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PART I. FINANCIAL INFORMATION
Item 1. Financial Statements
NATUS MEDICAL INCORPORATED AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
(unaudited)
(in thousands, except share and per share amounts)
March 31, 2022
ASSETS
Current assets:
Cash and cash equivalents
Accounts receivable, net of allowance for doubtful accounts of $4,977 in 2022 and $5,271 in 2021
Inventories
Prepaid expenses and other current assets
Total current assets
Property and equipment, net
Operating lease right-of-use assets
Intangible assets, net
Goodwill
Deferred income tax
Other assets
Total assets
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Accounts payable
Accrued liabilities
Deferred revenue
Current portion of operating lease liabilities
Total current liabilities
Other liabilities
Operating lease liabilities
Deferred income tax
Total liabilities
Stockholders’ equity:
Common stock, $0.001 par value, 120,000,000 shares authorized; shares issued and outstanding 34,576,100 in 2022 and 34,225,682 in
2021
Preferred stock, $0.001 par value; 10,000,000 shares authorized; no shares issued and outstanding in 2022 and 2021
Retained earnings
Accumulated other comprehensive loss
Total stockholders’ equity
Total liabilities and stockholders’ equity

$

$

$

$

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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December 31, 2021

84,285
103,714
72,238
26,531
286,768
21,391
8,027
59,815
148,304
23,548
20,230
568,083

$

34,342
47,185
26,846
4,482
112,855
17,128
5,755
1,451
137,189

$

359,319
—
86,389
(14,814)
430,894
568,083

$

$

75,595
111,760
67,745
22,191
277,291
21,783
9,288
65,513
148,657
23,161
18,595
564,288

36,405
48,135
25,097
4,964
114,601
17,237
6,567
1,133
139,538

353,737
—
84,486
(13,473)
424,750
564,288
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NATUS MEDICAL INCORPORATED AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(unaudited)
(in thousands, except per share amounts)

Revenue
Cost of revenue
Intangibles amortization
Gross profit
Operating expenses:
Marketing and selling
Research and development
General and administrative
Intangibles amortization
Restructuring
Total operating expenses
Income from operations
Other expense, net
Income before provision for income tax
Provision for income taxes
Net income

$

Net income per share:
Basic
Diluted
Weighted average shares used in the calculation of net income per share:
Basic
Diluted

Three Months Ended
March 31,
2022
2021
119,793
$
114,927
52,781
46,688
1,600
1,751
65,412
66,488

$

29,551
13,224
12,807
3,598
2,051
61,231
4,181
(807)
3,374
1,471
1,903

$

28,971
14,040
14,855
3,897
205
61,968
4,520
(1,656)
2,864
468
2,396

$

0.06

$

0.07

$

0.06

$

0.07

34,119

33,611

34,276

33,782

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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NATUS MEDICAL INCORPORATED AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)
(unaudited)

(in thousands, except per share amounts)

Net income
Other comprehensive income (loss), net of tax:
Foreign currency translation adjustment
Interest rate swap designated as a cash flow hedge
Other comprehensive income (loss), net of tax
Comprehensive income (loss)

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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$

$

Three Months Ended
March 31,
2022
2021
1,903
$
2,396
(1,341)
—
(1,341)
562

$

(6,494)
68
(6,426)
(4,030)
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NATUS MEDICAL INCORPORATED AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY
(unaudited)
(in thousands, except per share amounts)
Accumulated
Other
Comprehensive
Income (Loss)

Common Stock
Shares

Balances, December 31, 2021
Vesting of restricted stock units
Net issuance of restricted stock awards
Stock-based compensation expense
Taxes paid related to net share settlement of equity awards
Exercise of stock options
Other comprehensive loss
Net income
Balances, March 31, 2022

Retained
Earnings

Amount

34,225,682 $
33,794
164,760
—
(51,482)
203,346
—
—
34,576,100 $

353,737 $
—
—
2,619
(1,228)
4,191
—
—
359,319 $

84,486
—
—
—
—
—
—
1,903
86,389

$

Stockholders’
Equity

(13,473) $
—
—
—
—
—
(1,341)
—
(14,814) $

$

424,750
—
—
2,619
(1,228)
4,191
(1,341)
1,903
430,894

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
Accumulated
Other
Comprehensive
Income (Loss)

Common Stock
Shares

Balances, December 31, 2020
Vesting of restricted stock units
Net issuance of restricted stock awards
Stock-based compensation expense
Taxes paid related to net share settlement of equity awards
Other comprehensive loss
Net loss
Balances, March 31, 2021

33,911,703
19,650
222,899
—
(57,357)
—
—
34,096,895

Retained
Earnings

Amount

$

342,828
—
—
3,018
(1,150)
—
—
344,696

$

$

$

71,309
—
—
—
—
—
2,396
73,705

$

$

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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(3,043)
—
—
—
—
(6,426)
—
(9,469)

Stockholders’
Equity

$

$

411,094
—
—
3,018
(1,150)
(6,426)
2,396
408,932
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NATUS MEDICAL INCORPORATED AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(unaudited)
(in thousands)
Three Months Ended
March 31,
2022
2021
Operating activities:
Net income
Adjustments to reconcile net income to net cash provided by operating activities:
Provision for losses on accounts receivable
Depreciation and amortization
Loss on disposal of property and equipment
Warranty reserve
Share-based compensation
Loss on commencement of sales-type leases
Loss on equity method investment
Changes in operating assets and liabilities:
Accounts receivable
Inventories
Prepaid expenses and other assets
Accounts payable
Accrued liabilities
Deferred revenue
Deferred income tax
Net cash provided by operating activities
Investing activities:
Purchase of property and equipment
Purchase of equity method investments
Net cash used in investing activities
Financing activities:
Proceeds from stock option exercises and Employee Stock Purchase Program purchases
Taxes paid related to net share settlement of equity awards
Principal payments of financing lease liability
Payments on borrowings
Net cash provided by (used in) financing activities
Exchange rate changes effect on cash and cash equivalents
Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period
Supplemental disclosure of cash flow information:
Cash paid for interest
Cash paid for income taxes
Non-cash investing activities:
Property and equipment included in accounts payable
Inventory transferred to property and equipment
Transfer of leased assets to sales-type leases

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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$

1,903

$

2,396

87
6,673
30
1,363
2,619
—
192

101
7,257
8
341
3,114
6
136

8,803
(6,132)
(4,752)
(1,957)
(1,762)
1,949
(119)
8,897

4,962
4,139
(4,028)
1,303
1,172
2,732
1,064
24,703

(1,062)
(572)
(1,634)

(731)
—
(731)

4,191
(1,228)
(447)
—
2,516
(1,089)
8,690
75,595
84,285

$

—
(1,150)
(125)
(20,000)
(21,275)
(4,230)
(1,533)
82,082
80,549

$

114

$

513

$

1,066

$

(320)

$

32

$

39

$

291

$

94

$

—

$

13

$
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NATUS MEDICAL INCORPORATED AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (unaudited)
1 - Basis of Presentation and Significant Accounting Policies
The accompanying interim condensed consolidated financial statements of Natus Medical Incorporated (“we,” “us,” or “our”) have been prepared in
accordance with accounting principles generally accepted in the United States of America (“GAAP”). Except where noted below within Note 1, the accounting
policies followed in the preparation of the interim condensed consolidated financial statements are consistent in all material respects with those presented in
Note 1 to the consolidated financial statements included in our Annual Report on Form 10-K for the year ended December 31, 2021.
Interim financial reports are prepared in accordance with the rules and regulations of the Securities and Exchange Commission; accordingly, the reports do
not include all of the information and notes required by GAAP for annual financial statements. The interim financial information is unaudited, and reflects all
normal adjustments that are, in the opinion of management, necessary for the fair presentation of our financial position, results of operations, and cash flows for
the interim periods presented. We have made certain reclassifications to the prior period to conform to current period presentation. The consolidated balance
sheet as of December 31, 2021 was derived from audited financial statements but does not include all disclosures required by GAAP. The accompanying
financial statements should be read in conjunction with the financial statements included in our Annual Report on Form 10-K for the year ended December 31,
2021.
Operating results for the three months ended March 31, 2022 are not necessarily indicative of the results that may be expected for the year ending
December 31, 2022. The accompanying condensed consolidated financial statements include our accounts and our wholly owned subsidiaries. All
intercompany accounts and transactions have been eliminated in consolidation.
Recently Adopted Accounting Pronouncements
None.
2 - Revenue
Unbilled accounts receivable (“AR”) for the periods presented primarily represent the difference between revenue recognized based on the relative selling
price of the related performance obligations and the contractual billing terms in the arrangements. Deferred revenue for the periods presented primarily relates
to extended service contracts, installation, and training, for which the service fees are billed in advance. The associated deferred revenue is generally recognized
ratably over the extended service period or when installation and training are complete.
The following table summarizes the changes in the unbilled AR and deferred revenue balances for the three months ended March 31, 2022 (in
thousands):
Unbilled AR, December 31, 2021
Additions
Transferred to trade receivable
Unbilled AR, March 31, 2022

$

$

Deferred revenue, December 31, 2021
Additions
Revenue recognized
Deferred revenue, March 31, 2022

$

$

At March 31, 2022, the short-term portion of deferred revenue of $26.8 million and the long-term portion of
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252
1,535
(31)
1,756
30,097
11,844
(9,912)
32,029
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$5.2 million are included in deferred revenue and other long-term liabilities, respectively, in the consolidated balance sheet. As of March 31, 2022, we expect to
recognize revenue associated with deferred revenue of approximately $22.8 million in 2022, $6.3 million in 2023, $1.7 million in 2024, $0.6 million in 2025,
and $0.6 million thereafter.

