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Iltem 1. Financial Statements

EXACTECH, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
(in thousands)

(unaudited) (audited)
September 30, December 31,
2008 2007
ASSETS
CURRENT ASSETS:
Cash and cash equivalents $ 3,863 $ 2,038
Accounts receivable, net of allowances of $1,197 and $663 32,006 23,106
Prepaid expenses and other assets, net 1,970 1,185
Income taxes receivable 1,337 27
Inventories 58,640 44,201
Deferred tax assets 449 306
Total current assets 98,265 70,863
PROPERTY AND EQUIPMENT:
Land 1,234 1,140
Machinery and equipment 20,941 17,364
Surgical instruments 36,139 29,165
Furniture and fixtures 2,695 2,366
Facilities 13,549 12,312
Projects in process 1,395 609
Total property and equipment 75,953 62,956
Accumulated depreciation (30,968) (26,649)
Net property and equipment 44,985 36,307
OTHER ASSETS:
Notes receivable — related party — 4,394
Deferred financing and deposits, net 2,069 1,041
Other investments 1,172 (37)
Product licenses and designs, net 7,703 1,355
Patents and trademarks, net 2,334 2,184
Goodwill 7,893 352
Total other assets 21,171 9,289
TOTAL ASSETS $ 164,421 $ 116,459
LIABILITIES AND SHAREHOLDERS' EQUITY
CURRENT LIABILITIES:
Accounts payable $ 14582 $ 9,423
Income taxes payable — 103
Accrued expenses and other liabilities 5,831 5,995
License fee payable 1,233 —
Current portion of long-term debt 1,485 1,646
Total current liabilities 23,131 17,167
LONG-TERM LIABILITIES:
Deferred tax liabilities 1,996 2,505
Line of credit 12,423 —
Long-term debt, net of current portion 8,104 9,025
Other long-term liabilities 680 124
Total long-term liabilities 23,203 11,654
Total liabilities 46,334 28,821
SHAREHOLDERS' EQUITY:
Common stock 127 116
Additional paid-in capital 50,603 27,388
Accumulated other comprehensive loss, net of tax (817) (57)
Retained earnings 68,174 60,191
Total shareholders’ equity 118,087 87,638
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY $ 164,421 $ 116,459

See notes to condensed consolidated financial statements



EXACTECH, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF INCOME

(in thousands, except per share amounts)
(Unaudited)

Three Month Periods

Nine Month Periods

Ended September 30, Ended September 30,
2008 2007 2008 2007
NET SALES $ 37934 $ 29,985 $ 121,420 $ 91,140
COST OF GOODS SOLD 13,708 10,056 44,830 32,677
Gross profit 24,226 19,929 76,590 58,463
OPERATING EXPENSES:
Sales and marketing 11,775 9,826 37,343 28,241
General and administrative 4,630 2,405 12,875 8,311
Research and development 2,086 2,037 7,028 5,747
Impairment loss — — — 1,519
Depreciation and amortization 1,800 1,476 5,412 4,491
Total operating expenses 20,291 15,744 62,658 48,309
INCOME FROM OPERATIONS 3,935 4,185 13,932 10,154
OTHER INCOME (EXPENSE):
Interest income 6 98 9 252
Other income — — 485 —
Interest expense (210) (330) (809) (1,097)
Foreign currency exchange loss (23) (4) (75) (52)
Total other expenses (227) (236) (390) (897)
INCOME BEFORE INCOME TAXES 3,708 3,949 13,542 9,257
PROVISION FOR INCOME TAXES 1,571 1,351 5,461 3,187
INCOME BEFORE EQUITY IN NET LOSS OF
OTHER INVESTMENTS 2,137 2,598 8,081 6,070
EQUITY IN NET LOSS OF OTHER
INVESTMENTS — (113) (98) (292)
NET INCOME $ 2,137 $ 2485 $ 7,983 $ 5,778
BASIC EARNINGS PER SHARE $ 0.17 $ 022 $ 0.65 $ 0.50
DILUTED EARNINGS PER SHARE $ 0.16 $ 021 $ 0.63 $ 0.49

See notes to condensed consolidated financial statements



EXACTECH, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS' EQUITY
AND COMPREHENSIVE INCOME
(in thousands)
(Unaudited)

Accumulated

Additional Other Total
Common Stock Paid-In Retained Comprehensive Shareholders’
Shares  Amount Capital Earnings Income (Loss) Equity
Balance, December 31, 2007 11611 $ 116 $ 27,388 $ 60,191 $ G7) $ 87,638
Exercise of stock options 60 1 629 — — 630
Issuance of common stock for
acquisitions 114 1 2,540 — — 2,541
Issuance of common stock in
public offering 877 9 18,668 — — 18,677
Issuance of common stock under
the Company’s Employee
Stock Purchase Plan 21 — 364 — — 364
Compensation cost of
stock options — — 797 — — 797
Tax benefit from exercise of
stock awards — — 217 — — 217
Comprehensive Income (loss):
Net income — — — 7,983 — 7,983
Change in fair value of cash
flow hedge, net of tax — — — — (6) (6)
Change in currency translation — — — — (754) (754)
Other comprehensive loss (760)
Comprehensive income 7,223
Balance, September 30, 2008 12,683 $ 127 $ 50,603 $ 68,174 $ (817) $ 118,087

See notes to condensed consolidated financial statements



OPERATING ACTIVITIES:
Net income

EXACTECH, INC. AND SUBSIDIARIES

(in thousands)
(Unaudited)

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

Nine Month Periods
Ended September 30,

Adjustments to reconcile net income to net cash provided by (used in) operating

activities:

Provision for allowance for doubtful accounts and sales returns

Inventory impairment

Depreciation and amortization

Restricted common stock issued for services

Compensation cost of stock awards

Tax benefit from exercise of stock options

Excess tax benefit from exercise of stock options

Loss on disposal of equipment

Loss on impairment

Forward currency option gain

Foreign currency exchange loss

Equity in net loss of other investments

Deferred income taxes

Changes in assets and liabilities which provided (used) cash:
Accounts receivable

Prepaids and other assets

Inventories
Accounts payable

Income taxes payable/receivable
Accrued expense & other liabilities
Net cash provided by operating activities

INVESTING ACTIVITIES:

Notes receivable issued to related party

Purchases of property and equipment

Purchases of product licenses and designs
Investment in license technology

Proceeds from investment in forward currency option

Investment in escrow fund

Acquisitions of subsidiaries, net of cash acquired
Net cash used in investing activities

FINANCING ACTIVITIES:

Net borrowings (repayments) on line of credit
Principal payments on debt

Debt issuance costs

Excess tax benefit from exercise of stock options
Proceeds from issuance of common stock
Net cash provided by (used in) financing activities

Effect of foreign currency translation on cash and cash equivalents

NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD
CASH AND CASH EQUIVALENTS, END OF PERIOD $

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION:
Cash paid during the period for:

Interest
Income taxes

Non-cash investing and financing activities:
Conversion of note receivable for acquisition $
Issuance of securities for acquisitions
Purchase price supplement payable
Cash flow hedge gain, net of tax

2008 2007
$ 7,983 $ 5,778
306 245
1,613 633
6,090 5,035
— 52
797 376
217 64
(217) (36)
182 32
— 1,519
(485) —
75 52
08 292
2,434 (481)
(3,543) (4,169)
(1,305) (73)
(9,479) (28)
1,409 5,107
(540) 370
(3,180) 1,190
2,455 15,958
— (1,490)
(12,420) (8,619)
(159) (600)
(1,157) —
609 —
(823) —
(11,585) —
(25,535) (10,709)
6,435 (6,028)
(1,121) (1,071)
(163) (84)
217 36
19,671 697
25,039 (6,450)
(134) —
1,825 (1,201)
2,038 2,006
3,863 $ 805
$ 705 $ 1,020
4,095 3,180
4394 $ —
2,541 —
406 —
(6) C)]

See notes to condensed consolidated financial statements



EXACTECH, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
FOR THE THREE AND NINE MONTH PERIODS ENDED SEPTEMBER 30, 2008 AND 2007
(Unaudited)

1. BASIS OF PRESENTATION

The accompanying unaudited condensed consolidated financial statements of Exactech, Inc. and its
subsidiaries, which are for interim periods, have been prepared in accordance with the rules and
regulations of the Securities and Exchange Commission relating to interim financial statements. These
unaudited condensed consolidated financial statements do not include all disclosures provided in the
annual financial statements. The condensed financial statements should be read in conjunction with the
financial statements and notes contained in the Annual Report on Form 10-K for the year ended
December 31, 2007 of Exactech, Inc. (the “Company” or “Exactech”), as filed with the Securities and
Exchange Commission.

In the opinion of management, all adjustments considered necessary for a fair presentation have been
included, consisting of normal recurring adjustments and the adjustments necessary to account for the
acquisitions of Altiva and France Medica. All adjustments of a normal recurring nature which, in the
opinion of management, are necessary to fairly present the results for the interim period have been made.
The Company’s subsidiaries, Exactech Asia, Exactech UK, and Exactech Japan are consolidated for
financial reporting purposes, and all intercompany balances and transactions have been eliminated.
Altiva Corporation is consolidated for financial reporting purposes as of January 2, 2008, the date of
acquisition, and all intercompany balances and transactions have been eliminated. France Medica is
consolidated for financial reporting purposes as of April 1, 2008, the date of acquisition, and all
intercompany balances and transactions have been eliminated. Results of operations for the three and
nine month periods ended September 30, 2008, are not necessarily indicative of the results to be
expected for the full year.

Certain amounts reported for prior periods have been reclassified to be consistent with the current period
presentation.

2. NEW ACCOUNTING PRONOUNCEMENTS

In September 2006, the FASB issued SFAS 157, “Fair Value Measurements,” and in February 2008, the
FASB amended SFAS 157 by issuing FASB Staff Position FAS 157-1, “Application of FASB Statement
No. 157 to FASB Statement No. 13 and Other Accounting Pronouncements That Address Fair Value
Measurements for Purposes of Lease Classification or Measurement under Statement 13,” and FASB
Staff Position FAS 157-2, “Effective Date of FASB Statement No. 157" (collectively “SFAS 157”). This
standard defines fair value, establishes a framework for measuring fair value in accounting principles
generally accepted in the United States and expands disclosures about fair value measurements. SFAS
157 applies under other accounting pronouncements that require or permit fair value measurements,
except those relating to lease classification, and accordingly does not require any new fair value
measurements. SFAS 157 is effective for financial assets and liabilities for fiscal years beginning after
November 15, 2007, and for non-financial assets and liabilities in fiscal years beginning after
November 15, 2008. We adopted SFAS 157 for financial assets and liabilities in the first quarter of fiscal
2008 with no material impact on our condensed consolidated financial statements. We are currently
evaluating the impact the adoption of SFAS 157 for non-financial assets and liabilities will have on our
financial condition, results of operations or cash flows.

In December 2007, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial
Accounting Standard No. 160 “Noncontrolling Interests in Consolidated Financial Statements an
amendment of ARB No. 51,” (“SFAS 160”"). SFAS 160 amends Accounting Research Bulletin No. 51,
“Consolidated Financial Statements,” to establish accounting and reporting standards for any
noncontrolling interest in a subsidiary and for the deconsolidation of a subsidiary. SFAS 160 clarifies that
a noncontrolling interest in a subsidiary should be reported as a component of equity in the consolidated



financial statements and requires disclosure, on the face of the consolidated statement of income, of the
amounts of consolidated net income attributable to the parent and to the noncontrolled interest. SFAS
160 is effective beginning January 1, 2009 and is to be applied prospectively, except for the presentation
and disclosure requirements, which upon adoption will be applied retrospectively for all periods
presented. Early adoption of SFAS 160 is prohibited. We are currently evaluating the requirements of
SFAS 160 and have not yet determined the impact on our financial condition, results of operations or
cash flows.

In December 2007, the FASB issued SFAS No. 141(R), “Business Combinations,” (“SFAS 141R"). SFAS
141R fundamentally changes many aspects of existing accounting requirements for business
combinations. SFAS 141R includes guidance for the recognition and measurement of the identifiable
assets acquired, the liabilities assumed, and any non-controlling or minority interest in the acquired
company. It also provides guidance for the measurement of goodwill, the recognition of contingent
consideration, the accounting for pre-acquisition gain and loss contingencies as well as acquisition-
related transaction costs. SFAS 141R applies prospectively and is effective for business combinations
made beginning January 1, 2009. Early adoption of SFAS 141R is prohibited. We are currently
evaluating the requirements of SFAS 141R and have not yet determined the impact on our financial
condition, results of operations or cash flows.

In March 2008, the FASB issued SFAS No. 161, “Disclosures about Derivative Instruments and Hedging
Activities, an amendment of FASB Statement No. 133" (“SFAS 161"). SFAS 161 amends and expands
the disclosure requirements of SFAS No. 133 with the intent to provide users of financial statements with
an enhanced understanding of: (i) how and why an entity uses derivative instruments; (ii) how derivative
instruments and related hedged items are accounted for under SFAS No. 133 and its related
interpretations and (iii) how derivative instruments and related hedged items affect an entity’s financial
position, financial performance and cash flows. SFAS 161 is effective for financial statements issued for
fiscal years and interim periods beginning after November 15, 2008, with early adoption encouraged. We
are currently evaluating the requirements of SFAS 161 and have not yet determined the impact on our
disclosures.

