
Actuarial assumptions used to determine benefigahibns at December 31 were as follows:
2008 2007
Discount rate 6.00% 6.00%
Rate of compensation incree N/A N/A

Actuarial assumptions used to determine net pearipeinsion cost were as follows:
Year ended December 31

2008 2007 2006
Discount rate 6.00% 6.00% 6.00%
Expected lon-term return on asse 5.25% 8.00% 8.00%
Rate of compensation incree N/A 5.00% 5.00%
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The Company’s expected long-term rate of returi@ggion is based upon the plan’s actual leeign investment results as well as
long-term outlook for investment returns in the kedplace at the time the assumption is made.

The Company’s pension plan assets at Decembel088, é&hd 2007 were invested in the following asattgories:

2008 2007
Asset Category:
Equity securitie: 0% 0%
Debt securitie: 0% 0%
Other 100% 100%
Total 100% 100%

The Company liquidated all plan investments in 8eyliter 2007 in conjunction with the decision to teate the plan. At December .
2008, all remaining assets were invested in a monasket account. The Company did not make any ittons to the plan durir
2008, and it believes that no further contributitmshe plan will be required to finalize the pkammination based upon the plan’s year-
end funded status. The Company estimates thatefiemefit payments will be less than $50,000 in92@@or to the final payout for tl
plan termination which will likely occur in mid2009 after all regulatory approvals are receivedte Tompany currently projects ben
payments for the final payout to be approximate3y7$million. After all plan obligations are settlethe Company intends to move
remaining plan assets into its 401(k) plan to daffsre contributions to that plan.

During the third quarter of 2007 the Company aksaninated and settled its obligations under twoquatified retirement plans
making additional contributions of $280,000 to thests for such plans and then distributing alktrassets to the plan participants
settlement loss of $19,000 was recorded in the tirarter of 2007 with respect to these plans.

The Company sponsors a defined contribution 404l for all employees. Each participant may cbote certain amounts of eligil
compensation. The Company makes a matching cotitiibto the plan. The Comparsycontributions under this plan were $498,
$246,000 and $244,000 in 2008, 2007 and 2006, c&sply. The increase in contributions in 200&t&ibutable to an increase in
matching contribution levels for this plan effeetion January 1, 2008 when the defined benefit pardan accruals ceased due tc
decision to terminate that plan.

Commitments and Contingencies

From time to time and in the ordinary course ofibess, the Company may be subject to various clahmerges and litigation. In so
cases, the claimants may seek damages, as wdlhasrelief, which, if granted, could require sifigant expenditures. The Comp:
accrues the estimated costs of settlement or dasnalgen a loss is deemed probable and such cosestmeable, and accrues for le
costs associated with a loss contingency whensifogrobable and such amounts are estimable. Wieerthese costs are expense
incurred. If the estimate of a probable loss oedsé costs is a range and no amount within theersnmore likely, the Company accr
the minimum amount of the range. As of December28D8, the Company had accrued $157,000 for lezrd find expenses the
expected to incur in connection with the litigatianarbitration of two such matters.
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The Company had an ongoing dispute which was félpsettled in the third quarter of 2007. The Compeecorded a ontme benefi
of $1.4 million, net of expenses, in operating exges at that time. This settlement was amendddegember 2008. The amen
settlement agreement provides that the Company megive additional annual payments totaling $7.9ioni through 2025. Tt
Company has not recorded these future paymenttdhe uncertainty of collection.

The Company has arrangements with two of its exesubfficers (the “Executives”pursuant to which the termination of tt
employment under certain circumstances would résditmp sum payments to the Executives. Termamatinder such circumstance
2009 could result in payments aggregating $1.7onikkxcluding any excise tax that may be reimbuesbip the Company.

During 2005 and 2006, the Company constructed a faeility in St. Petersburg, Florida for its Halk&poberts operation. The n
facility is located approximately four miles frorhet leased facility then being used by that subsididhe Company completed -
construction of this new facility and moved the k&l-Roberts operation into the new facility during timrd quarter of 2006. Tl
Company terminated its lease for the former HalReyperts facility which was vacated in October 20Digat lease was being accour
for as an operating lease, and the rental expems¢hé year ended December 31, 2006 was $363,086re is no future ren
commitment under that lease.

Quatrterly Financial Data (Unauditedt

Income
Quarter Operating Operating Income Per Diluted
Ended Revenue Income Net Income Per Basic Sha Share
(In thousands, except per share amot
03/31/08 $ 24,60: $ 545¢ $ 3,65¢ $ 18¢ $ 1.8t
06/30/08 24,24 6,131 4,13t 2.11 2.0¢€
09/30/08 23,46! 5,78( 3,99: 2.04 1.9¢
12/31/08 23,59( 5,60¢ 3,88¢ 1.9¢ 1.94
03/31/07 $ 23,037 $ 4,737 $ 3,13¢ % 1.6 $ 1.5¢
06/30/07 23,19¢ 5,42¢ 3,61¢ 1.92 1.82
09/30/07 21,31t 5,79¢ 4,11( 2.17 2.07
12/31/07 20,98¢ 4,237 3,14: 1.65 1.57

The quarter ended September 30, 2007 included two &péems that, when combined, added $1.1 millionop®rating incom
$695,000 to net income, $0.37 to net income pecismre, and $0.35 to net income per diluted share

The quarterly information presented above reflentthe opinion of management, all adjustments s&aey for a fair presentation of the
results for the interim periods presented.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS O N ACCOUNTING AND FINANCIA L
DISCLOSURE

None.
ITEM 9A. CONTROLS AND PROCEDURES

The Company’s management, with the participatiothef Companys Chief Executive Officer and its Chief Financidfifi€er, evaluated tt
Company’s disclosure controls and procedures (ésedkin Exchange Act Rules 13a-15(e) and 15¢e)) as of December 31, 2008. Bc
upon this evaluation, the Chief Executive OfficeldaChief Financial Officer have concluded that ®empanys disclosure controls a
procedures are effective. There were no changéseitCompanys internal control over financial reporting for tfaurth fiscal quarter end
December 31, 2008 that have materially affecte@rerreasonably likely to materially affect the Camy's internal control over financ
reporting.

