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Stock Options:  
 

A summary of the status of fixed stock option grants under our stock-based compensation plans as of 
December 31, 2007, 2006 and 2005 and changes during the years is presented below:  

 
                

 2007 2006 2005 

 Options 

Weighted 
Avg 

Exercise 
Price Options 

Weighted 
Avg 

Exercise 
Price Options   

Weighted 
Avg 

Exercise 
Price 

Outstanding - January 1  1,025,380 $ 12.30  1,053,959 $ 11.41 1,060,946  $ 9.18 
Granted  251,420  19.60  108,500  14.27 244,950   14.61 
Exercised  (53,433 )  9.68  (117,079 )  6.07 (226,396 )  4.30 
Expired/Forfeited (13,834 )  13.76  (20,000 )  12.76 (25,541 )  12.33 
Outstanding - December 31  1,209,533 $ 13.92  1,025,380 $ 12.30 1,053,959  $ 11.41
        
Options exercisable  

at year end  927,510 $ 12.79  862,406 $ 12.02 933,963  $ 11.38
        
Weighted average fair value 

per share of options vested 
during the year $ 8.49  $ 9.29   $ 10.30  

        
Weighted average fair value 

per share of options 
granted during the year  $ 8.17  $ 9.17   $ 7.48  

        

 
As of December 31, 2007, the options outstanding of 1,209,533, had a weighted average remaining 
contractual term and aggregate intrinsic value of 5.31 years and $8,269,000, respectively.  As of 
December 31, 2007, options vested and expected to vest of 1,117,688, had a weighted average 
exercise price, weighted average remaining contractual term and aggregate intrinsic value of $13.65, 
5.18 years and $7,939,000, respectively.  As of December 31, 2007, the weighted average remaining 
contractual term and aggregate intrinsic value of options exercisable was 4.91 years and $7,383,000, 
respectively. 

 
The aggregate intrinsic value of options exercised during the years ended December 31, 2007, 2006 
and 2005 was $338,000, $878,000 and $2,101,000, respectively. 
 
The following table summarizes information about fixed stock options outstanding at December 31, 
2007:  

 
        

 Exercise  Options Options Weighted Average 
 Price Range  Outstanding Exercisable Remaining Life 

$ 3.88 – 7.58      154,380    154,380  2.72 
 7.88 – 9.41        230,950      230,950  3.17 
 10.78 – 13.40      48,250    39,550  6.62 
 14.12 – 14.12        167,450  164,450  7.35 
 14.18 – 14.46      188,750   104,017  7.02 
 15.50 – 18.68      177,333     149,835  6.16 
 19.93 – 19.93      225,600   71,000  5.34 
 20.62 – 21.09        16,820     13,328  5.98 
 Total    1,209,533   927,510  5.31 
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Remaining non-exercisable options at December 31, 2007 become exercisable as follows:  
 

   

2008 ................................  82,566
2009 ................................  79,467
2010 ................................  76,300
2011 ................................  34,070
2012 ................................  9,620
   282,023
   

 
Outstanding options, consisting of five-year to ten-year incentive stock options, vest and become 
exercisable ratably over a three to five year period from the date of grant.  The outstanding options 
expire from five to ten years from the date of grant or upon retirement from Exactech, and are 
contingent upon continued employment during the applicable option term.  There were 248,420, 
105,000 and 218,450 of such options granted to employees and non-employee directors during the 
years ended December 31, 2007, 2006 and 2005, respectively.  The fair value of each option granted 
to employees and non-employee directors is estimated on the date of grant using the Black-Scholes 
option-pricing model with the following weighted-average assumptions used for grants in 2007, 2006 
and 2005, respectively: dividend yield of 0, 0 and 0 percent, expected volatility of 41, 53 and 52 
percent, based upon Exactech’s historic volatility, risk-free interest rates of 3.5, 4.6 and 4.4 percent, 
and expected lives of 5, 9 and 6 years, based upon historic exercise activity of such options. 
 
On November 30, 2005, we accelerated the vesting of certain options granted to employees and non-
employee directors with an exercise price greater than or equal to $13.40 per common share.  This 
exercise price was greater than the closing price of the Company’s shares on the Nasdaq Stock 
Market on the effective date of the acceleration.  As a result, 428,500 options to purchase shares of 
common stock with varying remaining vesting periods became immediately exercisable.  This 
acceleration was made pursuant to our desire to retain qualified and competent employees to commit 
their efforts and service towards the success of Exactech.  Because the options’ exercise price was 
equal to the fair value of the common stock on the date of grant and was greater than the market 
price, no expense was recorded at the time of the acceleration of the vesting schedules.  
 
During the years ended December 31, 2007, 2006 and 2005, there were 3,000, 3,500 and 26,500 
options granted to non-employee sales agents, consultants and employees of our foreign 
subsidiaries, respectively.  Options granted to non-employees typically vest ratably over a period of 
three to five years from the date of grant and expire in seven years or less from the date of grant, or 
upon termination of the agent or consultant’s contract with Exactech.  At December 31, 2007, there 
were 36,783 of such options outstanding, of which, 19,192 were exercisable.  