In April 2008, the FASB issued FSP FAS 142-3, “Determination of the Useful Life of Intangible Assets”
(“FSP 142-3"). FSP 142-3 amends the factors that should be considered in developing renewal or
extension assumptions used to determine the useful life of a recognized intangible asset under SFAS
No. 142, "Goodwill and Other Intangible Assets." FSP 142-3 also requires certain additional disclosures
about intangible assets. FSP 142-3 must be applied prospectively to all intangible assets acquired as of
and subsequent to fiscal years beginning after December 15, 2008, and interim periods within those fiscal
years. Early adoption is prohibited. We are currently evaluating the requirements of FSP 142-3 and have
not yet determined the impact on our financial condition, results of operations or cash flows.

In May 2008, the FASB issued SFAS No. 162, “The Hierarchy of Generally Accepted Accounting
Principles” (“SFAS 162"). SFAS 162 supersedes the existing hierarchy contained in the U.S. auditing
standards. SFAS 162 identifies the sources of accounting principles and the framework for selecting the
principles to be used in the preparation of financial statements presented in conformity with generally
accepted accounting principles in the United States of America. SFAS 162 becomes effective 60 days
following the SEC’s approval of the Public Company Accounting Oversight Board (PCAOB) amendments
to the auditing literature. SFAS 162 is not expected to have an impact on our financial condition, results of
operations or cash flows.

3. CURRENCY TRANSLATION AND HEDGING ACTIVITIES

We are exposed to market risk related to changes in foreign currency exchange rates. The functional
currency of our Chinese subsidiary is the Chinese Yuan Renminbi (CNY), our Japanese subsidiary is the
Japanese Yen (JPY), and our French subsidiary is the Euro (EUR). The activities of these foreign
subsidiaries are translated into U.S. dollars and exchange gains and losses arising from translation are
recognized in “Other comprehensive income (loss)”. During the nine months ended September 30, 2008,
translation losses were $754,000, which were primarily due to the fluctuation in exchange rates and the



weakening of the Euro during this third quarter. During the nine months ended September 30, 2007,
translation losses were not significant. Gains and losses resulting from our transactions and our
subsidiaries’ transactions, which are made in currencies different from their own, are included in income
as they occur and as other income (expense) in the Condensed Consolidated Statements of Income. We
recognized currency transaction gains (losses) of $(75,000) and $(52,000) during the nine months ended
September 30, 2008 and 2007, respectively.

In November 2007, we purchased a forward currency call option, granting us the right to purchase 6.0
million EUR at a strike price of 1.4689. The forward currency call option expired in March 2008. We paid
a premium of $196,000, which we recorded as a current asset on our consolidated balance sheets and
adjusted to the fair value of the forward option based on dealer quotes. For the year ended December 31,
2007, we recorded a loss of $72,000 on the consolidated statements of income. For the three month
period ended March 31, 2008, we recorded a gain of $485,000. Upon expiration we received proceeds of
$609,000 for the forward currency option.

4. INVENTORIES

Inventories are valued at the lower of cost or market and include implants consigned to customers and
agents. We also provide significant loaned implant inventory to non-distributor customers. We are also
required to maintain substantial levels of inventory as it is necessary to maintain all sizes of each
component to fill customer orders. The size of the component to be used for a specific patient is typically
not known with certainty until the time of surgery. Due to this uncertainty, a minimum of one of each size
of each component in the system to be used must be available to each sales representative at the time of
surgery. As a result of the need to maintain substantial levels of inventory, we are subject to the risk of
inventory obsolescence. In the event that a substantial portion of our inventory becomes obsolete, it
would have a material adverse effect on us. Impairment charges for obsolete and slow moving
inventories are recorded based upon an analysis of specific identification of obsolete inventory items and
guantification of slow moving inventory items. For slow moving inventory, this analysis compares the
guantity of inventory on hand to the projected sales of such inventory items. As a result of this analysis,
we record an impairment charge to reduce the carrying value of any impaired inventory to its estimated
fair value, which becomes its new cost basis. Impairment charges for the three and nine months ended
September 30, 2008 were $351,000 and $1,613,000, respectively. Impairment charges for the three and
nine months ended September 30, 2007, were $111,000 and $633,000, respectively. Inventory is also
reviewed for the ability to turn over within the following year, and inventory, in total, that is not projected to
be sold during the following twelve month period is classified as a non-current asset on the condensed
consolidated balance sheets. As of September 30, 2008 and December 31, 2007, we had no inventory
classified as non-current.

The following table summarizes our classifications of inventory as of September 30, 2008 and December
31, 2007 (in thousands):

2008 2007
Raw materials $ 13,133 $ 11,562
Work in process 1,199 962
Finished goods on hand 25,197 17,351
Finished goods on loan 19,111 14,326
Inventory total $ 58,640 $ 44,201




5. ACQUISITIONS AND DISTRIBUTION SUBSIDIARY START-UP

Acquisition of France Medica

Effective April 1, 2008, we completed the acquisition of our French distributor, France Medica, for the
purchase of 100% of the shares of France Medica. France Medica has worked with us as a distributor of
Exactech products in France for a number of years. The initial fixed purchase price of 5.2 million EUR, or
$8.2 million based on an exchange rate of $1.56 per 1.00 EUR on March 31, 2008, consisted of $6.3
million in cash paid to shareholders, 37,922 shares of Exactech common stock, par value $0.01 per share
worth $955,000, and $911,000 in costs incurred for the acquisition. The Common Stock issued as partial
proceeds for the acquisition will not be registered under the Securities Act of 1933, as amended (the
“Securities Act”) or any state securities laws and will not be able to be sold except in a transaction
registered under, or exempt from, the registration provisions of the Securities Act and applicable state
securities laws. We acquired cash of $1.2 million.

A contingent purchase price supplement of between 1.2 million EUR and 1.7 million EUR, or $1.8 million
and $2.7 million, is payable to certain shareholders of France Medica, over a two year period, if certain
sales results are achieved in each of the annual periods. If the conditional terms are not met, the
supplemental payment to some shareholders can be reduced by up to 50%. During July 2008, we paid
$1.5 million of the supplement payments and have a remaining recorded liability of $406,000 for the
minimum 50% due of future supplement payments, of which $208,000 was recorded as a current liability.
The remaining potential purchase price supplement is currently uncertain and not quantifiable with
certainty, as such, we have not recognized any liability, but will reevaluate the contingency quarterly to
determine whether there is any recognizable liability. In addition to the purchase price supplement, two
former shareholders of France Medica made guarantees against future claims for damages resulting from
certain events prior to the acquisition date. Under these guarantees, 570,000 EUR, or $890,000, was
withheld from the cash purchase price and an escrow fund was established. An additional escrow fund of
180,000 EUR, or $281,000, will be established upon disbursement of contingent price supplement funds
in lieu of transferring the funds directly to the former shareholder. The funds in the escrow agreements
will be distributed in three annual installments on July 1, 2009, 2010 and 2011, less any deductions for
damages. As of September 30, 2008, the escrow fund for 570,000 EUR is recorded at the translated
amount of $823,000, based on the exchange rate as of the end of September of $1.4445 per 1.00 EUR.
The escrow will be recorded as a long-term asset on our condensed consolidated balance sheets, until
the obligation to the former shareholder is determined beyond a reasonable doubt. The $281,000 will be
treated similarly upon establishment of the escrow fund. Amounts paid out under these contingencies will
be added to the cost of acquisition when they are determinable with certainty.

We accounted for the acquisition under the purchase method of accounting pursuant to SFAS No. 141,
“Business Combinations” (SFAS No. 141). Accordingly, the results of operations of France Medica have
been included in our consolidated results of operations subsequent to the acquisition date, and the
respective assets and liabilities of France Medica have been recorded at their estimated fair values in our
condensed consolidated balance sheets as of the acquisition date, with any excess purchase price being
allocated to goodwill. Pro forma financial information required by SFAS No. 141 has not been included as
the acquisition did not have a material impact upon our financial position or results of operations.



We could have potential adjustments to our preliminary purchase price allocation primarily due to our
uncertain contingencies and evaluation of our acquired deferred tax liability. The following table
summarizes the preliminary purchase price allocation and determination of goodwill, which is not
deductible for tax purposes, as of April 1, 2008 (in thousands):

Total

Cash $ 6,314
Exactech Common stock 955
Acquisition expenses 911
Price supplement payable 1,747
Purchase price 9,927
Less:

Current assets acquired 10,031
Property and equipment acquired 1,383
Long-term assets acquired 30
Current liabilities assumed (3,673)
Long-term liabilities assumed (570)
Assigned to identifiable intangible assets 1,495
Deferred tax liability assumed (424)
Total value 8,272
Goodwill recognized $ 1,655

As of the three months ended June 30, 2008, we recognized an additional purchase price supplement
liability of $201,000 based on terms of the agreement, and currency translation effect of $16,000 to the
purchase price supplement liability, for additional goodwill of $217,000.

In allocating the purchase price, we assigned a value of $1.5 million to identifiable intangible assets with
definite lives. We acquired a trademark with an assigned value of $394,000 with a remaining useful life of 5
years, and a customer list with an assigned value of $1.1 million and a remaining useful life of 7 years. We
utilized an independent consultant to determine the fair values of the intangible assets and certain
identifiable assets and liabilities. The discounted cash flow method was used with a discount rate of 12%.
Both intangible assets will be amortized on a straight line basis.

Acquisition of Altiva

In October 2003, Exactech acquired a 16.7% minority interest in Altiva Corporation for $1.0 million. As part
of the agreement, we committed to make loans available to Altiva in an amount of up to $5 million for a
period of five years, the proceeds of which would be used for the acquisition of various spine and spine-
related product lines. As of December 31, 2007, we had extended to Altiva the principal sum of $4.4 million
under this commitment, including interest as of that date at 8.50%. These loans were convertible into
shares of Series C Preferred stock of Altiva, at our option, any time between October 29, 2005 and October
28, 2008. We evaluated our investment in Altiva pursuant to FASB Interpretation No. 46, “Consolidation of
Variable Interest Entities”, as revised ("FIN 46R") to determine whether to consolidate Altiva, and based
upon this analysis, we determined that Altiva did not qualify as a variable interest entity requiring
consolidation, and as such we accounted for Altiva under the equity method through January 1, 2008.

Effective January 2, 2008, we consummated our acquisition of the remaining 83.3% 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. The
purchase price of $12.3 million consisted of $6.1 million in cash, $4.3 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, 75,736 shares of
Exactech common stock, par value $0.01 per share worth $1.6 million, and $379,000 in costs incurred for
the acquisition. The cash portion of the purchase price included the $1.0 million paid in 2003 for the initial
16.7%, $4.7 million paid at the closing of the acquisition of the remaining 83.3% interest in January 2008,
and $350,000 held in escrow pending confirmation that any liability to which we might be exposed in
connection with the court action described below, filed by certain Altiva common stockholders against the
board of directors of Altiva, would be covered by insurance. In April 2008, we released the cash held in
escrow. We also acquired $415,000 in cash.
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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 common stock under the Merger Agreement, we 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.

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.

We accounted for the acquisition under the purchase method of accounting pursuant to SFAS No. 141.
Accordingly, the results of operations of Altiva have been included in our consolidated results of
operations subsequent to the acquisition date, and the respective assets and liabilities of Altiva have
been recorded at their estimated fair values in our condensed consolidated balance sheets as of the
acquisition date, with any excess purchase price being allocated to goodwill. Pro forma financial
information required by SFAS No. 141 has not been included as the acquisition did not have a material
impact upon our financial position or results of operations.

Our preliminary purchase price allocation was determined separately for the initial 16.7% acquired in
2003 and the remaining 83.3% acquired in 2008. Potential adjustments could occur to our preliminary
purchase price allocation primarily due to our evaluation of limitations on the utilization of Altiva’s net
operating loss carry forwards associated with the acquired deferred tax asset, and due to uncertainties
related to the Altiva shareholder litigation that is pending. The following table summarizes the preliminary
purchase price allocation and determination of goodwill, which is not deductible for tax purposes, as of
October 2003 for the initial 16.7% and as of January 2008 for the remaining 83.3% (in thousands):

Initial Remaining

16.7% 83.3% Total
Cash $ 1,000 $ 5,058 $ 6,058
Exactech Common stock — 1,585 1,585
Conversion of debt — 4,300 4,300
Acquisition expenses — 379 379
Purchase price 1,000 11,322 12,322
Less:
Current assets acquired — 5,933 5,933
Property and equipment acquired — 682 682
Current liabilities assumed — (2,459) (2,459)
Line of credit assumed — (5,988) (5,988)
Long-term liabilities assumed — (1,233) (1,233)
Assigned to identifiable intangible assets — 5,517 5,517
Deferred tax asset acquired and for step-up in fair value — 3,916 3,916
Other acquisition adjustments 92 45 137
Total value 92 6,413 6,505
Goodwill recognized $ 908 $ 4909 $ 5,817
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Included in the other acquisition adjustments are accumulated losses for 2003 through 2007 recognized
by us for $1.4 million offset by eliminations of intercompany deferred tax assets and receivables for $1.3
million. In allocating the purchase price, we assigned a value of $5.5 million to identifiable intangible
assets with definite lives. We acquired licenses with an assigned value of $2.6 million with a remaining
useful life of 10 years, and a customer list with an assigned value of $2.9 million also with a remaining
useful life of 10 years. We utilized an independent consultant to determine the fair values of the intangible
assets. The discounted cash flow method was used with a discount rate of 25% for the licenses and 21%
for the customer list. Both intangible assets will be amortized on a straight line basis.