MANAGEMENT’'S REPORT ON INTERNAL CONTROL OVER FINANC |AL REPORTING

The Companys management, including the Chief Executive Offieed Chief Financial Officer, is responsible fortaddishing an
maintaining adequate internal control over finahotgorting as defined in Rule 13&(f) under the Securities Exchange Act of 193
amended. The Compansyinternal control system is designed to providgesomable assurance regarding the reliability afrfaial reportin
and the preparation of financial statements foeml purposes in accordance with generally acdegpteounting principles. All interr
control systems, no matter how well designed, Hakierent limitations. A system of internal controhy become inadequate over t
because of changes in conditions or deterioratiche degree of compliance with the policies orcpdures. Therefore, even those sys
determined to be effective can provide only reabtmassurance with respect to financial statemeagigration and presentation.

The Company’s management assessed the effectivehtrss Companys internal control over financial reporting as agd@mber 31, 20(
using the criteria set forth by the Committee ob@oring Organizations of the Treadway Commissio@$%0) iniInternal Control-
Integrated Framework Based on this assessment, the Company’s manageomiuded that, as of December 31, 2008, the @Goyip
internal control over financial reporting was etfee.

Grant Thornton LLP, an independent registered pudicounting firm, has audited the consolidatedrfaial statements included in this Re
and, as part of their audit, has issued the folhgvédttestation report on the effectiveness of ntarnal control over financial reporting.

Report of Independent Registered Public Accountingrirm

Board of Directors and
Stockholders of Atrion Corporation

We have audited Atrion Corporation’s internal cohtver financial reporting as of December 31, 20f&ed on criteria establishedmternal
Control—Integrated Frameworkssued by the Committee of Sponsoring Organizatiohghe Treadway Commission (COSO). Ati
Corporations management is responsible for maintaining effectnternal control over financial reporting and fits assessment of 1
effectiveness of internal control over financigboeting, included in the accompanying ManagenseRe&port on Internal Control over Finan
Reporting. Our responsibility is to express an mpiron Atrion Corporation’s internal control ovéndncial reporting based on our audit.
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We conducted our audit in accordance with the stadslof the Public Company Accounting Oversighti8a&@nited States). Those stand:
require that we plan and perform the audit to abtaasonable assurance about whether effectivenaiteontrol over financial reporting w
maintained in all material respects. Our auditudeld obtaining an understanding of internal contka@r financial reporting, assessing the
that a material weakness exists, testing and etimaduthe design and operating effectiveness ofiratecontrol based on the assessed risk
performing such other procedures as we consideredssary in the circumstances. We believe thaaudit provides a reasonable basis fol
opinion.

A companys internal control over financial reporting is @gpess designed to provide reasonable assurancaeliregthe reliability of financit
reporting and the preparation of financial statetsdor external purposes in accordance with gelyeesdcepted accounting principles
companys internal control over financial reporting inclsdnose policies and procedures that (1) pertathéanaintenance of records tha
reasonable detail, accurately and fairly refleet ttansactions and dispositions of the assetseotdmpany; (2) provide reasonable assut
that transactions are recorded as necessary toitpgraparation of financial statements in accor@gamdth generally accepted accoun
principles, and that receipts and expenditureshef company are being made only in accordance withogéizations of management :
directors of the company; and (3) provide reasanalskurance regarding prevention or timely deteaifounauthorized acquisition, use
disposition of the company’s assets that could lrareterial effect on the financial statements.

Because of its inherent limitations, internal cohtver financial reporting may not prevent or @tteisstatements. Also, projections of
evaluation of effectiveness to future periods atgext to the risk that controls may become inadégjbecause of changes in conditions, ol
the degree of compliance with the policies or pdoces may deteriorate.

In our opinion, Atrion Corporation maintained, ilh material respects, effective internal controkeovinancial reporting as of December
2008, based on criteria establishedhiternal Control—Integrated Framewoigsued by COSO

We have also audited, in accordance with the stasdaf the Public Company Accounting Oversight Bo@dnited States), the consolida
balance sheets of Atrion Corporation and subsielass of December 31, 2008 and 2007, and the detatesolidated statements of inco
changes in stockholdersguity and comprehensive income, and cash flowgdch of the three years in the period ended DeeeBth 200¢
and our report dated March 13, 2009, expressedanalified opinion on those financial statements.

/s/ Grant Thornton LLP
Dallas, Texas
March 13, 2009
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ITEM 9B. OTHER INFORMATIO N

There was no information required to be disclosed ieport on Form 8-K during the three months dridecember 31, 2008 that was not
reported.

PART llI
ITEM 10. DIRECTORS AND EXECUTWNE OFFICERS OF THE REGISTRANT
Directors

The information for this item relating to directafthe Company is incorporated by reference frasm@ompany's definitive proxy staterr
for its 2009 annual meeting of stockholders.

Executive Officers
The information for this item relating to executiofficers of the Company is set forth in Part kluk report.

The information required by Item 405 of Regulati®fK is incorporated by reference from the Compardefinitive proxy statement for
2009 annual meeting of stockholders.

The Company has adopted a Code of Business Cotithicapplies to all of the Compasydirectors, officers and employees. The Coc
Business Conduct will be provided to any persortheiit charge, upon request addressed to: CorpSextestary, Atrion Corporation, C
Allentown Parkway, Allen, Texas 75002.

ITEM 11. EXECUTIVE COMPENSATION

The information for this item is incorporated byfemence from the Company's definitive proxy statetrfer its 2009 annual meeting
stockholders.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

Security Ownership of Certain Beneficial Owners

The information for this item is incorporated byference from the Company's definitive proxy statetrfer its 2009 annual meeting
stockholders.

Security Ownership of Management

The information for this item is incorporated byference from the Company's definitive proxy statetrfer its 2009 annual meeting
stockholders.

Changes in Control

The Company knows of no arrangements that maysabsequent date result in a change in controleoCthmpany.
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ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTO R INDEPENDENCE

The information for this item is incorporated byerence from the Company’s definitive proxy statetrfer its 2009 annual meeting of
stockholders.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information for this item is incorporated byerence from the Company’s definitive proxy stataftrfer its 2009 annual meeting of
stockholders.

