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Dear Shareholders,

As we review our business 
results of 2009, Exactech’s 24th 
year of business, it’s interesting 
and inspiring to note the way 
the company has evolved. Our 
fl agship Optetrak® knee system 
has helped more than 240,000 
patients worldwide and the 
surgeons who selected this 
product have been drawn to 

the concept of “evolution not revolution” inherent in the knee 
design. 

Similarly, Exactech as an organization has evolved and grown 
steadily over time. We have not reinvented ourselves in 
response to market trends, but rather have achieved robust 
growth by preserving all the best elements of our culture. 
Our company values of integrity, compassion, teamwork, 
excellence and innovation have guided our decisions. We 
have established and sustained a customer-centric way 
of doing business—whether making specialized surgical 
instruments for customers, providing rapid response in 
manufacturing and customer operations to meet shifts in 
demand, or facilitating the sharing of new techniques among 
surgeons around the world—our reputation for customer 
focus brings us more new customers each year. To build upon 
this foundation, in 2009 we challenged ourselves to “Envision. 
Grow. Refi ne.” 

The year began with the challenges of global economic 
conditions adversely affecting our industry and our company 
but it ended with very satisfying results. We experienced 
10% growth in sales for overall results of $177.3 million. We 
attribute this continued growth to our long term strategy of 
expansion globally and focus on improving the product lines 
we offer. 

During 2009 we focused on organic growth in each of our 
product lines and in integrating our acquisitions from the 
previous year.

•  Our extremity product line led the way with a 36% 
increase in sales to $22.8 million.  We continue to expand 
our Equinoxe® shoulder replacement system with three 
new products – the Equinoxe Cage Glenoid, the Equinoxe 
Proximal Humerus Fracture Plate and the Equinoxe 
Platform Fracture Stem, expected to fully launch in 2010. 

•  Our hip product line grew an impressive 18% for $26.8 
million in sales. We augmented our Novation® hip 
product with the Novation Element® hip stem,  which has 
contributed to the growth we experienced in 2009.

•  Our knee product line had sales growth of 4% to $75.8 
million in 2009. During the year, we initiated release of our 
Optetrak Logic® knee system, which is the next generation 
of our comprehensive Optetrak knee system.

•  Our biologics and spine segment also increased 4% for 
total sales of $27.4 million. We continue to broaden our 

distribution of biologic materials and expand the products 
offered under our acquired spine product line.

•  Our other product sales increased 6% to 24.4 million, as 
a result of our continued success with our bone cement 
line, as well as other products sold by our acquired French 
distributor. 

These revenue increases refl ect a balance of a slow fi rst half 
and a very strong second half of 2009.

Our operating expenses increased 15% for 2009, partially due 
to $7.0 million in pre-tax expenses related to the Department 
of Justice (DOJ) inquiry of our industry. We continue to 
cooperate with the DOJ and work towards resolution in the 
near future. Our operating expenses were also up--the result 
of a 25% increase in research and development costs to 
support our product pipeline.  In 2009, we realized a decrease 
in net income of 25% to $8.3 million and diluted earnings 
per share of $0.65 compared to $11.1 million in net income 
and diluted earnings per share of $0.87 in 2008. Excluding 
the impact of the DOJ inquiry related expenses, we realized 
an increase in net income of 5% to $13.2 million and diluted 
earnings per share of $1.03 compared to $12.7 million in net 
income and diluted earnings per share of $0.99 in 2008.

During 2009, we signifi cantly strengthened our balance sheet 
despite the challenging economic environment. We had a 
$9.6 million reduction in total debt and ended the year with 
$14.2 million in total debt compared to $23.8 million at the end 
of 2008. We acquired $15.3 million in property and equipment 
to support our ongoing operations and our expansion efforts.   

The year 2010 marks Exactech’s silver anniversary and 
25 years of mobility. We will continue our steady march 
toward our vision of becoming the world’s leading provider 
of innovative bone and joint restoration products that 
improve patient outcomes. We will do this as we have since 
our beginning—through innovative products, training and 
education and our unwavering commitment to service. It will 
be an honor to celebrate this important corporate milestone 
with the outstanding individuals throughout the world who 
fuel the Exactech evolution. 

Bill Petty, MD
Chairman of the Board and
Chief Executive Offi cer
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stock, par value $0.01 per share worth $955,000, and $936,000 in costs incurred for the acquisition.  
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%. In July 2008, we 
paid $1.5 million of the supplement payments. During 2009, we paid an additional $386,000 of 
supplement payments, of which $234,000 was previously held in escrow. In May 2009 we transferred 
an additional 180,000 EUR, or $248,000, of supplement payments, into an escrow fund in lieu of 
transferring the funds directly to the former shareholder, which will be used to fulfill the terms of one 
of the guarantees discussed below. We have a remaining recorded current liability of $209,000 for the 
minimum 50% due of future supplement payments that will be payable in 2010. 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 $248,000, was established in May 2009 upon disbursement of contingent 
price supplement funds discussed above. 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.  We 
have paid the first installment of the guarantee from the escrow funds for a total of $234,000. As of 
December 31, 2009, the escrow funds are recorded at the translated amount of $835,000, based on 
the exchange rate as of the end of December of $1.43 per 1.00 EUR. The escrows are recorded as a 
long-term asset on our consolidated balance sheets, until the obligation to the former shareholder is 
determined beyond a reasonable doubt.  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 required by the FASB. 
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 consolidated balance sheets 
as of the acquisition date, with any excess purchase price being allocated to goodwill. Required pro 
forma financial information has not been included as the acquisition did not have a material impact 
upon our financial position or results of operations. 
 
During the first quarter of 2009, we recorded adjustments to our purchase price allocation. The 
adjustments were a result of adjustments to our purchase price supplement and warranty 
contingencies. We could have other adjustments to our purchase price as the remaining uncertain 
contingencies are finalized during 2010 through 2011.  
 
We acquired assets of $11.4 million and assumed liabilities of $4.2 million. A net deferred tax liability 
of $472,000 was recognized. In allocating the purchase price, we assigned a value of $1.5 million to 
identifiable intangible assets with definite lives, based on an exchange rate of $1.56 per 1.00 EUR on 
March 31, 2008, and recognized $1.7 million of goodwill, based on the same $1.56 per 1.00 EUR 
exchange rate.  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. It is management’s responsibility to determine the valuation of the net assets acquired and 
identify the intangible assets, their fair value and useful life. Management considered various factors 
to estimate the fair values and useful lives, including the use of an independent consultant to assist 
us in determining 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. 
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For the year ended December 31, 2009, we recognized additional goodwill of $215,000 for the 
purchase price supplement liability based on terms of the agreement and currency translation effect of 
$40,000, for adjustment to goodwill of $255,000. During 2008, we recognized additional goodwill of 
$216,000 for the purchase price supplement liability based on terms of the agreement and currency 
translation effect of $183,000, for adjustment to goodwill of $33,000. 
 
Acquisition of Altiva 
In October 2003, Exactech acquired a 16.7% minority interest in Altiva Corporation for $1.0 million. 
Effective January 2, 2008, we consummated our acquisition of the remaining 83.3% of Altiva.  The final 
purchase price of $12.4 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 $437,000 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, 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.  
 
We accounted for the acquisition under the purchase method of accounting required by the FASB.  
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 consolidated balance sheets as of the acquisition 
date, with any excess purchase price being allocated to goodwill. Required pro forma financial 
information has not been included as the acquisition did not have a material impact upon our financial 
position or results of operations.  
 