A net deferred tax asset in the amount of $3.9 million was recognized primarily for certain net operating
loss carry forwards that we believe will more-likely-than-not be utilized.

New Distribution Subsidiary in Japan

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. During July 2008 Exactech Japan
obtained the import registration to allow Exactech Japan to import our products for sale in Japan.

6. INCOME TAX

At December 31, 2007, net operating loss carry forwards of our foreign subsidiaries totaled $759,000
which expire beginning 2010. For accounting purposes, the estimated tax effect of this net operating loss
carry forward results in a deferred tax asset. This deferred tax asset was $242,000 at December 31,
2007; however, a valuation allowance of $242,000 was charged against this deferred tax asset assuming
these losses would not be realized. At September 30, 2008, these loss carry forwards of our foreign
subsidiaries totaled $746,000, and the deferred tax asset associated with these losses was $233,000. A
valuation allowance of $201,000 was charged against this deferred tax asset assuming that these losses
will not be fully realized. During the first nine months of 2008, we reassessed the valuation allowance in
light of the performance of our subsidiaries during the first nine months and expected results for the full
year, and determined that a portion of the losses were realizable. During the nine months ended
September 30, 2008, the changes in our deferred tax assets and liabilities were primarily the result of
book-to-tax differences for depreciation of property and equipment due to the election of bonus
depreciation for tax and the acquisitions of Altiva Corporation and France Medica.

In accordance with FASB FIN 48, “Accounting for Uncertain Tax Positions, an Interpretation of SFAS No.
109", we evaluated our material tax positions and determined that we did not have any uncertain tax
positions requiring recognition of a liability as a result of the adoption of FIN 48. Our policy is to recognize
interest and penalties accrued on uncertain tax positions as part of income tax expense. For the three
and nine months ended September 30, 2008, no estimated interest or penalties were recognized for the
uncertainty of certain tax positions.

On January 2, 2008, we completed the acquisition of Altiva Corporation. With the acquisition, we
acquired the net operating loss carry forwards of Altiva for U.S. federal and state jurisdictions in an
aggregate amount of $30.5 million. A net deferred tax asset in the amount of $3.9 million was recognized
on the acquisition date, primarily for certain net operating loss carry forwards that we believe will more-
likely-than-not be utilized. At September 30, 2008, these loss carry forwards result in a deferred tax asset
of $7.7 million. A valuation allowance of $3.4 million has been charged against this deferred tax asset
due to limitations imposed by the various tax regulations on the utilization of these loss carry forwards.

On April 1, 2008, we completed the acquisition of France Medica. With the acquisition, we acquired a net
operating loss carry forward of France Medica for French jurisdictions in an aggregate amount of
$271,000, with a resulting deferred tax asset of $90,000. At September 30, 2008, this loss carry forward
was fully realized to offset net operating income for the full nine months ended September 30, 2008. At
September 30, 2008, we recorded a deferred tax liability of $456,000 for book to tax reporting differences.
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7. DEBT

Debt consists of the following at September 30, 2008 and December 31, 2007 (in thousands):

Industrial Revenue Bond payable in annual principal installments as
follows: $200 per year from 2006-2014; $100 per year from 2015-
2017; monthly interest payments based on adjustable rate as
determined by the bonds remarketing agent based on market rate
fluctuations (8.05% as of September 30, 2008); proceeds used to
finance construction of current facility $

Commercial construction loan payable in monthly principal installments
of $17.5, plus interest based on adjustable rate as determined by one
month LIBOR (4.69% as of September 30, 2008); proceeds used to
finance expansion of current facility

Commercial equipment loan payable in monthly principal installments of
$25.4, beginning April 2004, plus interest based on adjustable rate as
determined by one month LIBOR with a minimum floor of 3.5%
(4.93% as of September 30, 2008); proceeds used to finance
equipment for facility expansion

Commercial equipment loan payable in monthly principal installments of
$49.5, beginning November 2006, plus interest based on adjustable
rate as determined by one month LIBOR with a minimum floor of
5.58% (5.59% as of September 30, 2008); proceeds used to finance
equipment for production facility expansion

Commercial real estate loan payable in monthly installments of $46.4,
including principal and interest based on an adjustable rate as
determined by one month LIBOR, fixed by a swap agreement with
the lender at 6.61% as a cash flow hedge. Proceeds used to
remodel facilities and restructure portion of debt.

Business line of credit payable on a revolving basis, plus interest based
on adjustable rate as determined by one month LIBOR based on our
ratio of funded debt to EBITDA (3.74% as of September 30, 2008).
Proceeds used to fund inventory purchases and acquisitions.

Total debt
Less current portion

2008 2007
1,600 $ 1,600
2,988 3,145
127 356
1,783 2,228
3,001 3,342
12,423 —
22,012 10,671
(1,485) (1,646)

$ 20527 $ 9,025

The following is a schedule of debt maturities as of September 30, 2008, for the

years ended December 31:

2008 e $
2000 s
2000
200 s
2002 e
LI =] =T Vi =) PP

564
1,415
1,390
1,268

851

16,524

22,012
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On June 13, 2008, we entered into a revolving credit agreement for an aggregate principal amount of $40
million (“Credit Agreement”) with SunTrust Bank, a Georgia banking corporation (“SunTrust”) as
administrative agent and swingline lender and other potential lenders. The current credit agreement is
composed of a revolving credit line in an amount equal to $25 million between us and SunTrust, and a
revolving credit line in an amount equal to $15 million between us and Compass Bank, a Georgia banking
corporation (“Compass”). Included in the credit agreement is a swingline note for $3 million, whereby
excess bank account cash balance is swept into the swingline to reduce the outstanding balance.
Interest on the notes consist of annual LIBOR, adjusted monthly, and an applicable margin, ranging from
1.25 % to 2.00%, based on a ratio of funded debt to EBITDA. The Credit Agreement has a five year term
and the lending commitments under it terminate on June 13, 2013, with the swingline commitment
terminating and all outstanding amounts thereunder due in full one week prior to the revolver note. The
obligations under the Credit Agreement have been guaranteed by the domestic subsidiaries of the
Company under the terms of a subsidiary guarantee and are secured by a security interest granted in all
of the assets of the Company to the lenders party to the Credit Agreement. The outstanding balance
under the Credit Agreement may be prepaid at any time without premiums or penalties. Upon an event of
default the commitment will be terminated, all principal and interest will be payable immediately and begin
to accrue interest at a default rate equal to the applicable rate in effect plus five percentage points. The
Credit Agreement includes certain covenants and terms that place certain restrictions on our ability to
incur additional debt, incur additional liens, engage in certain investments, effect certain mergers, declare
or pay dividends, effect certain sales of assets, or engage in certain transactions with affiliates, sale and
leaseback transactions, hedging agreements, or capital expenditures. Additionally, there are restrictions
against us using the proceeds borrowed under this facility for funding its foreign subsidiaries unless such
foreign subsidiaries are included in the facility by virtue of execution of a subsidiary guarantee or pledge
of the capital stock of such foreign subsidiary. We are also subject to several financial covenants
regarding the ratio of debt to EBIDTA and fixed charge coverage ratio. We paid closing costs of
$124,000, which we will expense over the life of the Credit Agreement. Additional administrative fees will
be due and expensed each fiscal quarter based on a percentage of the unused revolver balance. Upon
closing of the Credit Agreement we used proceeds of $7.1 million to repay in full the revolving credit
facility we held with Merrill Lynch Business Financial Services, Inc, and subsequently terminated the
Merrill Lynch credit facility.

8. COMMITMENTS AND CONTINGENCIES
Litigation

There are various claims, lawsuits, and disputes with third parties and pending actions involving various
allegations against us incident to the operation of our business, principally product liability cases. We are
currently a party to several product liability suits related to the products distributed by us on behalf of RTI
Biologics, Inc. (“RTI”). Pursuant to our license and distribution agreement with RTI, we will tender all
cases to RTl. While we believe that the various claims are without merit, we are unable to predict the
ultimate outcome of such litigation. We therefore maintain insurance, subject to self-insured retention
limits, for all such claims, and establish accruals for product liability and other claims based upon our
experience with similar past claims, advice of counsel and the best information available. At September
30, 2008 and December 31, 2007, we did not have any accruals for product liability claims. These
matters are subject to various uncertainties, and it is possible that they may be resolved unfavorably to
us. However, while it is not possible to predict with certainty the outcome of the various cases, it is the
opinion of management that, upon ultimate resolution, the cases will not have a material adverse effect
on our consolidated financial position, results of operations or cash flows.

Our insurance policies covering product liability claims must be renewed annually. Although we have
been able to obtain insurance coverage concerning product liability claims at a cost and on other terms
and conditions that are acceptable to us, we may not be able to procure acceptable policies in the future.

As previously disclosed, during December 2007, we received a grand jury subpoena from the US

Department of Justice (“DOJ”) through the US Attorney for the District of New Jersey. The subpoena
requested all documents dating from January 1, 1998 through the present related to consulting and
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professional services agreements between Exactech and other medical professionals associated with hip
and/or knee joint replacement surgical procedures and devices. We believe the subpoena is related to an
investigation conducted by the DOJ with respect to the use of such agreements and arrangements by
orthopaedic implant manufacturers and distributors. We continue to cooperate fully with the Department
of Justice request and cannot estimate what, if any, future financial impact this inquiry and its ultimate
resolution may have on our financial position, operating results or cash flows.

As a part of our comprehensive hard bearing program, we entered into a purchase and distribution
agreement (the “Agreement”) with Dimicron Corporation in 2003 to market and distribute polycrystalline
diamond compact hip bearings. During the second quarter of 2007, we engaged in discussions with
Dimicron regarding the fact that, while Dimicron has made progress in developing the technology, they
had encountered new challenges that they believe will adversely impact their ability to produce the
diamond hip bearings they had been developing. Based on previous and anticipated delays, uncertainty
regarding production of a product, disagreement with Dimicron about how best to proceed, and our
anticipating no future cash flows, we determined we were required to take a non-cash impairment charge
to fully impair the license to the patent we hold with Dimicron. The impairment charge taken in the
second quarter of 2007, for the full carrying value of the asset, was $1.5 million before income taxes, and
is included as an operating expense in our consolidated statement of income. Subsequently, we filed an
arbitration claim with the American Arbitration Association (“AAA”) seeking to clarify our rights under the
Agreement. The full hearing was conducted in September of 2008, however we do not expect to hear the
conclusion of the arbitration hearing until late fourth quarter of 2008.

Purchase Commitments

At September 30, 2008, we had outstanding commitments for the purchase of inventory, raw materials
and supplies of $18.9 million and outstanding commitments for the purchase of capital equipment of $1.3
million. Purchases under our distribution agreements were $6.2 million during the nine months ended
September 30, 2008.

Our Taiwanese subsidiary, Exactech Taiwan, has entered into a license agreement with the Industrial
Technology Research Institute (ITRI) and the National Taiwan University Hospital (NTUH) for the rights to
technology and patents related to the repair of cartilage lesions. We have paid approximately $1.2 million
during the first nine months of 2008, and will make royalty payments when the technology becomes
marketable. Using the technology, we plan to launch a cartilage repair program that will include a device
and method for the treatment and repair of cartilage in the knee joint. It is expected that the project will
require us to complete human clinical trials under the guidance of the Food & Drug Administration in order
to obtain pre-market approval for the device in the United States. The agreement terms include a license
fee based on the achievement of specific, regulatory milestones and a royalty arrangement based on
sales once regulatory clearances are established.

Contingencies

As part of the acquisition agreement with France Medica, a contingent purchase price supplement is
payable to certain shareholders of France Medica, over a two year period, if certain sales results are
achieved in each of the annual periods and employment conditions maintained. In addition to the
purchase price supplement, two former shareholders of France Medica made guarantees against future
claims for damages resulting from certain events prior to the acquisition date. The funds withheld under
these guarantees will be distributed in three annual installments, less any deductions for damages.
Amounts paid out under these contingencies will be recognized when they are determinable with
certainty. See Note 5 for further discussion on the France Medica acquisition and the related
contingencies.
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9. SEGMENT INFORMATION

We evaluate our operating segments by our major product lines: knee implants, hip implants, upper
extremity implants, biologics, and other products. The “other” segment includes miscellaneous sales
categories, such as surgical instruments held for sale, bone cement, instrument rental fees, shipping
charges, and other implant product lines, including our spine implants as well as other implant lines
distributed by our foreign subsidiaries. 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 of the notes to
our consolidated financial statements included in our annual report on Form 10-K for the year ended
December 31, 2007.