3 - Earnings Per Share
The components of basic and diluted EPS, and shares excluded from the calculation of diluted loss per share because the effect would have been antidilutive, are as follows (in thousands, except per share amounts):

Net income
Weighted average common shares
Dilutive effect of stock based awards
Diluted shares
Basic earnings per share
Diluted earnings per share
Shares excluded from calculation of diluted EPS

Three Months Ended
March 31,
2022
2021
1,903
$
2,396
34,119
33,611
157
171
34,276
33,782
0.06
$
0.07
0.06
$
0.07
—
—

$

$
$

4 - Allowance for Doubtful Accounts
We estimate the lifetime allowance for doubtful, potentially uncollectible, accounts receivable upon their inception based on historical collection
experience within the markets in which we operate, customer-specific information such as bankruptcy filings or customer liquidity problems, current
conditions, and reasonable and supportable forecasts about the future.
Our allowance for doubtful accounts is presented as a reduction to accounts receivable on our consolidated balance sheet. When all internal efforts have
been exhausted to collect the receivable, it is written off and relieved from the reserve.
The details of activity in allowance for doubtful accounts are as follows (in thousands):

Balance, beginning of period
Additions charged to expense
Write-offs charged against allowance
Balance, end of period

$

$
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Three Months Ended
March 31,
2022
2021
5,271 $
6,213
87
101
(361)
(229)
4,997 $
6,085
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5 - Inventories
Inventories consist of the following (in thousands):
March 31, 2022
Raw materials and subassemblies
Work in process
Finished goods
Total inventories
Less: Non-current inventories
Inventories, current

$

$

25,092
2,739
59,011
86,842
(14,604)
72,238

$

$

December 31, 2021
20,750
2,825
57,836
81,411
(13,666)
67,745

As of March 31, 2022 and December 31, 2021, we have classified $14.6 million and $13.7 million, respectively, of inventories as other assets. This
inventory consists primarily of service components used to repair products held by customers pursuant to warranty obligations and extended service contracts,
including service components for products we no longer sell, inventory purchased for lifetime buys, and inventory that is turning over at a slow rate. We believe
these inventories will be utilized for their intended purpose.
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6 – Intangible Assets
The following table summarizes the components of gross and net intangible asset balances (in thousands):
March 31, 2022
Gross
Carrying
Amount

Intangible assets with definite
lives:
Technology
Customer related
Trade names
Internally developed
software
Patents
Service agreements
Definite-lived intangible
assets
Intangible assets with indefinite
lives:
Intellectual Property
Total intangible assets

$

99,288
89,260
45,442

Accumulated
Impairment

$

(6,033) $
(50)
(3,235)

13,281
2,688
800

—
(133)
—

December 31, 2021

Accumulated
Amortization

Gross
Carrying
Amount

Net Book
Value

(67,934) $
(58,913)
(38,302)
(13,010)
(2,555)
(779)

25,321
30,297
3,905

$

271
—
21

Accumulated
Impairment

99,920
89,794
45,593

$

13,281
2,705
800

Accumulated
Amortization

(6,039) $
(50)
(3,260)
—
(133)
—

(66,679) $
(57,133)
(36,960)
(12,985)
(2,572)
(769)

Net Book
Value

27,202
32,611
5,373
296
—
31

$

250,759

$

(9,451) $

(181,493) $

59,815

$

252,093

$

(9,482) $

(177,098) $

65,513

$
$

1,993
252,752

$
$

(1,993) $
(11,444) $

— $
(181,493) $

—
59,815

$
$

2,004
254,097

$
$

(2,004) $
(11,486) $

— $
(177,098) $

—
65,513

Finite-lived intangible assets are amortized over their weighted average lives, which are 14 years for technology, 10 years for customer related intangibles,
7 years for trade names, 6 years for internally developed software, 13 years for patents, 2 years for service agreements and 11 years weighted average in total.
Internally developed software consists of $11.1 million relating to costs incurred for development of internal use computer software and $2.2 million for
development of software to be sold.
Amortization expense related to intangible assets with definite lives was as follows (in thousands):

Technology
Customer related
Trade names
Internally developed software
Service agreements
Total amortization

$

$

Three Months Ended
March 31,
2022
2021
1,629 $
1,795
2,116
2,360
1,443
1,483
24
50
10
10
5,222 $
5,698

The amortization expense amounts shown above include internally developed software not held for sale of $24 thousand and $24 thousand for the three
months ended March 31, 2022 and March 31, 2021, respectively, which is recorded within our income statement as a general and administrative operating
expense. The amortization expense amounts shown above include internally developed software held for sale of zero and $26 thousand for the three
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months ended March 31, 2022 and March 31, 2021, respectively, which is recorded within our income statement as cost of goods sold.
Expected amortization expense related to definite-lived amortizable intangible assets is as follows (in thousands):
Nine months ending December 31, 2022
2023
2024
2025
2026
2027
Thereafter
Total expected amortization expense

$

$

12,301
14,748
12,866
12,261
2,398
2,267
2,974
59,815

7 – Goodwill
The carrying amount of goodwill and the changes in the balance are as follows (in thousands):
December 31, 2021
Foreign currency translation
March 31, 2022

$
$

148,657
(353)
148,304

8 - Property and Equipment, net
Property and equipment, net consist of the following (in thousands):
March 31, 2022
Land
Buildings
Leasehold improvements
Finance lease right-of-use assets
Equipment and furniture
Computer software and hardware
Demonstration and loaned equipment

$

Accumulated depreciation
Total

$

1,781 $
7,209
7,729
2,037
21,121
11,566
4,424
55,867
(34,476)
21,391 $

December 31, 2021
1,782
7,238
7,722
2,356
20,637
11,308
4,050
55,093
(33,310)
21,783

Depreciation expense of property and equipment, net was approximately $1.5 million and $1.6 million for the three months ended March 31, 2022 and
March 31, 2021, respectively.
9 - Reserve for Product Warranties
We provide a warranty for products that is generally one year in length. In some cases, regulations may require us to provide repair or remediation beyond
the typical warranty period. If any of the products contain defects, we may incur additional repair and remediation costs. Service, repair and calibration services
are provided by a combination of our owned facilities and vendors on a contract basis.
We accrue estimated product warranty costs at the time of sale based on historical experience. A warranty reserve is included in accrued liabilities for the
expected future costs of servicing products. Additions to the reserve are based on management’s best estimate of probable liability. We consider a combination
of factors including
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material and labor costs, regulatory requirements, and other judgments in determining the amount of the reserve. The reserve is reduced as costs are incurred to
honor existing warranty and regulatory obligations.
As of March 31, 2022, we have accrued $6.4 million for product related warranties. Our estimate of these costs is primarily based upon the number of
units outstanding that may require repair and costs associated with shipping.
The details of activity in the warranty reserve are as follows (in thousands):

Balance, beginning of period
Additions and adjustments charged to expense
Utilizations
Balance, end of period

$

$

Three Months Ended
March 31,
2022
2021
6,042 $
5,195
1,363
341
(958)
(740)
6,447 $
4,796

Our estimate of future product warranty costs may vary from actual product warranty costs, and any variance from estimates could impact our cost of
sales, operating profits and results of operations.
10 - Share-Based Compensation
As of March 31, 2022, we have one active share-based compensation plan, the 2021 Equity Incentive Plan.
The terms of all awards granted during the three months ended March 31, 2022 and the methods for determining grant-date fair value of the awards are
consistent with those described in the consolidated financial statements included in our Annual Report on Form 10-K for the year ended December 31, 2021.
Details of share-based compensation expense are as follows (in thousands):

Cost of revenue
Marketing and selling
Research and development
General and administrative
Total

$

$

Three Months Ended
March 31,
2022
2021
113 $
100
612
640
195
355
1,699
1,923
2,619 $
3,018

As of March 31, 2022, unrecognized compensation expense related to the unvested portion of stock options and other stock awards was approximately
$21.9 million, which is expected to be recognized over a weighted average period of 2.4 years.
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11 - Other Expense, net
Other expense, net consists of (in thousands):

Interest income
Interest expense
Foreign currency loss
Other expense
Total other expense, net

$

$

Three Months Ended
March 31,
2022
2021
3 $
3
(267)
(766)
(307)
(731)
(236)
(162)
(807) $
(1,656)

12 - Income Taxes
Our tax provision for interim periods is determined using an estimated annual effective tax rate, adjusted for discrete events arising in each respective
quarter. During each interim period, we update the estimated annual effective tax rate which is subject to significant volatility due to several factors, including
our ability to accurately predict the income before provision for income taxes in multiple jurisdictions, the effects of acquisitions, the integration of those
acquisitions, and changes in tax law. In circumstances where we are unable to predict income in multiple jurisdictions, the actual year to date effective tax rate
may be the best estimate of the annual effective tax rate for purposes of determining the interim provision for income tax.
We recorded income tax expense of $1.5 million and $0.5 million for the three months ended March 31, 2022 and March 31, 2021, respectively. The
effective tax rate was 43.6% and 16.4% for the three months ended March 31, 2022 and March 31, 2021, respectively. The increase in the effective tax rate for
the three months ended March 31, 2022 compared with the three months ended March 31, 2021, is primarily attributable to a tax law change in effect from
January 1, 2022 that requires the capitalization of research and experimental costs under IRC Section 174 and directly increased the Company's Subpart F
inclusion. The approximate impact of the change in the estimated tax rate due to all impacts from IRC Section 174 resulted in a $0.01 reduction in the GAAP
earnings per share. Other significant factors impacting the current period effective tax rate included the benefit of Federal and California research and
development credits, offset by global intangible low taxed income inclusions (“GILTI”) that was also impacted by IRC Section 174, and non-deductible
executive compensation expenses. Factors impacting the effective rate for the three months ended March 31, 2021, include the benefit of Federal and California
research and development credits, favorable discrete items for the carryback of losses, partially offset by non-deductible executive compensation expenses, and
other discrete events.
Under the Tax Cut and Jobs Act (the “Act”) enacted on December 22, 2017, research and experimental (“R&E”) expenditures under IRC Section 174
incurred for tax years beginning after December 31, 2021 must be capitalized and amortized ratably over five or fifteen years for tax purposes, depending on
where the research activities are conducted, U.S. or foreign respectively. Although there is proposed legislation that would defer the capitalization requirement
to later years, we have no assurance that IRC Section 174 will be repealed or otherwise modified.
We recorded no change related to unrecognized tax benefits for the three months ended March 31, 2022. Within the next twelve months, it is possible that
the uncertain tax positions may change with a range of approximately zero to $0.8 million. Our tax returns remain open to examination as follows: U.S Federal,
2018 through 2021, U.S. states, 2017 through 2021, and significant foreign jurisdictions, generally 2017 through 2021.
13 - Debt and Credit Arrangements
We have a Credit Agreement with JP Morgan Chase Bank ("JP Morgan"), Citibank, NA (“Citibank”), and Wells Fargo Bank, National Association (“Wells
Fargo”). During the third quarter of 2020 we amended the terms of the Credit Agreement to extend the maturity date of the original agreement, reduce the
aggregate value of the revolving facility, and amend certain covenants. The amended Credit Agreement provides for an aggregate $150.0 million of secured
revolving credit facility. The Credit Agreement contains covenants, including covenants relating
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to maintenance of books and records, financial reporting and notification, compliance with laws, maintenance of properties and insurance, and limitations on
guaranties, investments, issuance of debt, lease obligations and capital expenditures, and is secured by virtually all of our assets. The Credit Agreement
provides for events of default, including failure to pay any principal or interest when due, failure to perform or observe covenants, bankruptcy or insolvency
events and the occurrence of the event has a material adverse effect. We have no other significant credit facilities. As of March 31, 2022, no amounts were
outstanding under the Credit Agreement.
In addition to the customary restrictive covenants listed above, the Credit Agreement also contains financial covenants that require us to maintain a certain
leverage ratio and fixed charge coverage ratio, each as defined in the Credit Agreement:
•
•