Our purchase price allocation was determined separately for the initial 16.7% acquired in 2003 and 
the remaining 83.3% acquired in 2008. During the fourth quarter of 2008 we recorded final 
adjustments to our purchase price allocation. The adjustments were a result of our finalizing the 
valuation of the identifiable intangible assets, our evaluation of limitations on the utilization of Altiva’s 
net operating loss carry forwards associated with the acquired deferred tax asset, and final expenses 
related to the Altiva shareholder litigation and other acquisition related expenses, which resulted in a 
net increase to goodwill of $1.7 million.  We acquired assets of $6.6 million and assumed liabilities of 
$9.7 million. A net deferred tax asset in the amount of $5.0 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 $2.8 million to identifiable intangible assets with definite lives, and recognized 
$7.5 million of goodwill. We acquired licenses with an assigned value of $1.2 million with a remaining 
useful life of 10 years, and customer lists with an assigned value of $1.6 million with a remaining 
useful life of 7 years. It is management’s responsibility to determine the valuation of the net assets 
acquired and identify the intangible assets, their fair value and useful life. Management considered 
various factors to estimate the fair values and useful lives, including the use of an independent 
consultant to assist us in determining the fair values and useful lives of the identifiable 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 are being amortized on a straight line basis. 
 
A net deferred tax asset in the amount of $5.0 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 
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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.   
 
New Research Operations Subsidiary in Taiwan 
During the second half of 2009, we opened a research and development operation in Taiwan to help 
manage an existing cartilage repair project. We previously started a Taiwanese subsidiary, Exactech 
Taiwan, that 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. 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. 
Prior to the start-up of the operations we had paid approximately $1.4 million for the intangible 
property and other expenses. This was recorded as other investment on our balance sheet as of 
December 31, 2008.  

 
6. INCOME TAXES  
 

The provision for income taxes consists of the following (in thousands):  
 

          

Current: 2009 2008   2007  
Federal $ 4,172  $ 3,556  $ 4,273  
State  1,147   919   699  
Foreign  32   242   —  

Total current  5,351   4,717   4,972  
        
Deferred:        

Federal  511   2,066   (62 ) 
State  138   259   (52 ) 
Foreign  (155 )  (521 )  1  

Total deferred  494   1,804   (113 ) 
Total provision $ 5,845  $ 6,521  $ 4,859  

        

 
The components of income before income taxes were as follows (in thousands): 

 
          

 2009 2008   2007  
United States $ 14,908  $ 18,151  $ 13,886  
Foreign  (736 )  (439 )  (93 ) 
Total $ 14,172  $ 17,712  $ 13,793  
        

 
A reconciliation between the amount of reported income tax provision and the amount computed at the 
statutory Federal income tax rate for the years ended December 31, 2009, 2008 and 2007 follows:  

 
          

 2009 2008   2007
Statutory Federal rate 35.0 % 35.0 %  35.0 %
State income taxes (net of Federal income tax benefit) 5.4  4.6   3.0  
Department of Justice settlement 3.0  -   -  
Incentive stock options 1.3  1.6   2.3  
Domestic manufacturer’s deduction (2.0 ) (1.4 )  (1.9 ) 
R&D credit (2.8 ) (2.3 )  (2.6 ) 
Other 1.3  (0.5 )  0.6  
 41.2 % 37.0 %  36.4 %
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The types of temporary differences and their related tax effects that give rise to deferred tax assets 
and liabilities at December 31, 2009 and 2008 are as follows (in thousands):  

 
       

 2009 2008  
Deferred tax liabilities:      
Basis difference in property and equipment $ 8,906  $ 6,766  
Basis difference in intangibles  420   638  
Other  -   7  
Gross deferred tax liabilities  9,326   7,411  
      
Deferred tax assets:      
Accrued liabilities and reserves not currently deductible  1,476   620  
Inventory basis difference  2,625   1,953  
Non-qualified stock options  546   302  
Loss carry forwards  8,000   8,886  
Valuation allowance  (3,607 )  (4,066 ) 
Gross deferred tax assets  9,040   7,695  
Net deferred tax liabilities (assets) $ 286  $ (284 ) 
      

 
At December 31, 2009, net operating loss carry forwards of our foreign and domestic subsidiaries 
totaled $30.2 million, some of which begin to expire in 2010.  For accounting purposes, the estimated 
tax effect of these net operating loss carry forwards result in a deferred tax asset.  This deferred tax 
asset was $8.0 million and $8.9 million at December 31, 2009 and 2008, respectively.  As of 
December 31, 2009, a valuation allowance of $3.6 million was charged against this deferred tax asset 
assuming that these losses will not be fully realized.  As of December 31, 2008, a valuation allowance 
of $4.1 million was charged against these deferred tax assets due to limitations imposed by the 
various tax regulations on the utilization of these loss carry forwards.  During the year ended 
December 31, 2009, the changes in our deferred tax assets and liabilities were primarily the result of 
book-to-tax differences for the non-deductible accrued liabilities and reserves as well as the 
depreciation of property and equipment due to the election of bonus depreciation for tax.  Deferred 
taxes have not been provided on the unremitted earnings of subsidiaries because such earnings are 
intended to be permanently reinvested or can be recovered in a tax-free manner. 
 
In December 2009, we accrued a contingent liability of $3.5 million for the settlement of the inquiry by 
the Department of Justice or DOJ (see note 9 – commitments and contingencies for further 
discussion) in accordance with the FASB accounting guidance for contingencies.  Although we have 
not executed a definitive agreement, management concluded that the requirements in the guidance 
for recognizing a contingency were met in that the amount is reasonably estimable and the existence 
of a contingent liability is probable.  A deferred tax asset has been recognized for the amount that 
management believes will be deductible for income tax purposes.   
 
We evaluated our material tax positions and determined that we did not have any uncertain tax 
positions requiring recognition of a liability.  Our policy is to recognize interest and penalties accrued 
on uncertain tax positions as part of income tax expense.  For the years ended December 31, 2009 
and 2008, no estimated interest or penalties were recognized for the uncertainty of certain tax 
positions.  We file income tax returns in the United States, various states, and foreign jurisdictions.  
With few exceptions, we are no longer subject to U.S. federal, state and local, or non-U.S. income tax 
examinations by tax authorities for the years before 2006. 
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7. DEBT  
 

Long-term debt consists of the following as of December 31, (in thousands):  
 

    

 2009   2008 
Industrial Revenue Bond payable in annual principal installments; 

monthly interest payments based on adjustable rate as determined by 
the bonds remarketing agent based on market rate fluctuations; 
proceeds used to finance construction of current facility $ —  $ 1,400  

      

Commercial construction loan payable in monthly principal installments of 
$17.5, plus interest based on adjustable rate as determined by one 
month LIBOR (1.73% as of December 31, 2009); proceeds used to 
finance expansion of current facility  2,725   2,935  

      

Commercial equipment loan payable in monthly principal installments of 
$25.4, plus interest based on adjustable rate as determined by one 
month LIBOR with a minimum floor of 3.5%; proceeds used to finance 
equipment for facility expansion  —   51  

      

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 December 31, 2009); proceeds used to finance 
equipment for production facility expansion  1,040   1,634  

      

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.  2,646   3,005  

      