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, except goodwill recognized for Altiva is included in our other products segment.
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 long-lived assets and inventory held outside the United States as of September 30, 2008, was
$14.4 million. Included in these assets is $4.6 million of assets located at our French distributor, and $6.6
million in surgical instrumentation, stated gross as it is impracticable to account for depreciation on these
assets by region.
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Summarized information concerning

our reportable segments is shown in the following table (in

thousands):
Upper

(in thousands) Knee Hip Biologics  Extremity Other Corporate Total
Three months ended September 30,
2008
Net sales 16,594 $ 5,490 $ 4715 $ 4199 $ 6,936 $ — $ 37,934
Segment profit (loss) 2,547 72 387 1,042 (113) (227) 3,708
Total assets, net 37,562 23,807 4,835 6,894 23,229 68,094 164,421
Capital expenditures 1,918 561 11 802 145 2,002 5,439
Depreciation and Amortization 716 417 52 108 141 606 2,040
2007
Net sales 14,325 $ 5,997 $ 4,228 $ 2434 $ 3,001 $ — $ 29,985
Segment profit (loss) 2,810 658 125 706 (114) (236) 3,949
Total assets, net 32,594 22,943 4,862 4,474 7,719 46,842 119,434
Capital expenditures 573 668 22 332 309 1,561 3,465
Depreciation and Amortization 626 380 50 93 86 433 1,668
Nine months ended September 30,
2008
Net sales 55,585 $ 17,509 $ 14,110 $ 11,831 $ 22,385 $ — $121,420
Segment profit (loss) 9,160 500 1,307 3,263 (298) (390) 13,542
Total assets, net 37,562 23,807 4,835 6,894 23,229 68,094 164,421
Capital expenditures 4,326 2,511 13 1,197 576 3,956 12,579
Depreciation and Amortization 2,097 1,254 161 333 414 1,831 6,090
2007
Net sales 46,919 $ 16,917 $ 11,634 $ 6,356 $ 9,314 $ — $ 91,140
Segment profit (loss) 7,933 435 @ 538 1,811 (563) (897) 9,257
Total assets, net 32,594 22,943 4,862 4,474 7,719 46,842 119,434
Capital expenditures 2,373 1,483 353 623 572 3,815 9,219
Depreciation and Amortization 1,917 1,159 132 260 241 1,326 5,035

@

Geographic distribution of sales is summarized in the following table (in thousands):

Three months ended September 30, 2008 2007 % Inc (Decr)
Domestic sales $ 26,335 $ 24,616 7.0
International sales 11,599 5,369 116.0

Total sales $ 37,934 $ 29,985 26.5
Nine months ended September 30, 2008 2007 % Inc (Decr)
Domestic sales $ 83,441 $ 70,590 18.2
International sales 37,979 20,550 84.8

Total sales $ 121,420 $ 91,140 33.2
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10. SHAREHOLDERS’ EQUITY

The following is a reconciliation of the numerators and denominators of the basic and diluted EPS
computations for net income and net income available to common shareholders (in thousands, except per
share amounts):

Income Shares Income Shares
(Numer- (Denom- Per (Numer- (Denom-  Per
ator) inator) Share ator) inator)  Share
Three Months Ended Three Months Ended
September 30, 2008 September 30, 2007
Net income $ 2,137 $ 2,485
Basic EPS:
Net income available to common
shareholders $ 2,137 12672 $ 017 $ 2,485 11,544 $ 0.22
Effect of dilutive securities:
Stock options 486 244
Diluted EPS:
Net income available to common
shareholders plus assumed
conversions $ 2,137 13,158 $ 0.16 $ 2485 11,788 $ 0.21
Income Shares Income Shares
(Numer- (Denom- Per (Numer- (Denom-  Per
ator) inator) Share ator) inator)  Share
Nine Months Ended Nine Months Ended
September 30, 2008 September 30, 2007
Net income $ 7,983 $ 5,778
Basic EPS:
Net income available to common
shareholders $ 7,983 12,191 $ 065 $ 5778 11,559 $ 0.50
Effect of dilutive securities:
Stock options 466 249
Diluted EPS:
Net income available to common
shareholders plus assumed
conversions $ 7,983 12,657 $ 063 $ 5,778 11,808 $ 0.49

For the three months ended September 30, 2008, weighted average options to purchase 15,518 shares
of common stock at exercise prices ranging from $19.93 to $26.43 per share were outstanding but were
not included in the computation of diluted EPS because the options were anti-dilutive under the treasury
stock method. For the three months ended September 30, 2007, weighted average options to purchase
309,570 shares of common stock at exercise prices ranging from $12.53 to $21.09 per share were
outstanding but were not included in the computation of diluted EPS because the options were anti-
dilutive under the treasury stock method.

For the nine months ended September 30, 2008, weighted average options to purchase 52,669 shares of
common stock at exercise prices ranging from $19.93 to $26.43 per share were outstanding but were not
included in the computation of diluted EPS because the options were anti-dilutive under the treasury
stock method. For the nine months ended September 30, 2007, weighted average options to purchase
302,997 shares of common stock at exercise prices ranging from $12.53 to $21.09 per share were
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outstanding but were not included in the computation of diluted EPS because the options were anti-
dilutive under the treasury stock method.

Public Stock Offering:

On April 10, 2008, the Securities and Exchange Commission (the “Commission”) declared effective the
Registration Statement on Form S-3 (File No. 333-150055) of Exactech, Inc. filed on April 2, 2008, with
the Commission (the “Registration Statement”). The Registration Statement permits us to issue, in one or
more offerings, shares of common stock, shares of preferred stock, and warrants at an aggregate initial
offering price not to exceed $100,000,000.

On May 8, 2008, we entered into a placement agency agreement with each of Thomas Weisel Partners
LLC, Canaccord Adams Inc., Robert W. Baird & Co. Incorporated and Noble Financial Capital Markets
(together, the “Placement Agents”), pursuant to which the Placement Agents agreed to act as our
placement agents in connection with an offering of 877,391 shares of our common stock (the “Offering”)
under the Registration Statement. Subsequently, we consummated the sale to certain institutional
investors for 877,391 shares of common stock at a purchase price of $23.00 per share, for an aggregate
purchase price of approximately $20.2 million. Net proceeds of the Offering were approximately $18.7
million after deducting the placement agency fees and offering expenses.

Stock-based Compensation Awards:

We sponsor an Executive Incentive Compensation Plan (“2003 Plan”) which provides for the award of
stock-based compensation, including options, stock appreciation rights, restricted stock and other stock-
based incentive compensation awards to key employees, directors and independent agents and
consultants. The 2003 Plan is a comprehensive, consolidated incentive compensation plan that replaced
all of our pre-existing stock plans. The 2003 Plan was implemented upon shareholder approval at its
Annual Meeting of Shareholders on May 2, 2003. Common stock issued upon exercise of stock options
is settled with authorized but unissued shares available. The maximum number of common shares
issuable under the 2003 Plan is 3,000,000 shares. Under the plan, the exercise price of option awards
equals the market price of our stock on the date of grant, and has a maximum term of ten years. As of
September 30, 2008, there were 351,069 total remaining shares issuable under the 2003 Plan.

We apply the fair-value method under SFAS 123R in accounting for employee options, as well as shares
issued under our Employee Stock Purchase Plan (“ESPP”). The fair value of each option granted to
employees and each ESPP award is estimated on the date of grant using the Black-Scholes-Merton
option-pricing model with weighted-average assumptions used for grants on the date of grant. We apply
Emerging Issues Task Force Consensus (“EITF”) 96-18 to stock-based compensation granted to non-
employees. EITF 96-18 requires the fair value of stock awards to be remeasured until a measurement
date is achieved.

The compensation cost that has been charged against income for the 2003 Plan and ESPP was
$797,000 and $376,000 and income tax benefit of $81,000 and $64,000 for the nine months ended
September 30, 2008 and 2007, respectively. Included in the above compensation cost is hon-employee
stock compensation expense of approximately $30,000 and $44,000, net of taxes, during the nine months
ended September 30, 2008 and 2007, respectively. As of September 30, 2008, total unrecognized
compensation cost related to unvested awards was $898,000 and is expected to be recognized over a
weighted-average period of 1.57 years.
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Stock Options:

A summary of the status of stock option activity under our stock-based compensation plans as of
September 30, 2008 and changes during the nine months is presented below:

2008
Weighted Aggregate
Weighted Remaining Intrinsic
Avg Exercise Contractual Value (In
Options Shares Price Term thousands)
Outstanding — January 1 1,209,533 $ 13.92
Granted 15,000 26.43 -
Exercised (60,171) 10.47 1,007
Forfeited or Expired (2,833) 19.43
Outstanding — September 30 1,161,529 $ 14.24 4.69 $ 9,350
Exercisable — September 30 878,021 $ 13.00 431 3% 8,114
Weighted average fair value per share of
options vested during the period $ 10.28
Weighted average fair value per share of
options granted during the period $ 10.32

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. Certain non-qualified stock options are granted
to non-employee sales agents and consultants, and they typically vest ratably over a period of three to
four years from the date of grant and expire in five years or less from the date of grant, or upon
termination of the agent or consultant’s contract with Exactech. There were 15,000 incentive stock
options granted during the nine months ended September 30, 2008. There were 5,000 stock options
granted to our newly elected non-employee director upon election to the board of directors in May 2007.

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 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 issuable in three equal awards with grant dates of
December 20, 2006, January 15, 2007, and April 15, 2007. These restricted stock awards were
considered fully vested at each of the grant dates, and the fair value at the date of grant was recognized
as an operating expense in the consolidated statements of income. 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.

On December 20, 2006, we issued the first award of 1,674 shares of our common stock to the members
of our board of directors that selected the restricted stock awards, and recognized the grant date fair
value for the grants of $24,000. The second award of an aggregate of 1,674 shares of common stock
was issued January 15, 2007, with a grant date fair value of $24,000. The final award of 1,677 was
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issued in April 2007, with a grant date fair value of $28,000. We did not grant any restricted stock awards
during the first nine months of 2008.

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 20,523
shares during the nine months ended September 30, 2008 and 21,995 shares during the nine months
ended September 30, 2007. The fair value of the employee’s purchase rights is estimated using the
Black-Scholes model with the following assumptions for 2008 and 2007, respectively: dividend yield of
zero for all years; an expected life of 1 year for all years; expected volatility of 36 and 31 percent; and
risk-free interest rates of 3.3 and 5.1 percent. The weighted-average fair value of those purchase shares
granted in 2008 and 2007 was $5.31 and $3.31, respectively. There are 38,336 shares remaining
available to purchase under the plan at September 30, 2008.

21



Item 2. Management’'s Discussion and Analysis of Financial Condition and
Results of Operations

The following discussion should be read in conjunction with the unaudited condensed consolidated
financial statements and related notes appearing elsewhere herein.

Overview of the Company

We develop, manufacture, market and sell orthopaedic implant devices, related surgical instrumentation,
supplies and biologic materials to hospitals and physicians in the United States and internationally. Our
revenues are derived from sales of knee, hip, spine, and upper extremity joint replacement systems and
distribution of bone cement and biologic materials. Our continuing research and development projects
will enable us to introduce new, advanced biologic materials and other products and services. Revenue
from sales of other products, including spinal products, surgical instrumentation, Cemex® bone cement,
the InterSpace™ pre-formed, antibiotic cement hip, knee and shoulder spacers have contributed to
revenue growth and are expected to continue to be an important part of our anticipated future revenue
growth.

Our operating expenses consist of sales and marketing expenses, general and administrative expenses,
research and development expenses, and depreciation expenses. The largest component of operating
expenses, sales and marketing expenses, primarily consists of payments made to independent sales
representatives for their services to hospitals and surgeons on our behalf. As a result of the nature of
these sales and marketing expenses, these expenses tend to be variable in nature and related to sales
growth. Research and development expenses primarily consist of expenditures on projects concerning
knee, upper extremity, spine, and hip implant product lines and biologic materials and services.

In marketing our products, we use a combination of traditional targeted media marketing and our primary
marketing focus, direct customer contact and service to orthopaedic surgeons. Since surgeons are
generally the primary decision maker when it comes to the choice of products and services that best meet
the needs of their patients, our marketing strategy is focused on developing relationships and meeting the
needs of the surgeon community in the orthopaedic industry. In cooperation with our organization of
independent sales agencies in the United States and network of independent distributors and subsidiaries
internationally, we conduct this marketing effort through continuing education forums, training programs
and product development advisory panels.

Overview of the Three and Nine Months Ended September 30, 2008

During the quarter ended September 30, 2008, sales increased 27% to $37.9 million from $30.0 million in
the comparable quarter ended September 30, 2007, as sales expansion continued. We experienced
organic sales growth, excluding our acquisitions and distribution terminations, of 21%. Gross margins
decreased to 64% from 66% as a result of a shift in business with a higher mix of international sales that
carry a lower gross margin. Operating expenses increased 29% from the quarter ended September 30,
2007, and as a percentage of sales, operating expenses increased from 53% to 54% for the quarter
ended September 30, 2008. Operating expenses during the quarter ended September 30, 2008, included
$1.2 million in legal and other charges related to a Department of Justice inquiry. Net income for the
guarter ended September 30, 2008 decreased 14% and diluted earnings per share were $0.16 as
compared to $0.21 last year.

During the nine months ended September 30, 2008, sales increased 33% to $121.4 million from $91.1
million in the comparable nine months ended September 30, 2007, as sales expansion continued across
all of our product lines. Gross margins decreased slightly to 63% from 64% as a result of the higher mix
of lower gross margin international sales. Operating expenses increased 30% from the nine months
ended September 30, 2007, however, as a percentage of sales operating expenses decreased from 53%
to 52% for the nine months ended September 30, 2008. Net income for the nine months ended
September 30, 2008 increased 38% and diluted earnings per share were $0.63 as compared to $0.49 in
the first nine months of 2007.
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During the nine months ended September 30, 2008, we acquired $12.4 million in property and equipment,
including new production equipment and surgical instrumentation. Cash flow from operations was $2.5
million for the nine months ended September 30, 2008 as compared to a net cash flow from operations of
$16.0 million during the nine months ended September 30, 2007.