Leverage Ratio, as defined, to be no higher than 3.25 to 1.00.
Interest Coverage Ratio, as defined, to be at least 1.75 to 1.00 at all times.

Pursuant to the terms of the Credit Agreement, the outstanding principal balance will bear interest at either (a) a fluctuating rate per annum equal to the
Applicable Rate, as defined in the Credit Agreement, depending on our leverage ratio plus the higher of (i) the federal funds rate plus one-half of one percent
per annum; (ii) the prime rate in effect on such a day; and (iii) the LIBOR rate plus one percent, or (b) a fluctuating rate per annum of LIBOR Rate plus the
Applicable Rate, which ranges between 2.25% to 3.50%. The Credit Agreement matures on September 25, 2023, at which time all principal amounts
outstanding under the Credit Agreement will be due and payable.
14 - Segment, Customer and Geographic Information
We operate in one reportable segment in which we provide medical device solutions to screen, diagnose, and treat disorders affecting the brain, neural
pathways, and eight sensory nervous systems.
End-user customer base includes hospitals, clinics, laboratories, physicians, audiologists, and governmental agencies. Most of our international sales are to
distributors who resell products to end users or sub-distributors.
The following tables present revenue by end market and geographic region and long-lived asset information by geographic region. Revenue is based on
the destination of the shipments and long-lived assets are based on the physical location of the assets (in thousands):
Three Months Ended
March 31,
2022
2021
Consolidated Revenue:
United States
International
Total

$
$
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49,823
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$
$

67,772
47,155
114,927
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Three Months Ended
March 31,
2022
2021
Revenue by End Market:
Brain Products:
Devices and Systems
Supplies
Services
Total Brain Revenue
Neural Pathway Products:
Devices and Systems
Supplies
Services
Total Neural Pathways Revenue
Sensory Nervous Systems Products:
Devices and Systems
Supplies
Services
Total Sensory Nervous Systems Revenue
Other Products:
Devices and Systems
Supplies
Services
Total Other Revenue
Total Revenue

$

$

37,807
6,291
7,290
51,388

$

37,293
5,486
5,705
48,484

9,657
9,531
204
19,392

8,832
8,751
257
17,840

23,342
8,473
5,858
37,673

21,292
8,143
6,097
35,532

5,025
2,781
3,534
11,340
119,793

7,067
2,898
3,106
13,071
114,927

$

March 31, 2022
Property and equipment, net:
United States
Ireland
Canada
Denmark
Other foreign countries
Total

$

$

9,635
6,131
3,546
1,078
1,001
21,391

December 31, 2021
$

$

9,642
6,223
3,594
1,262
1,062
21,783

During the three months ended March 31, 2022 and 2021, no single customer and no country outside the United States contributed more than 10% of our
consolidated revenue.
15 - Fair Value Measurements
ASC 820 defines fair value, establishes a framework for measuring fair value and expands disclosures about fair value measurements. Fair value is
defined under ASC 820 as the exit price associated with the sale of an asset or transfer of a liability in an orderly transaction between market participants at the
measurement date. ASC 820 establishes the following three-tier fair value hierarchy, which prioritizes the inputs used in measuring fair value:
Level 1 - Quoted prices (unadjusted) in active markets that are accessible at the measurement date for assets or liabilities. The fair value hierarchy gives
the highest priority to Level 1 inputs.
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Level 2 - Inputs other than Level 1 that are observable, either directly or indirectly, such as quoted prices for similar assets and liabilities; quoted prices in
markets that are not active; or other inputs that are observable or can be corroborated by observable market data for substantially the full term of the assets or
liabilities.
Level 3 - Unobservable inputs that are used when little or no market data is available. The fair value hierarchy gives the lowest priority to Level 3 inputs.
The following financial instruments are not measured at fair value on our consolidated balance sheet as of March 31, 2022 and December 31, 2021 but
require disclosure of their fair values: cash and cash equivalents, accounts receivable, and accounts payable. The carrying value of these financial instruments
approximates fair values because of their relatively short maturity.
16 - Subsequent Events
As previously announced, on April 17, 2022, the Company entered into an Agreement and Plan of Merger (the “Merger Agreement”) with Prince Parent
Inc., a Delaware corporation (“Parent”), and Prince Mergerco Inc., a Delaware corporation and wholly owned subsidiary of Parent (“Merger Sub”), providing
for, among other things, the merger of Merger Sub with and into the Company (the “Merger”), with the Company surviving the Merger as a wholly owned
subsidiary of Parent.
Subject to the terms and conditions set forth in the Merger Agreement, at the effective time of the Merger (the “Effective Time”), each share of common
stock, par value $0.001 per share, of the Company (“Company Common Stock”) outstanding as of immediately prior to the Effective Time (other than any
shares of Company Common Stock held in treasury, held by Parent, Merger Sub or their respective subsidiaries or as to which appraisal rights have been
perfected in accordance with the Delaware General Corporation Law, but including each share of Company Restricted Stock (as defined below)) will be
cancelled and extinguished and automatically converted into the right to receive cash in an amount equal to $33.50, without interest thereon (the “Per Share
Price”).
Pursuant to the Merger Agreement, at the Effective Time:
• except as set forth below with respect to Employee Interim Awards (as defined below), each share of Company Common Stock subject to vesting
restrictions or a risk of forfeiture (“Company Restricted Stock”) outstanding as of immediately prior to the Effective Time, whether vested or unvested
and whether or not granted pursuant to any of the Company’s equity plans (“Company Stock Plans”), will be cancelled and converted into and will
become a right to receive an amount in cash, without interest and subject to any required tax withholding, equal to the Per Share Price;

• except as set forth below with respect to Employee Interim Awards or as set forth in the CEO Retention Agreement (as defined below), each restricted
stock unit in respect of shares of Company Common Stock (each, a “Company Restricted Stock Unit”) outstanding as of immediately prior to the
Effective Time, whether vested or unvested and whether or not granted pursuant to any Company Stock Plan, will be cancelled and be converted into
and will become a right to receive an amount in cash, without interest and subject to any required tax withholding, equal to (i) the amount of the Per
Share Price; multiplied by (ii) (1) with respect to Company Restricted Stock Units that are only subject to time-vesting requirements, the total number
of shares of Company Common Stock subject to such Company Restricted Stock Unit, and (2) with respect to Company Restricted Stock Units that are
subject to time- and performance-vesting requirements, the total number of shares of Company Common Stock determined to be performance vested
with the performance goals deemed achieved at maximum levels and with the remaining time-vesting requirements deemed satisfied;

• any Company Restricted Stock and Company Restricted Stock Units granted after the date of the Merger Agreement, other than awards that may be
granted to non-employee directors after the date of the Merger Agreement (such awards, “Employee Interim Awards”), that are outstanding as of
immediately prior to the Effective Time, whether vested or unvested and whether or not granted pursuant to any Company Stock Plan, will be treated at
the Effective Time in the manner set forth above, provided that any applicable
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performance goals will be deemed achieved at target levels, rather than at maximum, and the number of shares subject to such Employee Interim
Awards that will vest at the Effective Time will be prorated to reflect the portion of the applicable vesting period that has elapsed from the date of grant
until the Effective Time (rather than vesting in full), and the remaining unvested portion of any Employee Interim Awards will be forfeited at the
Effective Time;

• each option (or portion thereof) to purchase a share of Company Common Stock (a “Company Option”) that is outstanding as of immediately prior to
the Effective Time, whether vested or unvested and whether or not granted pursuant to any Company Stock Plan, and that has an exercise price per
share less than the Per Share Price (each, an “In-the-Money Company Option”) will be cancelled and converted into and will become a right to receive
an amount in cash, without interest and subject to any required tax withholding, equal to (i) the amount of the Per Share Price (less the exercise price
per share attributable to such Company Option), multiplied by (ii) the total number of shares of Company Common Stock that are issuable upon the full
exercise of such Company Option; and