 
The compensation cost that has been charged against income for the 2003 Plan was $1,033,000, 
$246,000, and $265,000 and income tax benefit (expense) of $168,000, $84,000, and $(95,000) for 
the years ended December 31, 2007, 2006, and 2005, respectively.  Included in the above 
compensation cost is Non-employee stock compensation expense (income) of approximately 
$62,000, $36,000, and $(61,000), net of taxes, during the years ended December 31, 2007, 2006 and 
2005, respectively.  As of December 31, 2007, total unrecognized compensation cost related to 
nonvested awards was $1,409,000 and is expected to be recognized over a weighted-average period 
of 2.25 years. 

 
Restricted Stock Awards: 
 
Under the 2003 Plan, Exactech may grant restricted stock awards to eligible employees, directors, 
and independent agents and consultants.  Restrictions on transferability, risk of forfeiture and other 
restrictions are determined by the Compensation Committee of the Board of Directors (“Committee”) 
at the time of the award.  During December 2007, the Committee approved equity compensation to 
the five outside members of the Board of Directors for their service on the Board of Directors.  The 
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compensation for each director was for either the grant of stock options for the purchase of 5,820 
shares of common stock, or a stock award of 1,940 shares of common stock, the choice being at the 
discretion of each individual director.  Pursuant to the approved grant, four of our outside directors 
chose to receive the restricted stock awards.  These stock awards were considered fully vested at 
each of the grant dates, and contained no restrictions from trading.  There was no service period and 
thus, no risk or provision for forfeiture.  We recognized $160,000 as an operating expense for the 
grant date fair value for the grant of 7,760 shares of our common stock to the members of our board 
of directors that selected the stock awards.  The weighted average grant date fair value per share for 
the grant in the year ended December 31, 2007 was $20.62.   
 
During December 2006, the Committee approved equity compensation to the four outside members 
of the Board of Directors for their service on the Board of Directors.  The compensation for each 
director was for either the grant of stock options for the purchase of 5,000 shares of common stock, 
or a restricted stock award of 1,675 shares of common stock, the choice being at the discretion of 
each individual director.  Pursuant to the approved grant, three of our outside directors chose to 
receive the restricted stock awards.  The restricted stock awards were divided and issued in three 
equal awards of 1,674, 1,674 and 1,677, with grant dates of December 20, 2006, January 15, 2007, 
and April 15, 2007, respectively.  These restricted stock awards were considered fully vested at each 
of the grant dates, and recognized the fair value as an operating expense in the consolidated 
statements of income at each of the dates of grant of $24,000, $24,000 and $28,000.  The grant date 
fair value per share for each of the grants was $14.26, $14.40 and $16.73, respectively.  The 
restricted stock awards are restricted from trading for five years from the earliest award date.  There 
was no service period and thus, no risk or provision for forfeiture.  We did not grant any restricted 
stock awards during 2005. 
 
Employee Stock Purchase Plan:  
 
Under the 1999 Employee Stock Purchase Plan, employees are allowed to purchase shares of the 
Company’s common stock at a fifteen percent (15%) discount via payroll deduction.  There are 
250,000 shares reserved for issuance under the plan.  Employees participating in this plan purchased 
29,000, 27,000 and 24,000 shares in the years ended December 31, 2007, 2006 and 2005, 
respectively.  The fair value of the employee’s purchase rights is estimated using the Black-Scholes 
model with the following assumptions for 2007, 2006 and 2005, respectively:  dividend yield of zero 
for all years; an expected life of 1 year for all years; expected volatility of 31, 36 and 44 percent; and 
risk-free interest rates of 5.1, 4.5 and 2.8 percent.  The weighted-average fair value of those purchase 
shares granted in 2007, 2006 and 2005 was $3.35, $2.95, and $5.10, respectively.  There are 59,000 
shares remaining available to purchase under the plan at December 31, 2007.  

 
11. OPERATING LEASES  

 
In November 2005, we renewed our operating lease for an approximately 9,500 square foot facility in 
the Northwood Commercial Park, Gainesville, Florida, which serves as our warehouse.  The renewal 
term of the lease is for a period of three years, which commenced August 1, 2006.  
 
In May 2007, our Chinese subsidiary, Exactech Asia, entered into an operating lease for an office and 
storehouse facility in Shanghai, Peoples Republic of China, which serves as a sales and distribution 
office.  The term of the lease is for a period of three years, which commenced May 1, 2007.  
 
In August 2005, our United Kingdom subsidiary, Exactech (UK), Ltd., entered into an operating lease 
for an office facility in Redditch, England, to serve as a sales and distribution office.  The initial term of 
the lease is for a period of three years, which commenced December 1, 2005, with an option for the 
tenant to cancel the lease after the initial eighteen months.  

 
In December 2004, we entered into an operating lease for an approximately 4,200 square foot office 
and warehouse facility in Ontario, Canada, to serve as our operations office and distribution center for 
Canada.  The initial term of the lease is for a period of five years, which commenced January 1, 2005.  
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In March 2006, we renewed an operating lease for an approximately 1,000 square foot office facility 
in Great Neck, New York, to serve as our operations office for the metropolitan New York and 
surrounding area.  The renewal term of the lease is for a period of two years, which commenced April 
1, 2006.  
 
In December 2007, we entered into an operating lease for approximately 2,327 square feet of office 
space in Ohio, to serve as our operations office for our southern Ohio region.  The lease is for a 39 
month term, commencing on January 1, 2008.  