The following table includes the net sales and percentage of net sales for each of our product lines for the
three and nine month periods ended September 30, 2008 and September 30, 2007:

Sales by Product Line
(dollars in thousands)

Three Months Ended Nine Months Ended
September 30, 2008  September 30, 2007 September 30, 2008 September 30, 2007

Knee Products $ 16,594 43.7% $ 14,325 47.8% $ 55,585 458% $ 46,919 51.5%

Hip Products 5,490 14.5 5,997 20.0 17,509 14.4 16,917 18.5
Biologics 4,715 12.4 4,228 141 14,110 11.6 11,634 12.8
Upper Extremity 4,199 111 2,434 8.1 11,831 9.7 6,356 7.0
Other Products 6,936 18.3 3,001 10.0 22,385 18.5 9,314 10.2
Total $ 37934 100.0% $ 29,985 100.0% $ 121,420 100.0% $ 91,140 100.0%

The following table includes items from the unaudited Condensed Statements of Income for the three and
nine months ended September 30, 2008 as compared to the three and nine months ended September
30, 2007, the dollar and percentage change from period to period and the percentage relationship to net
sales (dollars in thousands):

Comparative Statement of Income Data

Three Months Ended 2008 - 2007
September 30, Inc (decr) % of Sales
2008 2007 $ % 2008 2007
Net sales $ 37,934 $ 29,985 7,949 26.5 100.0% 100.0%
Cost of goods sold 13,708 10,056 3,652 36.3 36.1 335
Gross profit 24,226 19,929 4,297 215 63.9 66.5

Operating expenses:

Sales and marketing 11,775 9,826 1,949 19.8 311 32.8

General and administrative 4,630 2,405 2,225 925 12.2 8.0

Research and development 2,086 2,037 49 2.4 5.5 6.8

Depreciation and amortization 1,800 1,476 324 21.9 4.8 4.9

Total operating expenses 20,291 15,744 4,547 28.8 53.6 52.5

Income from operations 3,935 4,185 (250) (5.9) 10.3 14.0
Other (expenses) income, net (227) (236) 9 (3.8) (0.6) (0.8)
Income before taxes 3,708 3,949 (241) (6.1) 9.7 13.2
Provision for income taxes 1,571 1,351 220 16.2 4.1 4.5
Income before equity in net loss of other

investments 2,137 2,598 (461) 17.7) 5.6 8.7
Equity in net loss of other investments — (113) 113 (100.0) — (0.4)
Net income $ 2,137 $ 2,485 (348) (14.0) 5.6 8.3
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Nine Months Ended 2008 - 2007
September 30, Inc (decr) % of Sales
2008 2007 $ % 2008 2007
Net sales $ 121,420 $ 91,140 30,280 33.2 100.0% 100.0%
Cost of goods sold 44,830 32,677 12,153 37.2 36.9 35.8
Gross profit 76,590 58,463 18,127 31.0 63.1 64.2

Operating expenses:

Sales and marketing 37,343 28,241 9,102 32.2 30.7 31.0

General and administrative 12,875 8,311 4,564 54.9 10.6 9.1

Research and development 7,028 5,747 1,281 22.2 5.8 6.3

Impairment loss — 1,519 (1,519) (100.0) — 1.7

Depreciation and amortization 5,412 4,491 921 20.5 4.5 4.9

Total operating expenses 62,658 48,309 14,349 29.7 51.6 53.0

Income from operations 13,932 10,154 3,778 37.2 11.5 11.2
Other (expenses) income, net (390) (897) 507 (56.5) (0.3) (1.0)
Income before taxes 13,542 9,257 4,285 46.2 11.2 10.2
Provision for income taxes 5,461 3,187 2,274 71.3 45 3.5
Income before equity in net loss of other

investments 8,081 6,070 2,011 33.1 6.7 6.7
Equity in net loss of other investments (98) (292) 194 (66.4) (0.1) (0.3)
Net income $ 7,983 $ 5778 2,205 38.1 6.6 6.4

Three and Nine Months Ended September 30, 2008 Compared to Three and Nine Months Ended
September 30, 2007

Sales

For the quarter ended September 30, 2008, total sales increased 27% to $37.9 from $30.0 million in the
comparable quarter ended September 30, 2007. We experienced organic sales growth, excluding our
acquisitions and distribution terminations, of 21%. Sales of knee implant products increased 16% during
the quarter ended September 30, 2008 to $16.6 million from $14.3 million in the same quarter last year,
primarily due to the contribution of our line extensions to our Optetrak® knee system, including hi-flex,
asymmetric and rotating bearing platform components. Hip implant sales of $5.5 million during the
quarter ended September 30, 2008 decreased 8% from the $6.0 million in sales during the quarter ended
September 30, 2007, primarily due to the termination of a distribution agreement during 2007. Organic
sales growth for hip implants, excluding the distribution termination, was 8%, which was attributed to the
continued growth of our Novation® hip system. Revenues from biologics increased 12% during the
guarter ended September 30, 2008 to $4.7 million, up from $4.2 million in the comparable quarter in
2007, due to growth contributions from our Optecure™ service and the Accelerate™ platelet
concentrating system. Sales of our upper extremity products were up 73% to $4.2 million as compared to
$2.4 million for the same period in 2007, as we continued to gain market acceptance with our Equinoxe®
shoulder system, including the reverse shoulder product that was introduced during 2007. Sales of all
other products increased to $6.9 million as compared to $3.0 million in the same quarter last year, which
includes $1.4 million in spine sales from the recent spine acquisition, $2.1 million from other products of
our French distributor, and from increased sales of InterSpace™ pre-formed antibiotic cement spacers.
Domestically, total sales increased 7% to $26.3 million, or 69% of total sales, during the quarter ended
September 30, 2008, up from $24.6 million, which represented 82% of total sales, in the comparable
guarter last year. Internationally, we continue to benefit from the expansion of the distribution of our
products in Europe and from our French distributor acquisition as total international sales increased 116%
to $11.6 million, representing 31% of total sales, for the quarter ended September 30, 2008, as compared
to $5.4 million, which was 18% of total sales, for the same quarter in 2007.

For the nine months ended September 30, 2008, total sales increased 33% to $121.4 from $91.1 million
in the comparable nine months ended September 30, 2007. Sales of knee implant products increased
18% during the nine months ended September 30, 2008 to $55.6 million from $46.9 million in the same
period last year, primarily due to line extensions to our Optetrak® knee system. Hip implant sales of $17.5
million during the nine months ended September 30, 2008 increased 3% over the $16.9 million in sales
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during the nine months ended September 30, 2007, as our Novation® hip system continued its
momentum, which was partially offset by the termination of the distribution agreement. Biologic service
revenues increased 21% during the nine months ended September 30, 2008 to $14.1 million, up from
$11.6 million in the comparable period in 2007, due to growth contributions from our Optecure™ service
and the Accelerate™ platelet concentrating system. Sales of our upper extremity products were up 86%
to $11.8 million as compared to $6.4 million for the same period in 2007, as we continued to gain market
acceptance with our Equinoxe® shoulder system with the reverse shoulder product introduced during
2007. Sales of all other products increased to $22.4 million as compared to $9.3 million in the same nine
month period last year, which includes $5.3 million in spine sales from Exactech Spine, $4.6 million from
other products of our French distributor, and from increased sales of InterSpace™ pre-formed antibiotic
cement spacers. Domestically, total sales increased 18% to $83.4 million, or 69% of total sales, during
the nine months ended September 30, 2008, up from $70.6 million, which represented 77% of total sales,
in the comparable nine months last year. Internationally, we continue to benefit from the expansion of the
distribution of our products in Europe and from our French distributor acquisition as total international
sales increased 85% to $38.0 million, representing 31% of total sales, for the nine months ended
September 30, 2008, as compared to $20.6 million, which was 23% of total sales, for the same period in
2007.

Gross Profit

Gross profit increased 22% to $24.2 million in the quarter ended September 30, 2008 from $19.9 million
in the quarter ended September 30, 2007. As a percentage of sales, gross profit decreased to 64%
during the quarter ended September 30, 2008 as compared to 66% in the quarter ended September 30,
2007, primarily due to the shift to more international business, which entails lower margins. Looking
forward, we expect gross profit, as a percentage of sales, to be modestly lower on a comparative quarter
basis due to the larger expected mix of international business.

Gross profit increased 31% to $76.6 million in the nine months ended September 30, 2008 from $58.5
million in the nine months ended September 30, 2007. As a percentage of sales, gross profit decreased
to 63% during the nine months ended September 30, 2008 as compared to 64% in the nine months
ended September 30, 2007, primarily due to the shift to more lower margin international business, which
was partially offset by expanded internal manufacturing volumes.

Operating Expenses

Total operating expenses increased 29% to $20.3 million in the quarter ended September 30, 2008 from
$15.7 million in the quarter ended September 30, 2007. As a percentage of sales, total operating
expenses increased to 54% from 53% for the same quarter of 2007. Total operating expenses for the
nine months ended September 30, 2008 increased 30% to $62.7 million from $48.3 million in the nine
months ended September 30, 2007. As a percentage of sales, total operating expenses during the first
nine months of 2008 decreased to 52% from 53% for the same nine months of 2007. The increase in
operating expenses is due to the increases in variable expenses due to the growth in sales experienced
across all of our product lines, higher legal expenses, and additional expenses from our two acquisitions.

Sales and marketing expenses, the largest component of total operating expenses, increased 20% for the
guarter ended September 30, 2008 to $11.8 million from $9.8 million in the same quarter last year, as a
result of additional marketing support for recently launched products and from our two new distribution
centers. As a percentage of sales, sales and marketing expenses decreased to 31% from 33%, for the
guarters ended September 30, 2008 and 2007, respectively. Sales and marketing expenses increased
32% for the nine months ended September 30, 2008 to $37.3 million from $28.2 million in the same nine
months last year, again, as a result of additional marketing support for recently launched products and
from our two new distribution centers. Sales and marketing expenses as a percent of sales remained
constant at 31% for both the nine month periods ended September 30, 2008 and 2007. Looking forward,
sales and marketing expenditures, as a percentage of sales, are expected to remain in the range of 30%
to 32% to support new product launches and our expanded distribution capacity.
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General and administrative expenses increased 93% to $4.6 million in the quarter ended September 30,
2008 from $2.4 million in the quarter ended September 30, 2007, the increase was primarily attributable
to $1.2 million in legal and other expenses related to the Department of Justice inquiry. As a percentage
of sales, general and administrative expenses increased to 12% for the quarter ended September 30,
2008, as compared to 8% in the quarter ended September 30, 2007. General and administrative
expenses increased 55% to $12.9 million in the nine months ended September 30, 2008 from $8.3 million
in the nine months ended September 30, 2007, also due to the additional legal fees and the consolidated
expenses of Exactech Spine. As a percentage of sales, general and administrative expenses increased
to 11% for the nine months ended September 30, 2008, as compared to 9% in the nine months ended
September 30, 2007. General and administrative expenses for the fourth quarter ending December 31,
2008 are expected to be in the range of 8% to 10%, as a percentage of sales, excluding continued legal
expenses associated with the DOJ inquiry.

Research and development expenses increased 2% for the quarter ended September 30, 2008 to $2.1
million from $2.0 million in the same quarter last year, as we have integrated the research and
development team for Exactech Spine and expended less for external development resources. As a
percentage of sales, research and development expenses decreased to 5% for the quarter ended
September 30, 2008 from 7% for the comparable quarter last year. Research and development
expenses increased 22% for the nine months ended September 30, 2008 to $7.0 million from $5.7 million
in the same period last year. As a percentage of sales, research and development expenses decreased
to 5.8% for the nine months ended September 30, 2008 from 6.3% for the comparable nine months last
year. We continue to expect more robust growth rates in research and development expenditures due to
increases in study and clinical evaluation expenses as well as increased project costs in the fourth
guarter, resulting in expenses from 6% to 7% of sales.

Our operating expenses during the nine month period ended September 30, 2007, include an impairment
loss of $1.5 million we recognized during the second quarter of 2007, in association with the impairment
of the full carrying value of a license to a patent we hold with Dimicron Corporation. The license is part of
a purchase and distribution agreement that we entered into with Dimicron to market and distribute
polycrystalline diamond compact hip bearings.

Depreciation and amortization increased 22% to $1.8 million during the quarter ended September 30,
2008 from $1.5 million in the quarter ended September 30, 2007, primarily as a result of continuing
investment in our distribution operations, surgical instrumentation and the consolidation of the operations
of Exactech Spine and our French distributor. We placed $5.3 million of property and equipment in
service during the quarter, including $ 3.4 million of surgical instrumentation. As a percentage of sales,
depreciation and amortization decreased during the three month period ended September 30, 2008 to
4.8% as compared to 4.9% for the three month period ended September 30, 2007. Depreciation and
amortization for the nine months ended September 30, 2008 increased 21% to $5.4 million from $4.5
million in the nine months ended September 30, 2007, as a result of continuing investment in our
distribution operations, surgical instrumentation and the consolidation of the operations of our
acquisitions. We placed $7.4 million of surgical instrumentation and $3.5 million of new manufacturing
equipment in service during the first nine months of the year. As a percentage of sales, depreciation and
amortization decreased to 4.5% for the first nine months of 2008 as compared to 4.9% for the nine month
period ended September 30, 2007.