• each Company Option that is not an In-the-Money Company Option will be cancelled without any cash payment being made in respect thereof.
The consummation of the Merger (the “Closing”) is subject to certain customary closing conditions, including, but not limited to, the: (i) adoption of the
Merger Agreement by the holders of a majority of the outstanding shares of Company Common Stock; (ii) expiration or termination of any waiting periods
applicable to the consummation of the Merger under the Hart-Scott-Rodino Antitrust Improvements Act of 1976 and certain other applicable foreign antitrust
laws and foreign direct investment laws of certain other jurisdictions; and (iii) absence of any law or order restraining, enjoining or otherwise prohibiting the
Merger. The Merger is not subject to any financing condition.
The transaction is expected to close in the third quarter of 2022, although there can be no assurance that the Merger will occur by that date, subject to
customary closing conditions, including approval by the Company's stockholders and receipt of regulatory approvals. If the Merger Agreement is terminated by
the Company in order for the Company to enter concurrently into an alternative acquisition agreement with respect to a Superior Proposal (as defined in the
Merger Agreement), (i) prior to May 22, 2022 (the “Cut-Off Date”), the Company will be obligated to pay to Parent a one-time fee equal to $19,753,676 in cash
or (ii) after the Cut-Off Date, the Company will be obligated to pay Parent a one-time fee equal to $39,507,352 in cash. The Company also expects to incur
costs, expenses, and fees for professional services and other transaction costs in connection with the Merger. If the transaction closes, Natus will become a
private company and Natus shares will no longer be listed on any public market.
To encourage the continued retention of the Company's President and Chief Executive Officer, Thomas J. Sullivan, following the Closing, in connection
with entering into the Merger Agreement, Parent required Mr. Sullivan to enter into a retention agreement, dated as of April 17, 2022, with Parent and the
Company (the “CEO Retention Agreement”).
Pursuant to the CEO Retention Agreement, Mr. Sullivan agreed that, notwithstanding the treatment of Company Restricted Stock Units set forth in the
Merger Agreement (as described above), he would not receive payments in respect of his Company Restricted Stock Units that are market stock units (“MSUs”)
based on deemed achievement of performance goals at maximum levels. Instead, Mr. Sullivan's MSUs will be deemed attained at the level of performance
actually achieved through the Closing based on the Per Share Price (which is approximately 143.4% of target, in the case of MSUs granted to Mr. Sullivan in
December 2021, and 139.6% of target, in the case of MSUs granted to Mr. Sullivan in January 2022), consistent with the level of return to the Company's
stockholders pursuant to the Merger Agreement. The consequence to Mr. Sullivan will be a reduction by over $3.0 million in the amount of gross proceeds that
he otherwise was entitled to receive and would have received in respect of his MSUs.
Furthermore, pursuant to the CEO Retention Agreement, Mr. Sullivan agreed that an amount equal to $6.0 million (the “Retention Payment”) payable to
him at the Effective Time in respect of his Company Restricted Stock Units would not become payable at the Effective Time and, instead, would become
payable 50% on the six-month anniversary of the Closing and 50% on the one-year anniversary of the Closing, subject to his continued
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employment with the Company until the relevant retention date. If Mr. Sullivan's employment is terminated by the Company without cause, by Mr. Sullivan
with good reason, or due to his death or disability, any then-unpaid portion of the Retention Payment shall be paid to him upon his termination (subject to, in the
case of a termination by the Company without cause or by Mr. Sullivan for good reason, his execution and non-revocation of a release of claims). If Mr.
Sullivan's employment terminates for any other reason prior to the relevant retention date, he will immediately forfeit all portions of the Retention Payment that
relate to a future retention date. Mr. Sullivan's right to receive the Retention Payment is further subject to his continued compliance with certain restrictive
covenants.
At the Effective Time, all other amounts payable to Mr. Sullivan in respect of his Company Restricted Stock and Company Restricted Stock Units will
become payable in accordance with the Merger Agreement, as described above.
The CEO Retention Agreement was signed at the same time the Merger Agreement was signed, but if the Merger Agreement is terminated and the
Closing does not occur, it will automatically become null and void.
ITEM 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Overview
The following Management Discussion and Analysis of Financial Condition and Results of Operations (“MD&A”) supplements the MD&A in our
Annual Report on Form 10-K for the year ended December 31, 2021. MD&A should be read in conjunction with our condensed consolidated financial
statements and accompanying footnotes, the risk factors referred to in Part II, Item 1A of this report, our Annual Report filed on Form 10-K for the year ended
December 31, 2021 and the cautionary information regarding forward-looking statements at the end of this section.
Our Business
We are recognized by healthcare providers as a leading source for solutions to screen, diagnose, and treat disorders of the brain, neural pathways, and
sensory nervous systems. Our service and education complement hardware, advanced software and algorithms, and consumables that provide stimulus, acquire
and monitor physiological signals and capture how the body responds, enabling clinicians worldwide to improve patient outcomes and quality of life.
End Markets
We provide innovative healthcare solutions in four product portfolios: Brain, Neural Pathways, Sensory Nervous System and Other.
•

Brain - This product portfolio includes solutions focused on diagnosing, monitoring and treating disorders specific to the brain, which include areas of
neurodiagnostics and neurocritical care. Key neurodiagnostic product lines in this portfolio include electroencephalography (EEG) used in epilepsy
monitoring and polysomnography (PSG) used to diagnose sleep disorders. Key neurocritical care product lines provide access through the cranium to
the brain, monitor intracranial pressure and temperature, and provide therapeutic drainage of cerebrospinal fluid in cases of traumatic brain injury,
hemorrhagic stroke, and hydrocephalus. This portfolio is comprised of well-known brands in the industry, including Nicolet®, Xltek®, Olympic®,
Embla®, Grass®, Natus Quantum®, Trex™ and Camino®.

•

Neural Pathways - Focused on nerve and muscle disorders, the Neural Pathways portfolio uses electromyography (EMG) and nerve conduction studies
(NCS) testing. These product lines help diagnose neuromuscular diseases, such as myasthenia gravis, movement disorders, such as dystonia and
Parkinson's disease, and peripheral neuropathies, carpal tunnel syndrome and pinched nerves. Our portfolio is comprised of well-known brands in the
industry, including Nicolet®, Dantec®, UltraPro™ and Natus Elite™.

•

Sensory Nervous System - This product portfolio focuses on hearing and balance disorders and pediatric eye imaging. Multiple clinical needs across
hearing screening and diagnosis are addressed by this portfolio, including newborn hearing screening, hearing assessment and diagnostics and hearing
aid fitting. A
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comprehensive list of balance tests helps in the diagnosis of vestibular disorders, such as dizziness and vertigo. Eye imaging is used to diagnose and
monitor retinopathy of prematurity to help prevent blindness in premature babies. Natus products are sold under trusted brand names, including
ALGO®, RetCam®, Aurical®, Bio-logic®, Madsen® and Otoscan®.
•

Other - The products in this portfolio do not directly fit within the Brain, Neural Pathways or Sensory Nervous System portfolio. These solutions span
eight product lines, including phototherapy for jaundice management, video streaming of newborns in the NICU, data management for newborn care
and a full range of shunts and valves for neurosurgical applications, among others. This portfolio includes several well-known brands, such as
neoBLUE®, NICVIEW®, Vac-Pac® and Neometrics®.
Segment and Geographic Information

We operate as one operating segment and one reportable segment, which provides healthcare products, and services focused on solutions to screen,
diagnose, and treat disorders affecting the brain, neural pathways, and eight sensory nervous systems. Financial information is reviewed on a consolidated basis
for purposes of making operating decisions and assessing financial performance. Consolidated financial information is accompanied by disaggregated
information about revenues by end market and geographic region. We do not assess the performance of our end markets or geographic regions on measures of
profit or loss, or asset-based metrics. We have disclosed the revenues for each of our end markets and geographic regions to provide the reader of the financial
statements transparency into our operations.
Information regarding our revenues and long-lived assets in the U.S. and in countries outside the U.S. is contained in Note 14 – Segment, Customer and
Geographic Information of our condensed consolidated financial statements included in this report and is incorporated in this section by reference.
Revenue by Product Category
We generate our revenue from sales of Devices and Systems, which are generally non-recurring, and from related Supplies and Services, which are
generally recurring. The products that are attributable to these categories are described in our Annual Report on Form 10-K for the year ended December 31,
2021. Revenue from Devices and Systems, Supplies, and Services, as a percent of total revenue for the three months ended March 31, 2022 and 2021, is as
follows:
Three Months Ended
March 31,
2022
2021
63 %
65
23 %
22
14 %
13
100 %
100

Devices and Systems
Supplies
Services
Total

%
%
%
%

2022 First Quarter Overview
Our business and operating results are driven in part by worldwide economic conditions. Our revenue is significantly dependent on both capital spending
by hospitals in the United States and healthcare spending by ministries of health outside the United States. While we have no direct exposure to Russia and
Ukraine, we are monitoring any broader economic impact from the current crisis, especially on commodities.
We experienced an increase in demand in the United States and Europe, during the first quarter compared to the same period in the prior year. Our
consolidated revenue for the first quarter ended March 31, 2022 was $119.8 million compared to $114.9 million in the first quarter of the previous year, an
increase of $4.9 million.
Our net income was $1.9 million or $0.06 per diluted share in the three months ended March 31, 2022, compared with net income of $2.4 million or $0.07
per diluted share in the same period in 2021. The decrease in net
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income is due to lower gross margin and higher tax provision due to enactment of IRC Section 174, partly offset by increased revenue and lower operating
expenses.
COVID-19 Update
Healthcare providers and patients continue to depend on our products and services every day. Our team members and partners are continuing to maintain
our supply chain, manufacturing and delivery of our products and services. The health and welfare of our employees, our customers and our partners remain our
top priority as we continue our business operations.
We have implemented safeguards in our facilities to protect team members, including social distancing practices, work from home and other measures
consistent with specific regulatory requirements and guidance from health authorities. As an essential supplier of healthcare products and services, all of our
manufacturing, engineering and customer support functions remain fully operational and will continue to support customers with vital supplies, service and
equipment. Supply chain delays and constraints, as well as cost increases for semiconductors, have impacted our ability to ship products in the last few quarters.
We are working with our suppliers to reduce constraints by providing forecasts further into the future and closely monitoring and communicating changes in the
forecast, however we remain uncertain of when the supply chain will stabilize.
Impact to our supply chain
Many of our materials are single source and require lengthy qualification periods. Disruptions in our supply chain could negatively impact our ability to
produce and supply our finished products. We continue to experience some extended lead times and delays in receiving supplies and finished goods which
impacted revenue this period. We are working closely with our suppliers to manage orders and proactively resolve delays in the materials we require to meet
our demand.
Application of Critical Accounting Estimates
We prepare our financial statements in accordance with accounting principles generally accepted in the United States of America (“GAAP”). In so doing,
we must often make estimates and use assumptions that can be subjective and, consequently, our actual results could differ from those estimates. For any given
individual estimate or assumption we make, there may also be other estimates or assumptions that are reasonable. Our estimates are based on our historical
experience and a variety of other assumptions that we believe to be reasonable under the circumstances. We evaluate our estimates, assumptions, and
judgements on a regular basis.
We believe that the following critical accounting estimates require the use of significant assumptions and judgments to have a full understanding of our
financial statements:
•

