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FORWARD-LOOKING STATEMENTS 
  

This Annual Report on Form 10-K (Annual Report) of DJO Finance LLC (DJOFL, or the Company) for the year ended 
December 31, 2010 contains forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, as amended 
(the Securities Act) and Section 21E of the Securities Exchange Act of 1934, as amended (the Exchange Act), which are intended to 
be covered by the safe harbors created thereby. To the extent that any statements are not recitations of historical fact, such statements 
constitute forward-looking statements that, by definition, involve risks and uncertainties. Specifically, the sections entitled 
“Management’s Discussion and Analysis of Financial Condition and Results of Operations” and “Business” may contain forward-
looking statements. These statements can be identified because they use words like “anticipates,” “believes,” “estimates,” “expects,” 
“forecasts,” “future,” “intends,” “plans,” and similar terms. These statements reflect only our current expectations. Forward-looking 
statements include statements concerning our plans, objectives, goals, strategies, future events, capital expenditures, future results, our 
competitive strengths, our business strategy, the trends in our industry and the benefits of our acquisitions. 

  
Although we do not make forward-looking statements unless we believe we have a reasonable basis for doing so, we cannot 

guarantee their accuracy, and actual results may differ materially from those we anticipated due to a number of uncertainties, many of 
which are unforeseen, including, among others, the risks we face as described elsewhere in this filing. You should not place undue 
reliance on these forward-looking statements, which apply only as of the date of this Annual Report. In any forward-looking statement 
where we express an expectation or belief as to future results or events, such expectation or belief is expressed in good faith and is 
believed to have a reasonable basis, but there can be no assurance that any future results or events expressed by the statement of 
expectation or belief will be achieved or accomplished. 

  
We believe it is important to communicate our expectations to holders of our notes. There may be events in the future, 

however, that we are unable to predict accurately or over which we have no control. The risk factors listed in Item 1A below, as well 
as any cautionary language in this Annual Report, provide examples of risks, uncertainties and events that may cause our actual results 
to differ materially from the expectations we describe in our forward-looking statements. 

  
PART I. 

  
ITEM 1.  BUSINESS 
  
Overview 
  

We are a global developer, manufacturer and distributor of high-quality medical devices and services that provide solutions 
for musculoskeletal health, vascular health and pain management. Our products address the continuum of patient care from injury 
prevention to rehabilitation after surgery, injury or from degenerative disease, enabling people to regain or maintain their natural 
motion. Our products are used by orthopedic specialists, spine surgeons, primary care physicians, pain management specialists, 
physical therapists, podiatrists, chiropractors, athletic trainers and other healthcare professionals. In addition, many of our medical 
devices and related accessories are used by athletes and patients for injury prevention and at-home physical therapy treatment. Our 
product lines include rigid and soft orthopedic bracing, hot and cold therapy, bone growth stimulators, vascular therapy systems and 
compression garments, electrical stimulators used for pain management and physical therapy products. Our surgical implant business 
offers a comprehensive suite of reconstructive joint products for the hip, knee and shoulder. Our products are marketed under a 
portfolio of brands including Aircast , DonJoy , ProCare , CMF , Empi , Chattanooga , DJO Surgical and Compex . 

  
Our current business activities are the result of the 2007 combination of two companies with broad product offerings in the 

United States and foreign countries. One of those companies, ReAble Therapeutics, Inc. (ReAble), was acquired in 2006 by an 
affiliate of Blackstone Capital Partners V L.P. (Blackstone). The other company, DJO Opco Holdings, Inc. (DJO Opco), was acquired 
by ReAble on November 20, 2007 (the DJO Merger). ReAble then changed its name to DJO Incorporated. Effective February 10, 
2011, DJO Incorporated changed its name to DJO Global, Inc. (DJO). DJO continues to be owned primarily by affiliates of 
Blackstone. DJOFL is a wholly owned indirect subsidiary of DJO. Substantially all business activities of DJO are conducted by 
DJOFL and its wholly owned subsidiaries. Effective December 31, 2009, DJO Opco was merged with DJO, LLC, a wholly owned 
subsidiary of DJOFL. 

  
Historical financial results include results of ReAble and its subsidiaries before and after its acquisition by Blackstone and 

include the results of DJO Opco (and its successor, DJO, LLC) from the date of the DJO Merger through December 31, 2010. 
  
Except as otherwise indicated, references to “us”, “we”, “our”, or “the Company” in this Annual Report refers to DJOFL and 

its consolidated subsidiaries. Each one of the following trademarks, trade names or service marks, which is used in this Annual 
Report, is either (i) our registered trademark, (ii) a trademark for which we have a pending application, or (iii) a trade name or service 
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mark for which we claim common law rights: Cefar , Empi , Ormed , Compex , Aircast , DonJoy , OfficeCare , ProCare , 
SpinaLogic , CMF , OL1000 , and OL1000 SC . All other trademarks, trade names or service marks of any other company 
appearing in this Annual Report belong to their respective owners. 

  
The DJO Merger 
  

On November 20, 2007, we acquired DJO Opco by merging it with a wholly owned subsidiary of DJOFL. The total purchase 
price for the DJO Merger was $1.3 billion. The DJO Merger was financed through a combination of equity contributed by our primary 
shareholder, Blackstone, borrowings under our senior secured credit facility (the Senior Secured Credit Facility) and proceeds from 
the 10.875% Senior Notes due 2014 (10.875% Notes) issued by DJOFL and DJO Finance Corporation (DJO Finco) (see Note 13 of 
the notes to the audited consolidated financial statements included in Part II, Item 8, herein). 

  
Discontinued Operations 
  

On June 12, 2009, we sold our Empi Therapy Solutions (ETS) catalog business, formerly known as Rehab Medical 
Equipment, or RME, to Patterson Medical Supply, Inc. for $21.8 million. As such, results of the ETS business for periods prior to the 
date of sale have been presented as discontinued operations in our consolidated financial statements and the accompanying notes (see 
Note 5 of the notes to the audited consolidated financial statements included in Part II, Item 8, herein). 

  
Operating Segments 
  

In the second quarter of 2010, we changed how we report financial information to senior management. Prior to the second 
quarter of 2010, our Recovery Sciences and Bracing and Supports Segments were reported together as the Domestic Rehabilitation 
Segment. During the second quarter, as a result of a sales and marketing leadership reorganization, these businesses are now 
separately evaluated and managed. Segment information for all periods presented has been restated to reflect this change. We 
currently develop, manufacture and distribute our products through four operating segments. 

  
Recovery Sciences Segment 
  

Our Recovery Sciences Segment, which generates its revenues in the United States, is divided into four main businesses: 
  
•                  Empi. Our Empi business unit offers our home electrotherapy, iontophoresis, and home traction products. We primarily 

sell these products directly to patients or to physical therapy clinics. For products sold to patients, we arrange billing to 
the patients and their third party payors. 

  
•                  Regeneration. Our Regeneration business unit sells our bone growth stimulation products. We sell these products either 

directly to patients or to independent distributors. For products sold to patients, we arrange billing to the patients and 
their third party payors. 

  
•                  Chattanooga. Our Chattanooga business unit offers products in the clinical rehabilitation market in the category of 

clinical electrotherapy devices, clinical traction devices, and other clinical products and supplies such as treatment tables, 
continuous passive motion (CPM) devices and dry heat therapy. 

  
•                  Athlete Direct. Our Athlete Direct business unit offers consumers ranging from fitness enthusiasts to competitive athletes 

our Compex electrostimulation device, which is used in athletic training programs to aid muscle development and to 
accelerate muscle recovery after training sessions. 

  
Bracing and Supports Segment 
  

Our Bracing and Supports Segment, which generates its revenues in the United States, offers our DonJoy, ProCare and 
Aircast products, including rigid knee bracing, orthopedic soft goods, cold therapy products, and vascular systems. This segment also 
includes our OfficeCare business, through which we maintain an inventory of soft goods and other products at healthcare facilities, 
primarily orthopedic practices, for immediate distribution to patients. 