Income from Operations

Our income from operations decreased 6% to $3.9 million in the quarter ended September 30, 2008 from
$4.2 million in the quarter ended September 30, 2007. As a percent of sales, income from operations
decreased to 10% for the quarter ended September 30, 2008 as compared to 14% for the same quarter
of 2007. The reduction to the quarterly income from operations was primarily due to the $1.2 million of
additional expenses incurred in relation to the DOJ inquiry. Excluding those expenses, income from
operations increased 23%. Income from operations of $13.9 million for the nine months ended September
30, 2008 was an increase of 37% from $10.2 million in the nine months ended September 30, 2007. As a
percent of sales, income from operations increased to 11.5% for the nine months ended September 30,

26



2008, as compared to 11.2% for the nine months of 2007. Looking forward, we anticipate income from
operations to be in the range of 12.5% to 13.5% of sales for the fourth quarter of 2008 exclusive of DOJ
inquiry expenses.

Other Income and Expenses

We had other expenses, net of other income, of $227,000 during the quarter ended September 30, 2008,
as compared to $236,000 in the quarter ended September 30, 2007, which included net interest expense
of $204,000 and $232,000 for the quarters ended September 30, 2008 and 2007, respectively. Our other
expenses net of other income was $390,000 for the nine month period ended September 30, 2008
compared to $897,000 for the same period of 2007. The reduction in net other expenses for the first nine
months of the year was primarily due to a first quarter 2008 before tax gain of $485,000 we recognized on
a forward currency option we entered into in anticipation of our acquisition of our French distributor.
Included in net other expenses is net interest expense of $800,000 and $845,000 for the nine months
ended September 30, 2008 and 2007, respectively. The decrease in net interest expense was a result of
a reduction of outstanding balances on borrowings under the line of credit and other long-term debt.

Taxes and Net Income

Income before provision for income taxes decreased 6% to $3.7 million in the quarter ended September
30, 2008 from $3.9 million in the quarter ended September 30, 2007, primarily due to the $1.2 million in
DOJ inquiry expenses. The effective tax rate, as a percentage of income before taxes, was 42% for the
guarter ended September 30, 2008, as compared to 34% in the quarter ended September 30, 2007,
primarily due to the expiration of the credit for research and development through the first nine months of
2008. Income before provision for income taxes increased 46% to $13.5 million in the nine months ended
September 30, 2008 from $9.3 million in the nine months ended September 30, 2007. The effective tax
rate, as a percentage of income before taxes, was 40% for the nine months ended September 30, 2008,
as compared to 34% in the nine months ended September 30, 2007, due to the impact of reduced
domestic manufacturer deduction, and expiration of the credit for research. We expect our effective tax
rates to range from 38% to 39% for the fourth quarter of 2008, based on the renewal of the research tax
credit in the fourth quarter. In accordance with FASB FIN 48, “Accounting for Uncertain Tax Positions, an
Interpretation of SFAS No. 109", we evaluated our material tax positions and determined that we did not
have any uncertain tax positions requiring recognition of a liability as a result of the adoption of FIN 48.
Our policy is to recognize interest and penalties accrued on uncertain tax positions as part of income tax
expense. For the three and nine months ended September 30, 2008, no estimated interest or penalties
were recognized for the uncertainty of certain tax positions.

As a result of the foregoing, we realized net income of $2.1 million in the quarter ended September 30,
2008, a decrease of 14%, from $2.5 million in the quarter ended September 30, 2007. As a percentage
of sales, net income decreased to 6% for the quarter ended September 30, 2008, as compared to 8% for
the same quarter in 2007. Earnings per share, on a diluted basis, decreased to $0.16 for the quarter
ended September 30, 2008, from $0.21 for the quarter ended September 30, 2007. The reduction in net
income for the quarter was a result of the legal and other charges related to the DOJ inquiry. We had net
income of $8.0 million in the nine months ended September 30, 2008, an increase of 38% from $5.8
million in the nine months ended September 30, 2007. As a percentage of sales, net income increased to
7% for the nine months ended September 30, 2008 as compared to 6% for the same period in 2007.
Earnings per share, on a diluted basis, increased to $0.63 from $0.49 for the nine months ended
September 30, 2007.

Non-GAAP Financial Measures

In addition to providing results that are determined in accordance with accounting principles generally
accepted in the United States (“GAAP”), we have provided certain financial measures that are not in
accordance with GAAP. Our non-GAAP financial measures of adjusted net income and adjusted diluted
earnings per share exclude the charges we incurred in relation to the DOJ inquiry, less the tax effect of
the charges. Because the DOJ inquiry is a unigue event, not directly related to our normal operations, we
believe these non-GAAP financial measures may help investors better understand and compare our
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guarterly operating results and trends by eliminating this unusual component included in GAAP financial
measures.

Excluding the impact of the pre-tax expenses of $1.2 million for the DOJ inquiry recognized during this
third quarter of 2008, net income for the three months ended September 30, 2008, increased 15% to $2.9
million, as compared to net income of $2.5 million for the same three months of 2007. Adjusted diluted
earnings per share for the three months of 2008 increased to $0.22 as compared to diluted earnings per
share of $.21 for the three months of 2007.

The reconciliations of these non-GAAP financial measures are as follows (in thousands, except per share
amounts), as well as comparative nine month non-GAAP financial measures eliminating DOJ related
expenses for the nine months ended September 30, 2008 and elimination of the asset impairment charge
taken during the nine months ended September 30, 2007:

Three Month Periods Nine Month Periods
Ended September 30, Ended September 30,

2008 2007 2008 2007

Net Income $ 2137 % 2485 $ 7983 $ 5,778

Adjustments for DOJ inquiry expenses and
asset impairment charges:

DOJ inquiry expenses, pre-tax 1,205 - 2,214 -

Impairment loss, pre-tax - 1,519

Income tax benefit 477 - 877 542

728 - 1,337 977

Adjusted net income - excluding DOJ related
expenses and asset impairment charges $ 2865 $ 2485 $ 9,320 $ 6,755

Diluted earnings per share $ 016 $ 021 $ 063 $ 0.49
Adjustment of DOJ and asset impairment

related expenses, net 0.06 — 0.11 0.08
Adjusted diluted earnings per share $ 022 % 021 $ 074 % 0.57

The weighted-average diluted shares outstanding used in the calculation of these non-GAAP financial
measures are the same as the weighted-average shares outstanding used in the calculation of the
reported per share amounts.

Liquidity and Capital Resources

We have financed our operations through a combination of commercial debt financing, equity issuances
and cash flows from our operating activities. At September 30, 2008, we had working capital of $75.1
million, an increase of 40% from $53.7 million at the end of 2007. Working capital in 2008 increased
primarily as a result of higher accounts receivable and inventory balances partially due to our two
acquisitions and from our increased sales. We experienced overall increases in our current assets and
liabilities due to our acquisition of Exactech Spine and our French distributor. We project that cash flows
from operating activities and borrowing under our existing line of credit will be sufficient to meet our
commitments and cash requirements in the following twelve months. If not, we will seek additional
funding options with any number of possible combinations of additional debt, additional equity or
convertible debt. See later in this Management’s Discussion and Analysis for further discussion on our
recent common stock offering and the new revolving line of credit.

Operating Activities - Operating activities provided net cash of $2.5 million in the nine months ended
September 30, 2008, as compared to net cash from operations of $16.0 million during the nine months
ended September 30, 2007. A primary contributor to this change related to additional inventory, which
used cash of $9.5 million during the first nine months of 2008, compared to net cash used of $28,000
during the same period ended September 30, 2007. Accounts receivable increased as a result of our
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sales growth and our allowance for doubtful accounts and sales returns increased to $1,197,000 at
September 30, 2008 from $663,000 at December 31, 2007 and the total days sales outstanding (DSO)
ratio, based on average accounts receivable balances, was 61 for the nine months ended September 30,
2008 from a ratio of 58 for the nine months ended September 30, 2007. There have not been any
significant changes in our credit terms and policies and we anticipate accounts receivable to continue to
increase proportionately with sales growth. The increase in accounts payable for the nine months ended
September 30, 2008 provided aggregate net cash of $1.4 million, in contrast to net cash provided of $5.1
million for the nine months ended September 30, 2007.

Investing Activities - Investing activities used net cash of $25.5 million in the nine months ended
September 30, 2008, as compared to $10.7 million in the nine months ended September 30, 2007. The
increase was due to our net cash outlay of $11.6 million for our two acquisitions during the first nine
months of 2008, $1.2 million investment in a license technology, and $12.4 million in purchases of
surgical instrumentation and other property and equipment.

Acquisition of France Medica

Effective April 1, 2008, we completed the acquisition of our French distributor, France Medica, for the
purchase of 100% of the shares of France Medica. France Medica has worked with us as a distributor of
Exactech products in France for a number of years. The initial fixed purchase price of 5.2 million euro
(“EUR"), or $8.2 million based on an exchange rate of $1.56 per 1.00 EUR on March 31, 2008, consisted
of $6.3 million in cash paid to shareholders, 37,922 shares of Exactech common stock, par value $0.01
per share worth $955,000, and $911,000 in costs incurred for the acquisition. The Common Stock issued
as partial proceeds for the acquisition will not be registered under the Securities Act of 1933, as amended
(the “Securities Act”) or any state securities laws and will not be able to be sold except in a transaction
registered under, or exempt from, the registration provisions of the Securities Act and applicable state
securities laws. We acquired cash of $1.2 million.

A contingent purchase price supplement of between 1.2 million EUR and 1.7 million EUR, or $1.8 million
and $2.7 million, is payable to certain shareholders of France Medica, over a two year period, if certain
sales results are achieved in each of the annual periods. If the conditional terms are not met, the
supplemental payment to some shareholders can be reduced by up to 50%. During July 2008, we paid
$1.5 million of the supplement payments and have a remaining recorded liability of $406,000 for the
minimum 50% due of future supplement payments, of which $208,000 was recorded as a current liability.
The remaining potential purchase price supplement is currently uncertain and not quantifiable with
certainty, as such, we have not recognized any liability, but will reevaluate the contingency quarterly to
determine whether there is any recognizable liability. In addition to the purchase price supplement, two
former shareholders of France Medica made guarantees against future claims for damages resulting from
certain events prior to the acquisition date. Under these guarantees, 570,000 EUR, or $890,000, was
withheld from the cash purchase price and an escrow fund was established. An additional escrow fund of
180,000 EUR, or $281,000, will be established upon disbursement of contingent purchase price
supplement funds in lieu of transferring the funds directly to the former shareholder. The funds in the
escrow agreements will be distributed in three annual installments on July 1, 2009, 2010 and 2011, less
any deductions for damages. As of September 30, 2008, the escrow fund for 570,000 EUR is recorded at
the translated amount of $823,000, based on the exchange rate as of the end of September of $1.4445
per 1.00 EUR. The escrow will be recorded as a long-term asset on our condensed consolidated balance
sheets, until the obligation to the former shareholder is determined beyond a reasonable doubt. The
$281,000 will be treated similarly upon establishment of the escrow fund. Amounts paid out under these
contingencies will be added to the cost of acquisition when they are determinable with certainty.

We accounted for the acquisition under the purchase method of accounting pursuant to SFAS No. 141,
“Business Combinations” (SFAS No. 141). Accordingly, the results of operations of France Medica have
been included in our consolidated results of operations subsequent to the acquisition date, and the
respective assets and liabilities of France Medica have been recorded at their estimated fair values in our
condensed consolidated balance sheets as of the acquisition date, with any excess purchase price being
allocated to goodwill. Pro forma financial information required by SFAS No. 141 has not been included as
the acquisition did not have a material impact upon our financial position or results of operations.
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As of April 1, 2008, our purchase price of $9.9 million consisted of the initial fixed purchase price of $8.2
million and $1.7 million for the minimum purchase price supplement payable. We acquired assets of
$11.4 million, assumed liabilities of $4.3 million. A net deferred tax liability in the amount of $424,000 was
recognized. In allocating the purchase price, we assigned a value of $1.5 million to identifiable intangible
assets with definite lives, and recognized $1.7 million of goodwill. We acquired trademarks with an
assigned value of $394,000 with a remaining useful life of 5 years, and customer lists with an assigned
value of $1.1 million with a remaining useful life of 7 years. We utilized an independent consultant to
determine the fair values of the intangible assets. Both intangible assets will be amortized on a straight
line basis.

As of the three months ended June 30, 2008, we recognized an additional purchase price supplement
liability of $201,000 based on terms of the agreement, and currency translation effect of $16,000 to the
purchase price supplement liability, for additional goodwill of $217,000.

Acquisition of Altiva

In October 2003, Exactech acquired a 16.7% minority interest in Altiva Corporation for $1.0 million. As
part of the agreement, we committed to make loans available to Altiva in an amount of up to $5 million for
a period of five years, the proceeds of which would be used for the acquisition of various spine and spine-
related product lines. As of December 31, 2007, we had extended to Altiva the principal sum of $4.4
million under this commitment, including interest as of that date at 8.50%. These loans were convertible
into shares of Series C Preferred stock of Altiva, at our option, any time between October 29, 2005 and
October 28, 2008. We evaluated our investment in Altiva pursuant to FIN 46R to determine whether to
consolidate Altiva, and based upon this analysis, we determined that Altiva did not qualify as a variable
interest entity requiring consolidation, and as such we accounted for Altiva under the equity method
through January 1, 2008.