Inventory valuation

By their nature, these estimates and judgements are subject to an inherent degree of uncertainty. The use of different estimates, assumptions, and
judgments could have a material effect on the reported amounts of assets, liabilities, revenue, expenses, and related disclosures as of the date of the financial
statements and during the reporting period. These critical accounting estimates are described in more detail in our Annual Report on Form 10-
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K for the year ended December 31, 2021, under Item 7, Management’s Discussion and Analysis of Financial Condition and Results of Operations.
Recent Developments
On April 17, 2022, we entered into an Agreement Plan of Merger (the “Merger Agreement”) with Prince Parent Inc., a Delaware corporation (“Parent”),
and Prince Mergerco Inc., a Delaware corporation and wholly owned subsidiary of Parent (“Merger Sub”), providing for, among other things, the merger of
Merger Sub with and into Natus (the “Merger”), with Natus surviving the Merger as a wholly owned subsidiary of Parent. Under the terms of the Merger
Agreement, the Company's stockholders will receive $33.50 in cash for each share of common stock they hold on the closing date of the Merger. The
transaction is expected to close in the third quarter of 2022, subject to customary closing conditions, including, but not limited to, the: (i) adoption of the Merger
Agreement by the holders of a majority of the outstanding shares of Company Common Stock, (ii) expiration or termination of any waiting periods applicable
to the consummation of the Merger under the Hart-Scott-Rodino Antitrust Improvements Act of 1976 and certain other applicable foreign antitrust laws and
foreign direct investment laws of certain other jurisdictions; and (iii) absence of any law or order restraining, enjoining or otherwise prohibiting the Merger. The
Merger is not subject to any financing condition. There can be no assurance that the proposed Merger will be consummated.
Results of Operations
The following table sets forth selected consolidated statement of operations data as a percentage of total revenue for the periods indicated:
Three Months Ended
March 31,
2022
2021
100.0 %
100.0
44.1 %
40.6
1.3 %
1.5
54.6 %
57.9

Revenue
Cost of revenue
Intangibles amortization
Gross profit
Operating expenses:
Marketing and selling
Research and development
General and administrative
Intangibles amortization
Restructuring
Total operating expenses
Income from operations
Other expense, net
Income before provision for income tax
Provision for income taxes
Net income

24.7 %
11.0 %
10.7 %
3.0 %
1.7 %
51.1 %
3.5 %
(0.7)%
2.8 %
1.2 %
1.6 %
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%
%
%
%

25.2 %
12.2 %
12.9 %
3.4 %
0.2 %
53.9 %
4.0 %
(1.4)%
2.6 %
0.4 %
2.2 %
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Revenues
The following table shows revenue by products during the three months ended March 31, 2022 and March 31, 2021 (in thousands):

2022
Brain Products:
Devices and Systems
Supplies
Services
Total Brain Revenue
Neural Pathway Products:
Devices and Systems
Supplies
Services
Total Neural Pathways Revenue
Sensory Nervous Systems Products:
Devices and Systems
Supplies
Services
Total Sensory Nervous Systems Revenue
Other Products:
Devices and Systems
Supplies
Services
Total Other Revenue
Total Revenue

$

$

37,807
6,291
7,290
51,388

Three Months Ended
March 31,
2021
$

37,293
5,486
5,705
48,484

Change
1
15
28
6

%
%
%
%

9,657
9,531
204
19,392

8,832
8,751
257
17,840

9%
9%
(21)%
9%

23,342
8,473
5,858
37,673

21,292
8,143
6,097
35,532

10 %
4%
(4)%
6%

5,025
2,781
3,534
11,340
119,793

7,067
2,898
3,106
13,071
114,927

(29)%
(4)%
14 %
(13)%
4%

$

For the three months ended March 31, 2022, Brain revenue increased by 6% compared to the same period last year driven by higher sales of devices and
supplies, particularly in EEG.
For the three months ended March 31, 2022, Neural Pathways revenue increased by 9% compared to the same period last year due to an increase in both
device and supplies revenue.
For the three months ended March 31, 2022, Sensory Nervous Systems revenue increased by 6% compared to the same period last year due to increased
demand for our devices and supplies, particularly in our Digital Eye Imaging & Hearing Fitting products.
For the three months ended March 31, 2022, Other revenue decreased by 13% compared to the same period last year mostly due to a large one-time order
in the first quarter of 2021 for our NicView products that did not repeat in the first quarter of 2022.
Revenue from domestic sales increased to $70.0 million for the three months ended March 31, 2022 compared to $67.8 million in the three months ended
March 31, 2021. The increase was driven by improved demand for our Brain, Neural Pathways and Sensory Nervous Systems products.
Revenue from international sales increased to $49.8 million for the three months ended March 31, 2022 compared to $47.2 million for the three months
ended March 31, 2021. The increase was driven by improved demand by our Brain, Neural Pathways and Sensory Nervous Systems products.
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Cost of Revenue and Gross Profit
Cost of revenue and gross profit consists of (in thousands):

Revenue
Cost of revenue
Intangibles amortization
Gross profit

$

Gross profit percentage

Three Months Ended
March 31,
2022
2021
119,793
$
114,927
52,781
46,688
1,600
1,751
65,412
66,488
54.6 %

57.9 %

For the three months ended March 31, 2022, gross profit as a percentage of revenue decreased 3.3% compared to the same period in the prior year. The
decrease was mainly driven by higher supply chain costs in procuring semiconductors for our products and the costs of freight, and we expect this trend will
continue throughout the year.
Operating Costs
Operating costs consist of (in thousands):

Marketing and selling
Percentage of revenue
Research and development
Percentage of revenue
General and administrative
Percentage of revenue
Intangibles amortization
Percentage of revenue
Restructuring
Percentage of revenue

$
$
$
$
$

Three Months Ended
March 31,
2022
2021
29,551
$
28,971
24.7 %
25.2
13,224
$
14,040
11.0 %
12.2
12,807
$
14,855
10.7 %
12.9
3,598
$
3,897
3.0 %
3.4
2,051
$
205
1.7 %
0.2

%
%
%
%
%

Marketing and Selling
Marketing and selling expenses increased for the three months ended March 31, 2022. The increase was primarily driven by higher travel expenses
resulting from increased commercial activity compared to the same periods last year.
Research and Development
Research and development expenses decreased slightly during the three months ended March 31, 2022 compared to the same periods in 2021. The
decrease is the result of lower project spend due to timing.
General and Administrative
General and administrative expense during the three months ended March 31, 2022 decreased when compared to the same periods in the prior year. This
decrease was due to lower stock compensation and lower outside services spending.
Intangibles Amortization
Intangibles amortization remained relatively flat during the three months ended March 31, 2022 as compared to the same periods in 2021 due to currency
exchange fluctuations.
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Restructuring
Restructuring expenses increased during the three months ended March 31, 2022 compared to the same periods in 2021. The increase was primarily
driven by higher severance costs incurred.
Other Expense, net
Other expense, net consists of investment income, interest expense, net currency exchange gains and losses, and other miscellaneous income and expense.
For the three months ended March 31, 2022 we reported $0.8 million of other expense compared to $1.7 million of other expense for the same period in 2021.
The decrease during the three months was due to less interest expense and currency exchange fluctuations.
Provision for Income Tax
Our tax provision for interim periods is determined using an estimated annual effective tax rate, adjusted for discrete events arising in each respective
quarter. During each interim period, we update the estimated annual effective tax rate which is subject to significant volatility due to several factors, including
our ability to accurately predict the income before provision for income taxes in multiple jurisdictions, the effects of acquisitions, the integration of those
acquisitions, and changes in tax law. In circumstances where we are unable to predict income in multiple jurisdictions, the actual year to date effective tax rate
may be the best estimate of the annual effective tax rate for purposes of determining the interim provision for income tax.
We recorded income tax expense of $1.5 million and $0.5 million for the three months ended March 31, 2022 and March 31, 2021, respectively. The
effective tax rate was 43.6% and 16.4% for the three months ended March 31, 2022 and March 31, 2021, respectively. The increase in the effective tax rate for
the three months ended March 31, 2022 compared with the three months ended March 31, 2021, is primarily attributable to a tax law change in effect from
January 1, 2022 that requires the capitalization of research and experimental costs under IRC Section 174 and directly increased the Company's Subpart F
inclusion. The approximate impact of the change in the estimated tax rate due to all impacts from IRC Section 174 resulted in a $0.01 reduction in the GAAP
earnings per share. Other significant factors impacting the current period effective tax rate included the benefit of Federal and California research and
development credits, offset by global intangible low taxed income inclusions (“GILTI”) that was also impacted by IRC Section 174, and non-deductible
executive compensation expenses. Factors impacting the effective rate for the three months ended March 31, 2021, include the benefit of Federal and California
research and development credits, favorable discrete items for the carryback of losses, partially offset by non-deductible executive compensation expenses, and
other discrete events.
Under the Tax Cut and Jobs Act (the “Act”) enacted on December 22, 2017, research and experimental (“R&E”) expenditures under IRC Section 174
incurred for tax years beginning after December 31, 2021 must be capitalized and amortized ratably over five or fifteen years for tax purposes, depending on
where the research activities are conducted, U.S. or foreign respectively. Although there is proposed legislation that would defer the capitalization requirement
to later years, we have no assurance that IRC Section 174 will be repealed or otherwise modified.
We recorded no change related to unrecognized tax benefits for the three months ended March 31, 2022. Within the next twelve months, it is possible that
the uncertain tax positions may change with a range of approximately zero to $0.8 million. Our tax returns remain open to examination as follows: U.S Federal,
2018 through 2021, U.S. states, 2017 through 2021, and significant foreign jurisdictions, generally 2017 through 2021.
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Liquidity and Capital Resources
Liquidity and capital resources consist of (in thousands):
Cash and cash equivalents
Working capital

