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PART I—FINANCIAL INFORMATION

Item 1. Financial Statements

NOVANTA INC.
CONSOLIDATED BALANCE SHEETS
(In thousands of U.S. dollars or shares)

(Unaudited)
 
 October 2,   December 31,  
 2020   2019  
ASSETS        
Current assets        

Cash and cash equivalents $ 106,630  $ 78,944 
Accounts receivable, net of allowance of $398 and $297, respectively  82,050   91,078 
Inventories  101,737   116,618 
Prepaid income taxes and income taxes receivable  4,923   5,905 
Prepaid expenses and other current assets  7,492   11,967 

Total current assets  302,832   304,512 
Property, plant and equipment, net  76,115   77,556 
Operating lease assets  33,841   35,180 
Deferred tax assets  12,689   8,890 
Other assets  2,921   2,713 
Intangible assets, net  149,613   166,175 
Goodwill  279,523   274,710 

Total assets $ 857,534  $ 869,736 
LIABILITIES AND STOCKHOLDERS’ EQUITY        
Current liabilities        

Current portion of long-term debt $ 5,264  $ 5,031 
Accounts payable  40,906   52,585 
Income taxes payable  5,594   1,861 
Current portion of operating lease liabilities  5,553   5,043 
Accrued expenses and other current liabilities  76,236   70,326 

Total current liabilities  133,553   134,846 
Long-term debt  188,089   215,334 
Operating lease liabilities  32,499   34,108 
Deferred tax liabilities  27,424   26,676 
Income taxes payable  5,132   4,713 
Other liabilities  19,588   36,887 

Total liabilities  406,285   452,564 
Commitments and contingencies (Note 15)        
Stockholders’ equity:        

Common shares, no par value; Authorized shares: unlimited;
   Issued and outstanding: 35,160 and 35,052, respectively  423,856   423,856 
Additional paid-in capital  52,197   49,748 
Accumulated deficit  (6,454)   (38,319)
Accumulated other comprehensive loss  (18,350)   (18,113)

Total stockholders' equity  451,249   417,172 
Total liabilities and stockholders’ equity $ 857,534  $ 869,736

 

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

CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands of U.S. dollars or shares, except per share amounts)

(Unaudited)
 

 Three Months Ended    Nine Months Ended  
 October 2,   September 27,   October 2,   September 27,  
 2020   2019   2020   2019  
Revenue $ 142,929  $ 154,066  $ 443,125  $ 466,397 
Cost of revenue  83,824   90,012   260,873   270,272 
Gross profit  59,105   64,054   182,252   196,125 
Operating expenses:                

Research and development and engineering  15,231   13,811   45,005   41,196 
Selling, general and administrative  26,788   27,926   82,451   88,977 
Amortization of purchased intangible assets  3,533   3,970   10,388   11,740 
Restructuring, acquisition, and related costs  1,687   5,546   5,591   11,913 

Total operating expenses  47,239   51,253   143,435   153,826 
Operating income  11,866   12,801   38,817   42,299 
Interest income (expense), net  (1,698)   (2,153)   (5,077)   (6,357)
Foreign exchange transaction gains (losses), net  (136)   387   (164)   455 
Other income (expense), net  (14)   (48)   47   (186)
Income before income taxes  10,018   10,987   33,623   36,211 
Income tax provision  1,760   2,064   1,758   4,655 
Consolidated net income $ 8,258  $ 8,923  $ 31,865  $ 31,556 
                

Earnings per common share (Note 5):                
Basic $ 0.23  $ 0.25  $ 0.91  $ 0.90 
Diluted $ 0.23  $ 0.25  $ 0.89  $ 0.89 
                

Weighted average common shares outstanding—basic  35,142   35,074   35,144   35,012 
Weighted average common shares outstanding—diluted  35,688   35,585   35,609   35,523

 

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

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)
(In thousands of U.S. dollars)

(Unaudited)
 

 Three Months Ended    Nine Months Ended  
 October 2,   September 27,   October 2,   September 27,  
 2020   2019   2020   2019  
Consolidated net income $ 8,258  $ 8,923  $ 31,865  $ 31,556 
Other comprehensive income (loss):                

Foreign currency translation adjustments, net of tax (1)  4,302   (2,821)   (1,006)   (3,144)
Pension liability adjustments, net of tax (2)  (68)   490   769   1,060 
Total other comprehensive income (loss)  4,234   (2,331)   (237)   (2,084)

Total consolidated comprehensive income (loss) $ 12,492  $ 6,592  $ 31,628  $ 29,472
 

 
(1) The tax effect on this component of comprehensive income was nominal for all periods presented.
(2) The tax effect on this component of comprehensive income was nominal for all periods presented. See Note 4 for the total amount of pension liability

adjustments reclassified out of accumulated other comprehensive income (loss).

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

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY
(In thousands of U.S. dollars or shares)

(Unaudited)
 

 Common Shares   
Additional Paid-

In   Accumulated   

Accumulated
Other

Comprehensive      

 # of Shares    Amount   Capital   Deficit   Loss   Total  
                        

 Three Months Ended October 2, 2020  
Balance at July 3, 2020  35,155  $ 423,856  $ 45,338  $ (14,712)  $ (22,584)  $ 431,898 
Consolidated net income  —   —   —   8,258   —   8,258 
Common shares issued under stock plans  8   —   —   —   —   — 
Common shares withheld for taxes on vested stock
awards  (3)   —   (366)   —   —   (366)
Share-based compensation  —   —   7,225   —   —   7,225 
Other comprehensive income (loss), net of tax  —   —   —   —   4,234   4,234 
Balance at October 2, 2020  35,160  $ 423,856  $ 52,197  $ (6,454)  $ (18,350)  $ 451,249 
                        
 Nine Months Ended October 2, 2020  
Balance at December 31, 2019  35,052  $ 423,856  $ 49,748  $ (38,319)  $ (18,113)  $ 417,172 
Consolidated net income  —   —   —   31,865   —   31,865 
Common shares issued under stock plans  264   —   179   —   —   179 
Common shares withheld for taxes on vested stock
awards  (91)   —   (8,302)   —   —   (8,302)
Repurchases of common shares  (65)   —   (5,500)   —   —   (5,500)
Share-based compensation  —   —   16,072   —   —   16,072 
Other comprehensive income (loss), net of tax  —   —   —   —   (237)   (237)
Balance at October 2, 2020  35,160  $ 423,856  $ 52,197  $ (6,454)  $ (18,350)  $ 451,249 
                        
 Three Months Ended September 27, 2019  
Balance at June 28, 2019  34,972  $ 423,856  $ 41,065  $ (56,459)  $ (22,280)  $ 386,182 
Consolidated net income  —   —   —   8,923   —   8,923 
Common shares issued for a business combination  124   —   10,900   —   —   10,900 
Common shares issued under stock plans  36   —   425   —   —   425 
Common shares withheld for taxes on vested stock
awards  (1)   —   (120)   —   —   (120)
Repurchases of common shares  (42)   —   (3,345)   —   —   (3,345)
Share-based compensation  —   —   2,243   —   —   2,243 
Other comprehensive income (loss), net of tax  —   —   —   —   (2,331)   (2,331)
Balance at September 27, 2019  35,089  $ 423,856  $ 51,168  $ (47,536)  $ (24,611)  $ 402,877 
                        
 Nine Months Ended September 27, 2019  
Balance at December 31, 2018  34,886  $ 423,856  $ 46,018  $ (79,092)  $ (22,527)  $ 368,255 
Consolidated net income  —   —   —   31,556   —   31,556 
Common shares issued for a business combination  124   —   10,900   —   —   10,900 
Common shares issued under stock plans  245   —   425   —   —   425 
Common shares withheld for taxes on vested stock
awards  (85)   —   (6,839)   —   —   (6,839)
Repurchases of common shares  (81)   —   (6,684)   —   —   (6,684)
Share-based compensation  —   —   7,348   —   —   7,348 
Other comprehensive income (loss), net of tax  —   —   —   —   (2,084)   (2,084)
Balance at September 27, 2019  35,089  $ 423,856  $ 51,168  $ (47,536)  $ (24,611)  $ 402,877

 

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

CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands of U.S. dollars)

(Unaudited)
 

 Nine Months Ended  
 October 2,   September 27,  
 2020   2019  
Cash flows from operating activities:        
Consolidated net income $ 31,865  $ 31,556 
Adjustments to reconcile consolidated net income to
   net cash provided by operating activities:        

Depreciation and amortization  28,363   27,954 
Provision for inventory excess and obsolescence  3,550   1,968 
Share-based compensation  16,072   7,348 
Deferred income taxes  (3,455)   (3,176)
Inventory acquisition fair value adjustments  188   708 
Contingent consideration adjustments  (708)   — 
Other  1,135   1,372 

Changes in assets and liabilities which (used)/provided cash, excluding
   effects from business acquisitions:        

Accounts receivable  9,655   (12,147)
Inventories  11,937   (7,744)
Prepaid income taxes, income taxes receivable, prepaid expenses
     and other current assets  5,741   (5,544)
Accounts payable, income taxes payable, accrued expenses
     and other current liabilities  (13,134)   (16,340)
Other non-current assets and liabilities  2,477   1,888 

Cash provided by operating activities  93,686   27,843 
Cash flows from investing activities:        

Acquisition of businesses, net of cash acquired and working capital adjustments  —   (53,143)
Purchases of property, plant and equipment  (7,164)   (7,951)
Payment of contingent consideration related to acquisition of technology assets  (2,632)   — 
Other investing activities  —   42 

Cash used in investing activities  (9,796)   (61,052)
Cash flows from financing activities:        

Borrowings under revolving credit facilities  —   66,792 
Repayments of term loan and revolving credit facilities  (34,017)   (40,768)
Payments of debt issuance costs  (1,614)   — 
Payments of withholding taxes from share-based awards  (8,302)   (6,839)
Repurchases of common shares  (5,500)   (6,684)
Payment of contingent consideration related to an acquisition  (1,135)   — 
Payments of deferred and escrowed purchase price related to acquisitions  (5,772)   — 
Other financing activities  (855)   (122)

Cash provided by (used in) financing activities  (57,195)   12,379 
Effect of exchange rates on cash and cash equivalents  991   192 
Increase (decrease) in cash and cash equivalents  27,686   (20,638)
Cash and cash equivalents, beginning of the period  78,944   82,043 
Cash and cash equivalents, end of the period $ 106,630  $ 61,405 
Supplemental disclosure of cash flow information:        
Cash paid for interest $ 4,099  $ 5,832 
Cash paid for income taxes $ 4,350  $ 12,770 
Income tax refunds received $ 4,613  $ 515

 

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

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
AS OF OCTOBER 2, 2020

(Unaudited)
 
1. Basis of Presentation

Novanta Inc. and its subsidiaries (collectively referred to as “Novanta”, the “Company”, “we”, “us”, “our”) is a leading global supplier of core technology
solutions that give medical and advanced industrial original equipment manufacturers (“OEMs”) a competitive advantage. Novanta combines deep proprietary
technology expertise and competencies in photonics, vision and precision motion with a proven ability to solve complex technical challenges. This enables Novanta
to engineer core components and sub-systems that deliver extreme precision and performance, tailored to the customers’ demanding applications.

The accompanying unaudited interim consolidated financial statements have been prepared by the Company in United States (“U.S.”) dollars and pursuant
to the rules and regulations of the United States Securities and Exchange Commission (“SEC”), the instructions to Form 10-Q and the provisions of Regulation S-X
pertaining to interim financial statements. Accordingly, certain information and footnote disclosures normally included in financial statements prepared in
accordance with accounting principles generally accepted in the U.S. have been condensed or omitted. The interim consolidated financial statements and notes
included in this report should be read in conjunction with the consolidated financial statements and notes included in the Company’s Annual Report on Form 10-K
for the year ended December 31, 2019. In the opinion of management, these interim consolidated financial statements include all adjustments and accruals of a
normal and recurring nature necessary to fairly state the results of the interim periods presented. The results for interim periods are not necessarily indicative of
results to be expected for the full year or for any future periods.

The Company’s unaudited interim consolidated financial statements are prepared for each quarterly period ending on the Friday closest to the end of the
calendar quarter, with the exception of the fourth quarter which always ends on December 31.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities, disclosure of contingent assets and liabilities as of the dates of the financial statements, and
the reported amounts of revenue and expenses during the reporting periods. Estimates and assumptions are reviewed on an on-going basis and the effects of
revisions are reflected in the period in which such revisions are deemed to be necessary. The Company evaluates its estimates based on historical experience,
current conditions, including estimated economic implications of the COVID-19 pandemic, and various other assumptions that it believes are reasonable under the
circumstances. The accounting estimates assessed included, but were not limited to, the Company’s allowance for doubtful accounts and credit losses, inventory
and related reserves and the carrying value of goodwill and other long-lived assets. While there was not a material change to the consolidated financial statements
related to these estimates as of and for the three and nine months ended October 2, 2020, the Company’s future assessment of the magnitude and duration of the
COVID-19 pandemic, as well as other factors, could result in material impacts to the Company’s consolidated financial statements in future reporting periods.
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NOVANTA INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS – (Continued)

AS OF OCTOBER 2, 2020
(Unaudited)

 

Recent Accounting Pronouncements

The following table provides a brief description of recent Accounting Standards Updates (“ASU”) issued by the Financial Accounting Standards Board
(“FASB”):

 

Standard  Description  Effective Date  
Effect on the Financial Statements or Other
Significant Matters

In December 2019, the FASB issued
ASU 2019-12, “Income Taxes
(Topic 740): Simplifying the
Accounting for Income Taxes.”

 

ASU 2019-12 simplifies the accounting for
income taxes by removing certain exceptions to
the general principles of Accounting Standards
Codification (“ASC”) 740, including: (i) the
exception to the incremental approach for
intraperiod tax allocation when there is a loss
from continuing operations and income or a
gain from other items; (ii) the exception to the
requirement to recognize a deferred tax liability
for equity method investments when a foreign
subsidiary becomes an equity method
investment (or vice-versa); and (iii) the
exception for calculating income taxes in an
interim period when a year-to-date loss exceeds
the anticipated loss for the year. ASU 2019-12
also simplifies GAAP for other areas of ASC
740 by clarifying and amending the existing
guidance.
  

January 1, 2021. Early
adoption is permitted.

 

The Company is currently evaluating the
impact of ASU 2019-12 on its consolidated
financial statements.

In June 2016, the FASB issued ASU
2016-13, “Financial Instruments –
Credit Losses (Topic 326):
Measurement of Credit Losses on
Financial Instruments.”

 

ASU 2016-13 requires the measurement of all
expected credit losses of financial assets held at
the reporting date based on historical
experience, current conditions, and reasonable
and supportable forecasts. Financial institutions
and other organizations will now use forward
looking information to better inform their credit
loss estimates.
  

January 1, 2020.

 

The Company adopted ASU 2016-13 during
the first quarter of 2020. The adoption of
ASU 2016-13 did not have a material impact
on the Company’s consolidated financial
statements.

In March 2020, the FASB issued
ASU 2020-04, “Reference rate
reform (Topic 848): Facilitation of
the effects of reference rate reform
on financial reporting.”  

ASU 2020-04 provides optional expedients and
exceptions for applying GAAP to contracts,
hedging relationships, and other transactions
affected by reference rate reform if certain
criteria are met.  

Upon issuance. ASU 2020-
04 is elective.

 

The Company does not expect the impact of
ASU 2020-04 to be material to its
consolidated financial statements.

 

2. Revenue

The Company recognizes revenue when control of promised goods or services is transferred to customers. The transfer of control generally occurs upon
shipment when title and risk of loss pass to the customer. The vast majority of the Company’s revenue is generated from the sale of distinct products. Revenue is
measured as the amount of consideration the Company expects to receive
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NOVANTA INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS – (Continued)

AS OF OCTOBER 2, 2020
(Unaudited)

 
in exchange for such products, which is generally at contractually stated prices. Sales taxes and value added taxes collected concurrently with revenue generating
activities are excluded from revenue.

Performance Obligations

Substantially all of the Company’s revenue is recognized at a point in time, upon shipment, rather than over time.