Effective January 2, 2008, we consummated our acquisition of the remaining 83.3% 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.
The purchase price of $12.3 million consisted of $6.1 million in cash, $4.3 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, 75,736 shares of
Exactech common stock, par value $0.01 per share worth $1.6 million, and $379,000 in costs incurred for
the acquisition. The cash portion of the purchase price included the $1.0 million paid in 2003 for the initial
16.7%, $4.7 million paid at the closing of the acquisition of the remaining 83.3% interest in January 2008,
and $350,000 held in escrow pending confirmation that any liability to which we might be exposed in
connection with the court action described below, filed by certain Altiva common stockholders against the
board of directors of Altiva, would be covered by insurance. In April 2008, we released the cash held in
escrow. We also acquired $415,000 in cash.

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.

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
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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.

We accounted for the acquisition under the purchase method of accounting pursuant to SFAS No. 141,
“Business Combinations” (SFAS No. 141). Accordingly, the results of operations of Altiva has been
included in our consolidated results of operations subsequent to the acquisition date, and the respective
assets and liabilities of Altiva has been recorded at their estimated fair values in our condensed
consolidated balance sheets as of the acquisition date, with any excess purchase price being allocated to
goodwill. Pro forma financial information required by SFAS No. 141 has not been included as the
acquisition did not have a material impact upon our financial position or results of operations.

We acquired assets of $6.6 million, assumed liabilities of $9.7 million. A net deferred tax asset in the
amount of $3.9 million was recognized primarily for certain net operating loss carry forwards. Other
acquisition adjustments included accumulated losses for 2003 through 2007 recognized by us for $1.4
million, which was offset by eliminations of intercompany deferred tax assets and receivables for $1.3
million. In allocating the purchase price, we assigned a value of $5.5 million to identifiable intangible
assets with definite lives, and recognized $5.8 million of goodwill. We acquired licenses with an assigned
value of $2.6 million with a remaining useful life of 10 years, and customer lists with an assigned value of
$2.9 million also with a remaining useful life of 10 years. We utilized an independent consultant to
determine the fair values of the intangible assets. The discounted cash flow method was used with a
discount rate of 25% for the licenses and 21% for the customer list. Both intangible assets will be
amortized on a straight line basis.

License technology

Our Taiwanese subsidiary, Exactech Taiwan, has entered into a license agreement with the Industrial
Technology Research Institute (ITRI) and the National Taiwan University Hospital (NTUH) for the rights to
technology and patents related to the repair of cartilage lesions. We have paid approximately $1.2 million
during the first nine months of 2008 and will make royalty payments when the technology becomes
marketable. Using the technology, we plan to launch a cartilage repair program that will include a device
and method for the treatment and repair of cartilage in the knee joint. It is expected that the project will
require us to complete human clinical trials under the guidance of the Food & Drug Administration in order
to obtain pre-market approval for the device in the United States. The agreement terms include a license
fee based on the achievement of specific, regulatory milestones and a royalty arrangement based on
sales once regulatory clearances are established.

New Distribution Subsidiary in Japan

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. During July 2008 Exactech Japan
obtained the import registration to allow Exactech Japan to import our products for sale in Japan.

In November 2007, we purchased a forward currency call option, granting us the right to purchase 6.0
million EUR at a strike price of 1.4689. The forward currency call option expired in March 2008. We paid
a premium of $196,000, which we recorded as a current asset on our consolidated balance sheets and
adjusted to the fair value of the forward option based on dealer quotes. For the year ended December 31,
2007, we recorded a loss of $72,000 on the consolidated statements of income. For the three month
period ended March 31, 2008, we recorded a gain of $485,000. Upon expiration we received proceeds of
$609,000 for the forward currency option.

Financing Activities - Financing activities provided net cash of $25.0 million in the nine months ended
September 30, 2008, as compared to $6.5 million in net cash used for the nine months ended September
30, 2007. In the first nine months of 2008, we received proceeds of $19.7 million from the issuance of
common stock, of which $18.7 million was from the public offering discussed below, and $630,000 was
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from proceeds upon exercise of stock options. Comparatively, proceeds from the exercise of stock
options provided cash of $697,000 in the nine months ended September 30, 2007. We used the
proceeds to fund capital expenditures and acquisitions. During the first nine months of 2008, we had net
borrowings under our credit line of $6.4 million, as compared to net repayments of $6.0 million for the
same nine months of 2007. Our commercial debt facilities decreased by $1.1 million as a result of
repayments during the nine months ended September 30, 2008, as compared to $1.1 million in the first
nine months of 2007.

Public Stock Offering

On April 10, 2008, the Securities and Exchange Commission (the “Commission”) declared effective the
Registration Statement on Form S-3 (File No. 333-150055) of Exactech, Inc. filed on April 2, 2008, with
the Commission (the “Registration Statement”). The Registration Statement permits us to issue, in one or
more offerings, shares of common stock, shares of preferred stock, and warrants at an aggregate initial
offering price not to exceed $100,000,000.

On May 8, 2008, we entered into a placement agency agreement with each of Thomas Weisel Partners
LLC, Canaccord Adams Inc., Robert W. Baird & Co. Incorporated and Noble Financial Capital Markets
(together, the “Placement Agents”), pursuant to which the Placement Agents agreed to act as our
placement agents in connection with an offering of 877,391 shares of our common stock (the “Offering”)
under the Registration Statement. Subsequently, we consummated the sale to certain institutional
investors for 877,391 shares of common stock at a purchase price of $23.00 per share, for an aggregate
purchase price of approximately $20.2 million. Net proceeds of the Offering were approximately $18.7
million after deducting the placement agency fees and offering expenses.

Long-term debt

On June 13, 2008, we entered into a revolving credit agreement for an aggregate principal amount of $40
million (“Credit Agreement”) with SunTrust Bank, a Georgia banking corporation (“SunTrust”) as
administrative agent and swingline lender and potential other lenders. The credit agreement is composed
of a revolving credit line in an amount equal to $25 million between us and SunTrust, and a revolving
credit line in an amount equal to $15 million between us and Compass Bank, a Georgia banking
corporation (“Compass”). Included in the credit agreement is a swingline note for $3 million, whereby
excess bank account cash balance is swept into the swingline to reduce the outstanding balance.
Interest on the notes consist of annual LIBOR, adjusted monthly, and an applicable margin, ranging from
1.25 % to 2.00%, based on a ratio of funded debt to EBITDA. The Credit Agreement has a five year term
and the lending commitments under it terminate on June 13, 2013, with the swingline commitment
terminating and all outstanding amounts thereunder due in full one week prior to the revolver note. The
obligations under the Credit Agreement have been guaranteed by the domestic subsidiaries of the
Company under the terms of a subsidiary guarantee and are secured by a security interest granted in all
of the assets of the Company to the lenders party to the Credit Agreement. The outstanding balance
under the Credit Agreement may be prepaid at any time without premiums or penalties. Upon an event of
default the commitment will be terminated, all principal and interest will be payable immediately and begin
to accrue interest at a default rate equal to the applicable rate in effect plus five percentage points. The
Credit Agreement includes certain covenants and terms that place certain restrictions on our ability to
incur additional debt, incur additional liens, engage in certain investments, effect certain mergers, declare
or pay dividends, effect certain sales of assets, or engage in certain transactions with affiliates, sale and
leaseback transactions, hedging agreements, or capital expenditures. Additionally, there are restrictions
against us using the proceeds borrowed under this facility for funding our foreign subsidiaries unless such
foreign subsidiaries are included in the facility by virtue of execution of a subsidiary guarantee or pledge
of the capital stock of such foreign subsidiary. We are also subject to several financial covenants
regarding the ratio of its debt to EBIDTA and fixed charge coverage ratio. We paid closing costs of
$124,000, which we will expense over the life of the Credit Agreement. Additional administrative fees will
be due and expensed each fiscal quarter based on a percentage of the unused revolver balance. Upon
closing of the Credit Agreement we used proceeds of $7.1 million to repay in full the revolving credit
facility we held with Merrill Lynch Business Financial Services, Inc, and subsequently terminated the
Merrill Lynch credit facility. As of September 30, 2008, there was $12.4 million outstanding under the new
revolving line of credit bearing an interest rate of 3.74%.
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In 1998, we entered into an industrial revenue bond financing secured by a letter of credit with a local
lending institution for construction of our current facility. The balance due under the bond at September
30, 2008 was $1.6 million bearing a variable rate of interest of 8.05%. In November 2002, Exactech
entered into a long-term commercial construction loan of up to $4.2 million, bearing interest at a rate
equal to one month LIBOR plus 1.5%, with a local lending institution, secured by an existing letter of
credit, to fund the expansion of our corporate facility. At September 30, 2008, there was $3.0 million
outstanding under this loan bearing a variable rate of interest equal to 4.69%. In February 2003, we
entered into an additional long-term loan of up to $1.5 million, bearing interest at a rate of one month
LIBOR plus 1.75% with a minimum rate equal to 3.5%, with a local lending institution for purposes of
acquiring office and manufacturing equipment for our facility expansion. At September 30, 2008,
$127,000 was outstanding under this loan bearing a variable rate of interest equal to 4.93%. In October
2005, Exactech entered into a long-term loan of up to $3.0 million, bearing interest at a rate of one month
LIBOR plus 1.75% with a minimum rate equal to 5.6%, with a local lending institution for purposes of
acquiring equipment for our remodeled manufacturing facility expansion. At September 30, 2008, $1.8
million was outstanding under this loan bearing a variable rate of interest equal to 5.59%. In October
2005, we entered into a long-term commercial real estate loan of $4.0 million, bearing interest at a rate of
one month LIBOR plus 1.53%, with a local lending institution to recapture costs of improvements to our
existing real estate facilities and restructure portions of existing working capital debt. This variable rate
debt was fixed at 6.6% interest by entering into an interest swap agreement as a cash flow hedge. At
September 30, 2008, there was $3.1 million outstanding under this loan.

Our credit facility and other loans contain customary affirmative and negative covenants including certain
financial covenants with respect to our consolidated net worth, interest and debt coverage ratios and
limits on capital expenditures and dividends in addition to other restrictions. We were in compliance with
such covenants at September 30, 2008.

At September 30, 2008, we had outstanding commitments for the purchase of inventory, raw materials
and supplies of $18.9 million and outstanding commitments for the purchase of capital equipment of $1.3
million. Purchases under our distribution agreements were $6.2 million during the nine months ended
September 30, 2008.
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CAUTIONARY STATEMENT RELATING TO FORWARD LOOKING STATEMENTS

This report contains various “forward looking statements” within the meaning of Section 27A of the
Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as
amended, which represent the Company’s expectations or beliefs concerning future events, including, but
not limited to, statements regarding growth in sales of the Company’s products, profit margins and the
sufficiency of the Company’s cash flow for its future liquidity and capital resource needs. When used in
this report, the terms “anticipate,” “believe,” “estimate,” “expect” and “intend” and words or phrases of
similar import, as they relate to the Company or its subsidiaries or its management, are intended to
identify forward-looking statements. These forward-looking statements are further qualified by important
factors that could cause actual results to differ materially from those in the forward-looking statements.
These factors include, without limitation, the effect of competitive pricing, the Company’s dependence on
the ability of its third-party suppliers to produce components on a cost-effective basis to the Company,
significant expenditures of resources to maintain high levels of inventory, market acceptance of the
Company’s products, the outcome of litigation, the outcome of the department of justice inquiry, the
effects of governmental regulation, potential product liability risks and risks of securing adequate levels of
product liability insurance coverage, and the availability of reimbursement to patients from health care
payers for procedures in which the Company’s products are used. Results actually achieved may differ
materially from expected results included in these statements as a result of these or other factors,
including those factors discussed under “Risk Factors” in our 2007 annual report on Form 10-K and each
guarterly report on Form 10-Q we have filed after this annual report. Exactech undertakes no obligation
to update, and the Company does not have a policy of updating or revising, these forward-looking
statements. Except where the context otherwise requires, the terms, “we”, “us”, “our”, “the Company,” or
“Exactech” refer to the business of Exactech, Inc. and its consolidated subsidiaries.
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Item 3. Quantitative and Qualitative Disclosures About Market Risk

We are exposed to market risk from interest rates. For our cash and cash equivalents, a change in
interest rates affects the amount of interest income that can be earned. For our debt instruments,
changes in interest rates affect the amount of interest expense incurred.

The table that follows provides information about our financial instruments that are sensitive to changes in
interest rates. If our variable rates of interest experienced an upward increase of 1%, our debt service
would increase approximately $4,000 for the remainder of 2008. We believe that the amounts presented
approximate the financial instruments’ fair market value as of September 30, 2008, and the weighted
average interest rates are those experienced during the year to date ended September 30, 2008 (in
thousands, except percentages):

2008 2009 2010 2011 Thereafter Total

Liabilities
Industrial Revenue Bond at

variable interest rate $ 200 $ 200 $ 200 $ 200 % 800 $ 1,600
Weighted average interest rate 2.4 %
Commercial construction loan at

variable interest rate 53 210 210 210 2,305 2,988
Weighted average interest rate 45 %
Commercial equipment loan at

variable interest rate 76 51 — — — 127
Weighted average interest rate 4.7 %
Commercial equipment loan at

variable interest rate 149 594 594 446 — 1,783
Weighted average interest rate 5.7%
Commercial real estate loan at

fixed rate swap 86 360 386 412 1,847 3,091
Weighted average interest rate 6.6 %
Line of credit at variable interest

rate — — — — 12,423 12.423
Weighted average interest rate 3.7%

We invoice and receive payment from international distributors in U. S. dollars and are not subject to risk
associated with international currency exchange rates on accounts receivable. The functional currency of
our Chinese subsidiary, Exactech Asia, is the Chinese Yuan Renminbi (CNY). The functional currency of
our Japanese subsidiary, Exactech Japan, is the Japanese Yen (JPY). The functional currency of our
French subsidiary, France Medica, is the Euro (EUR). Transactions are translated into U.S. dollars and
exchange gains and losses arising from translation are recognized in “Other comprehensive income
(loss)”. During the nine months ended September 30, 2008, translation losses were $754,000, which
were primarily due to the fluctuation in exchange rates and the weakening of the EUR during this third
guarter. During the nine months ended September 30, 2007, translation losses were not significant. We
will continue to experience translation gains and losses during the year ending December 31, 2008.

