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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
flagship Optetrak® knee system
has helped more than 240,000
patients worldwide and the
surgeons who selected this
product have been drawn to
the concent 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. Refine.”

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.

o Qur 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.

e 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.

e 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.

e Qur 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.

e 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 reflect a balance of a slow first half
and a very strong second half of 2009.

QOur operating expenses increased 15% for 2009, partially due
to $7.0 million in pre-tax expenses related to the Department
of Justice {D0J) 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 significantly 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.

VR

Bill Petty, MD
Chairman of the Board and
Chief Executive Officer
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CAUTIONARY NOTE REGARDING FORWARD LOOKING STATEMENTS

We are making this statement pursuant to the safe harbor provisions for forward-looking statements
described in the Private Securities Litigation Reform Act of 1995. These forward-looking statements are
not historical facts but are the intent, belief, or current expectations of our business and industry. We
make statements in this report, including statements that are incorporated by reference, that are forward-
looking. When used in this report or in any other presentation, statements which are not historical in
nature, including the words “anticipate,” “estimate,” “could,” “should,” “may,” “plan,” “seek,” “expect,”
“‘believe,” “intend,” “target,” “project” and similar expressions are intended to identify forward-looking

statements. They also include statements regarding:

o our future growth and profitability;
our competitive strengths;
our business strategy and the trends we anticipate in the industries and economies in which we
operate.

These forward-looking statements are based on our current expectations and are subject to a number of
risks, uncertainties and assumptions. These statements are not guarantees of future performance and
are subject to risks, uncertainties, and other factors, some of which are beyond our control, are difficult to
predict, and could cause actual results to differ materially from those expressed or forecasted in the
forward-looking statements. Important factors that could cause actual results to differ materially from
those in forward-looking statements include:

¢ economic downturns, reduced capital expenditures, consolidation and technological and
regulatory changes in the industries we serve;

the highly competitive nature of our industry;

our ability to attract and retain qualified managers and skilled employees;

the outcome of our plans for future operations and growth;

the other factors referenced in this report, including, without limitation, under “Risk Factors.”

We believe these forward-looking statements are reasonable; however, you should not place undue
reliance on any forward-looking statements, which are based on current expectations. Furthermore,
forward-looking statements speak only as of the date they are made. If any of these risks or uncertainties
materialize, or if any of our underlying assumptions are incorrect, our actual results may differ significantly
from the results that we express in or imply by any of our forward-looking statements. These and other
risks are detailed in this report, in the documents that we incorporate by reference into this report and in
other documents that we file with the Securities and Exchange Commission. We do not undertake any
obligation to publicly update or revise these forward-looking statements after the date of this report to
reflect future events or circumstances; except to the extent required by applicable law. We qualify any
and all of our forward-looking statements by these cautionary factors. Except where the context
otherwise requires, the terms "the Company", "Exactech”, “we”, “our”, or “us” refer to the business of
Exactech, Inc. and its consolidated subsidiaries.



ITEM 1. BUSINESS

We develop, manufacture, market, distribute and sell orthopaedic implant devices, related surgical
instrumentation and biologic services to hospitals and physicians in the United States and internationally.
Exactech was founded by an orthopaedic surgeon in November 1985, and is incorporated under the laws
of the State of Florida. Our revenues are principally derived from sales and distribution of our joint
replacement systems, including knee, hip, spine, and extremity implant systems, and distribution of

biologic products and services and bone cement materials used in orthopaedic surgery and dental
procedures.

We manufacture some components of our knee, extremity, and hip joint replacement systems at our
facility in Gainesville, Florida, utilizing modern, highly automated computer aided manufacturing
equipment. Our cellular based manufacturing processes, which are organized in groups, or cells, are
dedicated to specific product lines to minimize change-over and increase efficiency, and are designed to
help us reduce our production cycle times while permitting flexibility to adjust quickly to changes in
demand. To supplement our manufacturing of components, we have formed strategic alliances with
suppliers and business partners to externally manufacture some components. Additionally, we acquire
and distribute other products and services through exclusive agreements, such as our agreement with

Tecres® S.p.A, and non-exclusive agreements, such as with RTI Biologics, Inc., or RTI, and Biomatlante
SARL.

Orthopaedic Products Industry

According to a research report published by Knowledge Enterprises, Inc. during 2009, the worldwide
market for orthopaedic products in 2008 was estimated to be nearly $36 billion, which represented an
increase of 9% from the previous year. According to this study, the three primary market segments in
which we offer our products and services, reconstructive devices, orthobiologics and other products
(which includes instrumentation and other orthopaedic products), were estimated to be $12.7 billion, $3.7
billion and $4.9 billion, respectively, during 2008. This study also estimates that the spinal
implant/instrumentation market was $6.5 billion during 2008. According to this report, the segment of the
population over the age of 65 is growing at a rate four times faster than the overall population. Further,
the report highlights the fact that 39% of all primary total hip and knee replacement procedures in 2006
were performed on patients between the ages of 45 and 64, a segment of the worldwide population
estimated to number 450 million. The report suggests that demographics alone will drive growth in the
global orthopaedic marketplace. Management continues to share the belief that the industry will continue
to grow due to an aging population in much of the world. Increasing life spans and lifestyles impact the

number of individuals with joints subject to failure, thereby increasing demand for joint replacement
procedures.

Products

Our joint replacement products are used by orthopaedic surgeons to repair or replace joints that have
deteriorated as a result of injury or disease. Reconstructive joint surgery involves the modification of the
area surrounding the affected joint and the insertion of a set of manufactured implant components to
replace or augment the joint. During the surgery, the surgeon removes damaged cartilage and a portion
of the bones that comprise the joint, prepares the remaining bone surfaces and surrounding tissue and
then installs the implant. When necessary, the surgeon uses biologic allograft services, like those
services we distribute, to repair bone defects and provide an environment to stimulate new bone growth.