Business line of credit payable on a revolving basis, plus interest based 
on adjustable rate as determined by one month LIBOR based on the 
Company’s ratio of funded debt to EBITDA (1.49% as of December 
31, 2009).  Proceeds used for working capital purposes.  7,794   14,802  

Total debt  14,205   23,827  
Less current portion  (1,190 )  (1,415 )

 $ 13,015  $ 22,412  
     

 
The following is a schedule of debt maturities as of December 31, 2009:   

    

2010 …………………………………………………………………….. $ 1,190  
2011 ……………………………………………………………………..  1,068  
2012 ……………………………………………………………………..  651  
2013 ……………………………………………………………………..  8,475  
2014 ……………………………………………………………………..  713  
Thereafter ……………………………………………………………………..  2,108  

  $ 14,205  
    

 
Industrial Revenue Bond Note Payable  
 
In November 1997, we entered into a $3.9 million industrial revenue bond financing with the City of 
Gainesville, Florida, under the terms of which the City issued industrial revenue bonds and loaned the 
proceeds to Exactech. The loan was payable in annual installments, and due in full November 2017. 
This loan was secured by an irrevocable letter of credit issued by a bank. Under the terms of the 
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bonds and the loan, a remarketing agent was engaged who periodically set the variable rates under 
the bonds and attempted resales, or remarketing, of the bonds in the secondary market. During the 
second quarter of 2009, we were notified the remarketing agent had been unable to remarket the 
bonds. On August 20, 2009, prior to the expiration date of the letter of credit and any date on which 
we might be obligated to repay the loan, we elected to repay in full the current loan balance 
outstanding of $1.4 million and interest of $3,000. No prepayment penalties were assessed. We 
funded the payment using our current borrowing on our line of credit. 
 
Commercial Construction Loan Payable  
 
In September 2002, we entered into a commercial construction loan with SunTrust Bank, providing for 
a loan to be used for the expansion of our existing headquarters facility in Gainesville, Florida.  The 
loan is secured by an irrevocable letter of credit issued by SunTrust Bank.  The financing agreement 
contains financial covenants that must be met on a continuing basis, including debt to equity ratio, 
current ratio, net worth amount and working capital amount.  We were in compliance with all such 
covenants at December 31, 2009.  Due to the variable nature of the note, we believe the balance of 
the note payable approximates fair value.  
 
Commercial Equipment Loans Payable  
 
In February 2003 and September 2005, we entered into commercial equipment loans with Compass 
Bank, providing for loans to be used for the purchase of furnishings and equipment in connection with 
the expansion of our existing headquarters facility in Gainesville, Florida, and in the case of the 
September 2005 loan, the expansion of our existing production facility. The February 2003 loan was 
paid in full during 2009, as per terms of the loan. The remaining loan is secured by the purchased 
equipment.  The financing agreement contains financial covenants that must be met on a continuing 
basis, including debt to equity ratio, current ratio, net worth amount, working capital amount and debt 
service coverage ratio.  We were in compliance with all such covenants at December 31, 2009.  Due 
to the variable nature of the note, we believe the balance of the note payable approximates fair value.  
 
Commercial Real Estate Loan Payable  
 
In October 2005, we entered into a commercial real estate loan with SunTrust Bank, providing for 
loans to recapture costs of improvements to our existing real estate facilities and restructure portions 
of existing working capital debt.  The loan is secured by our real estate and facilities.  The variable 
interest rate instrument has been fixed via a swap agreement with the lender that qualifies for hedge 
accounting as a cash flow hedge as defined by accounting guidance. The interest rate swap notional 
amount and terms coincide with the underlying debt terms.  The notional amount on the swap 
agreement amortizes along with the underlying debt such that the notional amount is reduced by the 
monthly principal payments.  We analyze the effectiveness of our interest rate swap and have 
determined the interest rate swap to be effective, as such there is no ineffectiveness to be recorded.  
The financing agreement contains financial covenants that must be met on a continuing basis, 
including debt to equity ratio, current ratio, net worth amount and working capital amount.  We were in 
compliance with all such covenants at December 31, 2009.  Due to the variable nature of the note, we 
believe the balance of the note payable approximates fair value. 
 
Line of Credit  
 
On June 13, 2008, we entered into a revolving credit agreement for an aggregate principal amount of 
$40 million (“Credit Agreement”) with SunTrust Bank, an Alabama banking corporation 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. 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 
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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 debt to 
EBITDA 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.  
  

8. RELATED PARTY TRANSACTIONS  
 

We have entered into a purchase agreement with Brighton Partners, Inc. to purchase raw materials, 
equipment and licenses used in the ongoing production of our products.  Some of our officers and 
directors own an interest in Brighton Partners, Inc.  Purchases associated with these agreements 
totaled $1,498,000, $2,155,000 and $1,559,000 in 2009, 2008 and 2007, respectively, and accounts 
payable balance as of December 31, 2009 and 2008, was $47,000 and $133,000, respectively.  
Brighton Partners is deemed to be 24% beneficially owned by Albert H. Burstein, Ph.D., a director of 
the Company.  Additionally, William Petty, Chairman of the Board and Chief Executive Officer of the 
Company, and Betty Petty, Secretary of the Company, jointly own 4.6% of Brighton Partners.  Gary J. 
Miller, Executive Vice President of the Company, beneficially owns 2.8% of Brighton Partners.  Other 
executive officers of the Company own less than 3% of Brighton Partners, Inc.  
 
We have entered into an oral consulting agreement with Albert Burstein, Ph.D., a director of the 
Company, to provide services regarding many facets of the orthopaedic industry including product 
design rationale, manufacturing and development techniques and product sales and marketing.  
Pursuant to this agreement, we paid Dr. Burstein $180,000 each year in 2009, 2008 and 2007, as 
compensation under the consulting agreement.  

 
We have entered into consulting agreements with certain of our executive officers, directors and 
principal shareholders in connection with product design which entitles them to royalty payments 
aggregating 1% of the Company’s net sales of such products in the United States and less than 1% 
of the Company’s net sales of such products outside the United States.  During each of the years 
ended December 31, 2009, 2008 and 2007, we paid royalties in aggregate of $300,000, pursuant to 
these consulting agreements.  These royalties were paid to William Petty and Gary J. Miller and 
pursuant to their employment agreements, each were subject to a ceiling of $150,000 per year.  
 

9. 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 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 
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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 December 31, 2009, we had $160,000 accrued for 
product liability claims. At December 31, 2008, 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.  
 
In December 2007, we received a grand jury subpoena from the U.S. Attorney for the District of New 
Jersey requesting documents dating from January 1, 1998 to the present related to consulting and 
professional service agreements between Exactech and orthopaedic surgeons and other medical 
professionals. We believe the subpoena relates to an investigation the Department of Justice is 
conducting with respect to the use of such agreements and arrangements by orthopedic 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. For the year ended December 31, 
2009, we have recognized approximately $7.0 million in expenses related to this inquiry, including  
estimated settlement and costs of $3.5 million although no definitive settlement has been reached. 
Although we have not executed a definitive agreement, management concluded that the 
requirements in the guidance for recognizing a contingency were met in that the amount is 
reasonably estimable and the existence of a contingent liability is probable.  However, we cannot 
estimate what the final financial impact of this inquiry and its ultimate resolution, including a final 
settlement amount, may have on our financial position, operating results or cash flows. 
 