PART IV
ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

(@) The following documents are filed as a part of tieigort on Form 1-K:
1. Financial Statements of the Compa
Report of Independent Registered Public AcdogrfEirm
Consolidated Statements of Inco
Consolidated Balance She
Consolidated Statements of Cash FI
Consolidated Statement of Changes in StockmelEgquity and Comprehensivelncol

2. Financial Statement Schedul

Schedule I~ Consolidated Valuation and Qualifying Accou

Allowance for Doubtful Receivable
December 31
2008 2007 2006
(in thousands

Beginning balanc $ 32 $ 14¢  $ 65
Additions charged to expen 11 (30) 10¢€
Deductions from resen (12) (87) (22)

Ending balanc $ 31 8 32 3 14¢

All other financial statement schedules have bewitted since the required information is includedtie consolidated financial
statements or the notes thereto or is not appkcablequired.
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3. Exhibits. Reference as made tm l1&(b) of this report on Form 10-K.

(b) Exhibits
Exhibit
Numbers Description
2a Asset Purchase Agreement, dated March 19, 199%geketAtrion Corporation and Midcoast Energy Resesyrtnc.!
3a Certificate of Incorporation of Atrion Corporatiotiated December 30, 1966
3b Bylaws of Atrion Corporation, as last amended omcéeber 3, 2009
10a* Atrion Corporation 1997 Stock Incentive Pf&h
10b* Form of Award Agreement for Incentive Stock Optfdn
10c* Form of Award Agreement for Nonqualified Stock @ptifor Key Employeé&”
10d* Form of Award Agreement for Nonqualified Stock @ptifor Director”)
10e* Atrion Corporation 1998 Outside Directors Stock ioptPlan®
10f* Form of Stock Option Agreemefit
10g* Severance Plan for Chief Financial Offi¢&

10h*  Chief Executive Officer Amended and Restated Empleyt Agreement

10i* Form of Award Agreement for Incentive Stock Optigmder the Atrion Corporation 2006 Equity IncentRlian*?
10j* Form of Award Agreement for Non-Qualified Stock @ptunder the Atrion Corporation 2006 Equity IndeatPlan™®
10k* Form of Award Agreement for Restricted Stock unither Atrion Corporation 2006 Equity Incentive Pi&A

100* Non-Employee Directors Stock Purchase Plan (as amemuigdestated as of December 2, 2(5@%)
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(4)
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(6)
(7)
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(11)
(12)
(13)
(14)
(15)
(16)
(17)
(18)
(19)
(20)

Incorporated by reference to Appendix A to theibigf’e Proxy Statement of the Company dated AP8i] 1997,
Incorporated by reference to Appendix B to theiliéfe Proxy Statement of the Company dated Janu@r 1997
Incorporated by reference to Exhibit 3.1 to thenk&-K of Atrion Corporation filed December 6, 200

Incorporated by reference to Exhibit 4.4(b) to Huem $-8 of Atrion Corporation filed June 10, 1998 (File .N83:-56509).
Incorporated by reference to Exhibit 4.5 to therk&-8 of Atrion Corporation filed June 10, 1998 (File N83:-56509).
Incorporated by reference to Exhibit 4.6 to thenk&-8 of Atrion Corporation filed June 10, 1998 (File N83:-56509).
Incorporated by reference to Exhibit 4.7 to thenF&-8 of Atrion Corporation filed June 10, 1998 (File .N83:-56509).
Incorporated by reference to Exhibit 4.4 to thenfk&-8 of Atrion Corporation, filed June 10, 1998 (FNe. 33:-56511).
Incorporated by reference to Exhibit 4.5 to thenfr&-8 of Atrion Corporation, filed June 10, 1998 (FNe. 33:-56511).
Incorporated by reference to Exhibit 10b to Foi®-Q of Atrion Corporation dated May 12, 20(

Incorporated by reference to Exhibit 10.1 to FAG-Q of Atrion Corporation dated November 6, 20

Incorporated by reference to Exhibit 10.2 to FAG-Q of Atrion Corporation dated August 8, 201

Incorporated by reference to Exhibit 10.3 to Fdr€-Q of Atrion Corporation dated August 8, 20!

Incorporated by reference to Exhibit 10.4 to Fo®-Q of Atrion Corporation dated August 8, 20!

Incorporated by reference to Exhibit 10.1 to tleenfr S-8 of Atrion Corporation filed June 27, 2007 (File N83:-144086).
Incorporated by reference to Exhibit 10.1 to thenfr§-8 of Atrion Corporation filed June 27, 2007 (File .N83:-144085).
Incorporated by reference to Exhibit 10.5 to Fo®-Q of Atrion Corporation dated August 7, 20!

Incorporated by reference to Exhibit 10.6 to Fo®-Q of Atrion Corporation dated August 7, 20!

Incorporated by reference to Exhibit 10.1 to Foi®-Q of Atrion Corporation dated August 8, 20!

Filed herewith

* Management Contract or Compensatory Plan or Ayeament
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SI GNATURES

Pursuant to the requirements of Section 13 or 18{dhe Securities Exchange Act of 1934, the regigthas duly caused this report tc

signed on its behalf by the undersigned, therednlp authorized.

Atrion Corporatior

By: /s/ Emile A. Batta

Emile A. Batta

Chairman and Chit

Executive Office

Dated: March 13, 2009

Pursuant to the requirements of the Securities &xgé Act of 1934, this report has been signed bélpthe following persons on behalf of

registrant and in the capacities and on the datisated.