In many joint replacement procedures, acrylic bone cement is used to affix implant components to the
prepared bone surfaces.

Spinal implants are used as an adjunct to the fusion of vertebrae in the treatment of spinal disease and
deformity. Indications for spinal surgery are genetic reasons, trauma, or degeneration. Spinal surgery is
performed to remove bone and/or other tissue from the spinal column to restore stability and alleviate
pain. Metal rods, screws and plates are used to stabilize two or more vertebrae in order to promote fusion
of a portion of the spinal column, thereby eliminating irregular motion that can cause pain and damage



tissue. Biologic allograft services can be one of the treatments used in conjunction with the other
implants to enhance the potential for a successful result.

The following table includes the net revenue and percentage of net revenue for each of our product lines
for the years ended December 31, 2009, 2008 and 2007. Other financial information relating to our
reportable segments is included in Note 14 of the Consolidated Financial Statements, in Part Il Item 8. —
Financial Statements and Supplementary Data of this Annual Report on Form 10-K.

Sales by Product Line
(dollars in thousands)

Year Ended

December 31, 2009 December 31, 2008 December 31, 2007
Knee Implants $ 75,833 428% $ 72,629 449% $ 63,402 511 %
Hip Implants 26,826 15.1 22,777 14.1 22,589 18.2
Biologics & Spine 27,440 15.5 26,453 16.4 16,202 13.0
Extremities 22,829 12.9 16,844 10.4 9,539 7.7
Other Products 24,382 13.7 23,027 14.2 12,477 10.0
Total $ 177,310 1000% $ 161,730 1000% $ 124,209 100.0 %

Knee Implants. We believe that our Optetrak® knee system represents a major advancement in knee
implant design. The Optetrak comprehensive knee system addresses orthopaedic surgeons’ concerns for
contact stress, patellar tracking, polyethylene wear, joint stability and bone preservation. Streamlined
instrumentation allows the surgeon to work quickly and efficiently. This system provides symmetrical
(same for right and left) implants for primary cruciate ligament sparing, posterior stabilized and a
constrained condylar design usually intended for revision surgery.

We also offer a complimentary asymmetrical femoral component product line extension to the Optetrak
knee system. This line extension also includes a cruciate ligament sparing, posterior stabilized and a
high flexion component, which allows for a larger range of motion. These asymmetrical line extensions
provide for differentiated right and left femoral components to meet surgeon preferences. The Optetrak
system also offers a new unicondylar knee system, featuring our new low profile instrumentation and a
rotating bearing knee system for international markets. In 2007, we commenced full market introduction of
the Optetrak Uni complete with enhanced instrumentation along with updated versions of the Optetrak
Low Profile Instrumentation™ and ligament balancing instrument systems. In 2008, we introduced a
cruciate retaining tibial insert, the Optetrak CR Slope™ and its PCL Referencing System, that helps the
surgeon manage the cruciate ligament tension during surgery. During 2009, we initiated release of our PS
Logic™ knee system which is the next evolution step for our comprehensive Optetrak knee system.

Hip Implants. Our line of hip implant and instrument products includes the AcuMatch® Integrated Hip
System, which is designed to address the majority of requirements for total hip replacement, including
primary, or first time hip replacement surgery, and revision, or a surgery to replace or repair a previously
implanted device. The system includes the C-Series cemented femoral stem, the A-Series acetabular
components for the hip socket, the P-Series press-fit femoral stem, the M-Series modular femoral stem,
the L-Series femoral stem system, bipolar and unipolar partial hip replacement components, a variety of
femoral heads and a cemented acetabular component. The AcuMatch cemented revision components
include revision long stems and calcar replacement stems that were originally part of the AURA® Revision
Hip System.

Our AcuMatch C-Series Cemented Femoral Stem is a forged cobalt chromium stem designed to improve
stability and reduce dislocation complications by improving the head/neck ratio and restoring anatomic
offset for patients requiring cemented total hip arthroplasty, or joint reconstructive surgery. The AcuMatch
A-Series was designed to provide a comprehensive acetabular offering with sufficient polyethylene
thickness to help lower stresses in the polyethylene liner. The AcuMatch M-Series modular femoral stem
offers components that are 100% interchangeable, allowing the surgeon to customize the prosthesis at



the time of surgery and according to the patient’s bony structures. This versatility and the manner in
which the components mate can have a positive effect on patient outcomes. The AcuMatch P-Series
Press Fit Femoral Stem System has multiple coating options for fixation to bone and features a
scientifically sound solution to stiffness mismatch and rotational instability in the bone, potential
underlying causes of post-operative residual thigh pain. The AcuMatch L-Series hip system features both

cemented and press fit femoral components, as well as unipolar and bipolar endoprostheses, often used
for the treatment of hip fractures.

Our Novation® hip system features both press-fit tapered and splined and cemented primary femoral
stems, and offers a comgrehensive acetabular system, the Novation Crown Cup, which incorporates the
use of Connexion GXL® enhanced polyethylene. In 2007 we launched our ceramic-on-ceramic hip

bearing system, Novation Ceramic AHS. During 2008 we introduced the Novation Element™ hip system
which is a flat wedge design system to allow Exactech to meet a large portion of the primary hip market.
In addition to the stem, the Novation Element A+™ Instrumentation affords surgeons the ability to
complete hip surgery using the direct anterior approach resulting in less soft tissue and muscle disruption.
During 2003 we entered into a license agreement with Dimicron Corporation to develop a diamond-on-
diamond hip bearing technology. During June 2007, Dimicron notified us that it did not consider the
technology to be commercially viable as it relates to the licensed 28mm socket design, at which time we
fully impaired the $1.5 million in carrying value of the license. We continue dialogue with Dimicron
Corporation regarding the commercial feasibility of diamond-on-diamond articulations although we do not
currently have any express arrangements with Dimicron or contemplated applications of their technology.