  
International Segment 
  

Our International Segment, which generates most of its revenues in Europe, sells all of our products and certain third party 
products through a combination of direct sales representatives and independent distributors. 
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Surgical Implant Segment 
  

Our Surgical Implant Segment, which generates its revenues in the United States, develops, manufactures and markets a wide 
variety of knee, hip and shoulder implant products that serve the orthopedic reconstructive joint implant market. In February 2011, we 
entered into a letter of intent for an expanded strategic partnership with Lima Corporate, a European-based orthopedic implant 
company, which if consummated, will allow us to jointly market an expanded range of products in the United States. 

  
Acquisitions 
  

Our growth has been driven both by the introduction of products facilitated by our research and development efforts and by 
selected acquisitions of businesses or products. 

  
On January 4, 2011, we entered into a stock purchase agreement with Elastic Therapy, Inc. (ETI) and its shareholders and 

completed the purchase of all of the outstanding shares of capital stock of ETI. ETI is a designer and manufacturer of private label 
medical compression therapy products used to treat and prevent a wide range of venous disorders. On January 5, 2011, we converted 
ETI to a limited liability company. The purchase price was $45.8 million, subject to certain post-closing adjustments related to net 
working capital and certain other balances of ETI at closing. Of the purchase price, a total of $4.6 million was deposited in escrow for 
up to one year to fund indemnity claims and as deferred payments to assure retention of certain key employees. We will begin 
reporting the results of ETI within our Bracing and Supports and International Segments in our Quarterly Report on Form 10-Q for the 
quarter ended April 2, 2011. For additional information, see Note 24 of the notes to the audited consolidated financial statements 
included in Part II, Item 8, herein. 

  
On February 4, 2011, we purchased the assets of an e-commerce business which offers various bracing, cold therapy and 

electrotherapy products, for total consideration of $3.0 million. We will begin reporting the results of this business within our Bracing 
and Supports Segment in our Quarterly Report on Form 10-Q for the quarter ended April 2, 2011. For additional information, see 
Note 24 of the notes to the audited consolidated financial statements included in Part II, Item 8, herein. 

  
We completed the following acquisitions during the years ended December 31, 2010 and 2009, each of which represents an 

expansion of our international business: 
  
On September 20, 2010, we acquired certain assets and contractual rights from an independent South African distributor of 

DonJoy products for total consideration of $1.9 million. 
  
On August 4, 2009, we acquired Chattanooga Group Inc. and Empi Canada Inc., independent Canadian distributors of certain 

of our products, for total aggregate consideration of $14.6 million. 
  
On February 3, 2009, we acquired DonJoy Orthopaedics Pty., Ltd., an independent Australian distributor of DonJoy 

products, for total cash compensation of $3.4 million. 
  

Industry Background 
  
Market Opportunities 
  

We participate globally in the rehabilitation, pain management, bone growth stimulation and reconstruction segments of the 
orthopedic device market. In the United States, we estimate these segments accounted for $8.1 billion of total industry sales in 2009. 
We believe that several factors are driving growth in the orthopedic products industry, including the following: 

  
•                  Favorable demographics.  An aging population is driving growth in the orthopedic products market. Many 

conditions that result in rehabilitation, physical therapy or orthopedic surgery are more likely to affect people in 
middle age or later in life. According to a 2010 United States Census Bureau - International Data Base projection, 
the aging baby boomer generation will result in the percentage of the North American population aged 65 and over 
to grow from 13.2% in 2010 to 16.4% in 2020 and to 19.7% by 2030. In Western Europe, the population aged 65 
and over is expected to grow from 17.9% in 2010 to 20.5% in 2020 and to 24.1% by 2030. In addition, according to 
the 2010 United States Census Bureau - International Data Base projection, the average life expectancy in North 
America is 78.5 years in 2010 and is expected to grow to 80.9 years by 2030. In Western Europe, the average life 
expectancy is 80.2 years in 2010 and is expected to grow to 82.2 years by 2030. As life expectancy increases, we 
believe people will remain active longer, causing the number of injuries requiring orthopedic rehabilitation, bone 
growth stimulation and reconstructive implants to increase. 
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•                  Shift toward non-surgical rehabilitation devices and at-home physical therapy.  We believe the growing awareness 
and clinical acceptance by healthcare professionals of the benefits of non-surgical, non-pharmaceutical treatment 
and rehabilitation products, combined with the increasing interest by patients in rehabilitation solutions that 
minimize risk and recuperation time and provide greater convenience, will continue to drive demand for these 
products. For example, transcutaneous electrical nerve stimulation (TENS) and neuromuscular electrical nerve 
stimulation (NMES) devices are increasingly being recognized as effective solutions for pain management and 
rehabilitation therapy, respectively. In addition, we believe that orthopedic surgeons are increasingly utilizing braces 
that assist in rehabilitation and bone growth stimulators that enable in-home treatment as viable alternatives to 
surgery. We design many of our orthopedic rehabilitation products for at-home use, which we believe should allow 
us to benefit from the market shift toward these treatment alternatives. 

  
•                  Lower cost alternatives appeal to third party payors.  With the cost of healthcare rising in the United States and 

internationally, third party payors are seeking more cost-effective therapies without reducing quality of care. For 
example, third party payors seek to reduce clinic visits and accommodate patients’ preference for therapies that can 
be conveniently administered at home. We believe that many of our orthopedic rehabilitation products offer cost-
effective alternatives to surgery, pharmaceutical and other traditional forms of physical therapy and pain 
management. 

  
•                  Increased need for rehabilitation due to increased orthopedic surgical volume.  The combination of increased 

prevalence of degenerative joint disease (such as osteoarthritis), an increased number of sports-related injuries, an 
aging population and improvements in orthopedic surgical technique (such as arthroscopy) has contributed to an 
increase in the number of orthopedic surgeries. We believe that orthopedic surgical volume will continue to 
increase, which should result in an increase in the need for our products. 

  
Competitive Strengths 
  

We believe that we have a number of competitive strengths that will enable us to further enhance our position in the markets 
we serve: 

  
•                  Leading market positions.  We believe we have leading market positions for many of our products. We believe our 

orthopedic and physical therapy rehabilitation products marketed under the DonJoy, Aircast, ProCare, CMF, 
Chattanooga, Empi, Compex and DJO Surgical brands have a reputation for quality, durability and reliability among 
healthcare professionals. We believe the strength of our brands and our focus on customer service have allowed us 
to establish market leading positions in the highly fragmented and growing orthopedic rehabilitation market. 

  
•                  Comprehensive range of products.  We offer a diverse range of medical devices for musculoskeletal health, vascular 

health and pain management, including rigid and soft orthopedic bracing, hot and cold therapy, bone growth 
stimulators, vascular therapy systems and compression garments, electrical stimulators used for pain management 
and physical therapy products. Our surgical implant business offers a comprehensive suite of reconstructive joint 
products for the hip, knee and shoulder. Our broad product offering meets many of the needs of healthcare 
professionals and patients and enables us to leverage our brand loyalty with our customer and distributor base. Our 
products are available across various stages of the patient’s continuum of care. 

  
•                  Extensive and diverse distribution network.  We use multiple channels to distribute our products to our customers. 

We use approximately 8,700 dealers and distributors and a direct sales force of approximately 540 employed sales 
representatives and approximately 750 independent sales representatives to supply our products to orthopedic 
specialists, spine surgeons, primary care physicians, pain management specialists, physical therapists, podiatrists, 
chiropractors, athletic trainers and other healthcare professionals. We believe that our distribution network provides 
us with a significant competitive advantage in selling our existing products and in introducing new products. 