$

Net cash provided by operating activities
Net cash used in investing activities
Net cash provided by (used in) financing activities

$

March 31, 2022
84,285
173,913

$

December 31, 2021
75,595
162,690

Three Months Ended
March 31,
2022
2021
8,897 $
24,703
(1,634)
(731)
2,516
(21,275)

We believe that our current cash and cash equivalents and any cash generated from operations will be sufficient to meet our ongoing operating
requirements for the foreseeable future.
As of March 31, 2022, we had cash and cash equivalents outside the U.S. in certain of our international subsidiaries of $56.1 million, primarily in Canada
and Ireland. We intend to permanently reinvest the cash held by our international subsidiaries except for Excel Tech Corporation and Natus Manufacturing
Limited, which we intend to repatriate. A net deferred tax liability has been recorded for the potential future repatriation. If, however, a portion of permanently
reinvested funds were needed for and distributed to our operations in the United States, we would be subject to additional U.S. income taxes and foreign
withholding taxes depending on facts and circumstances at the time of distribution. The amount of taxes due would depend on the amount and manner of
repatriation, as well as the country from which the funds were repatriated.
We have a Credit Agreement with JP Morgan, Citibank, and Wells Fargo. During the third quarter of 2020 we amended the terms of the Credit Agreement
to extend the maturity of the original agreement, reduce the aggregate value of the revolving credit facility, and amend certain covenants. The amended Credit
Agreement provides for an aggregate $150.0 million of secured revolving credit facility. The Credit Agreement contains covenants, including covenants relating
to maintenance of books and records, financial reporting and notification, compliance with laws, maintenance of properties and insurance, and limitations on
guaranties, investments, issuance of debt, lease obligations and capital expenditures, and is secured by virtually all of our assets. The Credit Agreement
provides for events of default, including failure to pay any principal or interest when due, failure to perform or observe covenants, bankruptcy or insolvency
events and the occurrence of the event has a material adverse effect. The Credit Agreement matures on September 25, 2023, at which time all principal amounts
outstanding under the Credit Agreement will be due and payable. We have no other significant credit facilities. As of March 31, 2022, no amounts were
outstanding under the Credit Agreement.
During the three months ended March 31, 2022 cash provided by operating activities of $8.9 million was the result of $1.9 million of net income, noncash adjustments to net income of $11.0 million which was primarily driven by an adjustment for depreciation and amortization of $6.7 million, and net cash
outflows of $4.0 million from changes in operating assets and liabilities primarily resulting from reductions in accounts receivable and increases in inventory.
Cash used in investing activities during the period was $1.6 million consisting of $1.1 million to acquire other property and equipment, $0.6 million for
purchase of equity method investments. Cash provided by financing activities during the three months ended March 31, 2022 was $2.5 million and consisted of
$4.2 million stock option exercises offset by $1.2 million for taxes paid related to net share settlement of equity awards and $0.4 million for principal payments
of financing lease liability.
During the three months ended March 31, 2021 cash provided by operating activities of $24.7 million was the result of $2.4 million of net income, noncash adjustments to net income of $11.0 million which was primarily driven by an adjustment for depreciation and amortization of $7.3 million, and net cash
inflows of $11.3 million from changes in operating assets and liabilities primarily driven by reductions in accounts receivable and inventory. Cash used in
investing activities during the period was $0.7 million to acquire other property and equipment. Cash
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used in financing activities during the three months ended March 31, 2021 was $21.3 million and consisted of repayment on borrowing of $20.0 million, $1.2
million for taxes paid related to net share settlement of equity awards, and $0.1 million for principal payments of financing lease liability.
Our future liquidity and capital requirements will depend on numerous factors, including the:
•

Extent to which we make acquisitions;

•

Amount and timing of revenue;

•

Extent to which our existing and new products gain market acceptance;

•

Cost and timing of product development efforts and the success of these development efforts;

•

Cost and timing of marketing and selling activities; and

•

Availability of borrowings under line of credit arrangements and the availability of other means of financing.

Contractual Obligations
In the normal course of business, we enter into obligations and commitments that require future contractual payments. The commitments result primarily
from purchase orders placed with contract vendors that manufacture some of the components used in our medical devices and related disposable supply
products, purchase orders placed for employee benefits and outside services, as well as commitments for leased office space, leased equipment, and bank debt.
As of March 31, 2022, we have unconditional purchase obligations of $120.7 million that payments are due within the next year and $84.9 million due
within one to three years. Purchase obligations are defined as agreements to purchase goods or services that are enforceable and legally binding. Included in the
purchase obligations are obligations related to purchase orders for inventory purchases under our standard terms and conditions and under negotiated
agreements with vendors. We expect to receive consideration (products or services) for these purchase obligations. The purchase obligation amount does not
represent all anticipated purchases in the future, but represent only those items for which we are contractually obligated. This does not include obligations under
employment agreements for services rendered in the ordinary course of business.
As of March 31, 2022, we have estimated interest payments of $1.0 million due less than one year and $0.6 million due within one to three years. These
interest payments are an estimate of expected interest payments but could vary materially based on the timing of future loan draws and payments. See Note 13
of our Consolidated Financial Statements for further discussion on debt and credit arrangements.
As of March 31, 2022, we have $5.7 million of tax obligation relating to repatriation tax. The repatriation tax is a one-time transition tax on the
mandatory deemed repatriation of cumulative foreign earnings as of December 31, 2017 due to the enactment in December 2017 of the Tax Act.
We are not able to reasonably estimate the timing of any potential payments for uncertain tax positions under Accounting Standards Codification (“ASC”)
740, Accounting for Uncertainty in Income Taxes—an interpretation of FASB Statement 109, therefore contractual obligations exclude any potential tax
payments related to our ASC 740 liability for uncertain positions. See Note 12 of our Consolidated Financial Statements for further discussion on income taxes.
Recently Issued Accounting Pronouncements
None.
Cautionary Information Regarding Forward Looking Statements
This report contains forward-looking statements within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Securities
Exchange Act of 1934 about Natus Medical Incorporated. Forward-looking
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statements can be identified by the words “expects,” “anticipates,” “believes,” “intends,” “estimates,” “plans,” “will,” “outlook” and other similar
expressions. Forward-looking statements are based on management's current plans, estimates, assumptions and projections, and speak only as of the date they
are made. These forward-looking statements within Item 2 include, without limitation, statements regarding our ability to consummate the proposed Merger,
and the timing, costs and any benefits of such transaction, the impact of COVID-19 pandemic on our business, the sufficiency of our current cash, cash
equivalents and short-term investment balances, any cash generated from operations to meet our ongoing operating and capital requirements for the
foreseeable future, outcomes of new product development, improved operations performance and profitability as the result of restructuring activities, and our
intent to acquire additional technologies, products or businesses.
Forward-looking statements are not guarantees of future performance and are subject to substantial risks and uncertainties that could cause the actual
results predicted in the forward-looking statements as well as our future financial condition and results of operations to differ materially from our historical
results or currently anticipated results. Investors should carefully review the information contained under the caption “Risk Factors” referred to in Part II,
Item 1A of this report for a description of risks and uncertainties. All forward-looking statements are based on information available to us on the date hereof,
and we assume no obligation to update forward-looking statements.
ITEM 3. Quantitative and Qualitative Disclosures about Market Risk
We are exposed to various market risks, including changes in foreign currency exchange rates and interest rates that could adversely affect our results of
operations and financial condition. Please refer to Part II, Item 7A, "Quantitative and Qualitative Disclosures About Market Risk" included in our Annual
Report on Form 10-K for the ended December 31, 2021 for a more complete discussion on the market risks we encounter.
ITEM 4. Controls and Procedures
Evaluation of Disclosure Controls and Procedures
Under the rules of the Securities and Exchange Commission, “disclosure controls and procedures” are controls and other procedures that are designed to
ensure that information required to be disclosed in the reports that we file or submit under the Securities Exchange Act of 1934 is recorded, processed,
summarized and reported within the time periods specified in the rules and forms of the Securities and Exchange Commission. Disclosure controls and
procedures include, without limitation, controls and procedures designed to ensure that information required to be disclosed by us in our reports that we file or
submit under the Securities Exchange Act of 1934 is accumulated and communicated to our management, including our Chief Executive Officer and Chief
Financial Officer, as appropriate, to allow timely decisions regarding required disclosure.
Our management, including our chief executive officer and chief financial officer, does not expect that our disclosure controls and procedures or our
internal control over financial reporting will prevent all errors and all fraud due to inherent limitations of internal controls. Because of such limitations, there is
a risk that material misstatements will not be prevented or detected on a timely basis by internal control over financial reporting. However, these inherent
limitations are known features of the financial reporting process. Therefore, it is possible to design into the process safeguards to reduce, though not eliminate,
this risk.
Our management, with the participation of our chief executive officer and our chief financial officer, has evaluated the effectiveness of our disclosure
controls and procedures as of the end of the period covered by this report. Based on that evaluation, our management, including our chief executive officer and
chief financial officer, has concluded that our disclosure controls and procedures were effective at a reasonable assurance level as of March 31, 2022.
Changes in Internal Control over Financial Reporting
There were no changes in the Company's internal control over financial reporting during the first quarter of 2022, which were identified in connection
with management's evaluation required by paragraph (d) of Rules 13a-15 and 15d-15 under the Exchange Act, that have materially affected, or are reasonably
likely to materially affect, our internal control over financial reporting.
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PART II. OTHER INFORMATION
ITEM 1. Legal Proceedings
We currently are, and may from time to time become, a party to various other legal proceedings or claims that arise in the ordinary course of business. Our
management reviews these matters if and when they arise and believes that the resolution of any such matters currently known will not have a material effect on
our results of operations or financial position.
ITEM 1A. Risk Factors
The following updates the risk factors previously reported in Part 1, Item 1A “Risk Factors” of our Annual Report on Form 10-K for the fiscal year ended
December 31, 2021.
Risks Related to the Merger
The Company is subject to business uncertainties, litigation risk and contractual restrictions while the Merger is pending, which may adversely affect our
business, financial condition and results of operations.
Uncertainty about the effect of the proposed Merger on our employees, customers, and other parties may have an adverse effect on our business, financial
condition and results of operation regardless of whether the proposed Merger is completed. These risks to our business include the following, all of which could
be exacerbated by a delay in the completion of the proposed Merger:
•

the impairment of our ability to attract, retain, and motivate our employees, including key personnel;