At the request of its customers, the Company may perform professional services, generally for the maintenance and repair of products previously sold to
those customers and for engineering services. Professional services for the maintenance and repair of products are typically short in duration, mostly less than one
month, and generally involve a single distinct performance obligation. The related revenue is recognized at a point in time when control transfers to the customer
upon completion of professional services. The consideration expected to be received in exchange for such services is typically the contractually stated amount.
Certain engineering services are longer in duration and the related revenue is recognized over time, as the Company has a right to consideration from a customer,
based on the corresponding value to the customer from the Company’s performance completed to date. Professional services aggregate to less than 3% of the
Company’s consolidated revenue.

The Company occasionally sells separately priced non-standard/extended warranty services or preventative maintenance plans with the sale of products.
The transfer of control over the service plans is over time. The Company recognizes the related revenue ratably over the terms of the service plans. The transaction
price of a contract is allocated to each performance obligation based on its relative standalone selling price. Standalone selling prices are generally determined
based on the prices charged to customers or using the expected cost plus a margin.

Shipping & Handling Costs

The Company accounts for shipping and handling activities that occur after the transfer of control over the related goods as fulfillment activities rather than
performance obligations. The shipping and handling fees charged to customers are recognized as revenue and the related costs are recorded in cost of revenue at the
time of transfer of control.

Warranties

The Company generally provides warranties for its products. The standard warranty period is typically 12 months to 24 months for the Photonics and
Precision Motion segments and 12 months to 36 months for the Vision segment. The standard warranty period for product sales is accounted for under the
provisions of ASC 450, “Contingencies,” as the Company has the ability to ascertain the likelihood of the liability and can reasonably estimate the amount of the
liability. A provision for the estimated cost related to warranty is recorded as cost of revenue at the time revenue is recognized. The Company’s estimate of costs to
service the warranty obligations is based on historical experience and expectations of future conditions. To the extent that the Company’s experience in warranty
claims or costs associated with servicing those claims differ from the original estimates, revisions to the estimated warranty liability are recorded at that time, with
an offsetting adjustment to cost of revenue.

Practical Expedients and Exemptions

The Company expenses incremental direct costs of obtaining a contract when incurred if the expected amortization period is one year or less. These costs
are recorded within selling, general and administrative expenses in the consolidated statement of operations.

The Company does not adjust the promised amount of consideration for the effects of a financing component because the transfer of a promised good to a
customer and the customer’s payment for that good are typically one year or less. The Company does not disclose the value of the remaining performance
obligation for contracts with an original expected length of one year or less.
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NOVANTA INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS – (Continued)

AS OF OCTOBER 2, 2020
(Unaudited)

 

Contract Liabilities

Contract liabilities consist of deferred revenue and advance payments from customers, including amounts that are refundable. These contract liabilities are
classified as either current or long-term liabilities in the consolidated balance sheet based on the timing of when the Company expects to recognize the related
revenue. As of October 2, 2020 and December 31, 2019, contract liabilities were $4.8 million and $3.6 million, respectively, and are included in accrued expenses
and other current liabilities and other liabilities in the accompanying consolidated balance sheets. The increase in the contract liability balance during the nine
months ended October 2, 2020 is primarily due to cash payments received in advance of satisfying performance obligations, partially offset by $3.1 million of
revenue recognized during the period that was included in the contract liability balance at December 31, 2019.

Disaggregated Revenue

See Note 16 for the Company’s disaggregation of revenue by segment, geography and end market.

3. Business Combinations

On July 31, 2019, the Company acquired 100% of the outstanding shares of ARGES GmbH (“ARGES”), a Wackersdorf, Germany-based supplier of
innovative laser scanning subsystems used in industrial materials processing and medical applications, for a total purchase price of €65.7 million ($73.2 million),
including net working capital adjustments. The purchase price consists of €24.0 million ($26.7 million) cash paid at closing, 124 thousand Novanta common shares
issued upon closing (with a fair market value of €9.8 million, or $10.9 million, based on the closing market price of $87.58 per share on July 30, 2019), €7.1
million ($7.9 million) estimated fair value of contingent consideration and €24.8 million ($27.7 million) deferred cash consideration. In connection with the
Company’s initiatives to preserve cash during a prolonged economic downturn caused by the COVID-19 pandemic, the Company reached an agreement with the
former owner of ARGES in April 2020 to settle net working capital adjustments and to postpone a portion of the deferred cash consideration. The Company paid
the seller €5.0 million in cash in June 2020 and expects to pay €20.0 million in cash in December 2020.

The final purchase price allocation is as follows (in thousands):
 

 Amount  
Cash $ 3,159 
Accounts receivable  1,430 
Inventories  7,129 
Property, plant and equipment  14,095 
Intangible assets  24,713 
Goodwill  44,162 
Other assets  2,244 

Total assets acquired  96,932 
Accounts payable  2,598 
Deferred tax liabilities  6,721 
Other liabilities  14,462 

Total liabilities assumed  23,781 
Total assets acquired, net of liabilities assumed  73,151 
Less: cash acquired  3,159 
Total purchase price, net of cash acquired $ 69,992
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NOVANTA INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS – (Continued)

AS OF OCTOBER 2, 2020
(Unaudited)

 

4. Accumulated Other Comprehensive Loss

Changes in accumulated other comprehensive loss was as follows (in thousands):

 Total Accumulated          
 Other   Cumulative   Pension  
 Comprehensive   Translation   Liability  
 Loss    Adjustments   Adjustments  

Balance at December 31, 2019 $ (18,113)  $ (9,218)  $ (8,895)
Other comprehensive income (loss)  (762)   (1,006)   244 
Amounts reclassified from accumulated other comprehensive loss (1)  525   —   525 
Balance at October 2, 2020 $ (18,350)  $ (10,224)  $ (8,126)

 (1) The amounts reclassified from accumulated other comprehensive loss were included in other income (expense) in the consolidated statements of
operations.

5. Earnings per Common Share

Basic earnings per common share is computed by dividing consolidated net income by the weighted average number of common shares outstanding during
the period.

For diluted earnings per common share, the denominator includes the dilutive effect of outstanding common share equivalents. For the three and nine
months ended October 2, 2020 and September 27, 2019, respectively, weighted average shares outstanding for the diluted earnings per common share included the
dilutive effect of outstanding restricted stock units, stock options, and total shareholder return performance-based restricted stock units, determined using the
treasury stock method. The dilutive effects of market-based contingently issuable shares are included in the weighted average common share calculation based on
the number of shares, if any, that would be issuable as of the end of the reporting period assuming the end of the reporting period is also the end of the performance
period. Dilutive effects of attainment-based contingently issuable shares granted to the former Laser Quantum Limited (“Laser Quantum”) noncontrolling interest
shareholders, as well as the non-GAAP EPS performance-based restricted stock units are included in the weighted average common share calculation when the
performance targets have been achieved based on the cumulative achievement against the performance targets as of the end of each reporting period.

The following table sets forth the computation of basic and diluted earnings per common share (amounts in thousands, except per share data):

 Three Months Ended    Nine Months Ended  
 October 2,   September 27,   October 2,   September 27,  
 2020(1)   2019(2)   2020(1)   2019(2)  

Numerators:                
Consolidated net income $ 8,258  $ 8,923  $ 31,865  $ 31,556 
                

Denominators:                
Weighted average common shares outstanding— basic  35,142   35,074   35,144   35,012 
Dilutive potential common shares  546   511   465   511 
Weighted average common shares outstanding— diluted  35,688   35,585   35,609   35,523 
Antidilutive potential common shares excluded from above  —   35   17   43 
                

Earnings per Common Share:                
Basic $ 0.23  $ 0.25  $ 0.91  $ 0.90 
Diluted $ 0.23  $ 0.25  $ 0.89  $ 0.89

 

 (1) 73 thousand non-GAAP EPS performance-based restricted stock units granted to certain members of the executive management team and 213 thousand
shares of restricted stock issued to the former Laser Quantum non-controlling interest shareholders are considered contingently issuable shares and were
excluded from the calculation of the denominator as the contingent conditions had not been met as of October 2, 2020.
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 (2) 47 thousand non-GAAP EPS performance-based restricted stock units granted to certain members of the executive management team and 213 thousand
shares of restricted stock issued to the former Laser Quantum non-controlling interest shareholders were considered contingently issuable shares and were
excluded from the calculation of the denominator as the contingent conditions had not been met as of September 27, 2019.

6. Fair Value Measurements

ASC 820, “Fair Value Measurements,” establishes a fair value hierarchy based on three levels of inputs, of which the first two are considered observable
and the third is considered unobservable:

 • Level 1: Quoted prices for identical assets or liabilities in active markets which the Company can access

 • Level 2: Observable inputs other than those described in Level 1

 • Level 3: Unobservable inputs

Current Assets and Liabilities

The Company’s cash equivalents are highly liquid investments with original maturities of three months or less, which represent an asset the Company
measures at fair value on a recurring basis. The Company determines the fair value of cash equivalents using a market approach based on quoted prices in active
markets. The fair values of cash, accounts receivable, income taxes receivable, accounts payable, income taxes payable and accrued expenses and other current
liabilities approximate their carrying values because of their short-term nature.

Foreign Currency Contracts

The Company addresses market risks from changes in foreign currency exchange rates through a risk management program that includes the use of
derivative financial instruments to mitigate certain balance sheet foreign currency transaction exposures. The Company uses foreign currency forward contracts as
a part of its strategy to manage exposures related to foreign currency denominated monetary assets and liabilities. The fair value of these foreign currency forward
contracts is reported either in other current assets or in other current liabilities as of the end of the period.

Contingent Considerations

On July 31, 2019, the Company acquired ARGES. Under the purchase and sale agreement for the ARGES acquisition, the former owner of ARGES is
eligible to receive contingent consideration based on the achievement of certain revenue targets by the Company from August 2019 through December 2026. The
undiscounted range of possible contingent consideration is zero to €10.0 million. If the revenue targets are achieved, the contingent consideration would be payable
annually with the first payment due in the first quarter of 2021. The estimated fair value of the contingent consideration of €7.1 million ($7.9 million) was
determined based on the Monte Carlo valuation method and was recorded as part of the purchase price as of the acquisition date. Subsequent changes in the
estimated fair value of the contingent consideration liability are recorded in the consolidated statement of operations in restructuring, acquisition, and related costs
until the liability is fully settled. Based on the revenue performance as of October 2, 2020 and the most recent revenue projections for fiscal years 2021 to 2016, the
fair value of the contingent consideration was adjusted to €6.4 million ($7.6 million) as of October 2, 2020.

On April 16, 2019, the Company acquired Ingenia CAT, S.L. (“Ingenia”). Under the purchase and sale agreement for the Ingenia acquisition, the
shareholders of Ingenia are eligible to receive contingent consideration based on the achievement of certain revenue targets by the Company from April 2019
through March 2022. The undiscounted range of possible contingent consideration is zero to €8.0 million. If the revenue targets are achieved, the contingent
consideration would be payable in cash in three annual installments from 2020 to 2022. The estimated fair value of the contingent consideration of €5.8 million
($6.6 million) was determined based on the Monte Carlo valuation method and was recorded as part of the purchase price as of the acquisition date. Subsequent
changes in the estimated fair value of the contingent consideration liability are recorded in the consolidated statement of operations in restructuring, acquisition,
and related costs until the liability is fully settled. In June 2020, the Company made the first installment payment of €1.0 million ($1.1 million), which is included
in cash flows from financing activities in the consolidated statement of cash flows for the nine months ended October 2, 2020. There were no other changes to the
fair value of the contingent consideration during the nine months ended October 2, 2020.
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On December 14, 2016, the Company acquired certain video signal processing and management technologies used in medical visualization solutions. Under
the purchase and sale agreement, the former owners are eligible to receive contingent consideration based on the achievement of certain revenue targets by the
Company from 2018 to 2021 from products utilizing the acquired technologies. The undiscounted range of possible contingent consideration is zero to €5.5 million
($6.6 million). If the revenue targets are achieved, the contingent consideration would be payable in cash in four installments from 2019 to 2022. As the acquired
assets did not meet the definition of a business, the fair value of the contingent consideration is recognized when probable and estimable and is capitalized as part
of the cost of the acquired assets. Subsequent changes in the estimated fair value of this contingent liability are recorded as adjustments to the carrying value of the
asset acquired and amortized over the remaining useful life of the underlying assets. In February 2020, the Company made the first installment payment of €2.4
million ($2.6 million), which is included in cash flows from investing activities in the consolidated statement of cash flows for the nine months ended October 2,
2020. There were no other changes in the fair value of the contingent consideration during the nine months ended October 2, 2020.

Summary by Fair Value Hierarchy

The following table summarizes the fair values of the Company’s assets and liabilities measured at fair value on a recurring basis as of October 2, 2020 (in
thousands):
 

     Quoted Prices in       Significant Other  
     Active Markets for   Significant Other   Unobservable  
     Identical Assets   Observable Inputs   Inputs  
 Fair Value    (Level 1)    (Level 2)    (Level 3)  
Assets                

Cash equivalents $ 6,614  $ 6,614  $ —  $ — 
Prepaid expenses and other current assets:                

Foreign currency forward contracts  14   —   14   — 
 $ 6,628  $ 6,614  $ 14  $ — 

Liabilities                
Accrued expenses and other current liabilities:                

Contingent considerations - Current $ 6,223  $ —  $ —  $ 6,223 
Foreign currency forward contracts  4   —   4   — 

Other liabilities:                
Contingent considerations - Long-term  10,238    —   —    10,238 

 $ 16,465   $ —  $ 4  $ 16,461
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The following table summarizes the fair values of the Company’s assets and liabilities measured at fair value on a recurring basis as of December 31, 2019

(in thousands):
 

     Quoted Prices in       Significant Other  
     Active Markets for   Significant Other   Unobservable  
     Identical Assets   Observable Inputs   Inputs  

 Fair Value    (Level 1)    (Level 2)    (Level 3)  
Assets                

Cash equivalents $ 9,262  $ 9,262  $ —  $ — 
Prepaid expenses and other current assets:                

Foreign currency forward contracts  50   —   50   — 
 $ 9,312  $ 9,262  $ 50  $ — 

Liabilities                
Accrued expenses and other current liabilities:                

Contingent considerations - Current $ 3,813  $ —  $ —  $ 3,813 
Foreign currency forward contracts  99   —   99   — 

Other liabilities:                  
Contingent considerations - Long-term  16,504    —   —    16,504 

 $ 20,416   $ —  $ 99  $ 20,317
 

 
Changes in the fair value of Level 3 contingent considerations during the nine months ended October 2, 2020 were as follows (in thousands):

 
 Contingent Considerations  
Balance at December 31, 2019 $ 20,317 

Payments  (3,823)
Fair value adjustments  (708)
Effect of foreign exchange rates  675 

Balance at October 2, 2020 $ 16,461
 

 
The following table provides qualitative information associated with the fair value measurement of the Company’s Level 3 liabilities:
 

Liability

 October 2, 2020
Fair Value

(in thousands)

 

Valuation Technique

 

 
Unobservable Inputs

 

 
Percentage

Applied
Contingent consideration
(ARGES)

 

$7,555
 

Monte Carlo method
 

Historical and projected revenues from August
2019 through December 2026

 

N/A

 
 

 
 

 
 

Revenue volatility
 

36.0%
 

 

 
 

 
 

Cost of debt
 

  1.4%
 

 

 
 

 
 

Discount rate
 

  7.3%
         

Contingent consideration
(Ingenia)

 

$5,772
 

Monte Carlo method
 

Historical and projected revenues from April 2019
through March 2022

 

N/A

 
 

 
 

 
 

Revenue volatility
 

36.0%
 

 

 
 

 
 

Cost of debt
 

  0.9%
 

 

 
 

 
 

Discount rate
 

15.3%
   

 

 
 

 
 

 

Contingent consideration
(Other)

 

$3,134
 

Discounted cash flow
method

 

Historical and projected revenues for fiscal years
2018 to 2021

 

N/A

 
 

 
 

 
 

Revenue discount rate
 

22.8%
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Increases or decreases in the unobservable inputs noted above would result in a higher or lower fair value measurement.

See Note 10 to Consolidated Financial Statements for a discussion of the estimated fair value of the Company’s outstanding debt.

7. Foreign Currency Contracts

The Company addresses market risks from changes in foreign currency exchange rates through a risk management program that includes the use of
derivative financial instruments to mitigate certain foreign currency transaction exposures from future settlement of non-functional currency monetary assets and
liabilities as of the end of a period. The Company does not enter into derivative transactions for speculative purposes. Gains and losses on derivative financial
instruments substantially offset losses and gains on the underlying hedged exposures. Furthermore, the Company manages its exposures to counterparty risks on
derivative instruments by entering into contracts with a diversified group of major financial institutions and by actively monitoring outstanding positions.