In connection with some agreements, we are subject to risk associated with international currency
exchange rates on purchases of inventory payable in EUR. At present, we do not hedge our exposure or
invest in international currency derivatives. The U.S. dollar is considered our primary currency, and
transactions that are completed in an international currency are translated into U.S. dollars and recorded
in the financial statements. Foreign currency transaction losses for the three months ended September
30, 2008 were $23,000 as compared to losses of $4,000 during the same period in 2007. Foreign
currency transaction losses for the first nine months of 2008 were $75,000 as compared to $52,000
during the same period in 2007, primarily due to the strength of the EUR as compared to the U.S. dollar
for much of the period. We do not believe we are currently exposed to any material risk of loss due to
exchange rate risk exposure.
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Item 4. Controls and Procedures

Disclosure Controls and Procedures

As of the end of the period covered by this report, we carried out an evaluation, under the supervision and with
the participation of our management, including our Chief Executive Officer ("CEQ") and our Chief Financial
Officer ("CFQ"), of the effectiveness of the design and operation of our disclosure controls and procedures, or
“disclosure controls,” pursuant to Exchange Act Rule 13a-15(b). Disclosure controls are controls and
procedures designed to reasonably ensure that information required to be disclosed in our reports filed under
the Exchange Act, such as this quarterly report, is recorded, processed, summarized and reported within the
time periods specified in the U.S. Securities and Exchange Commission’s rules and forms. Disclosure controls
include, without limitation, controls and procedures designed to ensure that information required to be
disclosed in our reports filed under the Exchange Act is accumulated and communicated to our management,
including our CEO and CFO, or persons performing similar functions, as appropriate, to allow timely decisions
regarding required disclosure. Our disclosure controls include some, but not all, components of our internal
control over financial reporting. Based upon that evaluation, our CEO and CFO concluded that our disclosure
controls and procedures were not effective due to a material weakness in our internal control over financial
reporting identified during the quarter ended March 31, 2008 as discussed below. During the review for the
period ended September 30, 2008, there were not any additional controls that were deemed to not be effective
other than outlined below and the Company is currently in the process of updating process and procedures
related to the controls below that are expected to be remediated and tested prior to December 31, 2008.

As a result of the Company’s significant growth and initiative to acquire businesses during 2008, there has
been a significant strain on internal resources impacting the design and effectiveness of certain internal control
processes. During the course of preparing our Condensed Consolidated Financial Statements for the quarter
ended March 31, 2008 and accounting for our acquisition of Altiva Corporation, management identified a
material weakness in the design and effectiveness of our process to account for business combinations. We
have taken steps to remediate this material weakness as described below.

A material weaknessis 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 the company's annual or
interim financial statements will not be prevented or detected on a timely basis.

Change in Internal Control over Financial Reporting

Other than as discussed below, there have not been any changes in our internal control over financial
reporting during the quarter ended September 30, 2008, that have materially affected, or are reasonably likely
to materially affect, our internal control over financial reporting.

Plan for Remediation

Management is in process of developing and implementing enhanced internal controls surrounding business
combinations (mergers and acquisitions) including, but not limited to, improvements to existing income tax
planning processes, additional staff training, and consultation requirements with outside subject matter
experts. During the remainder of fiscal 2008, we intend to continually improve our internal controls and
procedures by hiring additional employees or consultants, as needed. The actions that we have undertaken
are subject to continued management review supported by the oversight of the Audit Committee.

We believe that the steps outlined above will strengthen our internal control over financial reporting and
address the material weakness described above. While we have taken steps to remediate the material
weaknesses, these steps may not be adequate to fully remediate those weaknesses, and additional measures
may be required. The effectiveness of this remediation effort will not be known until we can test those controls
in connection with the management tests of internal controls over financial reporting that we will perform as of
December 31, 2008.
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PART Il. OTHER INFORMATION

Item 1. Legal Proceedings

There are various claims, lawsuits, and disputes with third parties and pending actions involving various
allegations against the Company incident to the operation of its business, principally product liability
cases. We are currently a party to several product liability suits related to the products distributed by
Exactech on behalf of RTI Biologics, Inc. (“RTI”). Pursuant to our license and distribution agreement with
RTI, we will tender all cases to RTI. While we believe that the various claims are without merit, we are
unable to predict the ultimate outcome of such litigation. We therefore maintain insurance, subject to self-
insured retention limits, for all such claims, and establish accruals for product liability and other claims
based upon our experience with similar past claims, advice of counsel and the best information available.
At September 30, 2008 and December 31, 2007, we did not have any accruals for product liability claims.
These matters are subject to various uncertainties, and it is possible that they may be resolved
unfavorably to us. However, while it is not possible to predict with certainty the outcome of the various
cases, it is the opinion of management that, upon ultimate resolution, the cases will not have a material
adverse effect on our consolidated financial position, results of operations or cash flows.

Our insurance policies covering product liability claims must be renewed annually. Although we have
been able to obtain insurance coverage concerning product liability claims at a cost and on other terms
and conditions that are acceptable to us, we may not be able to procure acceptable policies in the future.

As previously disclosed, during December 2007, we received a grand jury subpoena from the US
Department of Justice (“DOJ”) through the US Attorney for the District of New Jersey. The subpoena
requested all documents dating from January 1, 1998 though the present related to consulting and
professional services agreements between Exactech and other medical professionals associated with hip
and/or knee joint replacement surgical procedures and devices. We believe the subpoena is related to an
investigation conducted by the DOJ with respect to the use of such agreements and arrangements by
orthopaedic implant manufacturers and distributors. We continue to cooperate fully with the Department
of Justice request and cannot estimate what, if any, future financial impact this inquiry and its ultimate
resolution may have on our financial position, operating results or cash flows.

As a part of our comprehensive hard bearing program, we entered into a purchase and distribution
agreement (the “Agreement”) with Dimicron Corporation in 2003 to market and distribute polycrystalline
diamond compact hip bearings. During the second quarter of 2007, we engaged in discussions with
Dimicron regarding the fact that, while Dimicron has made progress in developing the technology, they
had encountered new challenges that they believe will adversely impact their ability to produce the
diamond hip bearings they had been developing. Based on previous and anticipated delays, uncertainty
regarding production of a product, disagreement with Dimicron about how best to proceed, and our
anticipating no future cash flows, we determined we were required to take a non-cash impairment charge
to fully impair the license to the patent we hold with Dimicron. The impairment charge taken in the
second quarter of 2007, for the full carrying value of the asset, was $1.5 million before income taxes, and
is included as an operating expense in our consolidated statement of income. Subsequently, we filed an
arbitration claim with the American Arbitration Association (“AAA”) seeking to clarify our rights under the
Agreement. The full hearing was conducted in September of 2008, however we do not expect to hear the
conclusion of the arbitration hearing until late fourth quarter of 2008.

On December 31, 2007, as a result of our merger with Altiva, 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 was served with the complaint in respect of this lawsuit. We believe the claims of these
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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.

Item 1A. Risk Factors

You should carefully consider the risks described in Part II, ltem 1A, of our quarterly reports on Form 10-
Q for the periods ended March 31, 2008 and June 30, 2008 and the risk described below, together with
all of the other information in this quarterly report on Form 10-Q. The risks described in our Forms 10-Q
for 2008 are not the only risks facing us. Additional risks and uncertainties not currently known to us or
that we currently deem to be immaterial may also materially and adversely affect our business operations.
If any of the described risks actually occurs, our business, financial condition and results of operations
could suffer and the trading price of our common stock could decline.

If the world-wide financial crisis intensifies, potential disruptions in the capital and credit markets
may adversely affect our business, including the availability and cost of short-term funds for
liquidity requirements and our ability to meet long-term commitments and our ability to grow our
business; each could adversely affect a registrant’s results of operations, cash flows and financial
condition.

The global economy is currently experiencing a significant contraction, with an almost unprecedented lack
of availability of business and consumer credit. We rely on the capital markets, particularly for publicly
offered debt, as well as the credit markets, to meet our financial commitments and short-term liquidity
needs if internal funds are not available from our operations. Disruptions in the capital and credit markets,
as have been experienced during 2008, could adversely affect our ability to draw on our bank revolving
credit facility. Our access to funds under this credit facility is dependent on the ability of the banks that are
parties to the facility to meet their funding commitments. Those banks may not be able to meet their
funding commitments to us if they experience shortages of capital and liquidity or if they experience
excessive volumes of borrowing requests from us and other borrowers within a short period of time.

Long-term disruptions in the capital and credit market, similar to those that have been experienced during
2008, could result from uncertainty, changing or increased regulation, reduced alternatives or failures of
significant financial institutions and could adversely affect our access to liquidity needed for our business.
Any disruption could require us to take measures to conserve cash until the markets stabilize or until
alternative credit arrangements or other funding for our business needs can be arranged. Such measures
could include deferring capital expenditures, and reducing or eliminating discretionary uses of cash.

Continued market disruptions could cause broader economic downturns, which may lead to lower
demand for our services and increased incidence of customers’ inability to pay their accounts. Further,
bankruptcies or similar events by customers may cause us to incur bad debt expense at levels higher
than historically experienced. These events would adversely impact our results of operations, cash flows
and financial position.

Iltem 2. Unregistered Sales of Equity Securities and Use of Proceeds
None

Iltem 3. Defaults Upon Senior Securities
None

Iltem 4. Submission of Matters to a Vote of Security Holders
None

ltem 5. Other Information
None
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Item 6. Exhibits

(@) Exhibits
3.1 Company’s Articles of Incorporation, as amended(1)
3.2 Company’s Bylaws (1)
3.3 Forms of Articles of Amendment to Articles of Incorporation(1)(2)
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, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.
32.2 Certification of Chief Financial Officer pursuant to 18 USC Section 1350, as adopted

1)
(2)

pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

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).

Incorporated by reference to exhibit 3 filed with the Registrants’ Quarter Report on Form
10-Q for the quarter ended March 31, 2003.
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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.

Exactech, Inc.

Date: November 7, 2008 By: /s/ William Petty
William Petty, M.D.
Chief Executive Officer (principal executive
officer), and
Chairman of the Board

Date: November 7, 2008 By: /s/ Joel C. Phillips
Joel C. Phillips
Chief Financial Officer (principal financial
officer and principal accounting officer) and
Treasurer
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Exhibit 31.1
CERTIFICATION

[, William Petty, certify that:
1. | have reviewed this quarterly report on Form 10-Q of Exactech, 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 periods 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 | 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
we 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; and

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; and

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.

5. The registrant’s other certifying officer and | have disclosed, based on our most recent evaluation of the
internal control over financial reporting, to the registrant’s auditors and the audit committee of registrant’s
board of directors (or persons performing the equivalent function):

a) all significant deficiencies and material weaknesses in the design or operation of internal controls
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 controls over financial reporting.

Date: November 7, 2008
s/ William Petty

William Petty, M.D.
Chief Executive Officer and
Chairman of the Board



Exhibit 31.2
CERTIFICATION

[, Joel C. Phillips, certify that:
1. I have reviewed this quarterly report on Form 10-Q of Exactech, 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 periods 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 | 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
we 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; and

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; and

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.

5. The registrant’s other certifying officer and | have disclosed, based on our most recent evaluation of the
internal control over financial reporting, to the registrant’s auditors and the audit committee of registrant’s
board of directors (or persons performing the equivalent function):

a) all significant deficiencies and material weaknesses in the design or operation of internal controls
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 controls over financial reporting.

Date: November 7, 2008
/s/ Joel C. Phillips

Joel C. Phillips
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 on Form 10-Q of Exactech, Inc. (the “Company”) for the period
ended September 30, 2008 as filed with the Securities and Exchange Commission on the date hereof
(the “Report”), I, William Petty, Chief Executive Officer of the Company, certify, pursuant to 18 U.S.C. §
1350, as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities
Exchange Act of 1934; and

(2) The information contained in the Report fairly present, in all material respects, the financial
condition and results of operations of the Company.

/s/ William Petty
William Petty, M.D.
Chief Executive Officer
November 7, 2008




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 on Form 10-Q of Exactech, Inc. (the “Company”) for the period
ended September 30, 2008 as filed with the Securities and Exchange Commission on the date hereof
(the “Report”), I, Joel C. Phillips, Chief Financial Officer of the Company, certify, pursuant to 18 U.S.C. §
1350, as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities
Exchange Act of 1934; and

(2) The information contained in the Report fairly present, in all material respects, the financial
condition and results of operations of the Company.

/sl Joel C. Phillips
Joel C. Phillips

Chief Financial Officer
November 7, 2008