Biologics and Spine: We make and distribute various products designed for the healing and
regeneration of bone and soft tissue, including products which contain human aIIograft We have
maintained a distribution relationship with RT! since 1998 for the marketing of |ts Opteform and Optefll®

product lines of Demineralized Bone Matrix. We also distribute Regenaform® and Regenafil® allograft
tissue implants for oral and dental applications.

We market OpteMx® a Tri-Calcium Phosphate/Hydroxyapatite based synthetic bone graft substitute,
licensed under a non-exclusive U.S. distribution agreement with Biomatlante. Addltlonal|y, we market a
new platform of Demineralized Bone Matrix products, under the brand name Optecure These products
were the first products containing human tissue o receive FDA clearance as a medical device. The
product also contains a synthetic bioabsorbable polymer carrier material licensed from Genzyme Corp. In
2007, a product line extension was introduced to the Optecure brand that combines Demineralized Bone
Matrix with additional allograft product within the formulation (Optecure +CCCQC).

During 2007, we introduced the Accelerate® Platelet Concentration System as a means of extracting and
concentrating autologous growth factors and fibrinogen from a patients’ own blood to improve the healing
quality of joints and tissue following orthopaedic procedures. In 2009, we introduced the Accelerate Bone

Marrow Concentrate system for concentrating mesenchymal stem cells derived from bone marrow to aid
in the repair and regeneration of bone.

As a result of our acquisition of Altiva Corporation in January 2008, we added spinal fusion products to
our biologics and spine product portfolio. These product lines include two Pedicle Screw fixation systems
for lumbar fusion, two plating systems for anterior cervical fixation, intervertebral body fusion devices
utilizing PEEK material, and an anterior plate used in thoracolumbar fusion.

The Hydralok® pedicle screw fixation system is a rod and screw system used for stabilization of the
lumbar spine as an adjunct to fusion. The system incorporates a 6.0mm rod de3|gn and provides stability
and flexibility to the surgeon during attachment to the vertebrae. The Procyon® pedicle screw system is a
product registered by NAS Medical Technologies, Inc. and features a 5.5mm rod with a top-loading,
locking feature for final tightening. We distribute a system of PEEK intervertebral body fusion devices
from Spinal Elements, Inc., non-exclusively, that includes the right to distribute a full line of intervertebral
body fusion cages including products for posterior lumbar intervertebral body fusion, transforaminal
lumbar intervertebral body fusion, anterior lumbar intervertebral body fusion, and anterior cervical



intervertebral body fusion. The ACP anterior cervical plating system is a product, which features screw
fixation with a fixed angle to the plate, for use in anterior cervical discectomy and fusion. We also have a
non-exclusive distribution relationship with Rhausler, Inc. to sell the Rhausler anterior cervical plating
system, which offers multiple plate options for dynamization and variable angled screws, which allows
surgeons options in screw placement into the cervical vertebra. The Altes'™ anterior buttress plate is
utilized in Thoracolumbar fusion procedures during an anterior approach to the spinal column and serves
to fix bone graft in the disc space. Its unique screw fixation reduces the potential for screw backout.

Extremities: In November 2004, we received FDA clearance to market the Equinoxe® primary and
fracture shoulder systems in the United States. We added the Reverse shoulder to the Equinoxe family in
2007, which has fueled significant growth over the last three years. While our commercialized products
continued to grow at a rapid pace in 2009, we intensified our product development efforts with three new
products — the Equinoxe Cage Glenoid, the Equinoxe Proximal Humerus Fracture Plate and the Equinoxe
Platform Fracture Stem. These products are expected to be fully launched in 2010 upon FDA 510(k)
clearance.

Other Products. The AcuDriver™ Automated Osteotome System is an air-driven impact hand piece that
assists surgeons during joint implant revision procedures by aiding in effective removal of failed
prostheses and bone cement. The AcuDriver accomplishes this by providing the surgeon with precise
positioning without the inconvenience and inconsistency of striking the osteotome, a cement removal tool,
with a mallet.

The Cemex® bone cement system features a unique self-contained delivery system that has been
clinically proven in Europe for more than a decade. By integrating bone cement powder and liquid into a
sealed mixing system, Cemex is designed to offer surgeons and operating room personnel simplicity,
safety and reliability in bone cement. In June 2004, we gained FDA clearance and began marketing
Cemex Genta, a bone cement containing antibiotics. The InterSpace® hip, knee, and shoulder spacers
are used in two stage revision procedures that involve an infection with a previously implanted prosthesis
and provide orthopaedic surgeons with a new, convenient way to treat this difficult problem. We distribute
Cemex in the United States and Canada under an exclusive distribution agreement with the Italian
manufacturer, Tecres. During April 2008, pursuant to our French distributor acquisition, we assumed
French distribution agreements for various medical products that are reported through our Other
segment.

Marketing and Sales

We market our orthopaedic implant products in the United States through a network of independent sales
agencies and direct sales representatives. These organizations, along with their independently
contracted personnel, serve as our sales representatives. Internationally, we market our products
through a network of independent distributors and our wholly owned subsidiaries that currently distribute
products and services in over thirty countries. The customers for our products are hospitals, surgeons
and other physicians and clinics.

We generally have contractual arrangements with our independent sales organizations whereby they are
granted the exclusive right to sell our products in a specified territory. In turn, the sales organizations are
required to meet certain sales quotas. We typically pay our sales agencies a commission based on net
sales. We are highly dependent on the expertise and customer service effectiveness of our independent
sales force. Our sales organization is managed by Regional Directors of Sales assigned to regions
throughout the United States. We currently offer our products in all fifty states, Puerto Rico, and the
District of Columbia. Our international subsidiaries purchase inventory from the parent company and
utilize a network of independent sales representatives to distribute our products and services in their
territories.