Signature Title
/s/ Emile A. Batta Chairman and Chief Executi
Emile A. Battal Officer (Principal Executive Officel
/sl Jeffery Stricklant Vice President, Chief Financial Officer and
Jeffery Stricklanc Secretar-Treasurer (Principal Financi

and Accounting Officer

/s/ Hugh J. Morgan, J Director
Hugh J. Morgan, J

/s/ Roger F. Stebbin Director
Roger F. Stebbin

/s/ John P. Stupp, « Director
John P. Stupp, J

/s/ Ronald N. Spauldin Director
Ronald N. Spauldin
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Exhibit 10l

ATRION CORPORATION
NON-EMPLOYEE DIRECTOR STOCK PURCHASE PLAN

(As amended and restated as of December 2, 2008)

1. Purpose; Effective Date. Atrion Corporation (the “Company”) has establisitbgs NonEmployee Director Stock Purchase Plan
“Plan”) to provide a convenient method by which remployee directors of the Company (the “Directprsiay acquire shares of Comn
Stock of the Company (“Shares) fair market value by voluntarily electing to edee Shares in lieu of fees otherwise payable ¢mtin cas
for service as a director or member of a Commitfethe Board of Directors (the “FeesThe Plan shall be effective as of the date of ayy
by the Board of Directors of the Company (the “Bijar

2. Administration .

2.1. The Plan will be interpreted and adstered by the Compensation Committee of the Bdtre “Committee”)the action
and interpretations of which will be final and bimgl.
2.2. The Committee, in its sole discnetiwill have the power, subject to, and within timeitations of, the express provisions
the Plan:
221 To establish, amend ke rules and procedures relating to the Plangfample, but not by way

limitation, with respect to Director elections tarpcipate in the Plan and the delivery of Sharms)it may deem necessary
appropriate for the administration of the Plan;

2.2.2 To make any and all dateations as it may deem necessary or appropidatthe administration of tt
Plan;

2.2.3 To approve a form ofcélen form to be used in conjunction with the Plang

224 To delegate all or amytf its authority and powers under the Planrte or more officers or employze

of the Company, including with respect to the deygday administration of the Plan.

3. Election to Be Issued Shares in Lieu of Fees

3.1. In December of each year with respethe Fees payable during the next succeedilegdar year, each Director shall
given the opportunity to elect to be issued Shiardisu of some or all of the Fees that would ottiee be payable to him or her.

3.2. On the first business day of eadr ythe foregone Fees will be converted into Shbased on the closing price of a sl
of Common Stock on the next preceding date on waichshares of Common Stock were traded on angmadtsecurities exchange on wt
the shares of Common Stock are listed.

3.3. Until and unless otherwise determir®y the Committee, each Directorelection pursuant to Section 3.1 shal
irrevocable for the calendar year to which it retat
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4. Vesting. Shares issued to a Director in lieu of Fees stedt as follows: (a) 25% of the Shares issuedDirector shall vest on the di
such Shares are issued to such Director; (b) 258uci Shares shall vest on the April 1 immediatellpwing the date such Shares are ist
to such Director; (c) 25% of such Shares shall vasthe July 1 immediately following the date s&Hares are issued to such Director; an
25% of such Shares shall vest on the October 1 oiatedy following the date such Shares are issaeslith Director.

5. Restrictions. If a Director ceases to be a member of the Boararig reason, allShares which have not vested as of the last datiut
Director is a member of the Board shall be forfkitdhe Shares may not be sold, transferred, ptbdagsigned or otherwise alienatel
hypothecated until the Shares vest.

6. Rights Prior to Vesting. During the period prior to vesting, the Directo) (@aay exercise full voting rights with respect e tShares, (
shall be entitled to receive cash dividends paitth weéspect to the Shares and (c) shall be creditddand entitled to receive stock divide
paid with respect to the Shares; provided, howeheat,any such stock dividends shall be subjetiteécsame restrictions as the Shares.

7. Effect of Change in Control on Unvested SharesAt the time of consummation of a Change in Confed defined below), if any, a
Shares that are not vested shall vest immediatédy w the consummation of the Change in Contkdr purposes of this Plan, €lange ¢
Control” shall mean the occurrence of any of the followingrgs: (a) any person, entity or affiliated groegcluding the Company or a
employee benefit plan of the Company, acquiringerthian twentyfive percent (25%) of the then outstanding shafegoting stock of th
Company, (b) the consummation of any merger or@afetion of the Company into another company, sinett the holders of the shares of
voting stock of the Company immediately before sowrger or consolidation own less than fifty petcg®%) of the voting power of t
securities of the surviving company or the pardrthe surviving company, (c) the adoption of a plancomplete liquidation of the Compe
or the sale or disposition of all or substantiallly of the Company's assets of the Company, suahatter the transaction, the holders of
shares of the voting stock of the Company immedbligigor to the transaction own less than fifty gemt (50%) of the voting securities of
acquiror or the parent of the acquiror, or (d) dgrany period of two (2) consecutive years, indiald who at the beginning of such pe
constituted the Board (including for this purposg aew director whose election or nomination faction by the Company's stockholders
approved by a vote of at least a majority of theabrs then still in office who were directorstia¢ beginning of such period) cease for
reason to constitute at least a majority of therBoa

8. Delivery of Shares

8.1. No Shares shall be delivered to eeddr until such Shares have vested. As soondasnéstratively practicable aft
vesting, vested Shares will be delivered to the@auor in the manner specified in the Director'ssgtn form.

8.2. Payouts of Shares under the Plahbwiin the form of whole Shares only; the balaotany foregone Fees not payabl
whole Shares will be paid in cash.
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9. Legend. In order to enforce the restrictions imposed onShares, all certificates representing such Stslral initially bear the followin
legend:

THESE SHARES ARE HELD SUBJECT TO THE TERMS OF THERION CORPORATION
NON-EMPLOYEE DIRECTOR STOCK PURCHASE PLAN (“THE PINX) AND SUCH SHARES
MAY ONLY BE TRANSFERRED IN ACCORDANCE WITH THE TER® THEREOF. A COPY
OF THE PLAN IS AVAILABLE AT THE OFFICE OF THE COMPAY.

Such legend shall be removed as the Shares vest.

10. Tax Election. Unless a Director makes an election under Sect8fh)®f the Internal Revenue Code, the fair mavedtie of the Shar
issued to the Director as of the date such Sharstswill be taxable as ordinary income. In therg\age Director makes a timely election ur
Section 83(b), the fair market value of the Shasssed to the Director as of the date of issuanitlebe taxable as ordinary income. ~
Director shall promptly notify the Company if he kea a timely Section 83(b) election. As with castyments of Fees, the Company
report the income to the Director on a Form 108%he Director is a taxpayer in countries otharththe United States, he or she may be st
to additional tax obligations.