  
•                  Strong relationships with managed care organizations and rehabilitation healthcare providers.  Our leading market 

positions in many of our product lines and the breadth of our product offerings have enabled us to secure important 
preferred provider and managed care contracts. Our database includes approximately 8,160 different insurance 
companies and other payors, including approximately 1,445 active payor contracts. We have developed a proprietary 
third party billing system that is designed to reduce our reimbursement cycles, improve relationships with managed 
care organizations and physicians and track patients to improve quality of care and create subsequent selling 
opportunities. Further, our OfficeCare business maintains inventory at over 1,350 healthcare facilities, primarily 
orthopedic practices, which further strengthens our relationships with these healthcare providers. 

  
•                  National contracts with group purchasing organizations.  We enjoy strong relationships with a number of group 

purchasing organizations (GPOs) due to our significant scale. We believe that our broad range of products 
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is well suited to the goals of these buying groups. Under these national contracts, we provide favorable pricing to the 
buying group and are designated a preferred purchasing source for the members of the buying group for specified 
products. As we have made acquisitions and expanded our product range, we have been able to add incremental 
products to our national contracts. During 2010, we signed or renewed approximately 25 national contracts. 

  
•                  Low cost, high quality manufacturing capabilities.  We have a major manufacturing facility in Tijuana, Mexico that 

has been recognized for operational excellence. The Mexico facility and our other manufacturing facilities employ 
lean manufacturing, Six Sigma concepts and continuous improvement processes to drive manufacturing efficiencies 
and lower costs. 

  
•                  Ability to generate significant cash flow.  Historically, our strong competitive position, brand awareness and high 

quality products and service as well as our low cost manufacturing have allowed us to generate attractive operating 
margins before non-cash amortization expense and certain non-recurring charges. These operating margins, together 
with limited capital expenditures and modest working capital requirements, significantly benefit our ability to 
generate cash flow. 

  
•                  Experienced management team.  The members of our management team have an average of 27 years of relevant 

experience. This team has successfully integrated a number of acquisitions in the last several years. On 
January 17, 2011, Mr. Cross announced his intention to retire and resign as President and CEO of DJO effective the 
earlier of June 30, 2011 or the date his successor is hired. Additional information is included in “Future Retirement 
of Mr. Cross” in “Compensation Disclosure and Analysis” in Part III, Item 11, herein. 

  
Our Strategy 
  

Our strategy is to increase our leading position in key products and markets, increase revenues and profitability and enhance 
cash flow. Our key initiatives to implement this strategy include the following: 

  
•                  Increase our leading market positions.  We believe we are the market leader in many of the markets in which we 

compete. We intend to continue to increase our market share by leveraging the cross-selling and other opportunities 
created by the DJO Merger and by implementing the initiatives described below. The DJO Merger has allowed us to 
offer customers a more comprehensive range of products to better meet their evolving needs. We believe our size, 
scale, brand recognition, comprehensive and integrated product offerings and leading market positions enable us to 
capitalize on the growth in the orthopedic product industry. 

  
•                  Focus sales force on entire range of DJO products.  Our products address the continuum of patient care from injury 

prevention to rehabilitation after surgery, injury or from degenerative disease. Our strategy is to train and incentivize 
our sales force, which consists of agents and representatives familiar with a particular set of products, to work 
cooperatively and collaboratively with all segments of our sales force to introduce their customers to the full range 
of our products of which the customer is typically using only a portion. We believe that this represents a significant 
opportunity to expand our business through existing customers. 

  
•                  Continue to develop and launch new products and product enhancements.  We have a history of developing and 

introducing innovative products into the marketplace, and we expect to continue future product launches by 
leveraging our internal research and development platforms. We believe our ability to develop new technology and 
to advance existing technology to create new products will position us to further diversify our revenues and to 
expand our target markets by providing viable alternatives to surgery or medication. We believe that product 
innovation through effective and focused research and development, as well as our relationships with a number of 
widely recognized orthopedic surgeons and professionals who assist us in product research, development and 
marketing, will provide a significant competitive advantage. During 2010, sales of new products, which include 
products that have been on the market less than one year, were $19.7 million. 

  
•                  Maximize existing and secure additional national accounts.  We plan to capitalize on the growing practice in 

healthcare in which hospitals and other large healthcare providers seek to consolidate their purchasing activities to 
national buying groups. Contracts with these national accounts represent a significant opportunity for revenue 
growth. We believe that our existing relationships with national buying groups and our broad range of products 
position us to not only pursue additional national contracts, but also to expand the scope of our existing contracts. 

  
•                  Expand international sales.  In recent years, we have successfully established direct distribution capabilities in 

several major international markets. We believe that sales to European and other markets outside the United States 
continue to represent a significant growth opportunity, and we intend to continue to expand our direct and 
independent distribution capabilities in attractive foreign markets. For example, in 2010, we acquired certain assets 
and contractual rights from an independent South African distributor of DonJoy products. In addition, in 2009, we 

  
7 

 



Table of Contents 
  
acquired an independent Australian distributor of DonJoy products and two independent Canadian distributors of 
Empi and Chattanooga products. These acquisitions are part of our strategy to expand the range of our products sold 
in these markets, which will be aided by participating directly in the market, instead of through an independent 
distributor. The DJO Merger and several of the acquisitions we made have substantially increased our international 
revenues and operating infrastructure and have provided us with opportunities to expand our international product 
offerings. 

  
•                  Drive operating efficiency.  We plan to continue to apply the principles of lean operations to our manufacturing sites 

as well as in our operating and administrative functions to increase speed and efficiency and reduce waste. We have 
instilled a culture of continuous improvement throughout the Company and are pursuing a regular schedule of 
addressing operations and processes in the Company to improve efficiency. We believe these lean principles and 
continuous improvement efforts will enhance our operating efficiencies and our ability to compete in an increasingly 
price-sensitive healthcare industry. 

  
Our Products 
  

Our products are used by orthopedic specialists, spine surgeons, primary care physicians, pain management specialists, 
physical therapists, podiatrists, chiropractors, athletic trainers and other healthcare professionals to treat patients with musculoskeletal 
conditions resulting from degenerative diseases, deformities, traumatic events and sports related injuries. In addition, many of our 
non-surgical medical devices and related accessories are used by athletes and patients for injury prevention and at-home physical 
therapy treatment. 

  
Recovery Sciences Segment 
  

Our Recovery Sciences Segment generated net sales of $347.1 million, $342.0 million, and $338.6 million for the years 
ended December 31, 2010, 2009 and 2008, respectively. The following table summarizes our Recovery Sciences Segment product 
categories: 
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Product Category 
 

Description
Home Electrotherapy Devices 

 

Transcutaneous electrical nerve stimulation (TENS) 
Neuromuscular electrical stimulation (NMES) 
Interferential electrical nerve stimulation 

Clinical Electrotherapy 

 

TENS 
NMES 
Ultrasound 
Laser 
Light therapy 
Shortwave Diathermy 
Shockwave

Patient Care 

 

Nutritional supplements 
Patient safety devices 
Pressure care products 
Continuous passive motion devices

Hot, Cold and Compression Therapy Dry heat therapy 
Hot/cold therapy 
Paraffin wax therapy 
Moist heat therapy 
Cold therapy 
Compression therapy

Physical Therapy Tables and Traction Products

 

Treatment tables 
Traction tables 
Cervical traction for home use 
Lumbar traction for home use

Iontophoresis 
 

Needle-free transdermal drug delivery
Regeneration 

 

Non-union fracture bone growth stimulation devices 
Spine bone growth stimulation devices 
Back braces
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Bracing and Supports Segment 
  

Our Bracing and Supports Segment generated net sales of $311.6 million, $298.8 million, and $296.0 million for the years 
ended December 31, 2010, 2009 and 2008, respectively. The following table summarizes our Bracing and Supports Segment product 
categories: 

  

  
International Segment 
  

Our International Segment generated net sales of $244.5 million, $241.5 million, and $252.3 million for the years ended 
December 31, 2010, 2009 and 2008, respectively. The product categories for our International Segment are similar to the product 
categories for our domestic segments except certain products are tailored to international market requirements and preferences. In 
addition, our International Segment sells a number of product categories, none of which is individually significant, that we do not sell 
domestically. 