We provide inventories of our products to our United States sales organizations until sold or returned.
These inventories are necessary for sales representatives to market our products and fill customer
orders. The size of a particular 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 the surgeons at the time of any given surgery.
Accordingly, we are required to maintain substantial levels of inventory which requires us to incur
significant expenditures. Our failure to maintain required levels of inventory could have a material
adverse effect on our continued expansion. 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 our results of operations and

liquidity. We review our inventory for obsolescence on a regular basis and record an allowance to reduce
the carrying value of our inventory.

We generally have contractual arrangements with our international distributors pursuant to which the
distributor is granted the exclusive right to market our products in a specified territory and the distributor is
required to meet certain sales quotas. International distributors typically purchase product inventory and
instruments from us for their use in marketing, consigning inventory for surgery, and filling customer

orders. We have wholly owned subsidiaries operating in China, France, Japan, Taiwan, and the United
Kingdom, and a branch office in Canada.

Financial Information About Geographic Areas

For the years ended December 31, 2009, 2008 and 2007, international sales accounted for $54.9 million,
$49.3 million, and $27.7 million, respectively, representing approximately 31%, 30% and 22%,
respectively, of our net sales. Of those international sales, sales to our Spanish distributor accounted for
$11.6 million, $10.3 million, and $9.2 million in 2009, 2008 and 2007, respectively. We intend to continue
to expand our sales in international markets in which there is increasing demand for orthopaedic implant
products. We anticipate increasing our reliance on direct sales efforts through subsidiaries.

Manufacturing and Supply

Early in our history, third-party vendors manufactured all of our component parts, while we internally
performed product design, quality assurance and packaging. More recently, our strategy has been to
continue to develop and expand our own internal manufacturing and supply chain capabilities. We have
done this through strategically creating state-of-the-art cellular manufacturing processing, utilizing highly
automated, computer-aided production and inspection equipment.

Our manufacturing process typically involves the final machining of semi-completed raw materials of both
our metal and polyethylene or compression molded plastic components that make up our joint
replacement systems. After parts are machined, they are inspected and processed for final polishing and
finishing as needed. Prior to packaging, our parts are inspected again to ensure that they are within
approved specifications. Packaged finished parts are then made sterile and ready for surgery through
gamma irradiation performed by an outside vendor.

At present, we manufacture approximately 67% of our knee and hip implant components at our facility
and headquarters in Gainesville, Florida. With the increase of internal manufacturing, we have
experienced a greater degree of control in reducing production costs, while improving response time,
flexibility, and other time-saving activities related to continuous process improvement, and we expect this
trend to continue. We also continually assess the quality, manufacturing capabilities, on time delivery and
cost-effectiveness of our existing and potential vendors in an attempt to secure our supply chain and
decrease dependency on key suppliers. For the years ended December 31, 2009, 2008 and 2007, we
purchased approximately 30%, 32% and 35%, respectively, of our externally sourced component
requirements from our tfop three suppliers. We maintain a purchase agreement with Brighton Partners,
Inc. to purchase raw materials, equipment and licenses used in the ongoing production of our products.
See Note 8 to Notes to the Consolidated Financial statements for further discussion on related party
transactions. We typically do not maintain supply contracts with most of our manufacturers and purchase
components pursuant to purchase orders placed from time to time in the ordinary course of business. We
continue to develop alternative sources for components. While we do not anticipate that we will
encounter problems in obtaining adequate supplies of components, we cannot provide assurance that we



will continue to be able to obtain components under acceptable terms and in a timely manner. We
provide certain tooling and equipment unique to our products to our suppliers. Order backlog is not a
material aspect of our business.

Our internal manufacturing, assembly, packaging and quality control operations are conducted at our
principal offices in Gainesville, Florida. Components received from suppliers, as well as those internally
manufactured, are examined by our personnel throughout the process and prior to assembly or
packaging to ensure that our specifications and standards are maintained.

During the first half of 2009 we began producing knee instrument components in a 13,125 square foot
building we lease in Sarasota, Florida. This facility was added to our ISO 13485:2003 certification.

Patents and Proprietary Technology; License and Consulting Agreements

We hold United States and international patents covering several of our implant components, biologic
materials technologies and some of our surgical instrumentation with lives ranging from five to seventeen
years. We believe that patents and intellectual property will continue to be important to our business and
in the orthopaedic industry overall. In this regard, we defend our intellectual property rights and believe
that our patents and products do not and will not infringe patents or violate proprietary rights of others,
although it is possible that our existing patent rights may not be valid or that infringement of existing or
future patents or proprietary rights may occur. In the event some of our intellectual property and
agreements relating to our products are deemed invalid, such action could have a material adverse effect
on our financial condition and results of operations.

In connection with the development of our knee implant systems, we pay royalties to Dr. William Petty
and Dr. Gary Miller, who are executive officers and principal shareholders of the Company. Dr. Petty also
serves as the Chairman of our Board of Directors. Employment agreements entered into between us and
each of Drs. Petty and Miller provide for the continuation of the royalty payments in addition to their
regular compensation as executive officers. Compensation associated with these agreements is the only
compensation paid by us to Drs. Petty and Miller.

We also pay royalties to a significant hospital customer, pursuant to a license agreement we entered into
for its assistance in the development and promotion of our knee implant systems as well as the training of
persons in the use of such systems.