 
Rent expense associated with operating leases was $194,000, $173,000 and $150,000 for the years 
ended December 31, 2007, 2006 and 2005, respectively.  

 
The following is a schedule, by year, of minimum payments due on all non-cancelable operating 
leases as of December 31, 2007 (in thousands):  

 
 

Year Ending December 31,  
2008 $ 152 
2009  115 
2010  41 
2011  5 

 $ 313 
   

 
12. QUARTERLY RESULTS OF OPERATIONS (UNAUDITED)  
 

Following is a summary of the quarterly results of operations for the years ended December 31, 2007 
and 2006.  All dollar amounts are in thousands, except per share amounts:  

 
               

 Quarter    
  First Second Third Fourth   Total 
2007       
Net sales  $ 29,596 $ 31,559 $ 29,985  $ 33,069  $ 124,209 
Gross profit   18,735  19,799  19,929   21,988   80,451 
Net income   1,880  1,413 (1)  2,485   2,705   8,483 
Basic EPS   0.16  0.12  0.22   0.23   0.73 
Diluted EPS   0.16  0.12  0.21   0.23   0.72 
         
2006       
Net sales  $ 25,412 $ 26,564 $ 24,299  $ 26,155  $ 102,430 
Gross profit   16,439  16,600  15,779   17,041     65,859 
Net income   1,576  2,082  1,844   2,250 (2)  7,752 
Basic EPS   0.14  0.18  0.16   0.20   0.68 
Diluted EPS   0.14  0.18  0.16   0.19   0.67 
         

 
(1)  The net income for the second quarter of 2007 includes an asset impairment loss for $1,519,000.  

See Note 8 for further discussion on the impairment. 
 

(2)  Our 2006 fourth quarter net income was positively affected by an R&D tax credit of approximately 
$214,000, recorded during the fourth quarter, but was retroactively effective to the beginning of 
2006.  The R&D tax credit is a federal tax credit given to domestic manufacturers. 
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13. SEGMENT INFORMATION  
 

Exactech evaluates its operating segments by our major product lines:  knee implants, hip implants, 
biologics, upper extremity implants and other products.  The “other products” segment includes 
miscellaneous sales categories, such as surgical instruments held for sale, bone cement, instrument 
rental fees, shipping charges, and other implant product lines.  We previously included our upper 
extremity product line in the “other products” segment, however, due to the growth in the upper 
extremity segment we have separated this segment and reclassified segment amounts for prior 
periods.  Evaluation of the performance of operating segments is based on their respective income 
from operations before taxes, interest income and expense, and nonrecurring items.  Intersegment 
sales and transfers are not significant.  The accounting policies of the reportable segments are the 
same as those described in Note 2. 

 
Total assets not identified with a specific segment are listed as “corporate” and include cash and cash 
equivalents, accounts receivable, income taxes receivable, deposits and prepaid expenses, deferred 
tax assets, land, facilities, office furniture and computer equipment, notes receivable, goodwill and 
other investments.  Depreciation and amortization on corporate assets is allocated to the product 
segments for purposes of evaluating the income (loss) from operations, and capitalized surgical 
instruments are allocated to the appropriate product line supported by those assets.  
 
Total gross assets held outside the United States as of December 31, 2007 was $5.1 million.  
Included in these assets is $5.0 million in surgical instrumentation, stated gross as it is impracticable 
to account for depreciation on these assets by region.  
 
Summarized information concerning the Company’s reportable segments is shown in the following 
table (in thousands):  

 
                 

Year ended December 31, 
 

Knee Hip Biologics
Upper 

Extremity Other 
 
Corporate Total 

                  

2007            

Net sales $ 63,402 $ 22,589  $ 16,202 $ 9,539 $ 12,477  $ —  $ 124,209  

Segment profit (loss)  11,091  1,218 (1)  796  2,777  (915)  (1,174)  13,793  

Total assets, net  30,870  20,941   4,340  4,411  5,097   50,800   116,459  
Capital expenditures  2,741  1,786   353  849  828   5,753   12,310  

Depreciation and Amortization  2,589  1,563   181  381  236   1,958   6,908  
            
2006            

Net sales $ 53,573 $ 17,867  $ 13,344 $ 4,904 $ 12,742 $ — $ 102,430  

Segment profit (loss)  10,285  2,095   667  1,473  (587)  (2,055)  11,878 (2)

Total assets, net  34,797  27,177   3,257  2,934  4,783  40,326   113,274  
Capital expenditures  4,103  423   36  197  389  1,047   6,195  

Depreciation and Amortization  2,573  1,658   229  214  393  1,275   6,342  
            

2005            

Net sales $ 49,643 $ 15,840  $ 11,380 $ 2,932 $ 11,221 $ —  $ 91,016  

Segment profit (loss)  9,382  1,672   793  899  (1,418)  (649)  10,679 
(2)

Total assets, net  36,324  27,427   4,021  2,327  5,223  39,253   114,575  

Capital expenditures  4,826  1,399   685  1,039  1,211  4,112   13,272  

Depreciation and Amortization  2,110  1,538   198  116  307  1,232   5,501  
                      

 
(1) The segment profit (loss) for the year ended December 31, 2007, for the hip segment includes an asset 

impairment loss for $1,519,000.  See Note 8 for further discussion on the impairment. 
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(2) The segment profit (loss) for the years ended December 31, 2006 and 2005, were adjusted to reflect our 
income before income taxes, to reflect how our chief operating decision maker currently evaluates the 
business.  The adjustments of $2,055,000 and $649,000 were related to interest and other expense and are 
not allocated to individual segments. 