  
Surgical Implant Segment 
  

Our Surgical Implant Segment generated net sales of $62.7 million, $63.9 million, and $61.6 million for the years ended 
December 31, 2010, 2009 and 2008, respectively. The following table summarizes our Surgical Implant Segment product categories: 
  

  
Research and Development 
  

Our research and development programs focus on the development of new products, as well as the enhancement of existing 
products with the latest technology and updated designs. We seek to develop new technologies to improve durability, performance and 
usability of existing products, and to develop our manufacturing process to improve product performance and reduce manufacturing 
costs. In addition to our own research and development, we receive new product and invention ideas from orthopedic surgeons and 
other healthcare professionals. We also seek to obtain rights to ideas we consider promising from a clinical and commercial 
perspective through entering into either assignment or licensing agreements. 

  
We conduct research and development programs at our facilities in Vista, California; Austin, Texas; and Ecublens, 

Switzerland. We spent $21.9 million, $23.5 million, and $26.9 million in 2010, 2009 and 2008 respectively, for research and 
development activities. As of December 31, 2010, we had approximately 35 employees in our research and development departments. 
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Product Category Description
Rigid Bracing and Soft Goods Soft goods 

Lower extremity fracture boots 
Dynamic splinting 
Ligament braces 
Post-operative braces 
Osteoarthritis braces 
Ankle bracing 
Shoulder, elbow and wrist braces 
Back braces 
Neck braces

Cold and Compression Therapy 
 

Cold and Compression therapy products 
Vascular Therapy 

 

Vascular systems products

Product Category Description 
Knee implants Primary total joint replacement 

Revision total joint replacement 
Unicondylar joint replacement

Hip implants 

 

Primary replacement stems 
Acetabular cup system 
Revision joint replacement

Shoulder implants 

 

Primary total joint replacement 
Fracture repair system 
Revision total joint replacement (including reverse shoulder)
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Marketing and Sales 
  

Our products reach our customers, including hospitals and other healthcare facilities, physicians and other healthcare 
providers and end user patients, through several sales and distribution channels. 

  
No particular customer or distributor accounted for 10% or more of product sales in any of our segments for the year ended 

December 31, 2010. Medicare and Medicaid together accounted for approximately 6% of our consolidated 2010 net sales. 
  

Recovery Sciences Segment 
  

We market and sell our Recovery Sciences Segment products in several different ways. Through our Empi channel, we 
market our prescription-based home therapy products primarily to physicians and physical therapy clinics, which include hospital 
physical therapy departments, sports medicine clinics and pain management centers, through our sales force of over 200 direct and 
independent sales representatives. A physician such as an orthopedic surgeon generally prescribes our electrotherapy and orthotics 
products to patients. The physician will typically direct the patient to a physical therapy clinic to meet with a trained physical therapist 
who provides the patient with the prescribed product from our consigned inventory at the clinic. This sales process is facilitated by our 
relationships with third party payors, such as managed care organizations, who ultimately pay us for the products prescribed to 
patients. We currently have approximately 690 related managed care contracts. For these reasons, we view physical therapists, 
physicians and third party payors as key decision makers in product selection and patient referral. Our home therapy products 
generally are eligible for third party reimbursement by government payors, such as Medicare and Medicaid, and private payors. In 
addition, we have an outbound telemarketing sales force of six representatives, who sell reimbursed electrotherapy supplies and other 
products directly to our patients. 

  
Through our Regeneration channels, our non-union fracture bone growth stimulator devices (OL1000) are sold primarily by 

approximately 280 employed and independent sales representatives specially trained to sell the product. A few of our direct sales 
representatives and a network of independent spine product distributors sell the spine bone growth stimulator device (SpinaLogic). 
Most of our bone growth stimulator products are sold directly to the patient and a third party payor is billed, if applicable, on behalf of 
the patient. 

  
Through our Chattanooga business, we sell our clinical rehabilitation product lines to physical therapy clinics, primarily 

through a national network of approximately 3,500 independent distributors, which are managed by our employed sales managers. 
These distributors sell our clinical rehabilitation products to a variety of healthcare professionals, including physical therapists, athletic 
trainers, chiropractors, and sports medicine physicians. Except for distributors outside of the United States, we do not maintain formal 
distribution contracts for our clinical rehabilitation products. These distributors purchase products from us at discounts off our 
published list price. We maintain an internal marketing and sales support program to support our distributor network. This program 
comprises a group of individuals who provide distributor and end-user training, develop promotional materials, and attend 
approximately 20 trade shows each year. 

  
Bracing and Supports Segment 
  

We market and sell our Bracing and Supports Segment products in several different ways. The DonJoy channel is primarily 
dedicated to the sale of our bracing and supports products to orthopedic surgeons, podiatrists, orthotic and prosthetic centers, hospitals, 
surgery centers, physical therapists, athletic trainers and other healthcare professionals. Certain DonJoy sales representatives also sell 
our Regeneration products. The DonJoy channel consists of approximately 270 independent commissioned sales representatives who 
are employed by approximately 35 independent sales agents and approximately 30 employed sales representatives. Because the 
DonJoy product lines generally require customer education in the application and use of the product, DonJoy sales representatives are 
technical specialists who receive extensive training both from us and the agent, and use their expertise to help fit the patient with the 
product and assist the orthopedic professional in choosing the appropriate product to meet the patient’s needs. After a sales 
representative receives a product order, we generally ship and bill the product directly to the orthopedic professional, and pay a sales 
commission to the agent. For certain custom rigid braces and other products, we sell directly to the patient and bill a third party payor, 
if applicable, on behalf of the patient. We enjoy long-standing relationships with most of our agents and sales representatives. Under 
the arrangements with the agents, each agent is granted an exclusive geographic territory for sales of our products and is not permitted 
to market products, or represent competitors who sell or distribute products, that compete with our existing products. The agents 
receive a commission, which varies based on the type of product being sold. If an agent fails to achieve specified sales quotas, we 
have the right to terminate our relationship with the agent. 

  
The ProCare/Aircast channel consists of approximately 110 direct and independent sales representatives that manage 

approximately 520 distributors focused on selling our bracing and supports products to primary and acute care facilities. Eight 
vascular systems specialists are also included in this channel. Products in this channel are generally sold in non-exclusive territories to
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third party distributors as well as through our direct sales force. Our distributors include large, national third party distributors such as 
Owens & Minor Inc., McKesson/HBOC, Allegiance Healthcare and Physician Sales and Service Inc., regional medical and surgical 
distributors, outpatient surgery centers and medical products buying groups that consist of a number of healthcare providers who make 
purchases through the buying group. These distributors and our direct sales force generally sell our products to large hospital chains, 
primary care networks and orthopedic physicians for use by the patients. In addition, we sell our products through GPOs that are a 
preferred purchasing source for members of a buying group. With the exception of our vascular systems, products sold by our 
ProCare/Aircast channel generally do not require significant customer education for their use. Our vascular systems pumps and related 
equipment are typically consigned to hospitals, and the hospitals then purchase the cuffs that are applied to each patient. 

  
Our OfficeCare business provides stock and bill arrangements for physician practices. Through OfficeCare, we maintain an 

inventory of bracing and supports products at approximately 1,350 orthopedic practices and other healthcare facilities for immediate 
distribution to patients. We then bill the patient or, if applicable, a third party payor. For certain facilities, we provide on-site technical 
representatives. The OfficeCare channel is managed by our DonJoy sales force. 