We have entered into an oral consulting agreement with Albert Burstein, Ph.D., one of our directors, to
provide services regarding many facets of the orthopaedic industry, including product design rationale,
manufacturing and development techniques and product sales and marketing. During 2009, we paid Dr.
Burstein $180,000 as compensation under this consulting agreement. See Note 8 to Notes to the
Consolidated Financial Statements for further discussion on related party transactions.

Research and Development

During 2009, 2008 and 2007, we expended $11.5 million, $9.3 million, and $8.1 million, respectively, on
research and development and anticipate that research and development expenses will continue to
increase. Our research and development efforts contributed to the successful release of product line
extensions to the Novation® hip stem systems, Equinoxe shoulder systems and, line extensions of the
Optetrak knee system and design improvements targeted to improving internal manufacturing efficiency.
Our research and development efforts continue to focus on implant product line extensions, advanced
biologic materials, extremity joint reconstruction and alternative bearing surfaces.

As an important part of our research and development efforts, we have developed a strategic partnership
through an agreement with Genzyme Biosurgery Corporation to bring expertise in advanced materials to
our products. The agreement with Genzyme relates to development of polymer-based synthetic
biomaterials, which, when delivered with other biologic products, support the growth of new bone.



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. 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. The agreement terms inciude a license fee based on the achievement of specific,
regulatory milestones and a royalty arrangement based on sales once regulatory clearances are
established. It is expected that the project will require us to complete human clinical trials under the
guidance of the FDA in order to obtain premarket approval for the device in the United States.

We believe that our purchase of intellectual property and product-line assets, augmented by additional
development, provides a cost-effective and efficient way to bring products to market, and we expect to
continue to do so in the future to complement our internal product development.

Competition

The orthopaedic device industry is highly competitive and dominated by a number of large companies
with substantially greater financial and other resources than us. Our largest competitors in the
orthopaedic device market are DePuy, Inc., a division of Johnson and Johnson, Zimmer, Inc., a
subsidiary of Zimmer Holdings, Inc., Stryker Howmedica Osteonics, a subsidiary of Stryker Corp., Smith
and Nephew plc, and Biomet Orthopaedics, a subsidiary of Biomet, Inc. According to “A Brief Look at
2008: Market Segment Overview and Who's Who for the Year” for 2008, by Knowledge Enterprises, Inc.,
these five companies had an estimated aggregate market share of approximately 54% in 2008.

Companies in the industry compete on the basis of product features and design, innovation, service, the
ability to maintain new product flow, and the strength of their distribution network and price. While price is
a key factor in the orthopaedic market, there are other significant factors, including: surgeon preference,
ease of use, clinical results, and service provided by us and our representatives.

Product Liability and Insurance

We are subject to potential product liability risks that are inherent in the design, marketing and sale of
orthopaedic implants and surgical instrumentation. We have implemented strict quality control measures
and currently maintain product liability insurance in amounts that we believe are typical in the industry for
similar companies. During 2007 through 2009, we experienced stable insurance premiums as a
percentage of sales. We evaluate our levels of product liability insurance annually, as well as the amount
of retention carried compared to other companies in the industry. Due to the volatility of the insurance
marketplace, the value of the product liability insurance products delivered and the small number of
providers of these products, there can be no guarantees as to whether we will be able to secure such
coverage in the future at a reasonable cost.

Government Regulation

Healthcare is heavily regulated by the federal government and by state and local governments. The
federal laws and regulations affecting healthcare change regularly thereby increasing the uncertainty and
risk associated with any healthcare-related venture. Congress has been considering various health
reform legislative initiatives. Some of those initiatives, if enacted, could potentially have profound adverse
financial consequences for entities, such as ours, that manufacture or distribute medical devices.

The federal government regulates healthcare, in general, and Exactech, in particular, through various
agencies, including but not limited to the following: (i) the FDA, which administers the Food, Drug, and
Cosmetic Act, or FD&C Act, as well as other relevant laws; (ii) the Centers for Medicare & Medicaid
Services, or CMS, which administers the Medicare and Medicaid programs; (iii) the Office of Inspector
General, or OIG, which enforces various laws aimed at curtailing fraudulent or abusive practices,
including by way of example, the Anti-Kickback Law, the Anti-Physician Referral Law, commonly referred
to as Stark, the Anti-Inducement Law, the Civil Money Penalty Law, and the laws that authorize the OIG
to exclude health care providers and others from participating in federal healthcare programs; and (iv) the



Office of Civil Rights which administers the privacy aspects of the Health Insurance Portability and
Accountability Act of 1996, or HIPAA. All of the aforementioned are agencies within the Department of
Health and Human Services, or HHS. Healthcare is also provided or regulated, as the case may be, by
the Department of Defense through its TriCare program, the Department of Veterans Affairs under,
among other laws, the Veterans Health Care Act of 1992, the Public Health Service within HHS under the
Public Health Service Act, the Department of Justice through the Federal False Claims Act and various
criminal statutes, and state governments under the Medicaid program and their internal laws regulating all
healthcare activities.

I FDA Regulates the Design, Manufacture, and Distribution of Our Medical Devices

The FDA regulates medical devices and classifies medical devices into one of three classes. Devices are
subject to varying levels of regulatory control depending on their class. In the United States, a company
generally can obtain permission to distribute a new device in two ways. The first applies to Class | and i
devices that are substantially equivalent to a device first marketed prior to May 1976 or to another device
marketed after that date, but which was substantially equivalent to a pre-May 1976 device. To obtain
FDA permission to distribute the device, a company generally must submit a pre-market notification
application (a section 510(k) submission), and receive an FDA order finding substantial equivalence to a
predicate device (pre-May 1976 or post-May 1976 device that was substantially equivalent to a pre-May
1976 device) and permitting commercial distribution of that device for its intended use. If clinical data
from human experience are required to support the 510(k) submission, these data must be gathered in
compliance with investigational device exemption (IDE) regulations for investigations performed in the
United States. The FDA review process for pre-market notifications submitted pursuant to section 510(k)
takes on average about 90 days, but it can take substantially longer if the agency has concerns, and
there is no guarantee that the agency will “clear” the device for marketing, in which case the device
cannot be distributed in the United States. Nor is there any guarantee that the agency will deem the
article subject to the 510(k) process, as opposed to the pre-market approval (“PMA”) process described
below.