11. Amendment or Termination of the Plan The Board may, at any time and for any reason, droetterminate the Plan.

12. No Guarantee of Future ServiceNothing in the Plan will provide Directors any gaatee or promise of continued service on the Board.

13. Choice of Law. All questions concerning the construction, validiyd interpretation of the Plan will be governgdie law of the Sta
of Texas, exclusive of the conflict of laws prowiss thereof.

14. Headings. The headings in the Plan are for convenience omdiyvaill not be deemed to constitute a part herewfto affect the meani
hereof.
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Exhibit 10n

ATRION CORPORATION

DEFERRED COMPENSATION PLAN FOR
NON-EMPLOYEE DIRECTORS
(As amended and restated as of December 2, 2008)

1. Purpose; Effective Date. Atrion Corporation (the "Company") has estal@idhthis Deferred Compensation Plan for Nemployet
Directors (the "Plan™) for the purpose of providiag unfunded nonqualified deferred compensation fidathe nonemployee directors of t
Company (the "Directors”). The Plan shall be effects of the date of approval by the Board of Eives of the Company (the "Board").

2. Eligibility . Persons eligible to defer compensation undePtha shall consist of the Directors. Any Directdro has submitted a Defer
Fee Election Form, as defined below, is hereinaéfarred to as a "Participant.”

3. Deferred Fees A Director may elect to defer receipt of allaoportion of the cash fees payable for services disector and for services
a member of a Committee of the Board for a calegydar (the "Fees") by submitting to the Companglaation form with respect to such F
(the "Deferred Fee Election Form"). The Deferrex FElection Form must be submitted to the Companiater than the applicable Defe
Deadline, as defined below. A Deferred Fee Elackorm submitted by a Participant shall be irrelde@nce the Deferral Deadline for th
Fees has passed, but the Participant may modifieratinate a Deferred Fee Election Form with respecdEees payable in any year
submitting a revised Deferred Fee Election Fornothierwise giving written notice to the Company ay @ime on or prior to the Defer
Deadline for those Fees. The Deferral Deadlineafoelection to defer Fees for services performeghly calendar year shall be the last d:
the prior calendar year; provided, however, thatBfeferral Deadline for a Director's first yearebfjibility in this Plan shall be the 30th ¢
following the date the Director becomes eligibleptaticipate in this Plan with respect to Fees peyéor services performed after the elec
is made. Directors are eligible to participatéhie Plan upon election to the Board.

4. Stock Unit Accounts.

(a) Accounts. The Company shall establish ondtsks a Stock Unit Account ("Stock Unit Account"y feach Participant that elect:
defer Fees, which shall be denominated in StocksJimcluding fractional Stock Units. On the fitatsiness day of each calendar year
Stock Unit Account shall be credited with a numbg&6tock Units equal to the Fees deferred by theddor (the "Deferred Fees") divided
the closing price of the common stock of the Conyp@ithe "Common Stock™) on the next preceding datemhich any Shares of Commr
Stock were traded on any national securities exgphan which shares of Common Stock are listed. Alsdhe first business day of e
calendar year, each Stock Unit Account shall bditrd with an additional number of Stock Units (uding fractional Stock Units) equal to
total amount of dividends that would have been ghidng the prior year on the number of Stock Unéisorded as the balance of that S
Unit Account on each date such dividends were gaidied by the closing price for the Common Stooksoch dividend payment dates.
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(b) Statement of Account. At least annually, soréghall be issued by the Company to each Paatitipetting forth the balance of
Participant's Stock Unit Account under the Plan.

(c) Effect of Change in Control on Stock Unit Acos. At the time of consummation of a Change imt@d (as defined below),
any, any Stock Units that are not vested shall.véstsuch time, the total amount credited to atiBipant's Stock Unit Account shall
converted into a credit for cash or common stockh&f acquiring company ("Acquiror Stock™) based tbe consideration received
stockholders of the Company ("Stockholders") in@t&nge in Control, as follows:

(i) Stock Transaction. If Stockholders receive ficgr Stock in the Change in Control, then (1) &meount credited to ea
Participant's Stock Unit Account shall be converietd a credit for the number of shares of AcquiBtock that the Participant would hi
received as a result of the Change in Controléf Rarticipant had actually held the Common Stoeklited to his or her Stock Unit Acco
immediately prior to the consummation of the Chamg€ontrol, and (2) Stock Unit Accounts will thafeer be denominated in share:
Acquiror Stock and ongoing deferral of Fees shafiitimue to be made into the Stock Unit Accounts@slenominated in accordance with
terms of outstanding deferral elections.

(i) Cash or Other Property Transaction. If Stoalklers receive cash or other property in the Chamggontrol, then (1) tr
amount credited to a Participant's Stock Unit Acttaahall be converted into a cash credit for th@am of cash or the value of the prop
that the Participant would have received as a reduhe Change in Control if the Participant hatally held the Common Stock creditet
his or her Stock Unit Account immediately priortte consummation of the Change in Control, anccsh so credited to the Participant ¢
be distributed in a lump sum to the Participangamuary of the year following the Change of Contaold (2) Stock Unit Accounts shall
longer exist under the Plan, and there shall bengwing deferrals.

(iii) Combination Transaction. If Stockholders ea@ Acquiror Stock and cash or other propertyhi@a €hange in Contr
then (1) the amount credited to each Particip&ttsk Unit Account shall be converted in part iatoredit for Acquiror Stock under Section 4
(c)(i) and in part into a credit for cash undert®et4(c)(ii) in the same proportion as such coesidion is received by the Stockholders, an
ongoing deferral and crediting of Fees shall cargito be made into the Stock Unit Accounts as piexviin Section 4(c)(i) in accordance v
the terms of outstanding deferral elections.