  
International Segment 
  

We sell our products internationally through a network of wholly owned subsidiaries and independent distributors. In Europe, 
we use sales forces aggregating approximately 175 direct and independent salespersons and a network of independent distributors who 
call on healthcare professionals, as well as consumer retail stores, such as sporting equipment providers, and pharmacies, to sell our 
products. We intend to continue to expand our direct and indirect distribution capabilities in attractive foreign markets. Recent 
examples of our strategy to expand our international sales are our acquisitions of an independent South African distributor of DonJoy 
products in September 2010, two independent Canadian distributors of Empi and Chattanooga products in August 2009, and an 
independent Australian distributor of DonJoy products in February 2009. 

  
Surgical Implant Segment 
  

We currently market and sell the products of our Surgical Implant Segment to hospitals and orthopedic surgeons through a 
network of approximately 170 independent commissioned sales representatives who are employed by approximately 50 sales agents. 
Generally, our independent sales representatives sell a range of reconstructive joint products, including our products. We usually enter 
into agreements with sales agents for a term of one to five years. Agents are typically paid a sales commission and are eligible for 
bonuses if sales exceed certain preset objectives. Our independent sales representatives work for these agents. We assign our sales 
agents to an exclusive sales territory. Substantially all of our sales agents agree not to sell competitive products. Typically, we can 
only terminate our agreements with sales agents prior to the expiration of the agreements for cause, which includes failure to meet 
specified periodic sales targets. We provide our sales agents with product inventories, on consignment, for their use in marketing and 
filling customer orders. 

  
To a significant extent, sales of our surgical implant products depend on the preference of orthopedic surgeons. We maintain 

contractual relationships with orthopedic surgeons who assist us in developing our products and provide consulting services in 
connection with our products. In addition to providing design input into our new products, some of these orthopedic surgeons may 
give demonstrations using our products, speak about our products at medical seminars, train other orthopedic surgeons in the use of 
our products, and provide us with feedback on the acceptance of our products. We have also established relationships with surgeons 
who conduct clinical studies on various products, establish protocols for use of the products and participate at various symposia. 
Surgeons who assist us in developing our products are generally compensated with a royalty payment. We pay consulting surgeons 
fees for their services. 

  
Manufacturing 
  

We use both in-house manufacturing capabilities and relationships with third party vendors to supply our products. 
Generally, we use third party vendors only when they have special manufacturing capabilities or when we believe it is appropriate 
based on certain factors, including our in-house capacity, lead-time control and cost. Although we have certain sole source supply 
agreements, we believe alternate vendors are available, and we believe that adequate capacity exists at our current vendors to meet our 
anticipated needs. 

  
Our manufacturing facilities are generally certified by the International Organization for Standardization (ISO) and generally 

comply with the U.S. Food and Drug Administration (FDA) current Good Manufacturing Practice and Quality System 
Regulations (QSRs) requirements, which provide standards for safe and consistent manufacturing of medical devices and appropriate 
documentation of the manufacturing and distribution process. Many of our products carry the European Community Medical Device 
Directive (CE) certification mark. 
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Our manufacturing facility in Tijuana, Mexico is our largest manufacturing facility. Our Mexico facility has achieved ISO 
9001 and ISO 13485 certification. These certifications are internationally recognized quality standards for manufacturing and assist us 
in marketing our products in certain foreign markets. Our Vista, California facility has achieved ISO 9001 certification, and 
certification to the Canadian Medical Device Regulation (ISO 13485) and the European Medical Device Directive. Products 
manufactured at the Vista, California facility include our custom rigid knee bracing products, the pump portion of our vascular 
systems products, and our Regeneration products. Products manufactured at the Tijuana, Mexico facility include most of our bracing 
and supports product lines, and our Chattanooga products including electrotherapy devices, patient care products, physical therapy 
treatment tables and CPM devices. Within both our Vista and Tijuana facilities, we operate vertically integrated manufacturing and 
cleanroom packaging operations and many subassemblies and components are produced in-house. These include metal stamped parts, 
injection molded components and fabric-strapping materials. We also have extensive in-house tool and die fabrication capabilities, 
which typically provide savings in the development of tools and molds as well as flexibility to respond to and capitalize on market 
opportunities as they are identified. 

  
Our home electrotherapy devices sold in the United States and certain components and related accessories are manufactured 

at our Clear Lake, South Dakota facility. Manufacturing activities at the Clear Lake facility include electronic and mechanical 
assembly, electrode fabrication and assembly and fabric sewing processes. Our electrotherapy products comprise a variety of 
components, including die cast metal parts, injection molded plastic parts, printed circuit boards, electronic components, lead wires, 
electrodes and other components. Parts for these components are purchased from outside suppliers or, in certain instances, 
manufactured on a custom basis. Our Clear Lake facility has achieved the ISO 13485:2003 certification. Our home electrotherapy 
devices, which are sold only outside the United States, are primarily manufactured by third party vendors. 

  
Many of the component parts and raw materials we use in our manufacturing and assembly operations are available from 

more than one supplier and are generally available on the open market. We source some of our finished products from manufacturers 
in China as well as other third party manufacturers. We also currently purchase certain CPM devices from a single supply source, 
Medireha, which is 50% owned by us. Our distribution agreement with Medireha grants us exclusive rights to the distribution of 
products that Medireha manufactures. The distribution agreement also requires that we purchase a certain amount of product annually 
and that we seek Medireha’s approval if we choose to manufacture or distribute products that are identical or similar, or otherwise 
compete with the products that are the subject of the distribution agreement. 

  
In our Surgical Implant Segment, we manufacture our products in our Austin, Texas facility. This manufacturing facility 

includes computer controlled machine tools, belting, polishing, cleaning, packaging and quality control. Our Austin facility has 
achieved the ISO 13485:2003 certification. The primary raw materials used in the manufacture of our surgical implant products are 
cobalt chromium alloy, stainless steel alloys, titanium alloy and ultra high molecular weight polyethylene. All products in our Surgical 
Implant Segment go through in-house quality control, cleaning and packaging operations. 

  
Many of the products for our International Segment are manufactured in the same facilities as our domestic segments. We 

operate a manufacturing facility in Tunisia that provides bracing and supports products for the French and other European markets. In 
addition, our Ormed and Cefar-Compex businesses source certain of the products they sell from third party suppliers. Cefar-Compex 
currently utilizes a single vendor for many of its home electrotherapy devices. 

  
  

Intellectual Property 
  

We own or have licensing rights to U.S. and foreign patents covering a wide range of our products and have filed 
applications for additional patents. We have numerous trademarks registered in the United States, a number of which are also 
registered in countries around the world. We also assert ownership of numerous unregistered trademarks, some of which have been 
submitted for registration in the United States and foreign countries. In the future, we will continue to apply for such additional patents 
and trademarks as we deem appropriate. Additionally, we seek to protect our non-patented know-how, trade secrets, processes and 
other proprietary confidential information, through a variety of methods; including having our vendors, employees and consultants 
sign invention assignment agreements, proprietary information agreements and confidentiality agreements and having our independent 
sales agents and distributors sign confidentiality agreements. Because many of our products are regulated, proprietary information 
created during our development of a new or improved product may have to be disclosed to the FDA or another U.S. or foreign 
regulatory agency in order for us to have the lawful right to market such product. We have distribution rights for certain products that 
are manufactured by others and hold both exclusive and nonexclusive licenses under third party patents and trade secrets that cover 
some of our existing products and products under development. 

  
The validity of any of the patents or other intellectual property owned by or licensed to us may not be upheld if challenged by 

others in litigation. Due to these and other risks described in this Annual Report, we do not rely solely on our patents and other 
intellectual property to maintain our competitive position. We believe that the development and marketing of new products and 
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improvement of existing ones is, and will continue to be, more important to our competitive position than relying solely on existing 
products and intellectual property. 