•

the diversion of significant management time and resources towards the completion of the proposed Merger;

•

difficulties maintaining relationships with customers, suppliers, and other business partners;

•

delays or deferments of certain business decisions by our customers, suppliers, and other business partners;

•

the inability to pursue alternative business opportunities or make appropriate changes to our business because the Merger Agreement requires us to use
reasonable best efforts to conduct our business in the ordinary course of business and not engage in certain kinds of transactions prior to the completion
of the proposed Merger;

•

litigation relating to the proposed Merger and the costs related thereto; and

•

the incurrence of significant costs, expenses, and fees for professional services and other transaction costs in connection with the proposed Merger.

Failure to consummate the proposed Merger within the expected timeframe or at all could negatively impact the price of our common stock, as well as our
business, financial condition and results of operations.
There can be no assurance that the proposed Merger will be consummated. The consummation of the proposed Merger is subject to certain closing
conditions, including, among other things, the adoption of the Merger Agreement and the Merger by the Company's stockholders at a special meeting of
stockholders convened for such purpose, the receipt of specified antitrust and foreign direct investment approvals and the absence of legal restraints and
prohibitions against the Merger and the other transactions contemplated by the Merger Agreement. The obligation of each party to consummate the Merger is
also conditioned upon the other party's representations and warranties being true and correct to the extent specified in the Merger Agreement and the other party
having performed in all material respects its obligations under the Merger Agreement. There can be no assurance that these and other conditions to closing will
be satisfied in a timely manner or at all.
The Merger Agreement also includes customary termination provisions for both the Company and Parent, subject, in certain circumstances, to the payment
by the Company of a termination fee of as much as $39,507,352. If we are required to make this payment, doing so may negatively impact the price of our
common stock, as well as our business, financial condition and results of operations.
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There can be no assurance that a remedy will be available to us in the event of a breach of the Merger Agreement by Parent or its affiliates or that we will
wholly or partially recover for any damages incurred by us in connection with the proposed Merger. A failed transaction may result in negative publicity and a
negative impression of us among our customers or in the investment community or business community generally. Further, any disruptions to our business
resulting from the announcement and pendency of the proposed Merger, including any adverse changes in our relationships with our customers, partners,
suppliers and employees, could continue or accelerate in the event of a failed transaction. In addition, if the proposed Merger is not completed, and there are no
other parties willing and able to acquire the Company at a price of $33.50 per share or higher, on terms acceptable to us, the share price of our common stock
will likely decline to the extent that the current market price of our common stock reflects an assumption that the proposed Merger will be completed. Also, we
have incurred, and will continue to incur, significant costs, expenses and fees for professional services and other transaction costs in connection with the
proposed Merger, for which we will have received little or no benefit if the proposed Merger is not completed. Many of these fees and costs will be payable by
us even if the proposed Merger is not completed and may relate to activities that we would not have undertaken other than to complete the proposed Merger.
The Company's ability to complete the Merger is subject to certain closing conditions and the receipt of consents and approvals from government entities
which may impose conditions that could adversely affect the Company or cause the Merger to be abandoned.
The Merger Agreement contains certain closing conditions, including, among others, the adoption of the Merger Agreement and the Merger by the
Company's stockholders at a special meeting of stockholders convened for such purpose and the absence of legal restraints and prohibitions against the Merger
and the other transactions contemplated by the Merger Agreement. The Company cannot provide any assurance that the conditions to the consummation of the
Merger will be satisfied or waived, or will not result in the abandonment or delay of the Merger.
In addition, the Merger is conditioned on the expiration or termination of any waiting periods applicable to the consummation of the Merger under the
Hart-Scott-Rodino Antitrust Improvements Act of 1976 and certain other applicable foreign antitrust laws and foreign direct investment laws of certain other
jurisdictions. The granting of these regulatory approvals could involve the imposition of additional conditions on the closing of the Merger. The imposition of
such conditions or the failure or delay to obtain regulatory approvals could have the effect of delaying completion of the Merger or of imposing additional costs
or limitations on the Company or may result in the failure to close the Merger. The regulatory approvals may not be received at all, may not be received in a
timely fashion, or may contain conditions on the completion of the Merger.
Risks Related to Our Business and Operations
The ongoing conflict between Russia and Ukraine has impacted our results of operations and could create or exacerbate certain risks we face to our
business, financial condition and results of operations.
Russia's invasion of Ukraine and the global response, including the imposition of financial and economic sanctions by the United States and other
countries, has created supply constraints that have impacted, and may continue to impact, our results of operations and could create or exacerbate risks facing
our business. In addition, the uncertain nature, magnitude, and duration of hostilities stemming from the conflict in Ukraine, including the potential effects of
sanctions limitations, retaliatory cyberattacks on the world economy and markets, have contributed to increased market volatility and uncertainty, which could
have an adverse impact on macroeconomic factors that affect our business and operations. Although we do not presently expect the impacts of the ongoing
conflict on our operating results to be material, certain risks that we have identified in our Annual Report on Form 10-K for the year ended December 31, 2021
may be exacerbated. For example, a prolonged or intensified conflict could result in acute shortages of raw materials and price inflation on transportation costs,
materials, and energy which in turn may adversely impact our supply chain. An escalation of geopolitical tensions due to the ongoing conflict, including
increased sanctions or restrictions on global trade, could also result in further supply chain disruptions, reduced customer demand, state-sponsored cyberattacks
as well as increased volatility in the financial markets, all of which could have an adverse impact on our business and operations. These and other risks are
described more fully in our Annual Report on Form 10-K for the year ended December 31, 2021.
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ITEM 2. Unregistered Sales of Equity Securities and Use of Proceeds
None.
ITEM 5. Other Information
None
ITEM 6. Exhibits
(a) Exhibits
Exhibit
No.

Exhibit

Filing

Incorporated By Reference
Exhibit
No.
File Date

Filed
Herewith

10.1+

Part-time Employment Agreement, dated as April 2, 2022, by and between the
Company and Dong-Chune Christopher Chung

X

31.1

Certification of Principal Executive Officer pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002

X

31.2

Certification of Principal Financial Officer pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002

X

32.1

Certification of Principal Executive Officer and Principal Financial Officer
pursuant to 18 U.S.C. Section 1350 as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002

X

101

The following materials from Natus Medical Incorporated's Quarterly Report on
Form 10-Q for the quarter ended March 31, 2022, formatted in XBRL (Extensible
Business Reporting Language): (i) Condensed Consolidated Balance Sheets, (ii)
Condensed Consolidated Statements of Operations and Comprehensive Income,
(iii) Condensed Consolidated Statements of Cash Flows, and (iv) Notes to
Condensed Consolidated Financial Statements.

X

104

The cover page from Natus Medical Incorporated's Quarterly Report on Form 10Q for the quarter ended March 31, 2022, formatted in Inline XBRL (included as
Exhibit 101).

X

+

Indicates management contract or compensatory plan or arrangements
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SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned
thereunto duly authorized.
NATUS MEDICAL INCORPORATED
Dated:

May 6, 2022

By:

/s/ Thomas J. Sullivan
Thomas J. Sullivan
President and Chief Executive Officer
(Principal Executive Officer)

Dated:

May 6, 2022

By:

