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Item 4.02 Non-Reliance on Previously Issued Financial Statements or a Related Audit
Report or Completed Interim Review

On March 15, 2007, Exactech, Inc. (the “Company”), concluded that the Company would restate
its previously filed Consolidated Balance Sheet as of December 31, 2005, and related disclosure
in the notes to the consolidated financial statements, as it relates to the classification of
inventory. Subsequent to the issuance of the Company’s 2005 financial statements, the
Company determined that $19,020,000 of inventory previously included in current assets as of
December 31, 2005 should have been classified as non-current assets based on expected
inventory turns. Additionally, the deferred tax asset of $616,000 related to the non-current
inventory should have been classified as long-term. As a result, the consolidated balance sheet
as of December 31, 2005 has been restated to reduce current inventory, current deferred tax
assets, current assets, and long-term deferred tax liabilities by $19,020,000, $616,000,
$19,636,000 and $616,000 respectively from amounts previously reported to properly present
non-current inventory of $19,020,000. The Company has determined that this restatement did
not affect our previously reported results of operations, cash flows or shareholders’ equity.

The decision to restate was authorized by the Audit Committee of the Board of Directors of
Exactech, upon the recommendation of management. As a result, the Company and its Audit
Committee concluded that the Company’s previously issued consolidated balance sheet as of
December 31, 2005 and the related report of its independent registered public accounting firm,
thereon should no longer be relied upon. The Company has discussed the matters disclosed in
this filing with Deloitte & Touche LLP, the Company’s independent registered public accounting
firm.

In connection with the assessment of the Company’s internal control over financial reporting we
identified the following material weakness in our internal control over financial reporting - we
did not have adequately designed procedures to allocate current and non-current inventory
balances as required by Accounting Research Bulletin No. 43 (ARB 43). Due to the
circumstances described above, management has concluded that a material weakness existed in
the Company’s design of the existing controls as of December 31, 2006 as defined under
standards established by the Public Company Accounting Oversight Board. The Company has
taken steps to remediate this material weakness. Management has not identified any other
material weaknesses in its internal control over financial reporting. Solely as a result of this
material weakness, we concluded that our disclosure controls and procedures were not effective
as of December 31, 2006.
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