  
Competition 
  

The markets we compete in are highly competitive and fragmented. Some of our competitors, either alone or in conjunction 
with their respective corporate parent groups, have greater research and development, sales and marketing, and manufacturing 
capabilities than we do, and thus may have a competitive advantage over us. Although we believe that the design and quality of our 
products compare favorably with those of our competitors, if we are unable to offer products with the latest technological advances at 
competitive prices, our ability to compete successfully could be materially adversely affected. 

  
Given our sales history, our history of product development and the experience of our management team, we believe we are 

capable of effectively competing in our markets in the future. Further, we believe the comprehensive range of products we offer 
enables us to reach a diverse customer base and to use multiple distribution channels in an attempt to increase our growth across our 
markets. In addition, we believe the various company and product line acquisitions we have made in recent years continue to improve 
the name recognition of our company and our products. Our ability to compete is affected by, among other things, our ability to: 

  
•                  develop new products and innovative technologies, 
  
•                  obtain regulatory clearance and compliance for our products, 
  
•                  manufacture and sell our products cost-effectively, 
  
•                  meet all relevant quality standards for our products and their markets, 
  
•                  respond to competitive pressures specific to each of our geographic markets, including our ability to enforce non-compete 

agreements, 
  
•                  protect the proprietary technology of our products and manufacturing processes, 
  
•                  market our products, 
  
•                  attract and retain skilled employees and sales representatives, and 
  
•                  establish and maintain distribution relationships. 
  

All of our segments compete with large, diversified corporations and companies that are part of corporate groups that have 
significantly greater financial, marketing and other resources than we do, as well as numerous smaller niche companies. 

  
Recovery Sciences Segment 
  

The primary competitors of our Empi and Chattanooga products are Dynatronics Corporation, Mettler Electronics 
Corporation, Rich-Mar, Patterson Medical, Enraf-Nonius, Gymna-Uniphy, Acorn Engineering, International Rehabilitation 
Sciences, Inc. (d/b/a RS Medical) and Care Rehab. The physical therapy products market is highly competitive and fragmented. Our 
competitors in the CPM devices market include several multi-product companies with significant market share and numerous smaller 
niche competitors. Competition in these markets is based primarily on the quality and technical features of products, product pricing 
and contractual arrangements with third party payors and national accounts. 

  
Our competitors for Regeneration products are large, diversified orthopedic companies. In the non-union bone growth 

stimulation market, our competitors include Orthofix International N.V. (Orthofix), Biomet, Inc. (Biomet) and Smith & Nephew plc 
(Smith & Nephew), and in the spinal fusion market, we compete with Biomet and Orthofix. Competition in bone growth stimulation 
devices is limited as higher regulatory thresholds provide a barrier to market entry. 

  
Bracing and Supports Segment 
  

Our primary competitors in the rigid knee bracing market include companies such as Össur hf., Orthofix, Bledsoe Brace 
Systems (Bledsoe), and Townsend Design (recently acquired by Thuasne). In the soft goods products market, our competitors include 
Biomet, DeRoyal Industries, Össur hf. and Zimmer Holdings, Inc. (Zimmer). In the cold therapy products market, our competitors 
include Orthofix, Bledsoe and Stryker Corporation (Stryker). Our primary competitor in the dynamic splinting market is Dynasplint 
Systems, Inc. Several competitors have initiated stock and bill programs similar to our OfficeCare program, and there are numerous 
regional stock and bill competitors. Competition in the rigid knee brace market is primarily based on product technology, quality and 
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reputation, relationships with customers, service and price. Competition in the soft goods and pain management markets is less 
dependent on innovation and technology and is primarily based on product range, quality, service and price. 

  
International Segment 
  

Competition for the products in our International Segment arises from many of the companies and types of companies that 
compete with our domestic segments and from foreign manufacturers whose costs may be lower due to their ability to manufacture 
products within their respective countries. Competition is based primarily on quality, innovative design and technical capability, 
breadth of product line, availability of and qualification for reimbursement, and price. 

  
Surgical Implant Segment 
  

The market for orthopedic products similar to those produced by our surgical implant business is dominated by a number of 
large companies, including Biomet, DePuy, Inc. (a Johnson & Johnson company), Smith & Nephew, Stryker, and Zimmer, which are 
much larger and have significantly greater financial resources than we do. Our Surgical Implant Segment also faces competition from 
U.S.-based companies similar in size to ours, such as Wright Medical Group, Inc. and Exactech, Inc. Competition in the market in 
which our Surgical Implant Segment participates is based primarily on price, quality, innovative design and technical capability, 
breadth of product line, scale of operations and distribution capabilities. Our current and future competitors may have greater 
resources, more widely accepted and innovative products, less-invasive therapies, greater technical capabilities, and stronger name 
recognition than we do. 

  
Government Regulation 
  
FDA and Similar Foreign Government Regulations 
  

Our products are subject to rigorous government agency regulation in the United States and in other countries. In the United 
States, the FDA regulates the development, testing, labeling, manufacturing, storage, recordkeeping, pre-market clearance or approval, 
promotion, distribution and marketing of medical devices to ensure that medical products distributed in the United States are safe and 
effective for their intended uses. The FDA also regulates the export of medical devices manufactured in the United States to 
international markets. Our medical devices are subject to such FDA regulation. 

  
Under the Food, Drug and Cosmetic Act, as amended, medical devices are generally classified into one of three classes 

depending on the degree of risk to patients using the device. Class I is the lowest risk classification. Class I devices are those for which 
safety and effectiveness can be assured by adherence to General Controls, which include compliance with FDA QSRs, facility and 
device registrations and listings, reporting of adverse medical events, and appropriate truthful and non-misleading labeling, 
advertising, and promotional materials. Most Class I devices are exempt from pre-market submission requirements. Some Class I 
devices require a pre-market notification to and clearance from FDA as set forth under § 510(k) of the Food, Drug and Cosmetic Act, 
as amended, also know as a “510(k)” submission. The 510(k) process is described more fully below. Class II devices are subject to 
General Controls, as well as pre-market demonstration of adherence to certain performance standards or other special controls as 
specified by the FDA. Although some Class II medical devices are exempt from 510(k) requirements, most Class II devices are 
subject to 510(k) review and clearance by FDA prior to marketing. 

  
By way of 510(k) submission, a manufacturer provides certain required information to the FDA to establish that the device is 

“substantially equivalent” to a device that was legally marketed prior to May 28, 1976, the date upon which the Medical Device 
Amendments of 1976 were enacted. A device legally marketed before May 28, 1976 is called a “pre-amendment device.” A 
manufacturer may also obtain marketing clearance by showing that its medical device is substantially equivalent to a commercially 
available “post-amendment device” which is a device cleared through the 510(k) process after May 28, 1976. Upon establishment of 
such substantial equivalence, the FDA may grant clearance to commercially market the device. If the FDA determines that the device, 
or its intended use, is not “substantially equivalent,” the FDA will automatically place the device into Class III. 

  
A Class III device is a product that has a new intended use or is based on technology that is not substantially equivalent to a 

use or technology of a legally marketed device and for which the safety and effectiveness of the device cannot be assured solely by the 
General Controls, performance standards and special controls applied to Class I and II devices. These devices generally require 
clinical trials involving human subjects to assess their safety and effectiveness. A Pre-Market Application (PMA) must be submitted 
to and approved by the FDA before the manufacturer of a Class III product can proceed in marketing the product. The PMA process is 
much more extensive and takes longer than the 510(k) process. In order to obtain approval of a PMA, the manufacturer generally must 
first conduct clinical trials of a Class III device for its intended use pursuant to an FDA-approved Investigational Device Exemption 
(IDE) application. An IDE allows the manufacturer to test an unapproved device in a clinical study for a specific intended use in order
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to collect safety and effectiveness data to support a PMA application or a 510(k) submission to the FDA. The PMA process can take 
up to several years. In approving a PMA application, the FDA may require additional clinical data and may also require some form of 
post-market surveillance or clinical study whereby the manufacturer follows certain patient groups for a number of years, making 
periodic reports to the FDA on the clinical status of those patients. 