In September 2009, Gregory Hudak and Jeffrey Hudak, in their capacities as relators, brought a qui 
tam lawsuit against Altiva Corporation, a wholly-owned subsidiary of Exactech, Exactech, and other 
unrelated parties in the United States District Court for the Middle District of Florida.  The lawsuit 
alleges that a variety of healthcare concerns for which the relators had provided services as medical 
supplies distributors, including Altiva, had violated the False Claims Act in connection with 
the distribution of spine surgery implants.  The period of time of the alleged activity occurred prior to 
our acquisition of Altiva.  The complaint was dismissed without prejudice on December 15, 2009.  The 
U.S. Department of Justice did not oppose the dismissal. 
 
Purchase Commitments – At December 31, 2009, we had outstanding commitments for the 
purchase of inventory, raw materials and supplies of $12.2 million and outstanding commitments for 
the purchase of capital equipment of $3.8 million.  Purchases under our distribution agreements were 
$8.9 million, $7.9 million, and $11.6 million in 2009, 2008, and 2007, respectively.  

 
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. As of December 31, 2009, 
we have paid approximately $1.4 million for the licenses, patents, equipment related to this license 
agreement, and prepaid expenses, and we 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. 
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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. 

 
10. PENSION PLAN  
 

We currently sponsor a defined contribution plan for our employees.  Beginning from 2008, we 
provide matching contributions of 100% on the first 5% of salary deferral by employees. Prior to 2008, 
we provided matching contributions of 100% on the first 3% of salary deferral by employees. Our total 
contributions to this plan during 2009, 2008 and 2007 were $775,000, $678,000 and $394,000, 
respectively.  
 

11.  COMMON SHAREHOLDERS’ EQUITY  
 
Earnings Per Share:  
 
The following is a reconciliation of the numerators and denominators of the basic and diluted EPS 
computations for net income (in thousands, except per share amounts):  

 

 2009 2008 2007 

  

Income 
(Numer- 

ator) 

Shares 
(Denom-
inator) 

Per 
Share 

Income Shares  Income Shares
(Numer- (Denom- Per (Numer- (Denom- Per 

ator) inator) Share ator) inator) Share 
Net income $ 8,327  $ 11,093 $ 8,483  

         

Basic EPS:        
Net income $ 8,327 12,770 $ 0.65 $ 11,093 12,317 $ 0.90 $ 8,483 11,568 $ 0.73 

         
Effect of dilutive 

securities:          
Stock options   136   418    261  

          

Diluted EPS:         
Net income plus 

assumed 
conversions $ 8,327 12,906 $ 0.65 $ 11,093 12,735 $ 0.87 $ 8,483 11,829 $ 0.72 

    

 
For the year ended December 31, 2009, weighted average options to purchase 439,313 shares of 
common stock at exercise prices in the range of $12.68 to $26.43 per share were outstanding but 
were not included in the computation of diluted EPS because the options were antidilutive under the 
treasury stock method.  For the year ended December 31, 2008, weighted average options to 
purchase 89,000 shares of common stock at exercise prices in the range of $19.93 to $26.43 per 
share were outstanding but were not included in the computation of diluted EPS because the options 
were antidilutive under the treasury stock method. For the year ended December 31, 2007, weighted 
average options to purchase 314,000 shares of common stock at exercise prices in the range of 
$12.53 to $21.09 per share were outstanding but were not included in the computation of diluted EPS 
because the options were antidilutive under the treasury stock method.   
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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 million. 
 
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, 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.  
We implemented an incentive compensation plan upon shareholder approval at our Annual Meeting 
of Shareholders on May 2, 2003, which we refer to as the 2003 Plan.  The maximum number of 
common shares issuable under the 2003 Plan was 3,000,000 shares.  On May 7, 2009, at our Annual 
Meeting of Shareholders, our shareholders approved a new comprehensive, consolidated incentive 
compensation plan, referred to as the 2009 Plan, which replaces the 2003 Plan. The maximum 
number of common shares issuable under the 2009 Plan is 500,000 shares plus any remaining 
shares issuable under the 2003 Plan. The terms of the 2009 Plan are substantially similar to the 
terms of the 2003 Plan.  Common stock issued upon exercise of stock options is settled with 
authorized but unissued shares available. Under the plans, 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 
December 31, 2009, there were 690,086 total remaining shares issuable under the 2009 Plan.  
During 2009, there were no stock-based compensation awards granted under the plan other than the 
options to purchase shares of our common stock and restricted stock awards, as discussed herein.   
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Stock Options:  
 

A summary of the status of fixed stock option grants under our stock-based compensation plans as of 
December 31, 2009, 2008 and 2007 and changes during the years then ended is presented below:  

 
                

 2009 2008 2007 

 Options 

Weighted 
Avg 

Exercise 
Price Options 

Weighted 
Avg 

Exercise 
Price Options   

Weighted 
Avg 

Exercise 
Price 

Outstanding - January 1  1,151,529 $ 14.33  1,209,533 $ 13.92 1,025,380  $ 12.30 
Granted  144,900  12.95  15,000  26.43 251,420   19.60 
Exercised  (61,860 )  6.40  (70,171 )  9.53 (53,433 )  9.68 
Expired/Forfeited (10,350 )  13.35  (2,833 )  19.43 (13,834 )  13.76 
Outstanding - December 31  1,224,219 $ 14.58  1,151,529 $ 14.33 1,209,533  $ 13.92 
        
Options exercisable  

at year end  957,170 $ 14.34  938,272 $ 13.46 927,510  $ 12.79
        
Weighted average fair value 

per share of options vested 
during the year $ 9.54  $ 9.57   $ 8.49  

        
Weighted average fair value 

per share of options 
granted during the year  $ 5.46  $ 10.32   $ 8.17  

        

 
As of December 31, 2009, the options outstanding of 1,224,219 had a weighted average remaining 
contractual term and aggregate intrinsic value of 3.87 years and $4,315,000, respectively.  As of 
December 31, 2009, options vested and expected to vest of 1,184,125, had a weighted average 
exercise price, weighted average remaining contractual term and aggregate intrinsic value of $14.55, 
3.82 years and $4,206,000, respectively.  As of December 31, 2009, the weighted average remaining 
contractual term and aggregate intrinsic value of options exercisable was 3.55 years and $3,553,000, 
respectively. 

 
The aggregate intrinsic value of options exercised during the years ended December 31, 2009, 2008 
and 2007 was $447,000, $1,148,000 and $338,000, respectively. 
 
The following table summarizes information about fixed stock options outstanding at December 31, 
2009:  

 
        

 Exercise  Options Options Weighted Average 
 Price Range  Outstanding Exercisable Remaining Life 

$   6.41 -   8.63  156,250  156,250  1.57 
   9.08 - 12.68  258,638  139,100  3.31 
 13.40 - 13.78  30,341  20,000  5.32 
 14.12 - 14.12  163,950  163,350  5.35 
 14.26 - 14.46  178,199  137,199  5.22 
 14.73 - 18.60  156,821  135,334  4.61 
 18.68 - 18.68  25,000  25,000  3.13 
 19.93 - 26.43  255,020  180,937  3.37 
 Total  1,224,219  957,170  3.87 
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Remaining non-exercisable options at December 31, 2009 become exercisable as follows:  
 

   

2010  ...............................   128,340
2011  ...............................   86,488
2012  ...............................   52,221
   267,049
   

 
Outstanding options, consisting of five-year to ten-year incentive stock options, vest and become 
exercisable ratably over a three to five year period from the date of grant.  The outstanding options 
expire from five to ten years from the date of grant or upon retirement from Exactech, and are 
contingent upon continued employment during the applicable option term.  There were 128,700, 
15,000 and 248,420 of such options granted to employees and non-employee directors during the 
years ended December 31, 2009, 2008 and 2007, respectively.  The fair value of each option granted 
to employees and non-employee directors is estimated on the date of grant using the Black-Scholes 
option-pricing model with the following weighted-average assumptions used for grants in 2009, 2008 
and 2007, respectively: dividend yield of 0, 0 and 0 percent, expected volatility of 42, 39 and 41 
percent, based upon our historic volatility, risk-free interest rates of 1.7, 3.4 and 3.5 percent, and 
expected lives of 6, 5 and 5 years, based upon historic exercise activity of such options. 
 