As of October 2, 2020, the aggregate notional amount and fair value of the Company’s foreign currency forward contracts was $7.3 million and a net gain
of less than $0.1 million, respectively. As of December 31, 2019, the aggregate notional amount and fair value of the Company’s foreign currency forward
contracts was $12.4 million and a net loss of less than $0.1 million, respectively.

The Company recognized an aggregate net gain of $1.0 million and $1.4 million for the three and nine months ended October 2, 2020, respectively, and an
aggregate net gain of $0.7 million and $1.2 million for the three and nine months ended September 27, 2019, respectively. These amounts were included in foreign
exchange transaction gains (losses) in the consolidated statement of operations for all periods presented.

8. Goodwill and Intangible Assets

Goodwill

Goodwill is recorded when the consideration for a business combination exceeds the fair value of net tangible and identifiable intangible assets acquired.
The Company tests its goodwill balances for impairment annually as of the beginning of the second quarter or more frequently if indicators are present or changes
in circumstances suggest that an impairment may exist. The Company performed the most recent annual goodwill and indefinite-lived intangible asset impairment
test as of the beginning of the second quarter of 2020 and noted no impairment.  

The following table summarizes changes in goodwill during the nine months ended October 2, 2020 (in thousands):
 

Balance at beginning of the period $ 274,710 
Net working capital adjustments from a prior-year acquisition  1,118 
Effect of foreign exchange rate changes  3,695 
Balance at end of the period $ 279,523

 

Goodwill by reportable segment as of October 2, 2020 was as follows (in thousands):
 

 Reportable Segment      

 Photonics   Vision   
Precision
Motion   Total  

Goodwill $ 215,697  $ 162,580  $ 52,475  $ 430,752 
Accumulated impairment of goodwill  (102,461)   (31,722)   (17,046)   (151,229)
Total $ 113,236  $ 130,858  $ 35,429  $ 279,523
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Goodwill by reportable segment as of December 31, 2019 was as follows (in thousands):
 

 Reportable Segment      

 Photonics   Vision   
Precision
Motion   Total  

Goodwill $ 213,413  $ 160,086  $ 52,440  $ 425,939 
Accumulated impairment of goodwill  (102,461)   (31,722)   (17,046)   (151,229)
Total $ 110,952  $ 128,364  $ 35,394  $ 274,710

 

Intangible Assets

Intangible assets as of October 2, 2020 and December 31, 2019, respectively, are summarized as follows (in thousands):
 
 October 2, 2020   December 31, 2019  

 Gross Carrying
Amount   Accumulated

Amortization   Net Carrying
Amount   Gross Carrying

Amount    Accumulated
Amortization   Net Carrying

Amount  

Amortizable intangible assets:                        
Patents and developed technologies $ 160,496  $ (106,118)  $ 54,378  $ 159,217  $ (97,523)  $ 61,694 
Customer relationships  163,155   (88,072)   75,083   161,807   (78,206)   83,601 
Customer backlog  —   —   —   2,316   (2,316)   — 
Trademarks and trade names  17,939   (10,814)   7,125   17,871   (10,018)   7,853 

Amortizable intangible assets  341,590   (205,004)   136,586   341,211   (188,063)   153,148 
Non-amortizable intangible assets:                        

Trade names  13,027   —   13,027   13,027   —   13,027 
Totals $ 354,617  $ (205,004)  $ 149,613  $ 354,238  $ (188,063)  $ 166,175

 

 

All definite-lived intangible assets are amortized either on a straight-line basis or an economic benefit basis over their remaining estimated useful life.
Amortization expense for patents and developed technologies is included in cost of revenue in the accompanying consolidated statements of operations.
Amortization expense for customer relationships and definite-lived trademarks, trade names and other intangibles is included in operating expenses in the
accompanying consolidated statements of operations. Amortization expense was as follows (in thousands):
 
 Three Months Ended    Nine Months Ended  
 October 2,   September 27,   October 2,   September 27,  
 2020   2019   2020   2019  
Amortization expense – cost of revenue $ 2,820  $ 2,797  $ 8,270  $ 7,554 
Amortization expense – operating expenses  3,533   3,970   10,388   11,740 
Total amortization expense $ 6,353  $ 6,767  $ 18,658  $ 19,294

 

Estimated amortization expense for each of the five succeeding years and thereafter as of October 2, 2020 was as follows (in thousands):

Year Ending December 31,  Cost of Revenue   
Operating
Expenses   Total  

2020 (remainder of year)  $ 2,820  $ 3,533  $ 6,353 
2021   11,521   13,866   25,387 
2022   9,863   13,055   22,918 
2023   8,667   11,360   20,027 
2024   6,452   9,383   15,835 
Thereafter   15,055   31,011   46,066 
Total  $ 54,378  $ 82,208  $ 136,586
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9. Supplementary Balance Sheet Information

The following tables provide the details of selected balance sheet items as of the periods indicated (in thousands):

Inventories

 October 2,   December 31,  
 2020   2019  

Raw materials $ 63,569  $ 76,268 
Work-in-process  16,517   15,096 
Finished goods  20,201   23,431 
Demo and consigned inventory  1,450   1,823 
Total inventories $ 101,737  $ 116,618

 

Accrued Expenses and Other Current Liabilities

 October 2,   December 31,  
 2020   2019  
Accrued compensation and benefits $ 10,964  $ 15,359 
Accrued warranty  5,102   5,756 
Contract liabilities, current portion  4,540   3,219 
Deferred purchase price for acquisitions  23,463   27,735 
Finance lease obligations  9,503   1,307 
Accrued earn-out and contingent considerations  11,626   3,813 
Other  11,038   13,137 
Total $ 76,236  $ 70,326  

Accrued Warranty

 Nine Months Ended  
 October 2,   September 27,  
 2020   2019  
Balance at beginning of the period $ 5,756  $ 4,510 
Provision charged to cost of revenue  1,255   1,903 
Warranty liabilities from acquisitions  —   175 
Use of provision  (1,941)   (1,802)
Foreign currency exchange rate changes  32   (58)
Balance at end of the period $ 5,102  $ 4,728

 

Other Long Term Liabilities

 

             
 October 2,   December 31,  
 2020   2019  
Finance lease obligations $ 6,052  $ 14,845 
Accrued pension liabilities  289   1,473 
Accrued contingent considerations  10,238   16,504 
Other  3,009   4,065 
Total $ 19,588  $ 36,887  
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10. Debt

Debt consisted of the following (in thousands):

 October 2,   December 31,  
 2020   2019  
Senior Credit Facilities – term loan $ 5,303  $ 5,073 
Less: unamortized debt issuance costs  (39)   (42)
Total current portion of long-term debt $ 5,264  $ 5,031 
        
Senior Credit Facilities – term loan $ 96,504  $ 96,095 
Senior Credit Facilities – revolving credit facility  96,227   123,384 
Less: unamortized debt issuance costs  (4,642)   (4,145)
Total long-term debt $ 188,089  $ 215,334 
        
Total Senior Credit Facilities $ 193,353  $ 220,365

 

Senior Credit Facilities

On December 31, 2019, the Company entered into an amended and restated credit agreement (the “Third Amended and Restated Credit Agreement”) with
existing lenders for an aggregate credit facility of $450.0 million, consisting of a $100.0 million U.S. dollar equivalent euro-denominated (approximately €90.2
million) 5-year term loan facility and a $350.0 million 5-year revolving credit facility (collectively, the “Senior Credit Facilities”). The Senior Credit Facilities
mature in December 2024 and included an uncommitted “accordion” feature pursuant to which the commitments under the revolving credit facility may be
increased by an additional $200.0 million in aggregate, subject to certain customary conditions.

On March 27, 2020, the Company entered into an amendment (the “First Amendment”) to the Third Amended and Restated Credit Agreement and
exercised a portion of the uncommitted accordion feature. The First Amendment increased the revolving credit facility commitment under the Third Amended and
Restated Credit Agreement by $145.0 million, from $350.0 million to $495.0 million and reset the uncommitted accordion feature to $200.0 million for potential
future expansion.

The outstanding principal balance under the term loan facility is payable in quarterly installments of €1.1 million beginning in March 2020, with the
remaining balance due upon maturity. The Company may make additional principal payments at any time, which will reduce the next quarterly installment
payment due. Borrowings under the revolving credit facility may be repaid at any time through December 2024. The Company repaid €3.4 million ($3.9 million) of
its term loan and $30.1 million of borrowings under its revolving credit facility during the nine months ended October 2, 2020.

The Company is required to satisfy certain financial and non-financial covenants under the Third Amended and Restated Credit Agreement. The Third
Amended and Restated Credit Agreement also contains customary events of default. The Company was in compliance with these covenants as of October 2, 2020.

Liens

The Company’s obligations under the Senior Credit Facilities are secured, on a senior basis, by a lien on substantially all of the assets of Novanta Inc.

Fair Value of Debt

As of October 2, 2020 and December 31, 2019, the outstanding balance of the Company’s debt approximated its fair value based on current rates available
to the Company for debt of similar maturities. The fair value of the Company’s debt is classified as Level 2 under the fair value hierarchy.
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11. Leases

Most leases held by the Company expire between 2020 and 2034. In the U.K., where longer lease terms are more common, the Company has a land lease
that extends through 2078. Certain leases include terms such as an option to purchase the property, one or more options to renew, with renewal terms that can
extend the lease term from one to 10 years, and options to terminate the leases within one year. The exercise of lease renewal or termination options is at the
Company’s sole discretion; therefore, the majority of renewals to extend the lease terms are not included in the Company’s right-of-use assets and operating lease
liabilities as they are not reasonably certain of being exercised. The Company regularly evaluates the renewal options and includes the renewal periods in the lease
term when they are reasonably certain of being exercised. The depreciable lives of the right-of-use assets and leasehold improvements are limited to the expected
lease terms.

The following table summarizes the components of lease costs (in thousands):

 Three Months Ended    Nine Months Ended  
 October 2,   September 27,   October 2,   September 27,  
 2020   2019   2020   2019  
Operating lease cost $ 1,786  $ 1,830  $ 5,693  $ 5,695 
Finance lease cost                

Amortization of right-of-use
assets  253   228   748   583 
Interest on lease liabilities  108   110   326   316 

Variable lease cost  320   505   1,043   1,051 
Total lease cost $ 2,467  $ 2,673  $ 7,810  $ 7,645

 

The following table provides additional details of balance sheet information related to the Company’s leases (in thousands, except lease term and discount
rate):

 October 2,    December 31,  
 2020   2019  
Operating leases        
Operating lease right-of-use assets $ 33,841  $ 35,180 
        

Current portion of operating lease liabilities $ 5,553  $ 5,043 
Operating lease liabilities  32,499   34,108 

Total operating lease liabilities $ 38,052  $ 39,151 
        
Finance leases        

Property, plant and equipment, gross $ 20,242   $ 19,748 
Accumulated depreciation  (5,528)    (4,649)

Finance lease assets included in property, plant and equipment, net $ 14,714   $ 15,099 

         
Accrued expenses and other current liabilities $ 9,503   $ 1,307 
Other liabilities  6,052    14,845 

Total finance lease liabilities $ 15,555   $ 16,152 

               
Weighted-average remaining lease term (in years)         

Operating leases  9.6    10.2 
Finance leases  3.8    4.7 

Weighted-average discount rate         
Operating leases  5.56%    5.60%
Finance leases  3.02%    3.09%
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The following table provides additional details of cash flow information related to the Company’s leases (in thousands):

 Nine Months Ended  
  October 2,   September 27,  
  2020   2019  
Cash paid for amounts included in lease liabilities:        

Operating cash flows from finance leases $ 357  $ 404 
Operating cash flows from operating leases $ 5,088  $ 5,124 
Financing cash flows from finance leases $ 1,034  $ 547 

Supplemental non-cash information:        
Right-of-use assets obtained in exchange for new operating lease
liabilities $ 3,050  $ 5,649

 

Future minimum lease payments under operating and finance leases expiring subsequent to October 2, 2020, including operating leases associated with
facilities that have been vacated as a result of the Company’s restructuring actions, are summarized as follows (in thousands):

Year Ending December 31, Operating Leases    Finance Leases (1)  
2020 (remainder of year) $ 1,159   $ 357 
2021  7,183    9,660 
2022  6,233    907 
2023  5,184    930 
2024  4,575    954 
Thereafter  25,706    4,440 
Total minimum lease payments  50,040    17,248 

Less: Interest  (11,988)    (1,693)
Present value of lease liabilities $ 38,052   $ 15,555

 

 (1) Future minimum lease payments under finance leases include the exercise price of an option to
purchase a facility in Germany in 2021.

 

12. Common Shares and Share-Based Compensation

Common Share Repurchases

In October 2018, the Company’s Board of Directors approved a share repurchase plan (the “2018 Repurchase Plan”) authorizing the repurchase of $25.0
million worth of the Company’s common shares. During the nine months ended October 2, 2020, the Company repurchased 65 thousand shares for an aggregate
purchase price of $5.5 million at an average price of $84.55 per share under the 2018 Repurchase Plan.

In February 2020, the Company’s Board of Directors approved a new share repurchase plan (the “2020 Repurchase Plan”) authorizing the repurchase of an
additional $50.0 million worth of the Company’s common shares.

As of October 2, 2020, the Company had $59.5 million available under the 2018 and 2020 share repurchase plans for future share repurchases. In an effort
to preserve cash in light of the economic slowdown caused by the COVID-19 pandemic, the Company has temporarily suspended repurchases under the share
repurchase plans since April 2020.
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Share-Based Compensation Expense

The table below summarizes share-based compensation expense recorded in the consolidated statements of operations (in thousands):

 Three Months Ended    Nine Months Ended  
 October 2,   September 27,   October 2,   September 27,  
 2020   2019   2020   2019  
Selling, general and administrative $ 4,265  $ 1,926  $ 10,225  $ 6,546 
Research and development and engineering  1,150   171   2,204   466 
Cost of revenue  1,589   146   3,185   336 
Restructuring, acquisition, and related costs  221   —   458   — 
Total share-based compensation expense $ 7,225  $ 2,243  $ 16,072  $ 7,348

 

Share-based compensation reported in selling, general and administrative expenses included expenses related to restricted stock units and deferred stock
units granted to the members of the Company’s Board of Directors of $1.0 million and $0.9 million during the nine months ended October 2, 2020 and
September 27, 2019, respectively.

Restricted Stock Units and Deferred Stock Units

The Company’s restricted stock units (“RSUs”) have generally been issued with vesting periods ranging from zero to five years and vest based solely on
service conditions. Accordingly, the Company recognizes compensation expense on a straight-line basis over the requisite service period. The Company reduces
the compensation expense by an estimated forfeiture rate which is based on anticipated forfeitures and historical forfeiture experience.

Deferred stock units (“DSUs”) are granted to the members of the Company’s Board of Directors. Compensation expense associated with the DSUs is
recognized in full on the date of grant, as the DSUs are fully vested and non-forfeitable upon grant. There were 162 thousand and 187 thousand DSUs outstanding
as of October 2, 2020 and December 31, 2019, respectively, which were included in the calculation of weighted average basic shares outstanding for the respective
periods.

The table below summarizes activities relating to RSUs and DSUs issued and outstanding under the Company’s Amended and Restated 2010 Incentive Plan
during the nine months ended October 2, 2020:
 

 Shares
(In thousands)

  
Weighted

Average Grant
Date Fair Value

 

Unvested at December 31, 2019  453  $ 39.74 
Granted  291  $ 84.20 
Vested  (107)  $ 51.50 
Forfeited  (7)  $ 76.54 
Unvested at October 2, 2020  630  $ 58.05 
Expected to vest as of October 2, 2020  602    

 

 
The total fair value of RSUs and DSUs that vested during the nine months ended October 2, 2020 was $9.7 million based on the market price of the

underlying shares on the date of vesting.

Performance Stock Units

The Company typically grants two types of performance-based stock awards to certain members of the executive management team: non-GAAP EPS
performance-based restricted stock units (“EPS-PSUs”) and relative total shareholder return performance-based restricted stock units (“TSR-PSUs”). Both types of
performance-based restricted stock units generally cliff vest on the first day following the end of the three-year performance period.