(iv) Change in Control. For purposes of this PariChange of Control" shall mean the occurrerfcany of the following
events: (a) any person, entity or affiliated groepcluding the Company or any employee benefit plathe Company, acquiring more tl
twentyfive percent (25%) of the then outstanding shafesting stock of the Company, (b) the consummatbany merger or consolidati
of the Company into another company, such thahtteers of the shares of the voting stock of thenBany immediately before such merge
consolidation own less than fifty percent (50%)tlué voting power of the securities of the survivommpany or the parent of the surviv
company, (c) the adoption of a plan for complejeitiation of the Company or the sale or dispositiball or substantially all of the Compar
assets of the Company, such that after the transache holders of the shares of the voting stotkhe Company immediately prior to
transaction own less than fifty percent (50%) @f Woting securities of the acquiror or the pardrthe acquiror, or (d) during any period of 1
(2) consecutive years, individuals who at the beigig of such period constituted the Board (inclgdiar this purpose any new director wh
election or nomination for election by the Comparstockholders was approved by a vote of at leastjarity of the directors then still
office who were directors at the beginning of spehiod) cease for any reason to constitute at keasjority of the Board.
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5. Vesting. Subject to Section 6 hereof, each Stock Uniteothan Stock Units credited on the first busirdess of each year to a Stock L
Account as a dividend equivalent, shall vest alfd: (a) 25% of such Stock Unit shall vest on dlage on which it is credited to the St
Unit Account; (b) 25% of such Stock Unit shall vest the April 1 immediately following the date orhieh it is credited to the Stock U
Account; (c) 25% of such Stock Unit shall vest ba guly 1 immediately following the date on whitlsicredited to the Stock Unit Accou
and (d) 25% of such Stock Unit shall vest on théo®er 1 immediately following the date on whichist credited to the Stock U
Account. Except as otherwise provided in Secti¢r),4he foregoing vesting schedule requires caomtihservice through each applic:
vesting date as a condition to the vesting of th@ieable portion of each Stock Unit. Each Stogckitldredited on the first business day of ¢
year to a Stock Unit Account as a dividend equivashall be fully vested when credited to such Btdnit Account.

6. Termination as Director . If a Participant ceases to be a member of therdtor any reason, all Stock Units credited tohsBarticipants
Stock Unit Account that have not vested as of &s¢ dlay that such Participant is a member of trer@ehall immediately be forfeited and s
terminate and there shall be no payment therefaelivery of Common Stock with respect theretosuich Participant.

7. Distributions .

(&) Timing of Distributions. Each Deferred Feeedlon Form shall include an election by the Pgutint as to the timing
distributions with respect to Deferred Fees. Ex@gpotherwise provided in this Section 7, sucletelas shall be irrevocable with respec
Deferred Fees once the Deferral Deadline for suefeed Fees has passed. All distributions froenRtan shall be made in shares of Com
Stock with one share of Common Stock to be disteiddior each Stock Unit in the Participan8tock Unit Account plus cash for any fractic
Stock Units.

(b) Distribution Timing and Valuation. Distributis shall be made (i) in January of the year follanihe year in which service a
director of the Company ceases for any reasonipin(January of the year the Participant electshiem Deferred Fee Election Form wh
except in the case of Stock Units credited to @lStdnit Account as a dividend equivalent, shalhtncase be earlier than the January follo
the year in which the Stock Unit is credited to Barticipants Stock Unit Account. All distributions due undbke Plan in any year shall
made on a date in January determined by the CorajensCommittee of the Board (the "Committee").| distributions shall be based
Stock Unit Account balances as of the close ofrimes on the last trading day of the immediatelyxguiang year plus any additional St
Units credited to the Stock Unit Account pursuanthte third sentence of Section 4(a) above.
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(c) Designation of Beneficiaries; Death.

() Each Participant shall have the right, at &inye, to designate any person or persons as theipant's beneficiary «
beneficiaries (both primary as well as secondaryyhhom distributions under this Plan shall be miadihe event of the Participant's death
to completion of distribution due under the Pldrgreater than fifty percent (50%) of the distriloat is designated to a beneficiary other
the Participant's spouse, such beneficiary desmgmahall be consented to by the Participant's spobach beneficiary designation shall k
written form prescribed by the Company and willdfgective only if filed with the Company during tiRarticipant's lifetime. Such designa
may be changed by the Participant at any time witlloe consent of a beneficiary, subject to theuspbconsent requirement above. i
designated beneficiary survives the Participam,Rarticipant's distributions shall be made toRbeicipant's surviving spouse or, if no spc
survives, to the Participant's estate.

(i) Upon the death of a Participant, all disttiloms shall be made in January of the year follgndeath.

(d) Distribution to Guardian. If a distribution deer the Plan is due to a minor or a person decla@npetent or to a person incapi
of handling the disposition of his property, then@uittee may direct such distribution to the guamdlagal representative or person respon
for the care and custody of such minor, incompetenperson. The Committee may require proof of impetence, minority, incapacity
guardianship as it may deem appropriate prior & glistribution. Such distribution shall completeligcharge the Committee and the Com|
from all liability with respect to such distributio

(e) Withholding; Payroll Taxes. The Company shethhold from distributions made hereunder any sarequired to be withhe
from such distributions under federal, state oaldaw.

8. Administration .

(a) Committee Duties. This Plan shall be adminésteby the Committee. The Committee shall have aesipility for the gener.
administration of the Plan and for carrying outiittent and provisions. The Committee shall intetphe Plan and have such powers and ¢
as may be necessary to discharge its respongbilifihe Committee may, from time to time, empldyeotagents and delegate to them
administrative duties as it sees fit, and may ftone to time consult with counsel who may be colts¢he Company.

(b) Binding Effect of Decisions. The decision atian of the Committee in respect of any questiasirgg out of or in connection wi

the administration, interpretation and applicatifrihe Plan and the rules and regulations prometyatereunder shall be final, conclusive
binding upon all persons having any interest inRfan.
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9. Amendment and Termination of the Plan.

(a&) Amendment. The Board may at any time amendPthe in whole or in part; provided, however, thatamendment shall affect-
terms of any previously deferred amounts or theseof any irrevocable Deferred Fee Election Forrarof Participant.