During the years ended December 31, 2009 and 2007, there were 16,200 and 3,000 options granted 
to non-employee sales agents, consultants and employees of our foreign subsidiaries, respectively.  
During the year ended December 31, 2008, no options were granted to non-employee sales agents, 
consultants and employees of our foreign subsidiaries. Options granted to non-employees typically 
vest ratably over a period of three to five years from the date of grant and expire in seven years or 
less from the date of grant, or upon termination of the agent or consultant’s contract with us.  At 
December 31, 2009, there were 39,500 of such options outstanding, of which, 25,560 were 
exercisable.  

 
The compensation cost that has been charged against income for the incentive compensation plans 
was $1,108,000, $1,088,000, and $1,033,000 and income tax benefit of $154,000, $142,000, and 
$168,000 for the years ended December 31, 2009, 2008, and 2007, respectively.  Included in the 
above compensation cost is Non-employee stock compensation expense of approximately $35,000, 
$14,000, and $62,000, net of taxes, during the years ended December 31, 2009, 2008 and 2007, 
respectively.  As of December 31, 2009, total unrecognized compensation cost related to nonvested 
awards was $542,000 and is expected to be recognized over a weighted-average period of 1.26 
years. 

 
Restricted Stock Awards: 
 
Under the plans, 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 2009, the Committee approved equity compensation to 
the five 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 awards to each director with an 
annual market value of $50,000, payable either in the form of four equal quarterly grants of common 
stock based on the market price at the dates of grant, or an option to purchase common stock, the 
choice being at the discretion of each individual director.  Pursuant to the approved grant, four of our 
outside directors chose to receive the restricted stock awards. The first one-third of the compensation 
was granted on December 1, 2009, for an aggregate of 4,192 shares of restricted stock, a fair value 
of $67,000 at the date of grant, and a weighted average fair value per share of $15.89.  The 
remaining two-thirds of the compensation will be payable during 2010 in four equal quarterly grants.   
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During February 2009, the Committee approved equity compensation to the five 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 awards to each director with an annual market value of $47,500, 
payable either in the form of four equal quarterly grants of common stock based on the market price 
at the dates of grant, or an option to purchase 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 first of the four quarterly grants was granted on February 27, 
2009, and was for an aggregate of 2,583 shares of restricted stock, a fair value of $36,000 at the date 
of grant, and weighted average grant date fair value per share of $13.78. The second of the four 
quarterly grants was granted on May 31, 2009, for an aggregate of 2,226 shares of restricted stock, a 
fair value of $36,000 at the date of grant, and weighted average grant date fair value per share of 
$16.00. The third of the four quarterly grants was granted on August 31, 2009, for an aggregate of 
2,394 shares of restricted stock, a fair value of $36,000 at the date of grant, and weighted average 
grant date fair value per share of $14.88. The fourth of the four quarterly grants was granted on 
November 30, 2009, for an aggregate of 2,253 shares of restricted stock, a fair value of $36,000 at 
the date of grant, and weighted average grant date fair value per share of $15.80. The restricted 
stock awards require no service period and thus, no risk or provision for forfeiture.   
 
We did not grant any restricted stock awards during 2008. During December 2007, the Committee 
approved equity compensation to the five outside members of the Board of Directors for their service 
on the Board of Directors.  The compensation for each director was for either the grant of stock 
options for the purchase of 5,820 shares of common stock, or a stock award of 1,940 shares of 
common stock, the choice being at the discretion of each individual director.  Pursuant to the 
approved grant, four of our outside directors chose to receive the restricted stock awards.  These 
stock awards were considered fully vested at each of the grant dates, and contained no restrictions 
from trading.  There was no service period and thus, no risk or provision for forfeiture.  We recognized 
$160,000 as an operating expense for the grant date fair value for the grant of 7,760 shares of our 
common stock to the members of our board of directors that selected the stock awards.  The 
weighted average grant date fair value per share for the grant in the year ended December 31, 2007 
was $20.62. During December 2006, the Committee approved equity compensation to the four 
outside members of the Board of Directors for their service on the Board of Directors.  The 
compensation for each director was for either the grant of stock options for the purchase of 5,000 
shares of common stock, or a restricted stock award of 1,675 shares of common stock, the choice 
being at the discretion of each individual director.  Pursuant to the approved grant, three of our 
outside directors chose to receive the restricted stock awards.  During 2007, restricted stock awards 
issued for 2006 approved compensation were awards of 1,674 and 1,677, with grant dates of January 
15, 2007, and April 15, 2007, respectively.  These restricted stock awards were considered fully 
vested at each of the grant dates, and recognized the fair value as an operating expense in the 
consolidated statements of income at each of the dates of grant of $24,000 and $28,000.  The grant 
date fair value per share for each of the grants was $14.40 and $16.73, respectively.  The restricted 
stock awards are restricted from trading for five years from the earliest award date.  There was no 
service period and thus, no risk or provision for forfeiture.   
 
Employee Stock Purchase Plan:  
 
Under the 1999 Employee Stock Purchase Plan, employees were allowed to purchase shares of the 
Company’s common stock at a fifteen percent (15%) discount via payroll deduction.  There were 
250,000 shares reserved for issuance under the plan, and no shares remaining available to purchase 
as of June 30, 2009. On February 18, 2009, our board of directors adopted the Exactech, Inc. 2009 
Employee Stock Purchase Plan, which we refer to as the 2009 ESPP. Our shareholders approved 
this new 2009 ESPP at our Annual Meeting of Shareholders on May 7, 2009. The 2009 ESPP is 
significantly similar to our 1999 Employee Stock Purchase Plan, as it allows employees to purchase 
shares of our common stock at a fifteen percent (15%) discount via payroll deduction, and has four 
offering periods during an annual period.  There are 150,000 shares reserved for issuance under the 
plan. As of December 31, 2009, 129,094 shares remain available to purchase under this 2009 ESPP. 
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Employees participating in these plans purchased 46,000, 29,000 and 29,000 shares in the years 
ended December 31, 2009, 2008 and 2007, respectively.  The fair value of the employee’s purchase 
rights is estimated using the Black-Scholes model with the following assumptions for 2009, 2008 and 
2007, respectively:  dividend yield of zero for all years; an expected life of 1 year for all years; 
expected volatility of 62, 36 and 31 percent; and risk-free interest rates of 2.8, 3.3 and 5.1 percent.  
The weighted-average fair value of those purchase shares granted in 2009, 2008 and 2007 was 
$3.89, $5.22, and $3.35, respectively.   