The number of common shares to be issued upon settlement following vesting of the EPS-PSUs is determined based on the Company’s cumulative non-
GAAP EPS over a three-year performance period against the performance targets established by the
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Company’s Board of Directors at the time of grant and will be in the range of zero to 200% of the target number of shares. The Company recognizes compensation
expense ratably over the performance period based on the number of shares that are deemed probable of vesting at the end of the three-year performance cycle.
This probability assessment is performed quarterly and the cumulative effect of a change in the estimated compensation expense, if any, is recognized in the
consolidated statement of operations in the period in which such determination is made.  

The number of shares to be issued upon settlement following vesting of the TSR-PSUs is determined based on the relative market performance of the
Company’s common shares compared to the Russell 2000 Index over a three-year performance period using a payout formula established by the Company’s Board
of Directors at the time of grant and will be in the range of zero to 200% of the target number of shares. The Company recognizes the related compensation
expense based on the fair value of the TSR-PSUs, determined using the Monte Carlo valuation model as of the grant date, on a straight-line basis from the grant
date to the end of the three-year performance period. Compensation expense will not be affected by the number of TSR-PSUs that will actually vest at the end of
the three-year performance period.

The table below summarizes the activities relating to the performance-based awards issued and outstanding under the Company’s Amended and Restated
2010 Incentive Plan during the nine months ended October 2, 2020:
 

 Shares (1)
(In thousands)   

Weighted
Average Grant
Date Fair Value

 

Unvested at December 31, 2019  152  $ 57.09 
Granted  50  $ 111.47 
Performance adjustment (2)  60  $ 28.80 
Vested  (120)  $ 28.80 
Forfeited  (1)  $ 111.50 
Unvested at October 2, 2020  141  $ 88.99 
Expected to vest as of October 2, 2020  153     

 

 (1) The unvested PSUs are shown in this table at target, except for the number of shares vested, which reflects
the number of shares earned and expected to vest. As of October 2, 2020, the maximum number of PSUs
available to be earned was approximately 283 thousand shares.

 

 (2) The amount shown represents performance adjustment for performance-based awards granted on February
28, 2017. These units vested at 200% during the nine months ended October 2, 2020 based on the
achievement of cumulative Non-GAAP EPS and applicable relative TSR performance conditions during the
performance period of fiscal years 2017 through 2019.

 

The total fair value of PSUs that vested during the nine months ended October 2, 2020 was $10.8 million based on the market price of the underlying shares
on the date of vesting.

The fair value of the TSR-PSUs at the date of grant was estimated using the Monte Carlo valuation model with the following assumptions:
 

 Nine Months Ended October 2, 2020  
Grant-date stock price $ 96.28 
Expected volatility  34.25%
Risk-free interest rate  1.35%
Expected annual dividend yield  — 
Fair value $ 126.65
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Stock Options

The total intrinsic value of stock options exercised during the nine months ended October 2, 2020, based on the difference between market price on the date
of exercise and the date of grant, was $1.0 million. The total amount of cash received from the exercise of these stock options was $0.2 million. No stock options
were granted during the nine months ended October 2, 2020. There were 60 thousand fully-vested stock options outstanding as of October 2, 2020.

13. Income Taxes

The Company determines its estimated annual effective tax rate at the end of each interim period based on full-year forecasted pre-tax income and facts
known at that time. The estimated annual effective tax rate is applied to the year-to-date pre-tax income at the end of each interim period with the cumulative effect
of any changes in the estimated annual effective tax rate being recorded in the fiscal quarter in which the change is determined. The tax effect of significant unusual
items is reflected in the period in which they occur. Since the Company is incorporated in Canada, it is required to use Canada’s statutory tax rate of 29.0% in the
determination of the estimated annual effective tax rate.

The Company maintains a valuation allowance on balances of certain U.S. state net operating losses and certain non-U.S. tax attributes that the Company
has determined are more likely than not to be realized. A valuation allowance is required when, based upon an assessment of various factors, including recent
operating loss history, anticipated future earnings, and prudent and reasonable tax planning strategies, it is more likely than not that some portion of the deferred
tax assets will not be realized. In conjunction with the Company’s ongoing review of its actual results and anticipated future earnings, the Company continuously
reassesses the possibility of releasing the valuation allowance currently in place on its deferred tax assets. For the nine months ended October 2, 2020, in part
because the Company achieved three years of cumulative taxable income in the Canadian jurisdiction, the Company determined that it is more likely than not that a
portion of its Canadian net operating losses are realizable. Therefore, the Company reduced $1.1 million of the valuation allowance against its deferred tax assets
during the nine months ended October 2, 2020. The Company’s Canadian entity serves as a holding company with limited amounts of income and expenses. The
amount of the deferred tax asset considered realizable could be adjusted if estimates of future taxable income in the carryforward period are reduced or increased.

The Company’s effective tax rate of 17.6% for the three months ended October 2, 2020 differs from the Canadian statutory tax rate of 29.0% primarily due
to the mix of income earned in jurisdictions with varying tax rates, estimated deductions for Foreign Derived Intangible Income, U.K. patent box deductions and
other tax credits.

The Company’s effective tax rate of 5.2% for the nine months ended October 2, 2020 differs from the Canadian statutory tax rate of 29.0% primarily due to
the mix of income earned in jurisdictions with varying tax rates, estimated deductions for Foreign Derived Intangible Income, U.K. patent box deductions, other tax
credits, windfall tax benefits upon vesting of certain share-based compensation awards during the period, and a release of a portion of the valuation allowance on
the deferred tax assets in Canada. For the nine months ended October 2, 2020, the windfall tax benefits upon vesting of certain share-based compensation awards
and the valuation allowance release had a benefit of 7.9% and 3.3%, respectively, on the Company’s effective tax rate.

The Company’s effective tax rate of 18.8% for the three months ended September 27, 2019 differs from the Canadian statutory tax rate of 29.0% primarily
due to the mix of income earned in jurisdictions with varying tax rates, estimated deductions for Foreign Derived Intangible Income, U.K. patent box deductions
and other tax credits.

The Company’s effective tax rate of 12.9% for the nine months ended September 27, 2019 differs from the Canadian statutory tax rate of 29.0% primarily
due to the mix of income earned in jurisdictions with varying tax rates, estimated deductions for Foreign Derived Intangible Income, U.K. patent box deductions,
other tax credits, and windfall tax benefits upon vesting of certain share-based compensation awards during the period. For the nine months ended September 27,
2019, the windfall tax benefits upon vesting of certain share-based compensation awards had a benefit of 7.4% on the Company’s effective tax rate.

On March 27, 2020, the U.S. federal government enacted the Coronavirus Aid, Relief, and Economic Security Act (the “CARES Act”) in response to the
COVID-19 pandemic. The CARES Act is an emergency economic stimulus package which, among other things, contains numerous provisions concerning income
taxes. The CARES Act will not have a material impact on the Company’s income taxes or related disclosures.
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14. Restructuring, Acquisition, and Related Costs

The following table summarizes restructuring, acquisition, and related costs in the accompanying consolidated statements of operations (in thousands):

 Three Months Ended    Nine Months Ended  
 October 2,   September 27,   October 2,   September 27,  
 2020   2019   2020   2019  
2020 restructuring $ 1,006  $ —  $ 1,006  $ — 
2019 restructuring  68   1,115   667   4,047 
2018 restructuring  —   351   754   789 
Total restructuring charges  1,074   1,466   2,427   4,836 
Acquisition and related charges  613   4,080   3,164   7,077 
Total restructuring, acquisition, and related costs $ 1,687  $ 5,546  $ 5,591  $ 11,913

 

2020 Restructuring

As a result of the Company’s ongoing evaluations and efforts to reduce its operating costs, while improving efficiency and effectiveness, the Company
initiated the 2020 restructuring program in the third quarter of 2020. This program is focused on reducing operating complexity in the Company, including
reducing infrastructure costs and streamlining the Company’s operating model to better serve its customers. In addition, the program will be focused on cost
reduction actions that improve gross margins for the overall company. During the three months ended October 2, 2020, the Company recorded $1.0 million in
severance and other costs in connection with the 2020 restructuring program. These costs were reported in the Vision reportable segment.

2019 Restructuring

During the fourth quarter of 2018, the Company implemented a restructuring plan intended to realign operations, reduce costs, achieve operational
efficiencies and focus resources on growth initiatives (the “2019 restructuring plan”). During the nine months ended October 2, 2020, the Company recorded $0.1
million in severance and related costs, $0.2 million in facility related costs, and $0.4 million of other costs in connection with the 2019 restructuring plan. As of
October 2, 2020, the Company incurred cumulative costs related to this restructuring plan totaling $8.5 million. The 2019 restructuring program was substantially
completed in the first quarter of 2020.

The following table summarizes restructuring costs associated with the 2019 restructuring program by reportable segment (in thousands):

 Three Months Ended    Nine Months Ended  
 October 2,   September 27,   October 2,   September 27,  
 2020   2019   2020   2019  
Photonics $ 25  $ 475  $ 236  $ 2,025 
Vision  13   367   304   1,023 
Precision Motion  30   340   108   534 
Unallocated Corporate and Shared Services  —   (67)   19   465 
Total $ 68  $ 1,115  $ 667  $ 4,047
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2018 Restructuring

During the second quarter of 2018, the Company initiated a program to integrate manufacturing operations as a result of acquisition activities (the “2018
restructuring plan”). During the nine months ended October 2, 2020, the Company recorded $0.8 million in severance and other costs in connection with the 2018
restructuring plan. These costs were reported in the Vision reportable segment. As of October 2, 2020, the Company incurred cumulative costs related to this
restructuring plan totaling $3.6 million. The 2018 restructuring program was substantially completed in the second quarter of 2020.

Rollforward of Accrued Expenses Related to Restructuring

The following table summarizes the accrual activities, by component, related to the Company’s restructuring plans recorded in the accompanying
consolidated balance sheets (in thousands):

 Total    Severance    Facility    Other  
Balance at December 31, 2019 $ 2,073  $ 1,988  $ —  $ 85 
Restructuring charges  2,427   1,786   223   418 
Cash payments  (2,699)   (2,195)   (93)   (411)
Non-cash charges and other adjustments  (530)   (459)   (1)   (70)
Balance at October 2, 2020 $ 1,271  $ 1,120  $ 129  $ 22

 

 
Acquisition and Related Charges

Acquisition costs in connection with business combinations, including finders’ fees, legal, valuation, and other professional or consulting fees, totaled less
than $0.1 million and $0.1 million for the three and nine months ended October 2, 2020, respectively, and $3.3 million and $4.9 million for the three and nine
months ended September 27, 2019, respectively. During the three and nine months ended October 2, 2020, the Company incurred $0.4 million and $1.0 million,
respectively, in legal costs related to a dispute involving a company that was acquired in 2019. Acquisition and related costs recognized under earn-out agreements
in connection with acquisitions totaled $0.2 million and $2.0 million for the three and nine months ended October 2, 2020, respectively, and $0.8 million and $2.2
million for the three and nine months ended September 27, 2019, respectively. The majority of acquisition and related costs for the three and nine months ended
October 2, 2020 were included in the Company’s Precision Motion and Vision reportable segments. The majority of acquisition and related costs for the three and
nine months ended September 27, 2019 were included in the Company’s Precision Motion and Unallocated Corporate and Shared Services reportable segments.

15. Commitments and Contingencies

Purchase Commitments

There have been no material changes to the Company’s purchase commitments since December 31, 2019.

Legal Contingencies

In April 2020, the Company received notification of an arbitration demand filed with the American Arbitration Association against a business acquired by
the Company in June 2019. The arbitration demand was filed by a contract counterparty to a joint product development agreement entered into by the business
before Novanta acquired it. The arbitration demand alleges breach of contract and other claims arising out of allegations that the business failed to engage in
required marketing activities for the product developed under the joint product development agreement. The claimant is seeking compensatory and punitive
damages, lost profits and other relief. The Company believes that the claims are without merit and no amount has been accrued for in the consolidated financial
statements.  

The Company is subject to various other legal proceedings and claims that arise in the ordinary course of business. The Company reviews the status of each
significant matter and assesses the potential financial exposure on a quarterly basis. If the potential loss from any claim or legal proceeding is considered probable
and the amount can be reasonably estimated, the Company accrues a liability for the estimated loss. Significant judgment is required in both the determination of
probability and the determination as to whether an exposure is reasonably estimable. Because of uncertainties related to these matters, accruals are based
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only on the best information available as of the date of the consolidated balance sheet. As additional information becomes available, the Company reassesses the
potential liability related to any pending claims and litigations and may revise its estimates. When a material loss contingency is reasonably possible but not
probable, the Company does not record a liability, but instead discloses the nature and the amount of the claim, and an estimate of the loss or range of loss, if such
an estimate can be made. Legal fees are expensed as incurred. The Company does not believe that the outcome of these claims will have a material adverse effect
on its consolidated financial statements but there can be no assurance that any such claims, or any similar claims, would not have a material adverse effect on the
consolidated financial statements.

Guarantees and Indemnifications

In the normal course of its operations, the Company executes agreements that provide for indemnification and guarantees to counterparties in transactions
such as business dispositions, sale of assets, sale of products and operating leases. Additionally, the by-laws of the Company require it to indemnify certain current
or former directors, officers, and employees of the Company against expenses incurred by them in connection with each proceeding in which they are involved as a
result of serving or having served in certain capacities. Indemnification is not available with respect to a proceeding as to which it has been adjudicated that the
person did not act in good faith in the reasonable belief that the action was in the best interests of the Company. Certain of the Company’s officers and directors are
also a party to indemnification agreements with the Company. These indemnification agreements provide, among other things, that the director and officer shall be
indemnified to the fullest extent permitted by applicable law against all expenses, judgments, fines and amounts paid in settlement actually and reasonably incurred
by such officer or director in connection with any proceeding by reason of his or her relationship with the Company. In addition, the indemnification agreements
provide for the advancement of expenses incurred by such director or officer in connection with any proceeding covered by the indemnification agreement, subject
to the conditions set forth therein and to the extent such advancement is not prohibited by law. The indemnification agreements also set out the procedures for
determining entitlement to indemnification, the requirements relating to notice and defense of claims for which indemnification is sought, the procedures for
enforcement of indemnification rights, the limitations on and exclusions from indemnification, and the minimum levels of directors’ and officers’ liability
insurance to be maintained by the Company.

16. Segment Information

Reportable Segments

The Company’s Chief Operating Decision Maker (“CODM”) utilizes financial information to make decisions about allocating resources and assessing
performance for the entire Company. The Company evaluates the performance of, and allocates resources to, its segments based on revenue, gross profit and
operating profit. The Company’s reportable segments have been identified based on commonality and adjacency of technologies, applications and customers
amongst the Company’s individual product lines. The Company determined that disclosing revenue by specific product was impracticable due to the highly
customized and extensive portfolio of technologies offered to customers.

Based upon the information provided to the CODM, the Company has determined that it operates in three reportable segments: Photonics, Vision, and
Precision Motion. The reportable segments and their principal activities consist of the following:

Photonics

The Photonics segment designs, manufactures and markets photonics-based solutions, including laser scanning, laser beam delivery, CO2 laser, solid state
laser, ultrafast laser, and optical light engine products to customers worldwide. The segment serves highly demanding photonics-based applications for advanced
industrial processes, metrology, medical and life science imaging, DNA sequencing, and medical laser procedures. The vast majority of the segment’s product
offerings are sold to OEM customers. The segment sells these products both directly, utilizing a highly technical sales force, and indirectly, through resellers and
distributors.

Vision

The Vision segment designs, manufactures and markets a range of medical grade technologies, including medical insufflators, pumps and related
disposables; visualization solutions; wireless, recorder and video integration technologies for operating room integrations; optical data collection and machine
vision technologies; radio frequency identification (“RFID”) technologies; thermal
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chart recorders; spectrometry technologies; and embedded touch screen solutions. The vast majority of the segment’s product offerings are sold to OEM customers.
The segment sells these products both directly, utilizing a highly technical sales force, and indirectly, through resellers and distributors.

Precision Motion

The Precision Motion segment designs, manufactures and markets optical and inductive encoders, precision motor and motion control sub-assemblies, servo
drives, air bearings, and air bearing spindles to customers worldwide. The vast majority of the segment’s product offerings are sold to OEM customers. The
segment sells these products both directly, utilizing a highly technical sales force, and indirectly, through resellers and distributors.