  
Our products include both pre-amendment and post-amendment Class I, II and III medical devices. All our currently 

marketed devices are either exempt from the FDA clearance and approval process (based on our interpretation of those regulations) or 
we have obtained the requisite clearances or approvals (including all modifications, amendments and changes), as appropriate, 
required under federal medical device law. The FDA may disagree with our conclusion that clearances or approvals were not required 
for specific products and may require clearances or approval for such products. In these circumstances, we may be required to cease 
distribution of the product, the devices may be subject to seizure by the FDA or to a voluntary or mandatory recall, and we could be 
subject to significant fines and penalties. 

  
The FDA has asked the Institute of Medicine (IOM) to conduct a two-year study of the clearance process for devices under 

§ 510(k) of the Food Drug, and Cosmetic Act, as amended, and to provide recommendations for changes, if necessary. The IOM 
report is expected in 2012. Recently, the FDA also completed an internal review of the 510(k) clearance process, and issued a report 
with recommendations that include: streamlining the de novo reclassification process, issuing more guidance to provide greater clarity 
about the 510(k) program, improving training for Center for Devices and Radiological Health (CDRH) staff and industry, making 
greater use of external experts, and making process improvements within CDRH, such as establishing a Center Science Council. 
Based on these recommendations, CDRH is expected to explore the feasibility of requiring manufacturers to provide regular, periodic 
updates of device modifications; consider requiring 510(k) submitters to provide a list and brief description of all scientific 
information related to the safety and effectiveness of a new device known or reasonably known to the submitter; issue guidance to 
clarify when manufacturing data should be submitted as part of a 510(k); and clarify when it will withhold clearance for failure to 
comply with good manufacturing practices (i.e., when FDA will conduct a pre-clearance inspection). FDA has also stated that it will 
issue guidance to clarify the circumstances under which it is appropriate to use multiple predicate devices to demonstrate substantial 
equivalence, a practice FDA supports. 

  
The recommended and expected FDA actions could lead to changes in the review, including the length of review of medical 

device products seeking clearance for marketing before the IOM completes its study in 2012. Many of our products are cleared for 
marketing under the 510(k) process. If we begin to have significant difficulty obtaining such FDA approvals or clearances in a timely 
manner or at all, it could have a material adverse impact on our revenues and growth. 

  
Our manufacturing processes are also required to comply with the FDA’s current Good Manufacturing Practice requirements 

for medical devices, which are specified in FDA QSRs. The QSRs cover the methods and documentation of the design, testing, 
production processes, control, quality assurance, labeling, packaging and shipping of our products. Furthermore, our facilities, records 
and manufacturing processes are subject to periodic unscheduled inspections by the FDA and other agencies. Failure to comply with 
applicable QSR or other U.S. medical device regulatory requirements could result in, among other things, warning letters, fines, 
injunctions, civil penalties, repairs, replacements, refunds, recalls or seizures of products, total or partial suspensions of production, 
refusal of the FDA to grant future pre-market clearances or PMA approvals, withdrawals or suspensions of current clearances or 
approvals, and criminal prosecution. We are also required to report to the FDA if our products cause or contribute to death or serious 
injury or malfunction in a way that would likely cause or contribute to death or serious injury were the malfunction to recur; the FDA 
or other agencies may require the recall of products in the event of material defects or deficiencies in design or manufacturing. The 
FDA can also withdraw or limit our product approvals or clearances in the event of serious unanticipated health or safety concerns. 

  
In the third quarter of 2009, we received a Form FDA-483 “Inspectional Observations” in connection with an FDA audit of 

our Surgical Implant Segment, stating that: (1) we failed to follow our standard operating procedures to ensure that the designs of 
certain products were correctly transferred into production; (2) we failed to adequately analyze certain quality data to identify existing 
and potential causes of nonconforming product and quality problems, resulting in disposal or reworking of certain nonconforming 
parts in the later stages of our production processes; (3) our complaint handling procedures were not well defined to ensure that all 
complaints are processed in a uniform and timely manner; and (4) we failed to follow our standard operating procedures related to 
procurement to minimize receipt of nonconforming materials from suppliers. We promptly implemented corrective actions that we 
believe adequately address each Inspectional Observation and submitted a timely response to the FDA. We have not received any 
further communications from the FDA regarding this audit and the Inspectional Observations. We cannot assure you that the FDA will 
not take further action in the future, however. 

  
The State of California Health and Human Services, Food and Drug Branch (FDB) audited our Vista manufacturing site in 

October 2010, and issued a Notice of Violation for this site stating that: (1) the type and extent of control to be exercised over 
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suppliers was not clearly defined in our written standard operating procedures; (2) lack of evidence that certain employees had been 
adequately been trained on certain specific work instructions; and (3) certain corrective and preventive actions taken had not been 
verified or validated to ensure that the action was effective and did not adversely affect the finished device. We promptly implemented 
corrective and preventive actions that we believe are acceptable to the FDB. We have notified the FDB that this has occurred and we 
have not received any information from the FDB indicating objection to the remedial action taken. 

  
Even if regulatory approval or clearance of a medical device is granted, the FDA may impose limitations or restrictions on 

the use and indications for which the device may be labeled or promoted. Medical devices may be marketed only for the uses and 
indications for which they are cleared or approved. FDA regulations prohibit a manufacturer from promotion for an unapproved or 
off-label use. 

  
The FDA has broad regulatory and enforcement powers. If the FDA determines we have failed to comply with applicable 

regulatory requirements, it can impose a variety of enforcement actions, from warning letters, fines, injunctions, consent decrees, and 
civil penalties, to suspension or delayed issuance of applications, seizure or recall of our products, total or partial shutdowns, 
withdrawals of approvals or clearances already granted, and criminal prosecution. The FDA can also require us to repair, replace, or 
refund the costs of devices we manufactured or distributed. 

  
We must obtain export certificates from the FDA before we can export certain of our products. We are also subject to 

extensive regulations that are similar to those of the FDA in many of the foreign countries in which we sell our products, including 
those in Europe, our largest foreign market. These include product standards, packaging requirements, labeling requirements, import 
restrictions, tariff regulations, duties and tax requirements. The regulation of our products in the European Economic Area (which 
consists of the twenty-seven member states of the European Union, as well as Iceland, Liechtenstein and Norway) is governed by 
various directives and regulations promulgated by the European Commission and national governments. Only medical devices that 
comply with certain conformity requirements are allowed to be marketed within the European Economic Area. In addition, the 
national health or social security organizations of certain countries, including certain countries outside Europe, require our products to 
be qualified before they can be marketed in those countries. 

  
We have also implemented policies and procedures allowing us to position ourselves for the changing international 

regulatory environment. Our international surgical implant activities received an ISO 13485:2003 certification for its facilities and an 
EC Certificate for its many products. Receiving ISO 13485:2003 certification assists us in meeting international regulatory 
requirements to allow for export of products to Japan, countries in Europe, Australia and Canada. Our international surgical implant 
activities have also met the requisites for the Canadian Medical Device Requirements. Our International Segment has received ISO 
9001 certification, EN46001 certification and certification to the Canadian Medical Device Regulation (ISO 13485) and the European 
Medical Device Directive. 

  
Third Party Reimbursement 
  

Our home therapy products, rigid knee braces, Regeneration products, and certain of our soft goods are generally prescribed 
by physicians and are eligible for third party reimbursement by government payors, such as Medicare and Medicaid, and private 
payors. Customer selection of our products depends, in part, on coverage of our products and whether third party payment amounts 
will be adequate. We believe that Medicare and other third party payors will continue to focus on measures to contain or reduce their 
costs through managed care and other methods. Medicare policies are important to our business because private payors often model 
their policies after the Medicare program’s coverage and reimbursement policies. 