 
12. OPERATING LEASES  

 
The following schedule summarizes our current operating lease agreements as of December 31, 
2009: 

 

Facility Location 
Square 

Feet 
Lease Term 

Expiration Date 
Annual 

Rental ($)
Tri-State Sales Office Great Neck, NY 1,000 03/31/2010 28,000  
SE Ohio Sales Office Lima, OH 2,327 04/30/2011 35,000  
Exactech Canada Sales Office Mt. Hope, Ontario 4,200 08/31/2013 21,000  
Instrument Manufacturing Shop Sarasota, FL 13,125 06/30/2013 117,000  
Sales Office Redditch, England 800 03/31/2013 13,000 (1)

Sales Office Tokyo, Japan 2,239 01/31/2012 93,000 (1)

Sales Office Shanghai, PROC 3,650 02/28/2012 73,000 (1)

Sales Office Beijing, PROC 773 02/14/2012 15,000 (1)

Research Office Hsinchu, Taiwan 849 12/31/2010 12,000 (1)

Office Space Taipei, Taiwan 270 10/15/2010 1,000 (1)

Warehouse (Lille) Capinghem, France 3,714 08/14/2016 64,000 (1)

Office Space Illkirch, France 2,217 03/31/2015 38,000 (1)

Automobile Lease Capinghem, France — 12/31/2010 16,000 (1)

 

(1)  Annual lease amounts are translated into US Dollar using December 31, 2009 exchange rates.  
 

Rent expense associated with operating leases was $530,000, $524,000 and $194,000 for the years 
ended December 31, 2009, 2008 and 2007, respectively.  

 
The following is a schedule, by year, of minimum payments due on all non-cancelable operating 
leases as of December 31, 2009 (in thousands):  

 
 

Year Ending December 31,  
2010 $ 500 
2011  445 
2012  275 
2013  178 
2014  103 

 $ 1,501 
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13. QUARTERLY RESULTS OF OPERATIONS (UNAUDITED)  
 

Following is a summary of the quarterly results of operations for the years ended December 31, 2009 
and 2008.  All dollar amounts are in thousands, except per share amounts:  

 
                

 Quarter     
  First Second Third Fourth   Total 
2009       
Net sales  $ 43,304 $ 43,302 $ 42,363  $ 48,341  $ 177,310
Gross profit   28,797  26,967  27,094   29,450   112,308
Net income   2,465  2,628  2,740   494 (1)  8,327 (1)

Basic EPS   0.19  0.21  0.21   0.04   0.65
Diluted EPS   0.19  0.20  0.21   0.04   0.65
         
2008       
Net sales  $ 39,791 $ 43,695 $ 37,934  $ 40,310  $ 161,730
Gross profit   25,025  27,339  24,226   26,520   103,110
Net income   2,804  3,042  2,137   3,110 (2) 11,093
Basic EPS   0.24  0.25  0.17   0.25   0.90
Diluted EPS   0.23  0.24  0.16   0.24   0.87
         

 
(1) Our Total 2009 net income included a negative impact of $4.9 million in expenses, net of tax, 

related to the DOJ inquiry, with a fourth quarter impact to net income of $2.8 million. See 
discussion in Note 9. 

 

(2) Our 2008 fourth quarter net income was positively affected by an R&D tax credit of approximately 
$627,000, recorded during the fourth quarter, but was retroactively effective to the beginning of 
2008.  The R&D tax credit is a federal tax credit given to domestic companies that increase their 
expenditures on research and development activities.  

 
14. SEGMENT INFORMATION  
 

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

 
Total assets not identified with a specific segment are listed as “corporate” and include cash and cash 
equivalents, accounts receivable, income taxes receivable, deposits and prepaid expenses, deferred 
tax assets, land, facilities, office furniture and computer equipment, notes receivable, and other 
investments.  Depreciation and amortization on corporate assets is allocated to the product segments 
for purposes of evaluating the income (loss) from operations, and capitalized surgical instruments are 
allocated to the appropriate product line supported by those assets.  
 
Total gross assets held outside the United States as of December 31, 2009 was $16.2 million.  
Included in these assets is $9.3 million in surgical instrumentation and inventory, 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):  

 
      

Year ended December 31, 
 

Knee Hip 
Biologics
And Spine Extremities Other 

 
Corporate Total 

                      

2009            

Net sales $ 75,833 $ 26,826 $ 27,440 $ 22,829 $ 24,382 $ — $ 177,310 

Segment profit (loss)  8,994  930  1,389  5,417  (2,000)  (558)  14,172(1)

Total assets, net  41,747  24,407  19,215  9,082  5,209  71,360  171,020 
Capital expenditures  6,430  2,117  596  1,717  673  5,980  17,513 

Depreciation and Amortization  3,525  1,756  719  637  274  3,294  10,205 
            
2008            

Net sales $ 72,629 $ 22,777 $ 26,453 $ 16,844 $ 23,027 $ — $ 161,730 

Segment profit (loss)  12,240  574  2,424  4,581  (1,267)  (840)  17,712
(1)

Total assets, net  41,209  25,094  19,557  7,433  8,046  66,181  167,520 
Capital expenditures  5,607  2,838  262  1,623  565  5,699  16,594 

Depreciation and Amortization  2,978  1,717  572  501  213  2,543  8,524 
           
2007            

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

Segment profit (loss)  11,091  1,218 (2)  796  2,777  (915)  (1,174)  13,793  
Total assets, net  30,870  20,941   4,340  4,411  5,097   50,800   116,459  
Capital expenditures  2,741  1,786   353  849  828   5,753   12,310  

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

 
(1) The segment profit (loss) for the years ended December 31, 2009 and 2008, was impacted by $7.0 million and 

$2.6 million, respectively, in pre-tax charges related to the DOJ inquiry. 
 

(2) The segment profit (loss) for the year ended December 31, 2007, for the hip segment includes an asset 
impairment loss for $1,519,000.  See Note 4 for further discussion on the impairment. 

 
Major Customer and International Operations  
 
During the years ended December 31, 2009, 2008, and 2007, our distributor in Spain accounted for 
approximately 7%, 6% and 7%, respectively, of our sales.  During January 2010, we notified this 
distributor of our intent not to renew our distribution agreement with them, effective the second half of 
2010. We intend to establish a direct distribution subsidiary in the region. Geographic distribution of 
our sales are summarized in the following table (in thousands):  

 
         

Year ended December 31,  2009   2008   2007  
Domestic sales $ 122,391  $ 112,460  $ 96,541  
International sales  54,919   49,270   27,668  
   Total sales $ 177,310  $ 161,730  $ 124,209  
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ITEM 9.  CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING 
AND FINANCIAL DISCLOSURE  
 
None.  
 
ITEM 9A.  CONTROLS AND PROCEDURES  
 
Evaluation of Disclosure Controls and Procedures 
As of the end of the period covered by this Annual Report on Form 10-K, our management conducted an 
evaluation, under the supervision and with the participation of our Chief Executive Officer and Chief 
Financial Officer, of the effectiveness of our disclosure controls and procedures as defined in Exchange 
Act Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended (the 
“Exchange Act”).  Disclosure controls and procedures are designed to ensure that information required to 
be disclosed in our reports filed under the Exchange Act is recorded, processed, summarized and 
reported within the time periods specified in the Securities and Exchange Commission’s rules and forms 
and that such information is accumulated and communicated to our management, including our Chief 
Executive Officer and Chief Financial Officer, to allow timely decisions regarding required disclosure.  
Based on this evaluation, our Chief Executive Officer and Chief Financial Officer concluded that our 
disclosure controls and procedures were effective as of December 31, 2009. 
 