 
Major Customer and International Operations  
 
During each of the years ended December 31, 2007, 2006 and 2005, approximately 3% of the 
Company’s sales were derived from a major hospital customer.  During the years ended December 
31, 2007, 2006, and 2005, the Company’s Spanish distributor accounted for approximately 7%, 8% 
and 8%, respectively, of the Company’s sales.  Geographic distribution of the Company’s sales are 
summarized in the following table (in thousands):  

 
         

Year ended December 31,  2007   2006   2005   
Domestic sales $ 96,541  $ 80,158  $ 72,390  
Sales from Spain  9,169   8,405   7,397  
Other international sales  18,499   13,867   11,229  
   Total sales $ 124,209  $ 102,430  $ 91,016  
         

 
14. SUBSEQUENT EVENTS  
 

Acquisition – Altiva Corporation 
On January 2, 2008, we consummated our acquisition of Altiva, pursuant to the merger of our wholly-
owned subsidiary, Exactech Spine, Inc., a Florida corporation, with and into Altiva, with the result that 
Altiva has survived the merger and has become our wholly-owned subsidiary.  .  Included in the 
purchase price for the acquisition of Altiva was an amount equal to the $1.0 million original minority 
investment made by us on October 29, 2003, $5.0 million representing certain indebtedness 
extended by us to Altiva, which indebtedness was converted into Altiva shares and subsequently 
exchanged on the closing date in accordance with the merger agreement, and approximately $6.7 
million paid by us to certain stockholders of Altiva.  The $6.7 million of aggregate consideration paid 
to the Stockholders is composed of approximately $5.1 million in cash and shares (the “Shares”) of 
our common stock, par value $0.01 per share (“Common Stock”), worth, in the aggregate, $1.6 
million.  As set forth in the Agreement and Plan of Merger (the “Merger Agreement”), certain of the 
Stockholders received only cash, certain of the Stockholders received only Common Stock and 
certain of the Stockholders received a combination of cash and Common Stock.  For the benefit of 
those Stockholders receiving Shares under the Merger Agreement, we have entered into a 
registration rights agreement (the “Registration Rights Agreement”) with such Stockholders, pursuant 
to which we would register the Shares for resale under the Securities Act of 1933, as amended.  
Pursuant to this obligation, on February 1, 2008, we filed a registration statement with the Securities 
and Exchange Commission registering the resale of these Shares.  This registration statement was 
declared effective by the Securities and Exchange Commission on February 7, 2008.  As a result of 
the acquisition we acquired all of Altiva’s assets and assumed all liabilities, including the $6.0 million 
line of credit of Altiva guaranteed by us.   

 
On December 31, 2007, certain common stockholders of Altiva filed an action in the Court of 
Chancery of the State of Delaware against Altiva, as Nominal Defendant, and each of the persons 
comprising the board of directors of Altiva (the “Altiva Board”).  The stockholders generally allege that 
the Merger is unfair to Altiva’s common stockholders and that the Altiva Board breached its fiduciary 
duty to Altiva and its stockholders in connection with the Merger and certain other transactions 
leading up to the Merger.  The stockholder’s seek, among other things, declaratory relief, 
compensatory, consequential and rescissory damages and pre and post-judgment interest.  On 
February 7, 2008, Altiva received notice of this lawsuit filed.  We believe the claims of these 
stockholders are without merit, and the Altiva directors intend to vigorously defend against all such 
claims; however, we are unable to predict the ultimate outcome of this litigation. 
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New Distribution Subsidiary 
During the first quarter of 2008, we finalized arrangements to create a direct distribution operation in 
Japan, Exactech KK, Inc. (“Exactech Japan”), where we previously sold our products through an 
independent distributor.  The direct operation sales and logistics subsidiary based in Tokyo enables 
us to directly control our Japanese marketing and distribution operations.  
 
Potential Acquisition 
On February 22, 2008, we signed a share purchase agreement to acquire France Medica SAS, a 
Strasbourg-based importer and distributor of orthopaedic products and surgical supplies.  The total 
purchase price is projected to be 6.8 million to 7.1 million euros, or approximately $10.1 million and 
$10.5 million, respectively, based on an exchange rate of $1.48 per 1.00 euro on February 25, 2008.  
The purchase price for France Medica involves 5.4 million euros, or approximately $8.0 million, to be 
paid upon closing and 1.4 million to 1.7 million euros, or $2.1 million to $2.5 million, in earn-out 
payments based on the performance of France Medica over the next two years.  In addition to 
distributing our Optetrak® knee system, France Medica also provides hips, shoulders, trauma 
products and instrumentation sets for clinics and hospitals throughout France.  The closing is 
expected to be completed in the second quarter of 2008. 
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ITEM 9.  CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING 
AND FINANCIAL DISCLOSURE  
 
None.  
 