The PMA approval process applies to a new device that is not substantially equivalent to a pre-1976
product or is to be used in supporting or sustaining life or preventing impairment. These devices are
normally Class lil devices. Two steps of FDA approval generally are required before a company can
market a product in the U.S. that is subject to approval as opposed to clearance. First, a company must
comply with IDE regulations in connection with any human clinical investigation of the device. Second,
the FDA must review the company’s pre-market approval (PMA) application, which contains, among other
things, clinical information acquired under the IDE. The FDA will approve the PMA application if it finds
there is reasonable assurance the device is safe and effective for its intended use. The PMA process
takes substantially longer than the 510(k) process.

We currently market medical devices that have been cleared for marketing by the FDA under both the
510(k) and the PMA processes.

We are registered with the FDA as a device establishment. As a result, we are subject to periodic
inspection by the FDA for compliance with the FDA’s Quality System Regulation requirements and other
regulations. The Medical Device Reporting regulations require that we provide information to the FDA
whenever there is evidence to reasonably suggest that a device may have caused or contributed to a
death or serious injury or, if a malfunction were to occur, could cause or contribute to a death or serious
injury. In addition, the FDA prohibits us from promoting a medical device for unapproved or non-cleared
indications. The FDA in the course of enforcing the FD&C Act may subject a company to various
sanctions for violating FDA regulations or provision of the Act, including requiring recalls, issuing Warning
Letters, seeking to impose civii money penalties, seizing devices that the agency believes are non-
compliant, seeking to enjoin distribution of a specific type of device or other product, seeking to revoke an
approval or clearance, seeking disgorgement of profits, and seeking to criminally prosecute a company
and its officers and other responsible parties.
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in the European Union, we are required to maintain certain International Organization for Standardization
(ISO) certifications in order to sell products within the EU. These regulations require us to manufacture
products and maintain documents in a prescribed manner with respect to design, manufacturing, testing

and control activities, and to undergo periodic inspections by notified bodies to obtain and maintain these
certifications.

Il Medicare Reimbursement Levels Are Uncertain and Subject to Change

Medicare reimburses for medical devices in a variety of ways depending on where and how the device is
used. Under Medicare prospective payment system, devices sold to hospitals and used in connection
with treating an inpatient are not separately reimbursable by Medicare. Usually, Medicaid pays less than
Medicare, assuming that the state covers the service. In addition, private payors, including managed
care payors, increasingly are demanding discounted fee structures and the assumption by healthcare
providers of all or a portion of the financial risk. Efforts to impose greater discounts and more stringent

cost controls upon healthcare providers, e.g., physicians, by private and public payors are expected to
continue.

Significant limits on the scope of services covered or on reimbursement rates and fees on those services
that are covered could have a material adverse effect on our ability to commercialize our products and
therefore, on our liquidity and financial condition.

ill. We Must Comply with the Government's Anti-Fraud and Abuse Rules Which Are
Vigorously Enforced

There are extensive federal and state laws and regulations prohibiting fraud and abuse in the healthcare
industry that can result in significant criminal and civil penalties that can materially affect us. These
federal laws include, by way of example, the following:

. The anti-kickback statute (Section 1128B(b) of the Social Security Act) prohibits certain business
practices and relationships that might affect the provision and cost of healthcare services
reimbursable under Medicare, Medicaid and other federal healthcare programs, including the
payment or receipt of remuneration for the referral of patients whose care will be paid by
Medicare or other governmental programs;

. The physician self-referral prohibition (Ethics in Patient Referral Act of 1989, as amended,
commonly referred to as the Stark Law, Section 1877 of the Social Security Act), which prohibits
referrals by physicians of Medicare or Medicaid patients to providers of a broad range of
designated healthcare services in which the physicians (or their immediate family members) have
ownership interests or with which they have certain other financial arrangements.

. The anti-inducement law (Section 1128A(a)(5) of the Social Security Act), which prohibits
providers from offering anything to a Medicare or Medicaid beneficiary to induce that beneficiary
to use items or services covered by either program;

. The False Claims Act (31 U.S.C. § 3729 et seq.), which prohibits any person from knowingly
presenting or causing to be presented false or fraudulent claims for payment to the federal
government (including the Medicare and Medicaid programs);

. The Civil Monetary Penalties Law (Section 1128A of the Social Security Act), which authorizes
the United States Department of Health and Human Services to impose civil penalties
administratively for fraudulent or abusive acts.

Sanctions for violating these federal laws include criminal and civil penalties that range from punitive
sanctions, damage assessments, money penalties, imprisonment, to denial of Medicare and Medicaid
payments, or exclusion from the Medicare and Medicaid programs—or both.
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Many states have adopted or are considering legislative proposals similar to the federal fraud and abuse
laws, some of which extend beyond the Medicare and Medicaid programs to prohibit the payment or
receipt of remuneration for the referral of patients and physician self-referrals regardless of whether the
service was reimbursed by Medicare or Medicaid. Many states have also adopted or are considering
legislative proposals to increase patient protections, such as limiting the use and disclosure of patient
specific health information. These state laws also impose criminal and civil penalties similar to the federal
laws.