Reportable Segment Financial Information

Revenue, gross profit, gross profit margin, operating income (loss), and depreciation and amortization expenses by reportable segment were as follows (in
thousands, except percentage data):

 Three Months Ended    Nine Months Ended  
 October 2,   September 27,   October 2,   September 27,  
 2020   2019   2020   2019  
Revenue                

Photonics $ 46,394  $ 54,570  $ 149,337  $ 172,081 
Vision  64,299   69,923   198,047   201,754 
Precision Motion  32,236   29,573   95,741   92,562 

Total $ 142,929  $ 154,066  $ 443,125  $ 466,397
 

 
 Three Months Ended    Nine Months Ended  
 October 2,   September 27,   October 2,   September 27,  
 2020   2019   2020   2019  
Gross Profit                

Photonics $ 20,166  $ 25,289  $ 65,725  $ 79,911 
Vision  24,586   26,922   75,676   78,106 
Precision Motion  15,011   12,504   42,753   39,784 
Unallocated Corporate and Shared Services  (658)   (661)   (1,902)   (1,676)

Total $ 59,105  $ 64,054  $ 182,252  $ 196,125
 

 
 Three Months Ended    Nine Months Ended  
 October 2,   September 27,   October 2,   September 27,  
 2020   2019   2020   2019  
Gross Profit Margin                

Photonics  43.5%   46.3%   44.0%   46.4%
Vision  38.2%   38.5%   38.2%   38.7%
Precision Motion  46.6%   42.3%   44.7%   43.0%

Total  41.4%   41.6%   41.1%   42.1%
 

 Three Months Ended    Nine Months Ended  
 October 2,   September 27,   October 2,   September 27,  
 2020   2019   2020   2019  
Operating Income (Loss)                

Photonics $ 7,026  $ 10,661  $ 22,878  $ 34,637 
Vision  3,799   5,830   14,098   14,602 
Precision Motion  7,675   5,221   20,728   16,839 
Unallocated Corporate and Shared Services  (6,634)   (8,911)   (18,887)   (23,779)

Total $ 11,866  $ 12,801  $ 38,817  $ 42,299
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 Three Months Ended    Nine Months Ended  
 October 2,   September 27,   October 2,   September 27,  
 2020   2019   2020   2019  
Depreciation and Amortization Expenses                

Photonics $ 2,864  $ 3,276  $ 8,303  $ 8,486 
Vision  5,296   5,432   15,845   15,658 
Precision Motion  1,369   1,061   4,055   3,613 
Unallocated Corporate and Shared Services  67   71   160   197 

Total $ 9,596  $ 9,840  $ 28,363  $ 27,954
 

Revenue by Geography

The Company aggregates geographic revenue based on the customer location where products are shipped to. Revenue from these customers was as follows
(in thousands):

 Three Months Ended    Nine Months Ended  
 October 2,   September 27,   October 2,   September 27,  
 2020   2019   2020   2019  
United States $ 57,635  $ 63,278  $ 171,364  $ 190,048 
Germany  18,885   21,423   64,266   63,738 
Rest of Europe  30,483   30,489   94,281   97,230 
China  17,409   11,895   50,285   42,395 
Rest of Asia-Pacific  16,414   24,218   55,956   65,367 
Other  2,103   2,763   6,973   7,619 
Total $ 142,929  $ 154,066  $ 443,125  $ 466,397

 

The majority of revenue from our Photonics, Vision and Precision Motion segments is generated from sales to customers within the United States and
Europe. Each segment also generates revenue across the other geographies, with no significant concentration of any segment’s remaining revenue.

Revenue by End Market

The Company primarily operates in two end markets: the medical market and advanced industrial market. Revenue by end market was approximately as
follows:

 Three Months Ended    Nine Months Ended  
 October 2,   September 27,   October 2,   September 27,  
 2020   2019   2020   2019  
Medical  54%  55%  56%  55%
Advanced Industrial  46%   45%   44%   45%
Total  100%   100%   100%   100%

The majority of revenue from the Photonics and Precision Motion segments is generated from sales to customers in the advanced industrial market. The
majority of revenue from the Vision segment is generated from sales to customers in the medical market.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

Management’s Discussion and Analysis of Financial Condition and Results of Operations (“MD&A”) should be read in conjunction with the Consolidated
Financial Statements and Notes included in Item 1 of this Quarterly Report on Form 10-Q. The MD&A contains certain forward-looking statements within the
meaning of the United States Private Securities Litigation Reform Act of 1995, Section 27A of the Securities Act of 1933, as amended, and Section 21E of the
Securities Exchange Act of 1934, as amended. In addition to historical financial information, the following discussion and analysis contains forward-looking
statements that involve risks, uncertainties and assumptions. These forward-looking statements include, but are not limited to the anticipated impacts of the
COVID-19 pandemic on our business, our financial results and our financial condition; our belief that the Purchasing Managers Index (“PMI”) may provide an
indication of the impact of general economic conditions on our sales into the advanced industrial end market; our strategy; anticipated financial performance;
expected liquidity and capitalization; drivers of revenue growth and our growth expectations in various markets; management’s plans and objectives for future
operations, expenditures and product development and investments in research and development; business prospects; potential of future product releases and
expansion of our product and service offerings; anticipated revenue performance; industry trends; market conditions; our competitive positions; changes in
economic and political conditions; changes in accounting principles; changes in actual or assumed tax liabilities; expectations regarding tax exposures;
anticipated reinvestment of future earnings and dividend policy; anticipated expenditures in regard to the Company’s benefit plans; future acquisitions;
integration and anticipated benefits from acquisitions and dispositions; anticipated economic benefits, costs and timelines of restructuring programs; ability to
repay our indebtedness; our intentions regarding the use of cash; expectations regarding legal and regulatory environmental requirements and our compliance
thereto; and other statements that are not historical facts. Our actual results could differ materially from those anticipated in these forward-looking statements for
many reasons, including, but not limited to, the following: economic and political conditions and the effects of these conditions on our customers’ businesses and
level of business activities; our significant dependence upon our customers’ capital expenditures, which are subject to cyclical market fluctuations; our dependence
upon our ability to respond to fluctuations in product demand; our ability to continually innovate and successfully commercialize our innovations; failure to
introduce new products in a timely manner; customer order timing and other similar factors beyond our control; disruptions or breaches in security of our
information technology systems; our failure to comply with data privacy regulations; changes in interest rates, credit ratings or foreign currency exchange rates;
risks associated with our operations in foreign countries; risks associated with the COVID-19 pandemic and other events outside our control; our increased use of
outsourcing in foreign countries; risks associated with increased outsourcing of components manufacturing; our exposure to increased tariffs, trade restrictions or
taxes on our products; negative effects on global economic conditions, financial markets and our business as a result of the United Kingdom’s impending
withdrawal from the European Union and the actions of the current U.S. government, including its policies on trade tariffs and reactions from other countries to
any new tariffs imposed by the U.S.; violations of our intellectual property rights and our ability to protect our intellectual property against infringement by third
parties; risk of losing our competitive advantage; our failure to successfully integrate recent and future acquisitions into our business; our ability to attract and
retain key personnel; our restructuring and realignment activities and disruptions to our operations as a result of consolidation of our operations; product defects
or problems integrating our products with other vendors’ products; disruptions in the supply of certain key components or other goods from our suppliers; our
failure to accurately forecast component and raw material requirements leading to excess inventories or delays in the delivery of our products; production
difficulties and product delivery delays or disruptions; our exposure to medical device regulations, which may impede or hinder the approval or sale of our
products and, in some cases, may ultimately result in an inability to obtain approval of certain products or may result in the recall or seizure of previously
approved products; potential penalties for violating foreign, U.S. federal, and state healthcare laws and regulations; changes in governmental regulations
affecting our business or products; our compliance, or failure to comply, with environmental regulations; our failure to implement new information technology
systems and software successfully; our failure to realize the full value of our intangible assets; our exposure to the credit risk of some of our customers and in
weakened markets; our reliance on third party distribution channels; being subject to U.S. federal income taxation even though we are a non-U.S. corporation;
changes in tax laws, and fluctuations in our effective tax rates; any need for additional capital to adequately respond to business challenges or opportunities and
repay or refinance our existing indebtedness, which may not be available on acceptable terms or at all; our existing indebtedness limiting our ability to engage in
certain activities; volatility in the market price for our common shares; and our failure to maintain appropriate internal controls in the future. Other important risk
factors that could affect the outcome of the events set forth in these statements and that could affect the Company’s operating results and financial condition are
discussed in Item 1A of our Annual Report on Form 10-K for the fiscal year ended December 31, 2019 under the heading “Risk Factors” as updated in Part 2,
Item 1A of this Quarterly Report on Form 10-Q. In this Quarterly Report on Form 10-Q, the words “anticipates,” “believes,” “expects,” “intends,” “future,”
“could,” “estimates,” “plans,” “would,” “should,” “potential,” “continues,” and similar words or expressions (as well as other words or expressions
referencing future events, conditions or circumstances) identify forward-looking statements. Readers should not place undue reliance on any such forward-looking
statements, which speak only as of the date they are made. Management and the Company disclaim any obligation to publicly update or revise any such statement
to reflect any change in its expectations or in events, conditions, or circumstances on which any such statements may be based, or that may affect the likelihood
that actual results will differ from those contained in the forward-looking statements, except as required under applicable law.
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Accounting Period

The interim financial statements of Novanta Inc. and its subsidiaries (collectively referred to as the “Company”, “we”, “us”, “our”) are prepared for each
quarterly period ending on the Friday closest to the end of the calendar quarter, with the exception of the fourth quarter which always ends on December 31.

Business Overview

We are a leading global supplier of core technology solutions that give medical and advanced industrial original equipment manufacturers (“OEMs”) a
competitive advantage. We combine deep proprietary technology expertise and competencies in photonics, vision and precision motion with a proven ability to
solve complex technical challenges. This enables us to engineer core components and sub-systems that deliver extreme precision and performance, tailored to our
customers' demanding applications.

Reportable Segments

We operate in three reportable segments: Photonics, Vision, and Precision Motion. The reportable segments and their principal activities consist of the
following:

Photonics

Our Photonics segment designs, manufactures and markets photonics-based solutions, including laser scanning, laser beam delivery, CO2 laser, solid state
laser, ultrafast laser, and optical light engine products to customers worldwide. The segment serves highly demanding photonics-based applications for advanced
industrial processes, metrology, medical and life science imaging, DNA sequencing, and medical laser procedures. The vast majority of the segment’s product
offerings are sold to OEM customers. The segment sells these products both directly, utilizing a highly technical sales force, and indirectly, through resellers and
distributors.

Vision

Our Vision segment designs, manufactures and markets a range of medical grade technologies, including medical insufflators, pumps and related
disposables; visualization solutions; wireless, recorder and video integration technologies for operating room integrations; optical data collection and machine
vision technologies; radio frequency identification (“RFID”) technologies; thermal chart recorders; spectrometry technologies, and embedded touch screen
solutions. The vast majority of the segment’s product offerings are sold to OEM customers. The segment sells these products both directly, utilizing a highly
technical sales force, and indirectly, through resellers and distributors.

Precision Motion

Our Precision Motion segment designs, manufactures and markets optical and inductive encoders, precision motor and motion control sub-assemblies, servo
drives, air bearings, and air bearing spindles to customers worldwide. The vast majority of the segment’s product offerings are sold to OEM customers. The
segment sells these products both directly, utilizing a highly technical sales force, and indirectly, through resellers and distributors.

End Markets

We primarily operate in two end markets: the medical market and the advanced industrial market.

Medical Market

For the three and nine months ended October 2, 2020, the medical market accounted for approximately 54% and 56%, respectively, of our revenue.
Revenue from our products sold to the medical market is generally affected by hospital and other healthcare provider capital spending, growth rates of surgical
procedures, changes in regulatory requirements and laws, aggregation of purchasing by healthcare networks, changes in technology requirements, timing of OEM
customers’ product development and new product launches, changes in customer or patient preferences, and general demographic trends.

Advanced Industrial Market

For the three and nine months ended October 2, 2020, the advanced industrial market accounted for approximately 46% and 44%, respectively, of our
revenue. Revenue from our products sold to the advanced industrial market is affected by a number of factors, including changing technology requirements and
preferences of our customers, productivity or quality investments in a
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manufacturing environment, the financial condition of our customers, changes in regulatory requirements and laws, and general economic conditions. We believe
that the Purchasing Managers Index (PMI) on manufacturing activities specific to different regions around the world may provide an indication of the impact of
general economic conditions on our sales into the advanced industrial market.

Strategy

Our strategy is to drive sustainable, profitable growth through short-term and long-term initiatives, including:

 • disciplined focus on our diversified business model of providing functionality to long life-cycle OEM customer platforms in attractive medical and
advanced industrial niche markets;

 • improving our business mix to increase medical sales as a percentage of total revenue by:

 - introducing new products aimed at attractive medical applications, such as minimally invasive and robotic surgery, ophthalmology, patient
monitoring, drug delivery, clinical laboratory testing and life science equipment;

 - deepening our key account management relationships with and driving cross selling of our product offerings to leading medical equipment
manufacturers; and

 - pursuing complementary medical technology acquisitions;

 • increasing our penetration of high growth advanced industrial applications, such as laser materials processing, robotics, laser additive manufacturing,
automation and metrology, by working closely with OEM customers to launch application specific products that closely match the requirements of
each application;

 • broadening our portfolio of enabling proprietary technologies and capabilities through increased investment in new product development, and
investments in application development to further penetrate existing customers, while expanding the applicability of our solutions to new markets;

 • broadening our product and service offerings through the acquisition of innovative and complementary technologies and solutions in medical and
advanced industrial technology applications, including increasing our recurring revenue streams such as services, spare parts and consumables;

 • expanding sales and marketing channels to reach new target customers;

 • improving our existing operations to expand profit margins and improve customer satisfaction by implementing lean manufacturing principles,
strategic sourcing across our major production sites; and optimizing and limiting the growth of our fixed cost base; and

 • attracting, retaining, and developing world-class talented and motivated employees.

Significant Events and Updates

Amendment to Third Amended and Restated Credit Agreement

On March 27, 2020, we entered into an amendment (the “First Amendment”) to the third amended and restated credit agreement, dated as of December 31,
2019 (the “Third Amended and Restated Credit Agreement”). The First Amendment exercised a portion of the $200 million uncommitted accordion feature under
the Third Amended and Restated Credit Agreement and increased the revolving credit facility commitment by $145 million, from $350 million to $495 million,
and reset the uncommitted accordion feature to $200 million for potential future expansion.

Impact of COVID-19 on Our Business

Our Employees

In response to the COVID-19 pandemic, we have taken proactive, aggressive actions to protect the health and safety of our employees. We established
steering committees at both the corporate level and at each of our facilities to provide leadership for and manage our COVID-19 risk mitigation actions and
countermeasures. We have provided frequent employee communications that include guidance and updates to our employees with regards to COVID-19 safety
procedures and status. We established rigorous safety measures in all of our facilities, including implementing social distancing protocols, requiring working from
home for those employees that do not need to be physically present on the manufacturing floor or in our facilities to perform their work, suspending travel,
spreading production over more shifts, implementing temperature checks at the entrances to our facilities, frequently disinfecting our workspaces, and providing
masks to those employees who must be physically present in our facilities. We expect to
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continue these measures until we determine that the COVID-19 pandemic is adequately contained for purposes of our business. In connection with our COVID-19
remediation actions, we have incurred additional costs to protect the health of our employees, including investment in technologies and monitoring equipment. We
expect such costs to continue to grow and be significant to our cost of operations. We may take further actions as government authorities require or recommend or
as we determine to be in the best interest of our employees.

We are committed to retaining and supporting our employees during this pandemic. To retain our employees, we issued to   substantially all of our
employees a special one-time restricted stock unit grant in April 2020 at a total fair value of $14.4 million in the aggregate. The restricted stock units are expected
to vest in February 2021. These actions were implemented to create an ownership mindset and focus among all employees for the duration of the crisis and through
the expected recovery, while maintaining the Company’s talent and capabilities.

Executive Compensation

The Compensation Committee of our Board of Directors approved the 2020 compensation plans for our executive officers and a Section 16 officer
(collectively, the “Officers”) in February 2020. To support our business during the COVID-19 pandemic, the Officers agreed to waive their 2020 merit and
promotional increases, eliminate their 2020 cash bonuses, and take two weeks of unpaid time-off. Further, the Officers did not receive the one-time special
restricted stock unit grant issued to the rest of the employees. These actions will result in an aggregate amount of $1.6 million (approximately 50%) reduction in the
2020 cash compensation, assuming bonuses were paid at target, for these Officers previously approved by the Compensation Committee.  