ITEM 9A.  CONTROLS AND PROCEDURES  
 
Evaluation of Disclosure Controls and Procedures 
As of the end of the period covered by this Annual Report on Form 10-K, our management conducted an 
evaluation, under the supervision and with the participation of our Chief Executive Officer and Chief 
Financial Officer, of the effectiveness of our disclosure controls and procedures as defined in Exchange 
Act Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended (the 
“Exchange Act”).  Disclosure controls and procedures are designed to ensure that information required to 
be disclosed in our reports filed under the Exchange Act is recorded, processed, summarized and 
reported within the time periods specified in the Securities and Exchange Commission’s rules and forms 
and that such information is accumulated and communicated to our management, including our Chief 
Executive Officer and Chief Financial Officer, to allow timely decisions regarding required disclosure.  
Based on this evaluation, our Chief Executive Officer and Chief Financial Officer concluded that our 
disclosure controls and procedures were effective as of December 31, 2007. 
 
Remediation of Material Weakness  
As disclosed in our annual report on Form 10-K for the fiscal year ended December 31, 2006, 
management identified one material weakness in our internal control over financial reporting regarding 
our process of allocating current and non-current inventory balances.  A material weakness is a 
deficiency, or a combination of deficiencies, in internal control over financial reporting such that there is a 
reasonable possibility that a material misstatement of our interim or annual financial statements will not 
be prevented or detected on a timely basis.  
 
As of December 31, 2006, we undertook a remediation plan in response to the identification of the 
material weakness that resulted in certain changes in our internal control over financial reporting.  
Management developed and implemented new specific procedures to enhance the design of the internal 
controls surrounding management’s process of allocating current and non-current inventory balances 
required by Accounting Research Bulletin 43.  Management diligently monitored and evaluated the 
control activities to ensure proper reporting of current and non-current inventory balances.  During the first 
quarter of the fiscal year 2007, we completed testing of our internal controls over financial reporting, and 
our management has concluded that the material weakness has been remediated as of December 31, 
2007.   
 
While we believe our material weakness noted above is effectively remediated, internal control over 
financial reporting, no matter how well designed, has inherent limitations.  Therefore, even those systems 
determined to be effective can provide only reasonable assurance with respect to financial statement 
preparation and presentation. 
 
Management’s Report on Internal Control Over Financial Reporting 
Management is responsible for establishing and maintaining adequate internal control over financial 
reporting.  Internal control over financial reporting is a process designed to provide reasonable assurance 
regarding the reliability of financial reporting and the preparation of financial statements for external 
purposes in accordance with generally accepted accounting principles.  Internal control over financial 
reporting includes those policies and procedures that: (i) pertain to the maintenance of records that in 
reasonable detail accurately and fairly reflect the transactions and dispositions of the assets of the 
company; (ii) provide reasonable assurance that transactions are recorded as necessary to permit 
preparation of financial statements in accordance with generally accepted accounting principles, and that 
receipts and expenditures of the company are being made only in accordance with authorizations of 
management and directors of the company; and (iii) provide reasonable assurance regarding prevention 
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or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could 
have a material effect on the financial statements.  
  
Because of its inherent limitations, internal control over financial reporting may not prevent or detect 
misstatements.  Also, projections of any evaluation of effectiveness to future periods are subject to the 
risk that controls may become inadequate because of changes in conditions, or that the degree of 
compliance with the policies or procedures may deteriorate.  
  
For the period ended December 31, 2007, pursuant to Section 404 of the Sarbanes-Oxley Act of 2002, 
management (with the participation of our principal executive officer and principal financial officer) 
conducted an evaluation of the effectiveness of our internal control over financial reporting based on the 
framework in Internal Control — Integrated Framework issued by the Committee of Sponsoring 
Organizations of the Treadway Commission (COSO).  Based on this evaluation, management concluded 
that, as of December 31, 2007, our internal control over financial reporting was effective.  
 
Our independent registered public accounting firm, McGladrey & Pullen LLP, has audited the 
effectiveness of the Company’s internal control over financial reporting as of December 31, 2007, and has 
issued an attestation report on our internal control over financial reporting, which is contained in Item 8 of 
this Form 10-K.  
 
Changes in Internal Controls  
There were no changes in our internal control over financial reporting during our most recent fiscal 
quarter that have materially affected, or are reasonably likely to materially affect, our internal control over 
financial reporting.  
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 
 
 
To the Board of Directors and Shareholders of 
Exactech, Inc.  
Gainesville, Florida 
 

We have audited Exactech, Inc.’s and subsidiaries (the “Company”) internal control over financial reporting as of 
December 31, 2007, based on criteria established in Internal Control—Integrated Framework issued by the 
Committee of Sponsoring Organizations of the Treadway Commission (COSO).  The Company’s management is 
responsible for maintaining effective internal control over financial reporting and for its assessment of the 
effectiveness of internal control over financial reporting included in the accompanying “Management’s Report on 
Internal Control Over Financial Reporting”.  Our responsibility is to express an opinion on the company's internal 
control over financial reporting based on our audit. 
 