In the ordinary course of their business, medical device manufacturers and suppliers have been and are
subject regularly to inquiries, investigations and audits by federal and state agencies that oversee these
laws and regulations. Recent federal and state legislation has greatly increased funding for investigations
and enforcement actions which have increased dramatically over the past several years. This trend is
expected to continue. See Item 1A Risk Factors for discussion on a Department of Justice inquiry.
Private enforcement of healthcare fraud also has increased due in large part to amendments to the civil
False Claims Act in 1986 that were designed to encourage private persons to sue on behalf of the
government.

As federal and state budget pressures continue, federal and state administrative agencies may also
continue to escalate investigation and enforcement efforts to control fraud and abuse in governmental
healthcare programs. A violation of any of these federal and state fraud and abuse laws and regulations
could have a material adverse effect on a suppliers’ liquidity and financial condition. An investigation into
the use of a device by physicians may dissuade physicians from either purchasing or using the device.

This could have a material adverse effect on our ability to commercialize the device.
V. We May be Compelled to Comply with the Privacy Provisions of HIPAA

HIPAA, among other things, protects the privacy and security of individually identifiable health information
by limiting its use and disclosure. HIPAA directly regulates “covered entities” (healthcare providers,
insurers, and clearinghouses) and indirectly regulates “business associates” with respect to the privacy of
patients’ medical information. All entities that receive and process protected health information are
required to adopt certain procedures to safeguard the security of that information. It is uncertain whether
we would be deemed to be a covered entity under HIPAA, and, based on our current business model, it is
unlikely that we would be a business associate. However, HIPAA was amended on February 17, 2009,
as part of the American Recovery and Reinvestment Act of 2009, to broaden the requirements imposed
on covered entities and business associates, to authorize the imposition of civil money penalties and
other penalties on those who violate HIPAA, and to authorize States to institute suit to protect the privacy
under HIPAA of their citizens. Many of these amendments are scheduled to go into effect on February
17, 2010, but some have already gone into effect. Irrespective of whether we are deemed to be a
covered entity or a business associate, we will likely be contractually required to physically safeguard the
integrity and security of any patient information that we receive, store, create or transmit. Moreover, many
states have privacy statutes that might apply to our operations, even if HIPAA does not.

Environmental Law Compliance

Our operations are subject to numerous and increasingly stringent federal, state and local environmental
laws and regulations concerning, among other things, the generation, handling, storage, transportation,
treatment and disposal of toxic and hazardous substances and the discharge of pollutants into the air and
water. Environmental permits and controls are required for some of our manufacturing operations, and
these permits are subject to modification, renewal and revocation by the issuing authorities. We do not
have underground storage tanks and believe that our facilities are in material compliance with our permits
and environmental laws and regulations, and we do not believe that future environmental compliance will
have a material adverse effect on our business, financial condition or results of operations. Our
environmental capital expenditures and costs for environmental compliance may increase in the future as a
result of changes in environmental laws and regulations or as a result of increased manufacturing activities
at our facilities. We could be materially adversely affected by any failure to comply with environmental laws,
including the costs of undertaking a clean-up at a site to which our wastes were transported.
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Employees

As of December 31, 2009, we employed 408 full-time employees. We have no union contracts and
believe that our relationship with our employees is good.

Executive Officers of the Registrant

Our executive officers, and their ages, as of March 9, 2010, are as follows:

Name Age Position

William Petty, M.D .............. 67 Chief Executive Officer and Chairman of the Board

Gary J. Miller, Ph.D ............ 62 Executive Vice President, Research and Development

David W. Petty ................... 43 President and Director

Joel C. Phillips....cc.cccccuneeeenn. 42 Chief Financial Officer and Treasurer

Bruce Thompson................. 52 Senior Vice President, General Manager — Biologics and Spine Division

Betty Petty.....ccoccvveviiieennnnn 67 Vice President, Administration and Human Resources and Corporate
Secretary

William Petty, M.D. is a founder of Exactech. He has been Chairman of the Board and Chief Executive
Officer of the Company since its inception and was President from January 2002 until December 2007.
Dr. Petty was a Professor at the University of Florida College of Medicine from July 1975 to September
1998. Dr. Petty also served as Chairman of the Department of Orthopaedic Surgery at the University of
Florida College of Medicine from July 1981 to January 1996. Dr. Petty has served as a member of the
Hospital Board of Shands Hospital, Gainesville, Florida, as an examiner for the American Board of
Orthopaedic Surgery, as a member of the Orthopaedic Residency Review Committee of the American
Medical Association, on the Editorial Board of the Journal of Bone and Joint Surgery, on the Executive
Board of the American Academy of Orthopaedic Surgeons, and as President of the Corporate Advisory
Council of the American Academy of Orthopaedic Surgeons. He holds the Kappa Delta Award for
Outstanding Research from the American Academy of Orthopaedic Surgeons. His book, Total Joint
Replacement, was published in 1991. Dr. Petty received his B.S., M.S., and M.D. degrees from the
University of Arkansas. He completed his residency in Orthopaedic Surgery at the Mayo Clinic in
Rochester, Minnesota. Dr. Petty is the husband of Betty Petty, and the father of David W. Petty.

Gary J. Miller, Ph.D. is a founder and has been Executive Vice President, Research and Development of
Exactech since February 2000. He was Vice President, Research and Development from 1986 until 2000
and was a Director from March 1989 through May 2003. Dr. Miller was Associate Professor of
Orthopaedic Surgery and Director of Research and Biomechanics at the University of Florida College of
Medicine from July 1986 until August 1996. Dr. Miller received his B.S. from the University of Florida, his
M.S. (Biomechanics) from the Massachusetts Institute of Technology, and his Ph.D. in Mechanical
Engineering (Biomechanics) from the University of Florida. He has held an Adjunct Associate
Professorship in the College of Veterinary Medicine’s Small Animal Surgical Sciences Division since 1982
and was appointed as an Adjunct Associate Professor in the Department of Aerospace, Mechanics and
Engineering Sciences in 1995. He was a consultant to the FDA from 1989 to 1992 and has served as a

consultant to such companies as Johnson & Johnson Orthopaedics, Dow-Corning Wright and
Orthogenesis.