/s/ B. Drew Davies
B. Drew Davies
Executive Vice President and
Chief Financial Officer
(Principal Financial and Accounting Officer)
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PART-TIME EMPLOYMENT AGREEMENT
This Agreement is made by Natus Medical Incorporated (“Natus”) and Dong-Chune Christopher Chung (“Employee”), effective as of April 2,
2022 (the “Effective Date”) for the purpose of setting forth the terms and conditions by which Natus will acquire Employee’s services on a parttime basis. In consideration of the mutual obligations specified in this Agreement and any compensation paid to Employee for Employee’s
services, the parties agree to the following:
1. Consulting Services. Employee is hereby retained by Natus with the job title of Chief Medical Officer to provide such services as may
be requested by the President and CEO of Natus from time to time.
2. Conflicts of Interest. Employee represents that Employee is not currently engaged in any agreement or arrangement with any third party that
might reasonably conflict with the terms of this Agreement. If Employee becomes so engaged during the term of this Agreement, Employee will
notify Natus in writing within ten (10) days of entering into such agreement, and will use best efforts to cooperate with Natus to avoid and/or
minimize the adverse consequences of any potential conflict.
3. Compensation.
(a) In consideration for Employee’s services under this Agreement, Natus shall pay Employee at the rate of one hundred eighty-one dollars
and twenty-five cents ($181.25) per hour. In addition, Natus shall reimburse Employee for reasonable out-of-pocket expenses incurred by
Employee in connection with the work performed for Natus by Employee, including reasonable costs and expenses incurred by Employee in
connection with such work for travel, transportation, lodging and meals, provided that such costs and expenses are in accordance with Natus’
policies and that Employee provides Natus with all receipts and other documentation related to such costs and expenses, and seeks pre-approval
from the Natus President and CEO before incurring any expenses. Employee shall be paid eight (8) hours per each two-week pay period at the rate
of $181.25 per hour from April 2, 2022 through March 31, 2023 (the “Compensation”).
(b) Employee will be eligible to participate in the executive short-term incentive (“STI”) bonus plan, which will be based 50% pro-rata on
the aggregate amount of: (i) Employee’s total base salary from January 1, 2022 through April 1, 2022; plus (ii) the Compensation. If Employee’s
employment ends under this Agreement prior to the payment date of the 2022 STI, no bonus will be earned or paid.
(c) Employee’s equity awards existing as of the Effective Date will continue to vest in accordance with the applicable grant awards while
Employee remains employed under this Agreement. Employee shall not receive any new equity awards during the term of this Agreement. All
vesting of existing equity awards shall cease upon the expiration or termination of this Agreement, at which time all unvested equity awards shall
be cancelled and forfeited.
4. Nondisclosure and Trade Secrets. In the course of Employee’s performance hereunder, Employee may receive and otherwise be exposed to
confidential and proprietary information relating to Natus’ (or any related affiliates or subsidiaries) business practices, strategies and technologies,
and may also be exposed to information of third parties to whom Natus has an obligation of confidentiality. Such confidential and proprietary
information includes but is not limited to Natus’ research, development and/or marketing programs, Natus financial information, including sales,
costs, profits and pricing methods, Natus’ internal organization, employee information and customer lists, Natus’ technology, including
discoveries,
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inventions, research and development efforts, processes, designs, formulas, methods, product know-how and know-how, information of third
parties as to which Natus has an obligation of confidentiality, and all derivatives, improvements and enhancements to any of the foregoing
(collectively referred to as “Proprietary Information”).
Employee acknowledges the confidential and secret character of the Proprietary Information and agrees that the Proprietary Information is the
sole, exclusive and valuable property of Natus. Accordingly, Employee shall not reproduce or otherwise use any of the Proprietary Information
except in the performance of Employee’s work under this Agreement, and shall not disclose any of the Proprietary Information in any form to any
third party, either during or after the term of this Agreement, except with Natus’ expressed prior written consent. Upon termination of this
Agreement for any reason or expiration of the term of this Agreement, Employee agrees to cease using and to return to Natus all copies of the
Proprietary Information, whether in Employee’s possession or under Employee’s control. In addition, Employee shall not disclose or otherwise
make available to Natus in any manner confidential information of Employee or received by Employee from any third party.
5. Term and Termination. Unless previously terminated as provided herein, this Agreement shall terminate on March 31, 2023. Either Natus
or Employee may terminate this Agreement, effective immediately upon written notice to the non-terminating party. In connection with any
termination of this Agreement, Employee shall cease work unless otherwise advised by Natus, and shall notify Natus of pre-approved costs and
expenses incurred up to the termination date that have not been reimbursed. In connection with expiration or any termination of this Agreement,
Employee shall return to Natus all copies of all Proprietary Information and Work Product under this Agreement. If this Agreement is terminated
by either party or automatically terminates on March 31, 2023, all of Employee’s unvested equity awards will be forfeited to Natus immediately,
and all rights of Employee to such equity shall automatically terminate without payment of any consideration to Employee. Section 4 herein shall
survive the expiration or any termination of this Agreement.
6. Benefits. Employee is a part-time employee of Natus working less than thirty (30) hours per week, and thus is not eligible for any Natus
employee benefits, including without limitation, paid time-off, severance, health insurance (other than COBRA), life insurance, dental, HCA,
HSA, vision, ADD, short-term disability, long-term disability, identity protection, and the legal plan during the term of this Agreement.
7. At-Will Employment. Employee understands and agrees that Employee’s part-time employment with Natus shall be “at-will” and this
Agreement may be terminated at any time with or without cause, for any reason or no reason in the sole discretion of Natus. Employee
understands and agrees that neither his job performance nor commendations or the like from Natus give rise to or in any way serve as the basis for
modification, amendment, or extension, by implication or otherwise, of this Agreement. Likewise, Employee may terminate this Agreement at any
time with or without cause. Notice of such termination by either party shall be provided to the other party.
8. Assignment. This Agreement will be binding upon and inure to the benefit of (a) the heirs, executors and legal representatives of Employee
upon Employee’s death and (b) any assignee of Natus. None of the rights of Employee to receive any form of compensation payable pursuant to
this Agreement may be assigned or transferred except by will or the laws of descent and distribution. Any other attempted assignment, transfer,
conveyance or other disposition of Employee’s right to compensation or other benefits will be null and void.
9. Entire Agreement. This Agreement constitute the parties’ final, exclusive and complete understanding and agreement with respect to the
subject matter hereof. This

Page 2 of 4

Agreement may not be waived, modified or amended unless mutually agreed upon in written by both parties.
Employee’s Employment Agreement with the Company dated February 27, 2003, as amended, (the “Original Employment Agreement”) shall be
terminated as of April 1, 2022 and shall have no further force or effect except as expressly set forth herein. No severance pay or other benefits
shall be due to Employee under the Original Employment Agreement, except that all accrued paid time off (“PTO”) shall be paid to Employee as
soon as is practical after the Effective Date of this Agreement.
10. Choice of Law and Venue. This Agreement shall be governed by the laws of the State of Wisconsin, without regard to its conflicts of laws
principles. Venue shall exclusively be in Dane County, Wisconsin, notwithstanding any conflict of law provisions to the contrary. The parties
agree to waive all rights to a jury trial.
11. Severability. In the event any provision of this Agreement is found to be legally unenforceable, such unenforceability shall not prevent
enforcement of any other provision of the Agreement.
12. Voluntary Nature of Agreement. Employee acknowledges and agrees that Employee is executing this Agreement voluntarily and without
any duress or undue influence by Natus or anyone else. Employee further acknowledges and agrees that Employee has carefully read this
Agreement and that Employee has asked any questions needed for Employee to understand the terms, consequences and binding effect of this
Agreement and fully understand it, including that Employee is waiving Employee’s right to a jury trial. Finally, Employee agrees that Employee
has been provided an opportunity to seek the advice of an attorney of Employee’s choice before signing this Agreement.
13. Tax Withholding. All payments made pursuant to this Agreement will be subject to withholding of applicable taxes.
14. Waiver of Breach. The waiver of a breach of any term or provision of this Agreement, which must be in writing, shall not operate as or be
construed to be a waiver of any other previous or subsequent breach of this Agreement.
15. Notices. All notices, requests, demands and other communications called for hereunder shall be in writing and shall be deemed given (i) on
the date of delivery if delivered personally, (ii) one (1) day after being sent by a well-established commercial overnight service, or (iii) four (4)
days after being mailed by registered or certified mail, return receipt requested, prepaid and addressed to the parties or their successors at the
following addresses, or at such other addresses as the parties may later designate in writing:
If to Natus:

If to Employee:

Natus Medical Incorporated
Attn: General Counsel
12301 Lake Underhill Road, Suite 201
Orlando, FL 32828

at the last residential address known by Natus.

16. Signatures. This Agreement may be executed via a recognized electronic signature service (e.g., DocuSign or Adobe Sign), or may be
signed, scanned and emailed to the other party (e.g., PDF format), and any such signatures shall be treated as original signatures for all applicable
purposes.
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In Witness Whereof, the parties hereto have executed this Agreement as of the Effective Date first set forth above.
Natus Medical Incorporated
____________________________
Name:______________________

Dong-Chune Christopher Chung
____________________________
Date:_______________________

Date:______________
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EXHIBIT 31.1
CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
I, Thomas J. Sullivan, certify that:
1. I have reviewed this quarterly report on Form 10-Q of Natus Medical Incorporated;
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in
light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition,
results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules
13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:
(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that
material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;
(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;
(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the
registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over
financial reporting; and
5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s
auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to
adversely affect the registrant’s ability to record, process, summarize and report financial information; and
(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial
reporting.

Date:

May 6, 2022
/s/ Thomas J. Sullivan
Thomas J. Sullivan
President and Chief Executive Officer

EXHIBIT 31.2
CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
I, B. Drew Davies, certify that:
1. I have reviewed this quarterly report on Form 10-Q of Natus Medical Incorporated;
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in
light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition,
results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules
13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:
(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that
material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;
(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;
(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the
registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over
financial reporting; and
5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s
auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to
adversely affect the registrant’s ability to record, process, summarize and report financial information; and
(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial
reporting.

Date:

May 6, 2022
/s/ B. Drew Davies
B. Drew Davies
Executive Vice President
and Chief Financial Officer

EXHIBIT 32.1
CERTIFICATIONS OF PRINCIPAL EXECUTIVE OFFICER AND PRINCIPAL FINANCIAL OFFICER
PURSUANT TO TITLE 18, UNITED STATES CODE, SECTION 1350, AS ADOPTED
PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
In connection with the Quarterly Report of Natus Medical Incorporated (the “Company”) on Form 10-Q for the quarter ended March 31, 2022 as filed with the Securities and
Exchange Commission on the date hereof (the “Report”), I, Thomas J. Sullivan, President and Chief Executive Officer of the Company, certify, pursuant to Title 18, United
States Code, Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to my knowledge:
(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.
/s/ Thomas J. Sullivan
Print Name: Thomas J. Sullivan
Title: President and Chief Executive Officer
Date:
May 6, 2022
In connection with the Quarterly Report of Natus Medical Incorporated (the “Company”) on Form 10-Q for the quarter ended March 31, 2022 as filed with the Securities and
Exchange Commission on the date hereof (the “Report”), I, B. Drew Davies, Executive Vice President and Chief Financial Officer of the Company, certify, pursuant to Title 18,
United States Code, Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to my knowledge:
(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.
/s/ B. Drew Davies
Print Name: B. Drew Davies
Title: Executive Vice President and Chief Financial Officer
Date:
May 6, 2022