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board 
(United States).  Those standards require that we plan and perform the audit to obtain reasonable assurance about 
whether effective internal control over financial reporting was maintained in all material respects.  Our audit included 
obtaining an understanding of internal control over financial reporting, assessing the risk that a material weakness 
exists, and testing and evaluating the design and operating effectiveness of internal control based on the assessed 
risk.  Our audit also included performing such other procedures as we considered necessary in the circumstances.  
We believe that our audit provides a reasonable basis for our opinion. 
 

A company's internal control over financial reporting is a process designed to provide reasonable assurance 
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in 
accordance with generally accepted accounting principles.  A company's internal control over financial reporting 
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail, 
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable 
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance 
with generally accepted accounting principles, and that receipts and expenditures of the company are being made 
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable 
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company's 
assets that could have a material effect on the financial statements. 
 

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.  
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become 
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may 
deteriorate. 
 

In our opinion, the Company maintained, in all material respects, effective internal control over financial reporting as 
of December 31, 2007, based on criteria established in Internal Control—Integrated Framework issued by the 
Committee of Sponsoring Organizations of the Treadway Commission (COSO). 
 

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board 
(United States), the consolidated financial statements and financial statement schedule as of and for the year ended 
December 31, 2007 of the Company and our report dated March 14, 2008 expressed an unqualified opinion on 
those financial statements and financial statement schedule and includes an explanatory paragraph relating to the 
adoption of Financial Accounting Standards Board Interpretation No. 48, “Accounting for Uncertainty in Income 
Taxes, an interpretation of FASB Statement No. 109” as of January 1, 2007 discussed in Note 2. 
 
 

/s/ McGladrey & Pullen, LLP 
 
Charlotte, North Carolina 
March 14, 2008 
 
 
ITEM 9B.  OTHER INFORMATION  
 
None.  
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PART III 
 
ITEM 10.  DIRECTORS AND EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE  
 
The information set forth under the caption “Management” in our definitive proxy statement for our 2008 
Annual Meeting of Shareholders to be filed with the Securities and Exchange Commission within 120 
days after the close of the fiscal year is incorporated herein by reference.  
 
We have adopted a code of ethics that applies to our principal executive officer, principal financial officer, 
principal accounting officer, or persons performing similar functions.  We have posted our code of ethics 
on our website (www.exac.com), and it is available to any shareholder upon request.  We intend to post 
any amendments to, or any waivers from, a provision of the code of ethics that applies to the principal 
executive officer, principal financial officer, principal accounting officer or controller, or any other person 
performing a similar function, on our website. 
 
ITEM 11.  EXECUTIVE COMPENSATION  
 
The information set forth under the caption “Executive Compensation” and “Compensation Discussion 
and Analysis” in our proxy statement is incorporated herein by reference.  
 
ITEM 12.  SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT 

AND RELATED SHAREHOLDER MATTERS 
 

The information set forth under the caption “Security Ownership” in our proxy statement is 
incorporated herein by reference.  
 
ITEM 13.  CERTAIN RELATIONSHIPS, RELATED TRANSACTIONS AND DIRECTOR 

INDEPENDENCE 
 
The information set forth under the caption “Certain Transactions” in our proxy statement is 
incorporated herein by reference.  
 
ITEM 14.  PRINCIPAL ACCOUNTANT FEES AND SERVICES  
 
Aggregate fees and costs billed to us by McGladrey & Pullen, LLP, our principal accountant, for the fiscal 
year ended December 31, 2007, and Deloitte & Touche LLP, our previous principal accountant, for the 
fiscal year ended December 31, 2006, were as follows for the referenced services:  
 
Audit Fees  
 
The aggregate fees billed by McGladrey & Pullen, LLP for professional services rendered for the 
integrated audit of our annual financial statements and internal controls over financial reporting for the 
fiscal year ended December 31, 2007 and for the reviews of the financial statements in our quarterly 
reports on Form 10-Q for that fiscal year were $393,000. 
 
The aggregate fees billed by Deloitte & Touche LLP for professional services rendered for the integrated 
audit of the Company’s annual financial statements and internal controls over financial reporting for the 
fiscal year ended December 31, 2006 and for the reviews of the financial statements in the Company’s 
quarterly reports on Form 10-Q for that fiscal year were $392,000.  
 
Audit Related Fees  
 
There were no fees billed by McGladrey & Pullen, LLP for audit related professional services for the fiscal 
year ended December 31, 2007. 
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For the fiscal year ended December 31, 2006, we paid Deloitte & Touche LLP, $17,000 for audit related 
professional services for the fiscal year ended December 31, 2006.  
 
Tax Fees  
 
McGladrey & Pullen, LLP did not provide professional tax services for the fiscal year ended December 31, 
2007.  
 
Deloitte & Touche LLP did not provide professional tax services for the fiscal year ended December 31, 
2006.  
 
All Other Fees  
 
McGladrey & Pullen, LLP did not provide any other services for the fiscal year ended December 31, 2007.  
 
For the fiscal year ended December 31, 2007, we paid Deloitte & Touche LLP, $4,000 for review work.  
For the fiscal year ended December 31, 2006, the Company paid Deloitte & Touche LLP $300 tuition for 
continuing education workshops.  
 
All audit related services, tax services and other services were pre-approved by the Audit Committee, 
which concluded that the provision of such services were compatible with the maintenance of the firms 
independence in the conduct of their auditing functions.  The Audit Committee's charter provides the Audit 
Committee has authority to pre-approve all audit and allowable non-audit services to be provided to the 
Company by its outside auditors.    
 