In June 2020, our Board of Directors agreed to forgo the cash retainers payable to our non-employee directors for the third quarter of 2020. This action
resulted in an aggregate amount of $0.1 million (approximately 25%) reduction in the cash compensation of our Board of Directors for 2020.

Our Customers

The outbreak has significantly increased economic and demand uncertainty. The spread of COVID-19 has caused a global economic slowdown and a global
recession. In the event of a prolonged economic recession, overall demand for our products could decline further and our business would be adversely affected to a
greater extent.

Our Facilities

Because of the COVID-19 pandemic, governmental authorities worldwide implemented numerous evolving measures to try to contain the spread of the
virus, such as travel bans and restrictions, limits on social gatherings, quarantines, shelter-in-place orders, business shutdowns and social distancing. We have
important manufacturing operations in the U.S., the U.K., Germany, and China, all of which have been affected by the COVID-19 pandemic. As of October 2,
2020, our manufacturing facilities around the world were in operation. While governmental measures may be modified or extended in the event of a resurgence of
COVID-19 infections and in the absence of effective vaccines becoming available in the near term, we have taken measures to protect our employees and expect
our manufacturing facilities to remain operational. In connection with the COVID-19 pandemic, we have experienced limited absenteeism from those employees
who are required to be on-site to perform their jobs.

Our Supply Chain

We have experienced limited disruption to our supply chain as a result of the COVID-19 pandemic to date. We regularly monitor the financial health and
manufacturing output of companies in our supply chain. Hardship on our suppliers or sub-suppliers caused by the COVID-19 pandemic could cause further
disruption in our ability to obtain raw materials or components required to manufacture our products, adversely affecting our operations. To mitigate the risk of any
potential supply interruptions from the COVID-19 pandemic, we are identifying alternative suppliers, sourcing raw materials from different supplier locations, and
taking other actions to ensure our supply of raw materials. Although we are mitigating potential supply interruptions from the COVID-19 pandemic, if certain
suppliers cannot produce a key component for us, or if the receipt of certain materials is otherwise delayed, we may miss our scheduled shipment deadlines and our
relationship with customers may be harmed. Additionally, restrictions on or disruptions of transportation, such as reduced availability of air transports, port
closures and increased border controls or closures, have resulted in higher costs and delays, both for obtaining raw materials from suppliers and for shipping
finished products to customers.
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Our Liquidity

With respect to liquidity, we have taken actions to reduce costs and cash expenditures across the Company. These actions included reducing hiring
activities, restricting travel, adjusting employee compensation by eliminating fiscal year 2020 cash bonuses and base salary increases, implementing an unpaid
time-off program for substantially all of our non-production workforce, limiting discretionary spending, reducing or deferring spending on capital investment
projects, deferring lease payments on certain facilities, and deferring certain U.S. payroll tax payments for the remainder of 2020 in accordance with relief
provisions under the Coronavirus Aid, Relief, and Economic Security Act (the “CARES Act”). As of October 2, 2020, we deferred $2.0 million in certain U.S.
payroll tax payments under the CARES Act. Due to the uncertainty related to the future impact of the COVID-19 pandemic, we temporarily suspended repurchases
under our share repurchase plans in April 2020.

In connection with our initiatives to preserve cash for a prolonged economic downturn caused by the COVID-19 pandemic, we reached an agreement with
the former owner of ARGES GmbH (“ARGES”) in April 2020 to postpone a portion of the deferred cash consideration. We paid the seller €5.0 million in cash in
June 2020 and expect to pay €20.0 million in cash in December 2020.

As of October 2, 2020, we had cash and cash equivalents of $106.6 million and available borrowing capacity under our revolving credit facility of $398.8
million. We have reviewed numerous potential scenarios in connection with the impact of COVID-19 on our business. Based on our analysis, we believe our
existing balances of cash and cash equivalents, anticipated cash flows from our operating activities, and available borrowing capacity under our revolving credit
facility will be sufficient to meet our cash needs arising in the ordinary course of business for the next twelve months. Additionally, we believe we will remain in
compliance with our debt covenants for the next twelve months.

 

Results of Operations for the Three and Nine Months Ended October 2, 2020 Compared with the Three and Nine Months Ended September 27, 2019

The following table sets forth our unaudited results of operations as a percentage of revenue for the periods indicated:

 Three Months Ended    Nine Months Ended  
 October 2,   September 27,   October 2,   September 27,  
 2020   2019   2020   2019  
Revenue  100.0%   100.0%   100.0%   100.0%
Cost of revenue  58.6   58.4   58.9   57.9 
Gross profit  41.4   41.6   41.1   42.1 
Operating expenses:                

Research and development and engineering  10.7   9.0   10.2   8.8 
Selling, general and administrative  18.7   18.1   18.6   19.1 
Amortization of purchased intangible assets  2.5   2.6   2.3   2.5 
Restructuring, acquisition, and related costs  1.2   3.6   1.3   2.6 

Total operating expenses  33.1   33.3   32.4   33.0 
Operating income  8.3   8.3   8.8   9.1 
Interest income (expense), net  (1.2)   (1.4)   (1.1)   (1.4)
Foreign exchange transaction gains (losses), net  (0.1)   0.3   (0.0)   0.1 
Other income (expense), net  (0.0)   (0.0)   0.0   (0.0)
Income before income taxes  7.0   7.1   7.6   7.8 
Income tax provision  1.2   1.3   0.4   1.0 
Consolidated net income  5.8%   5.8%   7.2%   6.8%
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Overview of Financial Results

Total revenue of $142.9 million for the three months ended October 2, 2020 decreased $11.1 million, or 7.2%, from the prior year period primarily due to
the COVID-19 pandemic as we experienced decreased demand in the advanced industrial market related to reductions in industrial manufacturing spending and in
the medical market as a result of deferrals of elective surgical procedures. The effect of our prior year acquisitions resulted in an increase in revenue of $0.1
million, or 0.1%. In addition, foreign currency exchange rates positively impacted our revenue by $2.6 million, or 1.7%, for the three months ended October 2,
2020.

Total revenue of $443.1 million for the nine months ended October 2, 2020 decreased $23.3 million, or 5.0%, from the prior year period primarily due to the
COVID-19 pandemic as we experienced decreased demand in the advanced industrial market related to reductions in industrial manufacturing spending and in the
medical market as a result of deferrals of elective surgical procedures. The effect of our prior year acquisitions resulted in an increase in revenue of $8.4 million, or
1.8%. In addition, foreign currency exchange rates adversely impacted our revenue by $0.2 million, or 0.1%, for the nine months ended October 2, 2020.

Operating income of $11.9 million for the three months ended October 2, 2020 decreased $0.9 million, or 7.3%, from the prior year period. This decrease
was primarily attributable to a decrease in gross profit of $4.9 million as a result of lower revenue, partially offset by a decrease in restructuring, acquisition, and
related costs of $3.9 million.

Operating income of $38.8 million for the nine months ended October 2, 2020 decreased $3.5 million, or 8.2%, from the prior year period. This decrease
was primarily attributable to a decrease in gross profit of $13.9 million as a result of lower revenue and an increase in R&D spending of $3.8 million, offset by
decreases in SG&A expenses of $6.5 million and restructuring, acquisition, and related costs of $6.3 million.

Basic earnings per common share (“Basic EPS”) of $0.23 for the three months ended October 2, 2020 decreased $0.02 from the prior year period. Diluted
earnings per common share (“Diluted EPS”) of $0.23 for the three months ended October 2, 2020 decreased $0.02 from the prior year period. The decrease was
primarily attributable to a decrease in operating income.

Basic EPS of $0.91 for the nine months ended October 2, 2020 increased $0.01 from the prior year period. The increase was primarily attributable to
decreases in income tax provision and net interest expense, partially offset by a decrease in operating income. Diluted EPS of $0.89 for the nine months ended
October 2, 2020 remained flat from the prior year period.

Revenue

The following table sets forth external revenue by reportable segment for the periods noted (dollars in thousands):

 Three Months Ended           
 October 2,    September 27,    Increase    Percentage  
 2020   2019   (Decrease)   Change  
Photonics $ 46,394  $ 54,570  $ (8,176)   (15.0)%
Vision  64,299   69,923   (5,624)   (8.0)%
Precision Motion  32,236   29,573   2,663   9.0%
Total $ 142,929  $ 154,066  $ (11,137)   (7.2)%
 
 Nine Months Ended          
 October 2,    September 27,    Increase    Percentage  
 2020   2019   (Decrease)   Change  
Photonics $ 149,337  $ 172,081  $ (22,744)   (13.2)%
Vision  198,047   201,754   (3,707)   (1.8)%
Precision Motion  95,741   92,562   3,179   3.4%
Total $ 443,125  $ 466,397  $ (23,272)   (5.0)%

Photonics

Photonics segment revenue for the three months ended October 2, 2020 decreased by $8.2 million, or 15.0%, versus the prior year period, primarily due to
decreased demand in the advanced industrial market related to reductions in industrial manufacturing spending and in the medical market as a result of deferrals of
elective surgical procedures and a reduction in certain medical diagnostic testing during the COVID-19 pandemic.
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Photonics segment revenue for the nine months ended October 2, 2020 decreased by $22.7 million, or 13.2%, versus the prior year period, primarily due to
decreased demand in the advanced industrial market related to reductions in industrial manufacturing spending and in the medical market as a result of deferrals of
elective surgical procedures and a reduction in certain medical diagnostic testing during the COVID-19 pandemic, partially offset by a $3.3 million increase in
revenue from the ARGES acquisition consummated in July 2019.

Vision

Vision segment revenue for the three months ended October 2, 2020 decreased by $5.6 million, or 8.0%, versus the prior year period, primarily due to a
decrease in revenue from our minimally invasive surgery (“MIS”) products as a result of deferrals of elective surgical procedures during the COVID-19 pandemic.

Vision segment revenue for the nine months ended October 2, 2020 decreased by $3.7 million, or 1.8%, versus the prior year period, primarily due to a
decrease in revenue from our MIS products as a result of deferrals of elective surgical procedures during the COVID-19 pandemic, partially offset by a $3.0 million
increase in revenue from the Med X Change acquisition consummated in June 2019 and an increase in revenue from our optical data collection products.

Precision Motion

Precision Motion segment revenue for the three months ended October 2, 2020 increased by $2.7 million, or 9.0%, versus the prior year period, primarily
due to an increase in revenue related to microelectronics demand, partially offset by decreased demand in the medical market as a result of deferrals of elective
surgical procedures during the COVID-19 pandemic.

Precision Motion segment revenue for the nine months ended October 2, 2020 increased by $3.2 million, or 3.4%, versus the prior year period, primarily
due to an increase in revenue related to microelectronics demand, partially offset by decreased demand in the medical market as a result of deferrals of elective
surgical procedures during the COVID-19 pandemic.

Gross Profit and Gross Profit Margin

The following table sets forth the gross profit and gross profit margin for each of our reportable segments for the periods noted (dollars in thousands):

 Three Months Ended    Nine Months Ended  
 October 2,   September 27,   October 2,   September 27,  
 2020   2019   2020   2019  
Gross profit:                

Photonics $ 20,166  $ 25,289  $ 65,725  $ 79,911 
Vision  24,586   26,922   75,676   78,106 
Precision Motion  15,011   12,504   42,753   39,784 
Unallocated Corporate and Shared Services  (658)   (661)   (1,902)   (1,676)
Total $ 59,105  $ 64,054  $ 182,252  $ 196,125 

Gross profit margin:                
Photonics  43.5%   46.3%   44.0%   46.4%
Vision  38.2%   38.5%   38.2%   38.7%
Precision Motion  46.6%   42.3%   44.7%   43.0%
                

Total  41.4%   41.6%   41.1%   42.1%

Gross profit and gross profit margin can be influenced by a number of factors, including product mix, pricing, volume, manufacturing efficiencies and
utilization, costs for raw materials and outsourced manufacturing, trade tariffs, freight costs, headcount, inventory obsolescence and warranty expenses.

Photonics

Photonics segment gross profit for the three months ended October 2, 2020 decreased $5.1 million, or 20.3%, versus the prior year period, primarily due to a
decrease in revenue. Photonics segment gross profit margin was 43.5% for the three months ended October 2, 2020, versus a gross profit margin of 46.3% for the
prior year period. The decrease in gross profit margin was primarily attributable to lower factory utilization associated with lower production volumes and higher
period costs as a result of the COVID-19 pandemic.
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Photonics segment gross profit for the nine months ended October 2, 2020 decreased $14.2 million, or 17.8%, versus the prior year period, primarily due to
a decrease in revenue. Photonics segment gross profit margin was 44.0% for the nine months ended October 2, 2020, versus a gross profit margin of 46.4% for the
prior year period. The decrease in gross profit margin was primarily attributable to lower factory utilization associated with lower production volumes and higher
period costs as a result of the COVID-19 pandemic.

Vision

Vision segment gross profit for the three months ended October 2, 2020 decreased $2.3 million, or 8.7%, versus the prior year period, primarily due to a
decrease in revenue. Vision segment gross profit margin was 38.2% for the three months ended October 2, 2020, versus a gross profit margin of 38.5% for the prior
year period. The decrease in gross profit margin was primarily attributable to unfavorable product mix changes as a result of the COVID-19 pandemic.

Vision segment gross profit for the nine months ended October 2, 2020 decreased $2.4 million, or 3.1%, versus the prior year period, primarily due to a
decrease in revenue. Vision segment gross profit margin was 38.2% for the nine months ended October 2, 2020, versus a gross profit margin of 38.7% for the prior
year period. The decrease in gross profit margin was primarily attributable to unfavorable product mix changes as a result of the COVID-19 pandemic.

Precision Motion

Precision Motion segment gross profit for the three months ended October 2, 2020 increased $2.5 million, or 20.0%, versus the prior year period, primarily
due to an increase in revenue and an increase in gross profit margin. Precision Motion segment gross profit margin was 46.6% for the three months ended October
2, 2020, versus a gross profit margin of 42.3% for the prior year period. The increase in gross profit margin was primarily attributable to favorable product and
customer mix changes.

Precision Motion segment gross profit for the nine months ended October 2, 2020 increased $3.0 million, or 7.5%, versus the prior year period, primarily
due to an increase in revenue and an increase in gross profit margin. Precision Motion segment gross profit margin was 44.7% for the nine months ended October
2, 2020, versus a gross profit margin of 43.0% for the prior year period. The increase in gross profit margin was primarily attributable to favorable product and
customer mix changes.

Operating Expenses

The following table sets forth operating expenses for the periods noted (in thousands):

 Three Months Ended    Nine Months Ended  
 October 2,   September 27,   October 2,   September 27,  
 2020   2019   2020   2019  
Research and development and engineering $ 15,231  $ 13,811  $ 45,005  $ 41,196 
Selling, general and administrative  26,788   27,926   82,451   88,977 
Amortization of purchased intangible assets  3,533   3,970   10,388   11,740 
Restructuring, acquisition, and related costs  1,687   5,546   5,591   11,913 
Total $ 47,239  $ 51,253  $ 143,435  $ 153,826

 

Research and Development and Engineering Expenses

Research and Development and Engineering (“R&D”) expenses are primarily comprised of employee compensation related expenses and cost of materials
for R&D projects. R&D expenses were $15.2 million, or 10.7% of revenue, during the three months ended October 2, 2020, versus $13.8 million, or 9.0% of
revenue, during the prior year period. R&D expenses increased in terms of total dollars and as a percentage of revenue primarily due to higher R&D project
spending and higher share-based compensation expense.

R&D expenses were $45.0 million, or 10.2% of revenue, during the nine months ended October 2, 2020, versus $41.2 million, or 8.8% of revenue, during
the prior year period. R&D expenses increased in terms of total dollars and as a percentage of revenue primarily due to R&D expenses from 2019 acquisitions,
higher R&D project spending and higher share-based compensation expense.

Selling, General and Administrative Expenses

Selling, general and administrative (“SG&A”) expenses include costs for sales and marketing, sales administration, finance, human resources, legal,
information systems, and executive management functions. SG&A expenses were $26.8 million, or 18.7% of
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revenue, during the three months ended October 2, 2020, versus $27.9 million, or 18.1% of revenue, during the prior year period. SG&A expenses decreased in
terms of total dollars primarily due to lower salaries as a result of unpaid-time off, and lower travel costs and other discretionary spending, partially offset by higher
share-based compensation expense.