Management’s Report on Internal Control Over Financial Reporting 
Management is responsible for establishing and maintaining adequate internal control over financial 
reporting.  Internal control over financial reporting is a process designed to provide reasonable assurance 
regarding the reliability of financial reporting and the preparation of financial statements for external 
purposes in accordance with generally accepted accounting principles.  Internal control over financial 
reporting includes those policies and procedures that: (i) pertain to the maintenance of records that in 
reasonable detail accurately and fairly reflect the transactions and dispositions of the assets of the 
company; (ii) provide reasonable assurance that transactions are recorded as necessary to permit 
preparation of financial statements in accordance with generally accepted accounting principles, and that 
receipts and expenditures of the company are being made only in accordance with authorizations of 
management and directors of the company; and (iii) provide reasonable assurance regarding prevention 
or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could 
have a material effect on the financial statements.  
  
Because of its inherent limitations, internal control over financial reporting may not prevent or detect 
misstatements.  Also, projections of any evaluation of effectiveness to future periods are subject to the 
risk that controls may become inadequate because of changes in conditions, or that the degree of 
compliance with the policies or procedures may deteriorate.  
  
As of December 31, 2009, pursuant to Section 404 of the Sarbanes-Oxley Act of 2002, management 
(with the participation of our principal executive officer and principal financial officer) conducted an 
evaluation of the effectiveness of our internal control over financial reporting based on the framework in 
Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the 
Treadway Commission (COSO).  Based on this evaluation, management concluded that, as of December 
31, 2009, our internal control over financial reporting was effective.  
 
Our independent registered public accounting firm, McGladrey & Pullen, LLP, has audited the 
effectiveness of the Company’s internal control over financial reporting as of December 31, 2009, and has 
issued an attestation report on our internal control over financial reporting, which follows.  
 
Changes in Internal Controls  
There were no changes in our internal control over financial reporting during our most recent fiscal 
quarter that have materially affected, or are reasonably likely to materially affect, our internal control over 
financial reporting.  
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 
 
To the Board of Directors and Shareholders of 
Exactech, Inc.  
 
We have audited Exactech, Inc.’s and subsidiaries (the “Company”) internal control over financial reporting as 
of December 31, 2009, based on criteria established in Internal Control—Integrated Framework issued by the 
Committee of Sponsoring Organizations of the Treadway Commission (COSO). The Company’s management 
is responsible for maintaining effective internal control over financial reporting and for its assessment of the 
effectiveness of internal control over financial reporting included in the accompanying “Management’s Report 
on Internal Control Over Financial Reporting”. Our responsibility is to express an opinion on the company's 
internal control over financial reporting based on our audit. 
 
We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board 
(United States).  Those standards require that we plan and perform the audit to obtain reasonable assurance 
about whether effective internal control over financial reporting was maintained in all material respects. Our 
audit included obtaining an understanding of internal control over financial reporting, assessing the risk that a 
material weakness exists, and testing and evaluating the design and operating effectiveness of internal control 
based on the assessed risk.  Our audit also included performing such other procedures as we considered 
necessary in the circumstances.  We believe that our audit provides a reasonable basis for our opinion. 
 
A company's internal control over financial reporting is a process designed to provide reasonable assurance 
regarding the reliability of financial reporting and the preparation of financial statements for external purposes 
in accordance with generally accepted accounting principles. A company's internal control over financial 
reporting includes those policies and procedures that (a) pertain to the maintenance of records that, in 
reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the company; 
(b) provide reasonable assurance that transactions are recorded as necessary to permit preparation of 
financial statements in accordance with generally accepted accounting principles, and that receipts and 
expenditures of the company are being made only in accordance with authorizations of management and 
directors of the company; and (c) provide reasonable assurance regarding prevention or timely detection of 
unauthorized acquisition, use, or disposition of the company's assets that could have a material effect on the 
financial statements. 
 
Because of its inherent limitations, internal control over financial reporting may not prevent or detect 
misstatements.  Also, projections of any evaluation of effectiveness to future periods are subject to the risk that 
controls may become inadequate because of changes in conditions, or that the degree of compliance with the 
policies or procedures may deteriorate. 
 
In our opinion, the Company maintained, in all material respects, effective internal control over financial 
reporting as of December 31, 2009, based on criteria established in Internal Control—Integrated Framework 
issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). 
 
We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board 
(United States), the consolidated balance sheets as of December 31, 2009 and 2008, and the related 
consolidated statements of income, changes in shareholders’ equity and comprehensive income, and cash 
flows for each of the three years in the period ended December 31, 2009. Our audits also included the 
financial statement schedule of the Company listed in Item 15(e) and our report dated March 10, 2010 
expressed an unqualified opinion. 
 
/s/ McGladrey & Pullen, LLP 
 
Charlotte, North Carolina 
March 10, 2010 
 
ITEM 9B.  OTHER INFORMATION  
None.  
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PART III 
 
ITEM 10.  DIRECTORS AND EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE  
 
The information set forth under the caption “Management” in our definitive proxy statement for our 2010 
Annual Meeting of Shareholders to be filed with the Securities and Exchange Commission within 120 
days after the close of the 2009 fiscal year is incorporated herein by reference.  
 
We have adopted a code of ethics that applies to our principal executive officer, principal financial officer, 
principal accounting officer, or persons performing similar functions.  We have posted our code of ethics 
on our website (www.exac.com), and it is available to any shareholder upon request.  We intend to post 
any amendments to, or any waivers from, a provision of the code of ethics that applies to the principal 
executive officer, principal financial officer, principal accounting officer or controller, or any other person 
performing a similar function, on our website. 
 
ITEM 11.  EXECUTIVE COMPENSATION  
 
The information set forth under the caption “Executive Compensation” and “Compensation Discussion 
and Analysis” in our proxy statement is incorporated herein by reference.  
 
ITEM 12.  SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT 

AND RELATED SHAREHOLDER MATTERS 
 

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

INDEPENDENCE 
 
The information set forth under the caption “Certain Transactions” in our proxy statement is 
incorporated herein by reference.  
 
ITEM 14.  PRINCIPAL ACCOUNTANT FEES AND SERVICES  
 
The information set forth under the caption “Principal Accountant Fees and Services” in our proxy 
statement is incorporated herein by reference.  
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PART IV  
OTHER INFORMATION 

 
ITEM 15.  EXHIBITS, FINANCIAL STATEMENT SCHEDULES, AND REPORTS ON FORM 8-K  
 
(a)  Financial Statements  
 
The financial statements filed as part of this report are listed under Item 8.  
 