In its performance of these responsibilities, prior approval of some non-audit services is not required if:  
 

(i) these services involve no more than 5% of the revenues paid by the Company to the auditors 
during the fiscal year;  

  
(ii)  these services were not recognized by the Company to be non-audit services at the time of the 

audit engagement, and  
 

(iii) these services are promptly brought to the attention of the Audit Committee and are approved by 
the Audit Committee prior to completion of the audit for that fiscal year.    

 
The Audit Committee is permitted to delegate the responsibility to pre-approve audit and non-audit 
services to one or more members of the Audit Committee so long as any decision made by that member 
or members is presented to the full Audit Committee at its next regularly scheduled meeting.  
 
The Audit Committee has considered the compatibility of the provision of services covered by the 
preceding paragraphs with the maintenance of the principal accountant’s independence from us and has 
determined that the provision of these services is not incompatible with the maintenance of the requisite 
independence.  
 
The Audit Committee annually reviews the performance of the independent auditors and the fees charged 
for their services.  
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PART IV  
OTHER INFORMATION 

 
ITEM 15.  EXHIBITS, FINANCIAL STATEMENT SCHEDULES, AND REPORTS ON FORM 8-K  
 
(a)  Financial Statements  
 
The financial statements filed as part of this report are listed under Item 8.  
 
(b)  Exhibits:  
 
Exhibit Description 
3.1 Registrant's Articles of Incorporation, as amended(1)(7)  
3.2 Registrant's Bylaws(12)  
3.3 Forms of Articles of Amendment to Articles of Incorporation(1)  
4.1 Specimen Common Stock Certificate(1)  
4.2 Shareholders' Agreement, dated as of November 30, 1992, as amended, by and among the 

Registrant, William Petty, M.D., Betty Petty, David Petty, Mark Petty and Julie Petty(1)  
4.7 Form of Amendment to Shareholder's Agreement, dated as of May 1996, by and among the 

Registrant, William Petty, M.D., Betty Petty, David Petty, Mark Petty and Julie Petty(1)  
4.8 Common Stock Purchase Rights Agreement(8)  
10.4 Form of Employment Agreement between the Registrant and William Petty, M.D.(1) *  
10.6 Form of Employment Agreement between the Registrant and Gary J. Miller, Ph.D.(1) *  
10.7 Amendment to employment agreement between Exactech, Inc. and R. William Petty, M.D. (14)*
10.38 License Agreement, dated August 20, 1993, between the Registrant and The University of 

Florida, as amended(1)  
10.39 Exclusive Sublicense Agreement dated June 30, 1995, between the Registrant and Sofamor 

Danek Properties, Inc.(1)  
10.40 License Agreement, dated as of January 1, 1996, between the Registrant and The Hospital for 

Special Surgery(1)  
10.60 Loan Agreement, dated as of November 1, 1997, between the City of Gainesville, Florida and 

the Registrant(2)  
10.61 Letter of Credit Agreement, dated as of November 1, 1997, between SunTrust Bank, North 

Central Florida (“SunTrust”) and the Registrant(2)  
10.62 Pledge and Security Agreement, dated as of November 1, 1997 between SunTrust and the 

Registrant(2)  
10.63 Mortgage and Security Agreement, dated as of November 1, 1997, from the Registrant to 

SunTrust(2)  
10.68 Office/Warehouse Lease, dated June 9, 2000, between Creel and Wilcox Development, LLC 

and the Registrant(3)  
10.70 Loan Agreement, dated September 20, 2002, between SunTrust Bank and the Registrant(4)  
10.71 Exactech, Inc. 2003 Executive Incentive Compensation Plan(5) * 
10.72 Securities Purchase Agreement, dated October 29, 2003, by and between Exactech, Inc. and 

Altiva Corporation(6)  
10.73 Loan and Security Agreement, dated June 25, 2004, with Merrill Lynch Business Financial 

Services, Inc.(9)  
10.74 Intercreditor Agreement, dated June 25, 2004, with Merrill Lynch Business Financial Services, 

Inc.(9)  
10.75 Unconditional Guaranty, dated June 25, 2004, to Merrill Lynch Business Financial Services, Inc. 

on behalf of Altiva Corporation.(9)  
10.76 Business Loan Agreement, dated as of October 18, 2005, from the Registrant to SunTrust(11)  
10.77 Mortgage and Security Agreement, dated as of October 18, 2005, from the Registrant to

SunTrust.(11)  
10.78 Agreement and Plan of Merger, dated December 7, 2007, by and among the Company, 

Exactech Spine, Inc., Altiva and certain stockholders of Altiva.(134) 
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10.79 Form of Registration Rights Agreement, by and among the Company and the Stockholders 
party thereto.(13) 

14.1 Code of Business Conduct and Ethics(10)  
21.1 Subsidiaries of the Registrant  
23.1 Independent Auditors’ Consent  
31.1 Certification pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.   
31.2 Certification pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.   
32.1 Certification of Chief Executive Officer pursuant to 18 USC Section 1350.   
32.2 Certification of Chief Financial Officer pursuant to 18 USC Section 1350.   