SG&A expenses were $82.5 million, or 18.6% of revenue, during the nine months ended October 2, 2020, versus $89.0 million, or 19.1% of revenue, during
the prior year period. SG&A expenses decreased in terms of total dollars and as a percentage of revenue primarily due to lower variable compensation as we
eliminated 2020 annual bonuses, lower salaries due to unpaid-time off, and lower travel costs and other discretionary spending, partially offset by higher share-
based compensation expense.

Amortization of Purchased Intangible Assets

Amortization of purchased intangible assets, excluding the amortization of developed technologies included in cost of revenue, was $3.5 million, or 2.5% of
revenue, during the three months ended October 2, 2020, versus $4.0 million, or 2.6% of revenue, during the prior year period.
 

Amortization of purchased intangible assets, excluding the amortization of developed technologies included in cost of revenue, was $10.4 million, or 2.3%
of revenue, during the nine months ended October 2, 2020, versus $11.7 million, or 2.5% of revenue, during the prior year period.

Restructuring, Acquisition, and Related Costs

We recorded restructuring, acquisition, and related costs of $1.7 million during the three months ended October 2, 2020, versus $5.5 million during the prior
year period. The decrease in restructuring, acquisition, and related costs versus the prior year period was primarily due to a decrease in acquisition and related
charges attributable to higher professional services fees for acquisitions in the prior year.

We recorded restructuring, acquisition, and related costs of $5.6 million during the nine months ended October 2, 2020, versus $11.9 million during the
prior year period. The decrease in restructuring, acquisition, and related costs versus the prior year period was primarily due to a decrease in restructuring charges
of $2.4 million and a decrease in acquisition and related costs of $3.9 million. The decrease in acquisition and related costs was primarily attributable to higher
professional services fees for acquisitions in the prior year and a decrease in costs recognized under earn-out agreements in the current year period, offset by legal
fees during the nine months ended October 2, 2020 related to a dispute involving a company we acquired in 2019.

Operating Income (Loss) by Segment

The following table sets forth operating income (loss) by segment for the periods noted (in thousands):

 Three Months Ended   Nine Months Ended  
 October 2,   September 27,   October 2,   September 27,  
 2020   2019   2020   2019  
Operating Income (Loss)                

Photonics $ 7,026  $ 10,661  $ 22,878  $ 34,637 
Vision  3,799   5,830   14,098   14,602 
Precision Motion  7,675   5,221   20,728   16,839 
Unallocated Corporate and Shared Services  (6,634)   (8,911)   (18,887)   (23,779)

Total $ 11,866  $ 12,801  $ 38,817  $ 42,299
 

Photonics

Photonics segment operating income was $7.0 million, or 15.1% of revenue, during the three months ended October 2, 2020, versus $10.7 million, or 19.5%
of revenue, during the prior year period. The decrease in operating income was primarily due to a decrease in gross profit of $5.1 million and an increase in R&D
spending of $0.5 million, offset by a decrease in restructuring, acquisition, and related charges of $1.2 million and a decrease in amortization of purchased
intangible assets of $0.6 million.

Photonics segment operating income was $22.9 million, or 15.3% of revenue, during the nine months ended October 2, 2020, versus $34.6 million, or
20.1% of revenue, during the prior year period. The decrease in operating income was primarily due to a decrease in gross profit of $14.2 million and an increase in
R&D spending of $2.7 million, partially offset by a decrease in SG&A expenses of $1.2 million, a decrease in restructuring, acquisition, and related charges of $2.4
million, and a decrease in amortization of purchased intangible assets of $1.5 million.
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Vision

Vision segment operating income was $3.8 million, or 5.9% of revenue, during the three months ended October 2, 2020, versus $5.8 million, or 8.3% of
revenue, during the prior year period. The decrease in operating income was primarily due to a decrease in gross profit of $2.3 million, an increase in R&D
spending of $0.6 million, and an increase in restructuring, acquisition, and related charges of $0.6 million, partially offset by a decrease in SG&A expenses of $1.6
million.

Vision segment operating income was $14.1 million, or 7.1% of revenue, during the nine months ended October 2, 2020, versus $14.6 million, or 7.2% of
revenue, during the prior year period. The decrease in operating income was primarily due to a decrease in gross profit of $2.4 million, an increase in R&D
spending of $0.9 million, and an increase in restructuring, acquisition, and related charges of $1.1 million, partially offset by a decrease in SG&A expenses of $4.2
million.

Precision Motion

Precision Motion segment operating income was $7.7 million, or 23.8% of revenue, during the three months ended October 2, 2020, versus $5.2 million, or
17.7% of revenue, during the prior year period. The increase in operating income was primarily due to an increase in gross profit of $2.5 million.

Precision Motion segment operating income was $20.7 million, or 21.7% of revenue, during the nine months ended October 2, 2020, versus $16.8 million,
or 18.2% of revenue, during the prior year period. The increase in operating income was primarily due to an increase in gross profit of $3.0 million and a decrease
in SG&A expenses of $0.8 million.

Unallocated Corporate and Shared Services

Unallocated corporate and shared services costs primarily represent costs of corporate and shared services functions that are not allocated to the operating
segments, including certain restructuring and most acquisition costs. These costs for the three months ended October 2, 2020 decreased by $2.3 million versus the
prior year period primarily due to a decrease in restructuring, acquisition, and related costs of $3.0 million, partially offset by higher shared-based compensation
expense.

Unallocated corporate and shared services costs for the nine months ended October 2, 2020 decreased by $4.9 million versus the prior year period primarily
due to a decrease in restructuring, acquisition, and related costs of $4.8 million.

Other Income and Expense Items

The following table sets forth other income and expense items for the periods noted (in thousands):

 Three Months Ended    Nine Months Ended  
 October 2,   September 27,   October 2,   September 27,  
 2020   2019   2020   2019  
Interest income (expense), net $ (1,698)  $ (2,153)  $ (5,077)  $ (6,357)
Foreign exchange transaction gains (losses), net  (136)   387   (164)   455 
Other income (expense), net  (14)   (48)   47   (186)

Interest Income (Expense), Net

Net interest expense was $1.7 million for the three months ended October 2, 2020, versus $2.2 million in the prior year period. The decrease in net interest
expense was primarily due to a decrease in average debt levels and a decrease in the weighted average interest rate on our senior credit facilities. The weighted
average interest rate on our senior credit facilities was 2.31% during the three months ended October 2, 2020, versus 3.13% during the three months ended
September 27, 2019.

Net interest expense was $5.1 million for the nine months ended October 2, 2020, versus $6.4 million in the prior year period. The decrease in net interest
expense was primarily due to a decrease in average debt levels and a decrease in the weighted average interest rate on our senior credit facilities. The weighted
average interest rate on our senior credit facilities was 2.37% during the nine months ended October 2, 2020, versus 3.46% during the nine months ended
September 27, 2019.
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Foreign Exchange Transaction Gains (Losses), Net

Foreign exchange transaction gains (losses) were $0.1 million net losses for the three months ended October 2, 2020, versus $0.4 million net gains in the
prior year period. The decrease in net gains was primarily due to changes in the value of the U.S. Dollar against the British Pound and the Euro and lower net
realized gains from foreign currency contracts.

Foreign exchange transaction gains (losses) were $0.2 million net losses for the nine months ended October 2, 2020, versus $0.5 million net gains in the
prior year period. The decrease in net gains was primarily due to changes in the value of the U.S. Dollar against the British Pound and the Euro and lower net
realized gains from foreign currency contracts.

Other Income (Expense), Net

Net other expense was nominal for both the three and nine months ended October 2, 2020 and the three and nine months ended September 27, 2019.

Income Tax Provision

Our effective tax rate for the three months ended October 2, 2020 was 17.6%, versus 18.8% for the prior year period. Our effective tax rate of 17.6% for the
three months ended October 2, 2020 differs from the Canadian statutory tax rate of 29.0% primarily due to the mix of income earned in jurisdictions with varying
tax rates, estimated deductions for Foreign Derived Intangible Income, U.K. patent box deductions and other tax credits.

Our effective tax rate of 18.8% for the three months ended September 27, 2019 differs from the Canadian statutory tax rate of 29.0% primarily due to the
mix of income earned in jurisdictions with varying tax rates, estimated deductions for Foreign Derived Intangible Income, U.K. patent box deductions and other tax
credits.

Our effective tax rate for the nine months ended October 2, 2020 was 5.2%, versus 12.9% for the prior year period. Our effective tax rate of 5.2% for the
nine months ended October 2, 2020 differs from the Canadian statutory tax rate of 29.0% primarily due to the mix of income earned in jurisdictions with varying
tax rates, estimated deductions for Foreign Derived Intangible Income, U.K. patent box deductions, other tax credits, windfall tax benefits upon vesting of certain
share-based compensation awards during the period, and a release of a portion of the valuation allowance on our deferred tax assets in Canada. For the nine months
ended October 2, 2020, the windfall tax benefits upon vesting of certain share-based compensation awards and the release of the valuation allowance had a benefit
of 7.9% and 3.3%, respectively, on our effective tax rate.

Our effective tax rate of 12.9% for the nine months ended September 27, 2019 differs from the Canadian statutory tax rate of 29.0% primarily due to the
mix of income earned in jurisdictions with varying tax rates, estimated deductions for Foreign Derived Intangible Income, U.K. patent box deductions, other tax
credits, and windfall tax benefits upon vesting of certain share-based compensation awards during the period. For the nine months ended September 27, 2019, the
windfall tax benefits upon vesting of certain share-based compensation awards had a benefit of 7.4% on our effective tax rate.

On March 27, 2020, the U.S. federal government enacted the CARES Act in response to the COVID-19 pandemic. The CARES Act is an emergency
economic stimulus package which, among other things, contains numerous provisions concerning income taxes. The CARES Act will not have a material impact
on our income taxes or related disclosures.

Liquidity and Capital Resources

We assess our liquidity in terms of our ability to generate cash to fund our operating, investing, and financing activities. Our primary ongoing cash
requirements are funding operations, capital expenditures, investments in businesses, and repayment of debt and related interest payments. Our primary sources of
liquidity are cash flows from operations and borrowings under our revolving credit facility. We believe our future operating cash flows will be sufficient to meet
our future operating and capital expenditure cash needs for the foreseeable future, including at least the next 12 months. The availability of borrowing capacity
under our revolving credit facility provides another potential source of liquidity for acquisitions. We may also seek to raise additional capital, which could be in the
form of bonds, convertible debt or equity, to fund business development activities or other future investing cash requirements, subject to approval by the lenders in
the Third Amended and Restated Credit Agreement. There is no assurance that such capital will be available on reasonable terms or at all.

Significant factors affecting the management of our ongoing cash requirements are the adequacy of available bank lines of credit and our ability to attract
long term capital with satisfactory terms. The sources of our liquidity are subject to all of the risks of our business and could be adversely affected by, among other
factors, risks associated with events outside our control, such as the  economic consequences of the COVID-19 pandemic, a decrease in demand for our products,
our ability to integrate current and future
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acquisitions, deterioration in certain financial ratios, availability of borrowings under our revolving credit facility, and market changes in general. See “Risks
Relating to Our Common Shares and Our Capital Structure” included in Item 1A of our Annual Report on Form 10-K for the fiscal year ended December 31, 2019.

Our ability to make payments on our indebtedness and to fund our operations may be dependent upon the earnings and the distribution of funds from our
subsidiaries. Local laws and regulations and/or the terms of our indebtedness restrict certain of our subsidiaries from paying dividends and transferring assets to us.
There is no assurance that the applicable laws and regulations and/or the terms of our indebtedness will permit our subsidiaries to provide us with sufficient
dividends, distributions or loans when necessary.

As of October 2, 2020, $69.6 million of our $106.6 million cash and cash equivalents was held by subsidiaries outside of Canada and the United States.
Generally, our intent is to use cash held in these foreign subsidiaries to fund our local operations or acquisitions by those local subsidiaries and to pay down
borrowings under our Senior Credit Facilities (as defined below). Approximately $179.0 million of our outstanding term loan and revolver borrowings under our
Senior Credit Facilities were held in our subsidiaries outside of Canada and the United States. Additionally, we may use intercompany loans to address short-term
cash flow needs for various subsidiaries.

In connection with our initiatives to preserve cash for a prolonged economic downturn caused by the COVID-19 pandemic, we reached an agreement with
the former owner of ARGES in April 2020 to settle net working capital adjustments and to postpone a portion of the deferred cash consideration. We paid the seller
€5.0 million in cash in June 2020 and expect to pay €20.0 million in cash in December 2020. We also are deferring certain U.S. payroll tax payments in 2020 in
accordance with relief provisions under the CARES Act. As of October 2, 2020, we deferred $2.0 million in certain U.S. payroll tax payments under the CARES
Act. As permitted under the CARES Act, we expect to pay half of the deferred U.S. payroll tax by December 31, 2021 and the remaining half by December 31,
2022.

In addition, with respect to the COVID-19 pandemic impact on liquidity, we have taken actions to reduce costs and cash expenditures across the Company.
These included reducing hiring activities, restricting travel, adjusting employee compensation by eliminating fiscal year 2020 cash bonuses and base salary
increases, implementing an unpaid time-off program for substantially all of our non-production workforce, limiting discretionary spending, reducing or deferring
spending on capital investment projects, and deferring lease payments on certain facilities.

Senior Credit Facilities

In December 2019, we entered into the Third Amended and Restated Credit Agreement, consisting of a $100.0 million U.S. dollar equivalent euro-
denominated 5-year term loan facility (approximately €90.2 million) and a $350.0 million 5-year revolving credit facility (collectively, the “Senior Credit
Facilities”). The Senior Credit Facilities mature in December 2024 and included an uncommitted “accordion” feature pursuant to which the commitments under the
revolving credit facility may be increased by an additional $200.0 million in aggregate, subject to certain customary conditions. The term loan facility requires
quarterly scheduled principal repayments of approximately €1.1 million beginning in March 2020 with the remaining principal balance due upon maturity. We may
make additional principal payments at any time, which will reduce the next quarterly installment payment due. We may pay down outstanding borrowings under
our revolving credit facility with cash on hand and cash generated from future operations at any time.

On March 27, 2020, we entered into an amendment (the “First Amendment”) to the Third Amended and Restated Credit Agreement and exercised a portion
of the uncommitted accordion feature. The First Amendment increased the revolving credit facility commitment under the Third Amended and Restated Credit
Agreement by $145.0 million, from $350.0 million to $495.0 million, and reset the uncommitted accordion feature to $200.0 million for potential future expansion.

As of October 2, 2020, we had $101.8 million term loan and $96.2 million revolver borrowings outstanding under our Senior Credit Facilities. The
borrowings outstanding under the Senior Credit Facilities bear interest at rates based on (a) the Base Rate, as defined in the Third Amended and Restated Credit
Agreement, plus a margin ranging between 0.25% and 1.25% per annum, determined by reference to our consolidated leverage ratio, or (b) the Eurocurrency Rate,
as defined in the Third Amended and Restated Credit Agreement, plus a margin ranging between 1.25% and 2.25% per annum, determined by reference to our
consolidated leverage ratio. In addition, we are obligated to pay a commitment fee on the unused portion of the revolving credit facility, ranging between 0.20%
and 0.40% per annum, determined by reference to our consolidated leverage ratio. As of October 2, 2020, we had outstanding borrowings under the Third
Amended and Restated Credit Agreement denominated in Euro and U.S. Dollars of $179.0 million and $19.0 million, respectively.
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The Third Amended and Restated Credit Agreement contains various covenants that we believe are usual and customary for this type of agreement,
including a maximum consolidated leverage ratio and a minimum consolidated fixed charge coverage ratio (as defined in the Third Amended and Restated Credit
Agreement). The following table summarizes these financial covenants and our compliance therewith as of October 2, 2020:

 Requirement   Actual  
Maximum consolidated leverage ratio  3.50   1.45 
Minimum consolidated fixed charge coverage ratio  1.50   8.56

 

Share Repurchase Plans

Our Board of Directors may approve share repurchase plans from time to time. Under these repurchase plans, shares may be repurchased at our discretion
based on ongoing assessment of the capital needs of the business, the market price of our common shares, and general market conditions. Shares may also be
repurchased through an accelerated share purchase agreement, on the open market or in privately negotiated transactions in accordance with applicable federal
securities laws. Repurchases may be made under certain SEC regulations, which would permit common shares to be repurchased when we would otherwise be
prohibited from doing so under insider trading laws. While the share repurchase plans are generally intended to offset dilution from equity awards granted to our
employees and directors, the plans do not obligate us to acquire any particular amount of common shares. No time limit is typically set for the completion of the
share repurchase plans, and the plans may be suspended or discontinued at any time. We expect to fund share repurchases through cash on hand and cash generated
from operations.