(b)  Exhibits:  
 
Exhibit Description 
3.1 Articles of Incorporation, as amended(1)(3)  
3.2 Registrant's Bylaws(7)  
3.3 Forms of Articles of Amendment to Articles of Incorporation(1)  
3.4 Forms of Articles of Amendment to Articles of Incorporation(13) 
4.1 Specimen Common Stock Certificate(1)  
4.2 Shareholders' Agreement, dated as of November 30, 1992, as amended, by and among the 

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

Company, William Petty, M.D., Betty Petty, David Petty, Mark Petty and Julie Petty(1)  
4.8 Common Stock Purchase Rights Agreement(4)  
10.6 Form of Employment Agreement between the Company and Gary J. Miller, Ph.D.(1) *  
10.7 Amendment to employment agreement between the Company and R. William Petty, M.D. (10)* 
10.38 License Agreement, dated August 20, 1993, between the Company and The University of 

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

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

Special Surgery(1)  
10.70 Loan Agreement, dated September 20, 2002, between SunTrust Bank, North Central Florida

and the Company(2)  
10.71 Exactech, Inc. 2009 Executive Incentive Compensation Plan(16) * 
10.72 Exactech, Inc. 2009 Employee Stock Purchase Plan (17)* 
10.76 Business Loan Agreement, dated as of October 18, 2005, from the Company to SunTrust(5)  
10.77 Mortgage and Security Agreement, dated as of October 18, 2005, from the Company to

SunTrust.(6)  
10.78 Agreement and Plan of Merger, dated December 7, 2007, by and among the Company, 

Exactech Spine, Inc., Altiva and certain stockholders of Altiva.(8) 
10.79 Form of Registration Rights Agreement, by and among the Company and the Stockholders 

party thereto.(9) 
10.80 Placement Agency Agreement dated May, 8 2008, by and among the Company and certain 

placement agents (12)  
10.81 Revolving Credit Agreement, dated June 13, 2008, by and among Exactech, Inc., the lenders 

from time to time party hereto, and SunTrust Bank(12)   
10.82 Form of Revolving Credit Note (12) 
10.83 Form of Swingline Note(12) 
10.84 Security Agreement, dated June 13, 2008, by and among the Company, Exactech International, 

Inc., Altiva Corporation and SunTrust Bank(12) 
10.85 Indemnity, Subrogation and Contribution Agreement, dated June 13, 2008, among those 

subsidiaries listed on Schedule I thereto and SunTrust Bank(12) 
10.86 Subsidiary Guarantee Agreement, dated June 13, 2008, among each of the subsidiaries listed 

on Schedule I thereto and SunTrust Bank (12) 
10.87 Employment Agreement between the Company and William Petty, M.D.(14)*. 
10.88 Employment Agreement between the Company and David Petty, M.D.(15)*. 
10.89 Employment Agreement between the Company and Betty Petty, M.D.(15)*. 
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10.90 Change of Control Plan (15) 
14.1 Code of Business Conduct and Ethics(5)  
21.1 Subsidiaries of the Company  
23.1 Independent Auditors’ Consent  
31.1 Certification pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.   
31.2 Certification pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.   
32.1 Certification of Chief Executive Officer pursuant to 18 USC Section 1350.   
32.2 Certification of Chief Financial Officer pursuant to 18 USC Section 1350.   

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

 
* Compensation plan or arrangement 

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

Registration Statement on Form S-1 (File No. 333-02980).  
(2)  Incorporated by reference to Exhibit 10.70 to the Company’s Quarterly Report on Form 10-Q 

for the quarter ended September 30, 2002.  
(3)  Incorporated by reference to Exhibit 3.1 filed with the Company’ Quarterly Report on Form 

10-Q for the quarter ended March 31, 2003.  
(4)  Incorporated by reference to Exhibit 4.1 to the Company 's Registration Statement on Form 

8-A, filed with the SEC on December 19, 2003.  
(5)  Incorporated by reference to Exhibit 10.1 to the Company’s Current Report on Form 8-K, 

filed with the SEC on October 21, 2005.  
(6) Incorporated by reference to Exhibit 10.2 to the Company’s Current Report on Form 8-K, 

filed with the SEC on October 21, 2005. 
(7)  Incorporated by reference to Exhibit 3.1 to the Company’s Current Report on Form 8-K, filed 

with the SEC on December 5, 2007. 
(8)  Incorporated by reference to Exhibit 10.1 to the Company’s Current Report on Form 8-K, 

filed with the SEC on December 10, 2007.  
(9)  Incorporated by reference to Exhibit 10.2 to the Company’s Current Report on Form 8-K, 

filed with the SEC on December 10, 2007. 
(10)  Incorporated by reference to Exhibit 10.1 to the Company’s Current Report on Form 8-K, 

filed with the SEC on December 19, 2007. 
(11) Incorporated by reference to Exhibit 1.1 filed with the Company’s Current Report on Form 8-

K, filed with the SEC on May 9, 2008. 
(12) Incorporated by reference to Exhibits 10.80, 10.81, 10.82, 10.83, 10.84, and 10.85, 

respectively, to the Company’s Current Report on Form 8-K, filed with the SEC on June 19, 
2008. 

(13) Incorporated by reference to Exhibit 3.1 filed with the Company’s Registration Statement on 
Form S-3 (File No. 333-150055) on April 2, 2008. 

(14)  Incorporated by reference to Exhibit 10.1 to the Company’s Current Report on Form 8-K, 
filed with the SEC on April 4, 2008. 

(15)  Incorporated by reference to Exhibits 10.1, 10.2, and 10.3, respectively, to the Company’s 
Current Report on Form 8-K/A, filed with the SEC on April 2, 2008. 

(16) Incorporated by reference to Exhibit A filed with the Company’s Definitive Proxy Statement 
with respect to its 2009 Annual Meeting of Shareholders held on May 7, 2009.  

(17)  Incorporated by reference to Exhibit B filed with the Company’s Definitive Proxy Statement 
with respect to its 2009 Annual Meeting of Shareholders held on May 7, 2009.  
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(e)  Financial Statement Schedules:  
 
Schedule II-Valuation and Qualifying Accounts  
 

EXACTECH, INC.
SCHEDULE II - VALUATION AND QUALIFYING ACCOUNTS 
THREE YEARS ENDED DECEMBER 31, 2009, 2008 and 2007 

(in thousands) 
             

  

Balance at 
Beginning 

of Year 

Charged to 
Costs and 
Expenses  

Deductions 
(Chargeoffs)   

Balance at 
End of Year

Allowance for doubtful accounts             
2007 $ 427  $ 395  $ (386 ) $ 436  
2008  436   433 (1)  (84 )  785  
2009  785   664  (780 )  669  

          
Allowance for sales returns          

2007  145   198   (116 )  227  
2008  227   (4 )  (2 )  221  
2009  221   (127 )  72   166  
          

Inventory Allowance           
2007  3,016   —  (733 )  2,283  
2008  2,283   3,212 (1)  —   5,495  
2009  5,495   219   —   5,714  

          
(1) Includes balances of allowance accounts acquired in our two acquisitions during 2008.
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SIGNATURES 
 
Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant 
has duly caused this report to be signed on its behalf by the undersigned thereunto duly authorized.  
 

March 10, 2010  EXACTECH, INC. 

 By: /s/ William Petty  

  

William Petty  
Chief Executive Officer and Chairman of the 
Board 

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

 

March 10, 2010 By: /s/ William Petty  

  

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

March 10, 2010 By: /s/ David Petty 

  
David Petty  
President and Director 

March 10, 2010 By: /s/ Joel C. Phillips  

  

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

March 10, 2010 By: /s/ Albert H. Burstein 

  
Albert H. Burstein  
Director 

March 10, 2010 By: /s/ R. Wynn Kearney, Jr. 

  
R. Wynn Kearney, Jr.  
Director 

March 10, 2010 By: /s/ Paul Metts 

  
Paul E. Metts  
Director 

March 10, 2010 By: /s/ William B. Locander 
  William B. Locander  

Director 

March 10, 2010 By: /s/ James G. Binch 
  James G. Binch  

Director 
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