(b) Termination. The Board may at any time pdjstial completely terminate the Plan if, in its judgnt, the tax, accounting, or ot
effects of the continuance of the Plan, or potédiggtributions thereunder, would not be in thetbeterests of the Company.

(i) Partial Termination. The Board may partialgrminate the Plan by instructing the Committeetaadccept any additior
Deferred Fee Election Forms and terminating aktixg Deferred Fee Election Forms to the extenh ddeferred Fee Election Forms have
yet become irrevocable. In the event of such d@gldadermination, the Plan shall continue to opekatd be effective with regard to all electi
regarding Deferred Fees made prior to the effectate of such partial termination.

(i) Complete Termination. The Board may completelrminate the Plan as provided in this Sectids)(@]. In connectio
with any complete termination, the Company shddetall actions necessary so that Participants doncar any taxes under Section 409/
the Internal Revenue Code.

(1) In the event the Board causes a complete tetion of the Plan (other than in connection witlClsange i
Control Event as provided in Section 9(b)(ii)(2))e Plan shall continue to operate as in a pagfatination except as provided in this Section 9
(b)(ii)(1). For a period selected by the Board plemst 12 months from the date the Board takdsratd terminate the Plan, the Plan s
continue to make distributions otherwise due uriderterms of the Plan absent termination of th@.Rin a date selected by the Board th
more than 12 months from the date the Board totikrato terminate the Plan, the Plan shall ceasmarate, the Company shall determine
balance of each Participant's Stock Unit Accounbfathe close of business on such date and the @oynghall distribute such Stock L
Account balances to the Participants in a singlaplusum distribution as soon as practicable afteh saate, but in no event shall s
distribution be made later than 24 months afterdgte the Board took action to terminate the Plan.

(2) The Board may completely terminate the Plarara time during the 30 days preceding or the 1athe
following a Change in Control Event (as definedhia proposed regulations under Section 409A ofriteynal Revenue Code in effect as of
effective date of the Plan or in any revised oalffiregulations adopted after the effective datthefPlan). In that event, on the effective da
the complete termination, the Plan shall ceasep@raie, the Company shall determine the balaneadf Participant's Stock Unit Accoun
of the close of business on such effective date tlh@ Company shall distribute such Stock Unit Agddalance, whether or not then veste
the Participants in a single lump sum distributEsnsoon as practicable after such effective daldérano event later than 12 months after :
effective date.
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10. Miscellaneous.

(@) No Funding. The obligations of the Companyntake distributions under this Plan shall be inetgd solely as an unfund
contractual obligation to distribute only those amis credited to the Participant's Stock Unit AadouAny assets set aside, including
assets transferred to a grantor trust or purchbgeble Company with respect to amounts payable rutmgePlan, shall be subject to the cle
of the Company's general creditors, and no pergogr than the Company shall, by virtue of the psmris of the Plan, have any interest in
assets.

(b) Nonassignability. Neither a Participant nor any otiperson shall have the right to commute, sell, assitansfer, pledg
anticipate, mortgage or otherwise encumber, tranéfgpothecate or convey any Stock Unit Accountinradvance of actual receipt,
amounts, if any, payable hereunder, or any paretiewhich are, and all rights to which are, egghe declared to be nassignable ar
nontransferable. No part of the distributions tontede hereunder shall, prior to actual distribytlms subject to seizure or sequestration fo
payment of any debts, judgments, alimony or separatintenance owed by a Participant or any othesope nor be transferable by opera
of law in the event of a Participant's or any otherson's bankruptcy or insolvency.

(c) Compliance with Laws. This Plan and the issgaand delivery of shares of Common Stock undisr Bhan are subject
compliance with all applicable federal and stat@slarules and regulations (including but not lirdite® state and federal securities law
federal margin requirements) and to such apprdwakny listing, regulatory or governmental authods may, in the opinion of counsel for
Company, be necessary or advisable in connectemewith. Any securities delivered under this Plaallsbe subject to such restrictions,
the person acquiring such securities shall, if esteed by the Company, provide such assurancesepmesentations to the Company as
Company may deem necessary or desirable to assmpliance with all applicable legal requirements. tiie extent permitted by applica
law, the Plan shall be deemed amended to the exéemissary to conform to such laws, rules and atiguks.

(d) Governing Law. The provisions of this Planlsha construed and interpreted according to theslaf the State of Texas, excep
preempted by federal law.

(e) Validity. In case any provision of this Plara$i be held illegal or invalid for any reason,dsdiegality or invalidity shall not affe
the remaining parts hereof, but this Plan shaltdrestrued and enforced as if such illegal and idyalovisions had never been inserted herein.

(f) Notice. Any notice or filing required or pertted to be given to the Company or the Committegieuthe Plan shall be sufficien
in writing and hand delivered, or sent by regisdeve certified mail, to the Secretary of the Compauch notice shall be deemed given ¢
the date of delivery or, if delivery is made by mas of the date shown on the postmark on thepefar registration or certification.

(g) Successord.he provisions of this Plan shall bind and inur¢ht® benefit of the Company and its successorsaasigns. The ter
successors as used herein shall include any cdeporaother business entity which shall, whethernbgrger, consolidation, purchase
otherwise acquire all or substantially all of thesimess and assets of the Company, and succedsamyg such corporation or other busir
entity.
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Subsidiaries of Atrion Corporation
As of December 31, 2008

State of
Subsidiary Incorporation  Ownershig
Atrion Medical Products, Inc Alabama 100%
Halkey-Roberts Corporatio Florida 100%
Quest Medical, Inc Texas 100%
AlaTenn Pipeline Company LL Alabama 100%
Atrion Leasing Company LL( Alabama 100%
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Exhibit 23

Consent of Independent Registered Public Accountingirm

We have issued our reports dated March 13, 200®, respect to the consolidated financial statemesutisedule, and internal control o
financial reporting included in the Annual Repoft Atrion Corporation and subsidiaries on Form K{er the year ended December
2008. We hereby consent to the incorporation fsremce of said reports in the Registration Statemef Atrion Corporation and subsidia
on Forms S-8 (File No. 33-61309, effective August 1995, File No. 333-56511, effective June 10,81%le No. 33356509, effective Jul
10, 1998, File No. 333-63318, effective June 19120 ile No. 333-142917, effective May 14, 2007e Mlo. 333144085, effective June :
2007, and File No. 333-144086, effective June 20,72