In October 2018, our Board of Directors approved a share repurchase plan (the “2018 Repurchase Plan”) authorizing the repurchase of $25.0 million worth
of common shares. Share repurchases have been made under the 2018 Repurchase Plan pursuant to Rule 10b-18 under the Securities Exchange Act of 1934.
During the nine months ended October 2, 2020, we repurchased 65 thousand shares for an aggregate purchase price of $5.5 million at an average price of $84.55
per share under the 2018 Repurchase Plan. We had $9.5 million available for share repurchases under the 2018 Repurchase Plan as of October 2, 2020.

In February 2020, our Board of Directors approved a new share repurchase plan (the “2020 Repurchase Plan”) authorizing the repurchase of an additional
$50.0 million worth of common shares. We expect that share repurchases will be made under the 2020 Repurchase Plan pursuant to Rule 10b-18 under the
Securities Exchange Act of 1934 after the 2018 Repurchase Plan is completed. No shares have been repurchased under the 2020 Repurchase Plan to date.

In an effort to preserve cash in light of the economic slowdown caused by the COVID-19 pandemic, we have temporarily suspended repurchases under our
share repurchase plans since April 2020.

Cash Flows for the Nine Months Ended October 2, 2020 and September 27, 2019

The following table summarizes our cash flows, cash and cash equivalents, and unused and available funds under our revolving credit facility for the
periods indicated (in thousands):

 Nine Months Ended  
 October 2,   September 27,  
 2020   2019  
Net cash provided by operating activities $ 93,686  $ 27,843 
Net cash used in investing activities $ (9,796)  $ (61,052)
Net cash provided by (used in) financing activities $ (57,195)  $ 12,379

 

 
 October 2,    December 31,  
 2020   2019  
Cash and cash equivalents $ 106,630  $ 78,944 
Unused and available funds under revolving credit facility $ 398,773  $ 226,616

 

Operating Cash Flows

Cash provided by operating activities was $93.7 million for the nine months ended October 2, 2020, versus $27.8 million for the prior year period. Cash
provided by operating activities for the nine months ended October 2, 2020 increased from the prior year period primarily due to working capital improvements
resulting in an increase in cash flows from accounts receivable and inventory, and a decrease in income tax payments.
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Cash provided by operating activities for the nine months ended October 2, 2020 was positively impacted by an increase in our inventory turnover ratio
from 3.1 at December 31, 2019 to 3.3 at October 2, 2020 and a decrease in accounts receivable, offset by a decrease in our days payables outstanding which
decreased from 53 days at December 31, 2019 to 44 days at October 2, 2020. During the nine months ended October 2, 2020, we paid the 2019 annual employee
bonuses which had been accrued for as of December 31, 2019.

Cash provided by operating activities for the nine months ended September 27, 2019 was negatively impacted by an increase in our days sales outstanding
which increased from 51 days at December 31, 2018 to 59 days at September 27, 2019 primarily due to poor sales linearity, a decrease in our days payables
outstanding which decreased from 52 days at December 31, 2018 to 48 days at September 27, 2019 and an increase in inventories. Our inventory turnover ratio
decreased from 3.4 at December 31, 2018 to 3.2 at September 27, 2019. During the nine months ended September 27, 2019, we paid the first milestone payment
under the earn-out agreement for our acquisition of Zettlex Holdings Limited amounting to $3.9 million and paid the 2018 annual employee bonuses, both of which
had been accrued for as of December 31, 2018.

Investing Cash Flows

Cash used in investing activities was $9.8 million for the nine months ended October 2, 2020, primarily driven by capital expenditures of $7.2 million and a
payment for intangible assets of $2.6 million related to our 2016 asset acquisition of video signal processing and management technologies.

Cash used in investing activities was $61.1 million for the nine months ended September 27, 2019, primarily driven by the Arges GmbH, Med X Change
Inc., and Ingenia CAT, S.L. acquisitions. In connection with these acquisitions, we paid $53.1 million cash considerations, net of cash acquired, during the nine
months ended September 27, 2019. We also paid $8.0 million for capital expenditures during the nine months ended September 27, 2019.

We have no material commitments to purchase property, plant, and equipment as of October 2, 2020. We expect to use an aggregate of approximately $8
million to $9 million in fiscal 2020 for capital expenditures related to investments in new property, plant and equipment.

Financing Cash Flows

Cash used in financing activities was $57.2 million for the nine months ended October 2, 2020, primarily due to $34.0 million in  repayments of borrowings
under our Senior Credit Facilities, $8.3 million of payroll tax payments upon vesting of share-based compensation awards, $5.8 million payments of deferred and
escrowed purchase price related to prior year acquisitions, $5.5 million of repurchases of common shares, and $1.6 million of fees paid in connection with the First
Amendment to our Third Amended and Restated Credit Agreement. We expect to pay the final ARGES deferred purchase price of €20.0 million in cash in
December 2020.

Cash provided by financing activities was $12.4 million for the nine months ended September 27, 2019, primarily due to $66.8 million of borrowings under
our revolving credit facility used to fund the Arges GmbH, Med X Change Inc., and Ingenia CAT, S.L. acquisitions, partially offset by $40.8 million repayments of
borrowings under our Senior Credit Facilities, $6.8 million of payroll tax payments upon vesting of share-based compensation awards, and $6.7 million of
repurchases of common shares.

Off-Balance Sheet Arrangements, Contractual Obligations

Contractual Obligations

Our contractual obligations primarily consist of the principal and interest payments associated with our Senior Credit Facilities, operating and finance
leases, purchase commitments, pension obligations, deferred cash considerations associated with acquisitions, contingent considerations and earn-outs. Such
contractual obligations are described in our Management’s Discussion and Analysis of Financial Condition and Results of Operations and in the Notes to
Consolidated Financial Statements, each included in our Annual Report on Form 10-K for the fiscal year ended December 31, 2019. As of October 2, 2020, other
than the First Amendment to the Third Amended and Restated Credit Agreement, we have not entered into any other material new or modified contractual
obligations since December 31, 2019.

Off-Balance Sheet Arrangements

Through October 2, 2020, we have not entered into any other off-balance sheet arrangements or material transactions with any unconsolidated entities or
other persons.
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Critical Accounting Policies and Estimates

The critical accounting policies that we believe impact significant judgments and estimates used in the preparation of our consolidated financial statements
presented in this periodic report on Form 10-Q are described in our Management’s Discussion and Analysis of Financial Condition and Results of Operations and
in the Notes to Consolidated Financial Statements, each included in our Annual Report on Form 10-K for the fiscal year ended December 31, 2019. There have
been no material changes to our critical accounting policies and estimates through October 2, 2020 from those disclosed in our Annual Report on Form 10-K for
the fiscal year ended December 31, 2019.

Recent Accounting Pronouncements

See Note 1 to Consolidated Financial Statements.

Item 3. Quantitative and Qualitative Disclosures about Market Risk

Our primary market risk exposures are foreign currency exchange rate fluctuations and interest rate sensitivity. During the three months ended October 2,
2020, there have been no material changes to the information included under Part II, Item 7A, “Quantitative and Qualitative Disclosures About Market Risk,” in
our Annual Report on Form 10-K for the fiscal year ended December 31, 2019.

Item 4. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

As required by Rule 13a-15(b) under the Securities and Exchange Act of 1934 (the “Exchange Act”), our management carried out an evaluation, with the
participation of our Chief Executive Officer and Chief Financial Officer, of the effectiveness of our disclosure controls and procedures (as defined in Rule 13a-
15(e) of the Exchange Act) as of October 2, 2020, the end of the period covered by this report. Based upon this evaluation, our Chief Executive Officer and Chief
Financial Officer have concluded that our disclosure controls and procedures were effective as of October 2, 2020.

Changes in Internal Control over Financial Reporting

There has been no change to our internal control over financial reporting during the fiscal quarter ended October 2, 2020 that has materially affected, or is
reasonably likely to materially affect, our internal control over financial reporting.
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PART II—OTHER INFORMATION

Item 1. Legal Proceedings

In April 2020, the Company received notification of an arbitration demand filed with the American Arbitration Association against a business acquired by
the Company in June 2019. The arbitration demand was filed by a contract counterparty to a joint product development agreement entered into by the business
before Novanta acquired it. The arbitration demand alleges breach of contract and other claims arising out of allegations that the business failed to engage in
required marketing activities for the product developed under the joint product development agreement. The claimant is seeking compensatory and punitive
damages, lost profits and other relief. The Company believes that the claims are without merit and no amount has been accrued for in the consolidated financial
statements.

The Company is subject to various legal proceedings and claims that arise in the ordinary course of business. The Company does not believe that the
outcome of these claims will have a material adverse effect upon its financial condition or results of operations but there can be no assurance that any such claims,
or any similar claims, would not have a material adverse effect upon its financial condition or results of operations.

Item 1A. Risk Factors

The Company’s risk factors are described in Part I, Item 1A, “Risk Factors”, of the Company’s Annual Report on Form 10-K for the fiscal year ended
December 31, 2019. Except as set forth below, there have been no material changes in our risk factors included in our Annual Report.

To the extent the COVID-19 pandemic adversely affects our business, results of operations, financial condition and cash flows, it may also heighten many
of the risks described in the “Risk Factors” section of our Annual Report on Form 10-K for the fiscal year ended December 31, 2019. The ultimate impact of
COVID-19 on our business, results of operations, financial condition and cash flows is dependent on future developments, including the duration of the pandemic
and the related length of its impact on the global economy, which are uncertain and cannot be predicted at this time.

The COVID-19 pandemic has adversely impacted and is expected to further adversely impact our business and results of operations.

In 2020, a strain of novel coronavirus disease, COVID-19, was declared a pandemic and has spread across the world, including throughout the United
States, Europe and Asia. The outbreak and government measures taken in response have also had a significant adverse impact, both direct and indirect, on our
businesses and the economy. We have experienced weakened demand from certain customers in the advanced industrial and medical end-markets, which has
adversely affected and is expected to continue to adversely affect our revenues.  For example, healthcare providers have deferred elective medical procedures in
order to focus on combatting the pandemic, which has significantly reduced demand for certain of our medical products. Certain other customers have delayed their
research and development programs, which has negatively affected the demand for some of our products. If these trends continue, our revenues will continue to be
negatively impacted.

We have also faced difficulty sourcing some materials and components necessary to fulfill production requirements and meeting scheduled shipments due
to shipping and transportation disruptions. If these disruptions were to worsen, our ability to manufacture our products or meet our customers’ schedules may be
adversely affected and our business would be harmed. Even if we are able to find alternate sources of supply for such materials or components, they may cost more
or be of lower quality, which could affect our profitability, financial condition and business.

While the impact of the pandemic on our manufacturing capabilities and research and development activities has been limited to date, there can be no
assurance that our ability to manufacture our products and to develop new products and technologies will not be disrupted in the future, due to sickness of
employees, mandatory stay-at-home orders, travel restrictions, social distancing practices, supply interruptions or other potential disruptions. We have also faced
and may face in the future limitations on our employee resources as a results of various causes, including stay-at-home orders from local governments, sickness of
employees or their families, or the desire of employees to avoid contact with large groups of people. The pandemic has also diverted management resources and the
prolonged work-from-home arrangements have increased business continuity and cybersecurity risks.

The COVID-19 pandemic continues to evolve. The extent to which the outbreak impacts our business, liquidity and financial results will depend on future
developments, which are highly uncertain and cannot be predicted with confidence, such as the continued geographic spread of the disease, the duration of the
pandemic, the location, duration and magnitude of future waves of infection, the timing and effectiveness of any vaccines, travel restrictions and social distancing
in the United States, the European Union, China and
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other countries, the duration and extent of business closures or business disruptions and the effectiveness of actions taken to contain and treat the disease. If we or
our customers experience prolonged shutdowns or other business disruptions in the future, our ability to conduct our business in the manner and within planned
timelines could be materially adversely impacted, and our business and financial results may continue to be adversely affected.

Additionally, concerns over the economic impact of the COVID-19 pandemic have caused extreme volatility in financial and other capital markets. There is
no assurance that future resurgence of COVID-19 infections and further economic downturns will not cause volatilities in the capital markets, which may adversely
impact our stock price and our ability to access capital markets such as occurred in March and April 2020.

 

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

None.

Item 3. Defaults Upon Senior Securities

None.

Item 4. Mine Safety Disclosures

None.

Item 5. Other Information

None.
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Item 6. Exhibits
 
      Incorporated by Reference

Exhibit
Number   Exhibit Description   Form   File No.   Exhibit   

Filing
Date   

Filed/
Furnished 
Herewith

       

3.1
  

Certificate and Articles of Continuance of the Registrant, dated March 22,
1999   

S-3  333-202597  3.1  03/09/15
  

       

3.2   By-Laws of the Registrant, as amended   10-Q  001-35083  3.2  05/12/20   
       

3.3   Articles of Reorganization of the Registrant, dated July 23, 2010   8-K  000-25705  3.1  07/23/10   
       

3.4   Articles of Amendment of the Registrant, dated December 29, 2010   8-K  000-25705  3.1  12/29/10   
       

3.5  Articles of Amendment of the Registrant, dated May 11, 2016  8-K  001-35083  10.1  05/12/16   
             

31.1
  

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

*

       

31.2
  

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

*

       

32.1
  

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

**

       

32.2
  

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

**

       

101.INS
  

Inline eXtensible Business Reporting Language (XBRL) Instance Document – the instance document does not appear in the Interactive Data
File because its XBRL tags are embedded within the Inline XBRL document.

       

101.SCH   Inline XBRL Taxonomy Extension Schema Document           *
       

101.CAL   Inline XBRL Taxonomy Extension Calculation Linkbase Document           *
       

101.DEF   Inline XBRL Taxonomy Extension Definition Linkbase Document           *
       

101.LAB   Inline XBRL Taxonomy Extension Label Linkbase Document           *
       

101.PRE   Inline XBRL Taxonomy Extension Presentation Linkbase Document           *
             

104
  

Cover Page Interactive Data File (formatted as Inline XBRL and contained
in Exhibit 101)           

*

 
* Filed herewith
** Furnished herewith
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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.

Novanta Inc. (Registrant)
 

Name   Title  Date
     

/s/ Matthijs Glastra   Director, Chief Executive Officer  November 10, 2020
Matthijs Glastra      

   
/s/ Robert J. Buckley   Chief Financial Officer  November 10, 2020
Robert J. Buckley      
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Exhibit 31.1

CERTIFICATION PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

CERTIFICATIONS

I, Matthijs Glastra, certify that:

1. I have reviewed this quarterly report on Form 10-Q of Novanta Inc.;

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 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 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.

November 10, 2020
 

/s/ Matthijs Glastra
Matthijs Glastra
Chief Executive Officer

 



Exhibit 31.2

CERTIFICATION PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

CERTIFICATION

I, Robert J. Buckley, certify that:

1. I have reviewed this quarterly report on Form 10-Q of Novanta Inc.;

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 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 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.

November 10, 2020
 

/s/ Robert J. Buckley
Robert J. Buckley
Chief Financial Officer

 



Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,

AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Novanta Inc. (the “Company”) on Form 10-Q for the period ended October 2, 2020 as filed with the Securities and
Exchange Commission on the date hereof (the “Report”), I, Matthijs Glastra, Chief Executive Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350,
as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to the best of my knowledge:

(1) the Report fully complies with the requirements of section 13(a) or 15(d), as applicable, 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/ Matthijs Glastra
Matthijs Glastra
Chief Executive Officer

November 10, 2020



Exhibit 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,

AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Novanta Inc. (the “Company”) on Form 10-Q for the period ended October 2, 2020 as filed with the Securities and
Exchange Commission on the date hereof (the “Report”), I, Robert J. Buckley, Chief Financial Officer of the Company, certify, pursuant to 18 U.S.C.
Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to the best of my knowledge:

(1) the Report fully complies with the requirements of section 13(a) or 15(d), as applicable, 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/ Robert J. Buckley
Robert J. Buckley
Chief Financial Officer

November 10, 2020