David W. Petty has been President of Exactech since November 2007. Mr. Petty has served the
Company in various capacities in the areas of operations and sales and marketing since joining the
Company in 1988. From February 2000 to November 2007, Mr. Petty served as Executive Vice President
of Sales and Marketing, from 1993 to 2000, he served as Vice President of Marketing and, from April
1991 until April 1993, he served as Vice President of Operations. Mr. Petty received his B.A. from the

University of Virginia in 1988 and completed The Executive Program of the Darden School of Business in
1999. He is the son of Dr. and Ms. Petty.
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Joel C. Phillips, CPA has been Chief Financial Officer of Exactech since July 1998 and Treasurer since
March 1996. Mr. Phillips was Manager, Accounting and Management Information Systems at the
Company from April 1993 to June 1998. From January 1991 to April 1993, Mr. Phillips was employed by
Arthur Andersen. Mr. Phillips received a B.S. and a Masters in Accounting from the University of Florida
and is a Certified Public Accountant. During 2008, Mr. Phillips completed the Advanced Executive
Program at the Kellogg School of Management at Northwestern University.

Bruce Thompson has been Senior Vice President, General Manager — Biologics Division since joining
the Company in July 2004. In 2008 he assumed the role of general manager of both the biologics and
spine divisions of Exactech. Prior to joining Exactech, Mr. Thompson spent 22 years with Smith &
Nephew in their Orthopaedic Division. During that time, he held various positions within Smith & Nephew,
including Vice President — International Sales, Vice President — Product Planning and Launch, Vice
President, General Manager — Spine Division, Group Director of Trauma Manufacturing, Director of
Materials Management, and held various product and sales management positions. Mr. Thompson
earned a B.S. in Accountancy at Miami University, Oxford, Ohio, and completed the Executive MBA
program at the University of Memphis in 1989.

Betty Petty is a founder and has been Vice President, Human Resources and Administration since
February 2000. She has also been Corporate Secretary of Exactech since its inception and served as
Treasurer and a Director until March 1996. Ms. Petty served in the dual capacities of Human Resources
Coordinator and Director of Marketing Communications from the founding of the Company until 2001.
She received her B.A. from the University of Arkansas at Little Rock and her M.A. in English from
Vanderbilt University. Ms. Petty is the wife of Dr. Petty and the mother of David W. Petty.

Our officers are elected annually by the Board of Directors and serve at the discretion of the Board.
Available Information

Our Internet website address is www.exac.com. We make available free of charge on or through our
website our Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-
K and any other reports we file or furnish under the Securities Exchange Act of 1934, as amended, as
well as Section 16 insider holdings reports on Form 3, Form 4 and Form 5, filed by our executive officers
and directors and all amendments to these reports, as soon as reasonably practicable after such material
is filed electronically with, or furnished to, the Securities and Exchange Commission (“SEC”). These
reports may be found at http://www.exac.com/investors/financials by selecting the option entitled “SEC
FILINGS”. Additionally, our board committee charters and code of ethics are available on our website
and in print to any shareholder who requests them. We intend to post to this website all amendments to
the charters and code of ethics. We do not intend for information contained in our web site to be part of
this Annual Report on Form 10-K. In addition, the Securities and Exchange Commission maintains an
Internet site that contains reports, proxy and information statements and other information regarding
issuers that file electronically with the SEC at http://www.sec.gov.

ITEM 1A. RISK FACTORS

You should carefully consider the risks described below, together with all of the other information in this
Annual Report on Form 10-K. The risks described below 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 following risks actually occurs, our business,
financial condition and results of operations could suffer and the trading price of our common stock could
decline.

The Company is involved in ongoing inquiries by the U.S. Department of Justice, the results of
which may adversely impact the Company’s business and results of operations.

On December 12, 2007, we received a grand jury subpoena from the U.S. Attorney for the District of New
Jersey requesting documents from 1998 through the present related to consulting and professional
service agreements between us and orthopaedic surgeons and other medical professionals. We are
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aware that similar inquiries have been directed to other companies in the orthopaedic industry and at
least one of those is still being investigated. Any resolution of this inquiry remains uncertain at this time.
The inquiry could, among other things, result in criminal prosecutions, substantial monetary payments,
changes in some of our existing business practices and additional governmental oversight. While we do
not know that our circumstances are similar to those of other companies, some of the other investigations
of orthopaedic companies were resolved by each company paying amounts in settlement ranging from
approximately $26 million to $169.5 million, agreeing to monitoring for a period of time, and removal of
certain management. We are cooperating fully with the Department of Justice inquiry, but there can be no
assurance that we will enter into a consensual resolution of this matter with the U.S. Attorney’s Office or
whether the payment of similar sums will be required to resolve the ongoing inquiry.

If, as a result of these inquiries, we are found to have violated one or more applicable laws or if we decide
to enter into a settlement of the matter, our business, resuits of operations and financiai condition could
be materially adversely affected. Additionally, if some of our existing business practices are challenged as
unlawful, we may have to change those practices, which could have a material adverse effect on our
business, results of operations and financial condition. Also, any prosecution by the Department of
Justice could result in additional inquiries and prosecutions by other federal and state agencies for
violations of related laws. We would not be able to estimate our exposure under these other statutes but
a finding that we had violated one or more of these other laws and the resultant fines and loss of

reputation could have a material adverse affect on our business, results of operations and financial
condition.

If the world-wide economic situation 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 still 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 equity, 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 and 2009, 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 and 2009, 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