/s/ Grant Thornton LLP
Dallas, Texas
March 13, 2009




Exhibit 31.1
Chief Executive Officer Certification
I, Emile A. Battat, certify that:

1. I have reviewed this annual report of Atrion @aation;

2. Based on my knowledge, this report does notaioreny untrue statement of a material fact or dondtate a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmisieading with respect to the
period covered by this report;

3. Based on my knowledge, the financial statememd,other financial information included in théport, fairly present in all mater
respects the financial condition, results of operatand cash flows of the registrant as of, amgdtfe periods presented in this annual
report;

4. The registrant's other certifying officer anar¢ responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))3(nd internal control over financial reportirag @defined in Exchange Act
Rules 13a — 15(f) and 15d — 15(f)) for the registend we have:

a) Designed such disclosure controls and procedaresiused such disclosure controls and procedaones designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known to us
others within those entities, particularly duritg tperiod in which this report is being prepared;

b) Designed such internal control over financigiamting, or caused such internal control over fiahreporting to be designed under
our supervision, to provide reasonable assurargardang the reliability of financial reporting atite preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principles; and

c) Evaluated the effectiveness of the registrali$slosure controls and procedures and presenttisineport our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyéport based on such evaluation;
and

d) Disclosed in this report any change in the tegig’s internal control over financial reportifgat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fouptlarter in the case of an annual report) thanteterially affected, or is reasonably
likely to materially affect, the registrant’s inted control over financial reporting; and

5. The registrant's other certifying officer angalve disclosed, based on our most recent evaluatiioriernal control over financial
reporting, to the registrant's auditors and thataumnmittee of the registrant's board of direct@spersons performing the equivalent
functions):

a) All significant deficiencies and material weagses in the design or operation of internal cortvelr financial reporting which are
reasonably likely to adversely affect the registsaability to record, process, summarize and refieaincial information; and

b) Any fraud, whether or not material, that invaveanagement or other employees who have a signifiole in the registrant's
internal control over financial reporting.

Date: March 13, 2009

/s/ Emile A. Batta
Emile A. Battai
Chairman ant

Chief Executive Office




Exhibit 31.2

Chief Financial Officer Certification
I, Jeffery Strickland, certify that:

1. I have reviewed this annual report of Atrion @anation;

2. Based on my knowledge, this report does notaioreny untrue statement of a material fact or donditate a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmisieding with respect to the
period covered by this report;

3. Based on my knowledge, the financial statememd,other financial information included in théport, fairly present in all mater
respects the financial condition, results of operatand cash flows of the registrant as of, amgdtfe periods presented in this annual
report;

4. The registrant's other certifying officer anar¢ responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))3(nd internal control over financial reportirag @defined in Exchange Act
Rules 13a — 15(f) and 15d — 15(f)) for the registend we have:

a) Designed such disclosure controls and procedaresiused such disclosure controls and procedanes designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known to us
others within those entities, particularly duritg tperiod in which this report is being prepared;

b) Designed such internal control over financigiarting, or caused such internal control over faiahreporting to be designed under
our supervision, to provide reasonable assurargardang the reliability of financial reporting atite preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principles; and

c) Evaluated the effectiveness of the registrali$slosure controls and procedures and presenttisineport our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyéport based on such evaluation;
and

d) Disclosed in this report any change in the tegig’s internal control over financial reportifttat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fouplarter in the case of an annual report) thanteterially affected, or is reasonably
likely to materially affect, the registrant’s inted control over financial reporting; and

5. The registrant's other certifying officer angalve disclosed, based on our most recent evaluatioriernal control over financial
reporting, to the registrant's auditors and thaétaumnmittee of the registrant's board of direct@spersons performing the equivalent
functions):

a) All significant deficiencies and material weagses in the design or operation of internal cortvelr financial reporting which are
reasonably likely to adversely affect the registsaability to record, process, summarize and refieaincial information; and

b) Any fraud, whether or not material, that invaveanagement or other employees who have a signifiole in the registrant's
internal control over financial reporting.

Date: March 13, 2009

Is/ Jeffery Stricklani
Jeffery Stricklanc
Vice President an
Chief Financial Office




Exhibit 32.1

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350SADOPTED PURSUANT TO SECTION 906 OF THE SARBANES
OXLEY ACT OF 2002

Pursuant to 18 U.S.C. section 1350, the undersigffemr of Atrion Corporation (the “Company”), hehy certifies, to such officer’s
knowledge, that the Company’s Annual Report on FbfaK for the year ended December 31, 2008 (thgtiR®) fully complies with the
requirements of Section 13(a) or 15(d), as applécads the Securities Exchange Act of 1934 and thatnformation contained in the Report
fairly presents, in all material respects, theficial condition and results of operations of therpany.

Dated: March 13, 200! /s/ Emile A. Batta
Emile A. Battai
Chief Executive Office

The foregoing certification is made solely for pogp of 18 U.S.C. section 1350 and not for any gtligpose.




Exhibit 32.2

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350SADOPTED PURSUANT TO SECTION 906 OF THE SARBANES
OXLEY ACT OF 2002

Pursuant to 18 U.S.C. section 1350, the undersigffexr of Atrion Corporation (the “Company”), ey certifies, to such officer’s
knowledge, that the Company’s Annual Report on FbfaK for the year ended December 31, 2008 (thgtiR®) fully complies with the
requirements of Section 13(a) or 15(d), as appléads the Securities Exchange Act of 1934 and thatinformation contained in the Report
fairly presents, in all material respects, theffitial condition and results of operations of therpany.

Dated: March 13, 200! s/ Jeffery Stricklant
Jeffery Stricklanc
Chief Financial Office

The foregoing certification is made solely for pogp of 18 U.S.C. section 1350 and not for any gtligpose.