 
Copies of the exhibits filed with this Annual Report on Form 10-K or incorporated herein by 
reference do not accompany copies hereof for distribution to shareholders of the Company.  The 
Company will furnish a copy of any of such exhibits to any shareholder requesting the same.  

 
* Compensation plan or arrangement 

 
(1)  Incorporated by reference to the exhibit of the same number filed with the Registrant’s 

Registration Statement on Form S-1 (File No. 333-02980).  
(2)  Incorporated by reference to the exhibit of the same number filed with the Registrant’s 

Annual Report on Form 10-K for the year ended December 31, 1997.  
(3)  Incorporated by reference to the exhibit of the same number filed with the Registrant’s 

Annual Report on Form 10-K for the year ended December 31, 2000.  
(4)  Incorporated by reference to exhibit 10 filed with the Registrant’s Quarterly Report on Form 

10-Q for the quarter ended September 30, 2002.  
(5)  Incorporated by reference to Appendix  A filed with the Registrant’s Definitive Proxy 

Statement with respect to its 2003 Annual Meeting of Shareholders held on May 2, 2003.  
(6)  Incorporated by reference to exhibit 2 filed with the Registrants’ Report on Form 8-K, dated 

October 30, 2003.  
(7)  Incorporated by reference to exhibit 3 filed with the Registrants’ Quarterly Report on Form 

10-Q for the quarter ended March 31, 2003.  
(8)  Incorporated by reference to Exhibit 4.1 filed with the Registrant's Registration Statement on 

Form 8-A, filed with the Securities and Exchange Commission on December 19, 2003.  
(9)  Incorporated by reference to exhibit 10 filed with the Registrant’s Quarterly Report on Form 

10-Q for the quarter ended June 30, 2004.  
(10)  Incorporated by reference to Appendix C  filed with the Registrant’s Definitive Proxy 

Statement with respect to its 2003 Annual Meeting of Shareholders held on May 2, 2003.  
(11)  Incorporated by reference to exhibit 10 filed with the Registrants’ Report on Form 8-K, dated 

October 21, 2005.  
(12)  Incorporated by reference to exhibit 3.1 filed with the Registrants’ Report on Form 8-K, 

dated December 5, 2007. 
(13)  Incorporated by reference to exhibits 10.1 and 10.2 filed with the Registrants’ Report on 

Form 8-K, dated December 7, 2007.  
(14)  Incorporated by reference to exhibit 10 filed with the Registrants’ Report on Form 8-K, dated 

December 19, 2007. 
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(e)  Financial Statement Schedules:  
 
Schedule II-Valuation and Qualifying Accounts  
 

EXACTECH, INC. 
SCHEDULE II - VALUATION AND QUALIFYING ACCOUNTS 
THREE YEARS ENDED DECEMBER 31, 2007, 2006 and 2005 

(in thousands) 
             

  

Balance at 
Beginning 

of Year 

Charged to 
Costs and 
Expenses 

Deductions 
(Chargeoffs)   

Balance at 
End of Year

Allowance for doubtful accounts             
2005 $ 261  $ 944  $ (747 ) $ 458  
2006  458   837   (868 )  427  
2007  427   395   (386 )  436  

          
Allowance for sales returns          

2006  —  145   —   145  
2007  145   198   (116 )  227  
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SIGNATURES 
 
Pursuant to the requirements of Section 13 or 15(d) 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.  
 

March 13, 2008  EXACTECH, INC. 

 By: /s/ William Petty 

  

William Petty  
Chief Executive Officer and Chairman of the 
Board 

 
Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below 
by the following persons on behalf of the registrant and in the capacities and on the dates indicated.  

 

March 13, 2008 By: /s/ William Petty 

  

William Petty  
Chief Executive Officer  
(principal executive officer) 
and Chairman of the Board 

March 13, 2008 By: /s/ David Petty 

  
David Petty  
President and Director 

March 13, 2008 By: /s/ Joel C. Phillips 

  

Joel C. Phillips  
Chief Financial Officer  
(principal financial officer and principal 
accounting officer) 

March 13, 2008 By: /s/ Albert H. Burstein 

  
Albert H. Burstein  
Director 

March 14, 2008 By: /s/ R. Wynn Kearney, Jr. 

  
R. Wynn Kearney, Jr.  
Director 

March 14, 2008 By: /s/ Paul E. Metts 

  
Paul E. Metts  
Director 

March 14, 2008 By: /s/ William B. Locander 
  William B. Locander  

Director 

March 14, 2008 By: /s/ James G. Binch 
  James G. Binch  

Director 
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University of Minnesota Medical School
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Mankato, Minnesota
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State of Florida
Tallahassee, Florida
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Jacksonville, Florida
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Managing Director
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New Canaan, Connecticut

William Petty, M.D.
Chief Executive Officer

Gary J. Miller, Ph.D.
Executive Vice President, Research and Development

David W. Petty
President

Joel C. Phillips, C.P.A.
Chief Financial Officer and Treasurer

Betty B. Petty
Vice President, Human Resources and 
Administration and Corporate Secretary

Bruce Thompson
Senior Vice President
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corporate officers

investor contact
Julie Marshall
Frank N. Hawkins, Jr.
Hawk Associates, Inc.
227 Atlantic Blvd. 
Key Largo, FL 33037
Tel: (305) 451-1888
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financial auditors
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