  
In recent years, Congress has enacted a number of laws that affect Medicare reimbursement for and coverage of durable 

medical equipment, prosthetics, orthotics and supplies (DMEPOS), including many of our products. For instance, the Medicare 
Prescription Drug, Improvement and Modernization Act of 2003 (Medicare Modernization Act) mandated a temporary freeze in 
annual increases in payments for durable medical equipment from 2004 through 2008, and established new clinical conditions for 
payment and quality standards. Under a competitive bidding structure provided in the Medicare Modernization Act and modified by 
subsequent legislation, Medicare no longer reimburses for certain products and services based on the Medicare fee schedule amount in 
designated competitive bidding areas. Instead, the Medicare program provides reimbursement for these items and services based on a 
competitive bidding process. Only those suppliers selected through the competitive bidding process within each designated region are 
eligible to have their products reimbursed by Medicare. The current round of the competitive program went into effect January 1, 2011 
in nine geographic areas, with reimbursement to contract suppliers averaging 32% below the Medicare DMEPOS fee schedule amount 
for the nine product categories currently included in the program. The competitive bidding program is scheduled to be expanded in the 
future. While none of our products are included in the initial round, there is no assurance they will not be included in the future, in 
such case, if we are not selected as a contract supplier in a particular region or if contract prices are significantly below Medicare fee 
schedule reimbursement levels, it could have a material adverse impact on our sales and profitability. The Centers for Medicare & 
Medicaid Service (CMS) also has proposed revising the way Medicare sets payment amounts for all new DMEPOS, under which 
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reimbursement could be based in part or in whole on functional assessments, price comparisons, and medical benefits assessments, 
although that methodology has not yet been finalized. Any changes in the basis for Medicare reimbursement of our products could 
have a material adverse impact on our results of operations. 

  
Medicare DMEPOS suppliers (other than certain exempted professionals) must be accredited by an approved accreditation 

organization as meeting DMEPOS Quality Standards adopted by CMS, including specific requirements for suppliers of custom 
fabricated and custom fitted orthoses and certain prosthetics.  The portion of our business serving in a Medicare supplier capacity has 
been accredited.  Most Medicare DMEPOS suppliers also must post a $50,000 surety bond from an authorized surety, with higher 
amounts required for certain “high-risk” suppliers.   We believe we are in compliance with current surety bond requirements.  If in the 
future we fail to maintain our Medicare accreditation status and/or do not comply with Medicare surety bond or supplier standard 
requirements, or if these requirements are expanded or if additional conditions for coverage or payment are adopted in the future, it 
could adversely impact our profits and results of operation. 

  
On August 7, 2009, CMS issued Transmittal 297 entitled ‘‘Compliance Standards for Consignment Closets and Stock and 

Bill Arrangements’’ (the Transmittal), requiring a change in procedures in “stock and bill” arrangements for Medicare beneficiaries.  
The Transmittal was originally scheduled to go into effect on September 8, 2009.  CMS first delayed the effective date until March 1, 
2010, and then, on February 4, 2010, CMS rescinded the Transmittal in order to consider other implementation dates.  If implemented, 
the Transmittal would require products dispensed to a Medicare beneficiary from the inventory in our OfficeCare accounts in 
physician office settings to be fitted and billed to Medicare by the physician rather than by us.  Title to the product would have to pass 
to the physician at the time the product was dispensed to the patient. The effect of this change in most instances would be to convert a 
billing opportunity by us into a sale to the physician at a wholesale price.  If the Transmittal were to become effective as written, it 
could adversely affect the revenue and, to a lesser extent, profitability of our OfficeCare business. 

  
On March 23, 2010, the President signed into law the Patient Protection and Affordable Care Act, which was amended by a 

second bill signed into law on March 30, 2010, known as the Health Care and Education Reconciliation Act (collectively referred to as 
the Affordable Care Act or ACA). The ACA is a sweeping measure designed to expand access to affordable health insurance, control 
health care spending, and improve health care quality.  Several provisions of the ACA specifically impact the medical equipment 
industry. Among other things, the ACA eliminates the full inflation update to the DMEPOS fee schedule for the years 2011 through 
2014. Instead, beginning in 2011, the ACA reduces the inflation update for DMEPOS by a “productivity adjustment” factor intended 
to reflect productivity gains in delivering health care services. The productivity adjustment is to be based on the change in the 10-year 
moving average of changes in annual economy-wide private nonfarm business multifactor productivity. For 2011, the inflation update 
is 1.1% and the productivity adjustment is 1.2%, resulting in a 0.1% reduction to DMEPOS fee schedule amounts.  The ACA also 
increases to 91 the number of geographic areas to be included in round two of the DMEPOS competitive bidding program; bidding is 
expected to take place in 2011.  Further, the ACA requires the Secretary to use competitive bidding payment information to adjust 
DMEPOS payments in areas outside of competitive bidding areas beginning in 2016. The ACA also imposes a new annual federal 
excise tax on certain medical device manufacturers and importers. Specifically, for sales on or after January 1, 2013, manufacturers, 
producers, and importers of taxable medical devices must pay as an excise tax 2.3% of the price for which the devices are sold. The 
ACA also establishes new Medicare and Medicaid program integrity provisions, including expanded documentation requirements for 
Medicare DMEPOS orders and more stringent procedures for screening Medicare and Medicaid DMEPOS suppliers, along with 
broader expansion of federal fraud and abuse authorities. Although the eventual impact of the health reform provisions of the ACA are 
still uncertain, it is possible that the legislation will have a material adverse impact on our business. 

  
In addition, the ACA establishes new disclosure requirements regarding financial arrangements between medical device and 

supply manufacturers and physicians, including physicians who serve as consultants, effective March 31, 2013. A number of states 
also have enacted specific marketing and payment disclosure requirements and other states may do so in the future. Likewise, in recent 
years, voluntary industry guidelines have been adopted regarding device manufacturer financial arrangements with physicians and 
other health care professionals. We cannot determine at this time the impact, if any, of such requirements or voluntary guidelines on 
our relationships with surgeons, but there can be no assurances that such requirements and guidelines would not impose additional 
costs on us and/or adversely affect our consulting and other arrangements with surgeons. 

  
On August 27, 2010, CMS published a final rule that, among other things, prohibits suppliers from sharing a practice location 

in certain circumstances, imposes new physical facility requirements on suppliers, clarifies the prohibition on the direct solicitation of 
Medicare beneficiaries, generally prohibits suppliers from contracting with another individual to perform licensed services, and 
clarifies a number of other supplier operational requirements. The rule generally is effective September 27, 2010 (although there are 
separate deadlines for compliance with the physical facility standards for existing suppliers with leases that expire after that date). We 
believe we are in compliance with the requirements of the new rule. In addition, on February 2, 2011, CMS published a final 
rule implementing the ACA provider and supplier screening provisions, effective March 25, 2011.  Under the final rule, DMEPOS 
suppliers could be subject to verification of compliance with enrollment and licensure requirements, database checks, unannounced 
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site visits, and, for newly-enrolling suppliers, fingerprint-based criminal history record checks of law enforcement repositories.  The 
rule also imposes application fees on providers and suppliers; authorizes CMS and states to impose moratoria on new provider 
enrollment to protect against a high risk of fraud; authorizes the suspension of payments pending an investigation of a credible 
allegation of fraud; and expands health program termination authority. We are currently reviewing the new policy, but there can be no 
assurances that it will not increase compliance costs or otherwise adversely impact our results of operation. 

  
In response to pressure from certain groups (primarily orthotists), the United States Congress and state legislatures have 

periodically considered proposals that limit the types of orthopedic professionals who can fit or sell our orthotic device products or 
who can seek reimbursement for them. Several states have adopted legislation which imposes certification or licensing requirements 
on the measuring, fitting and adjusting of certain orthotic devices. Although some of these state laws exempt manufacturers’ 
representatives, other states’ laws subject the activities of such representatives to certification or licensing requirements. Additional 
states may be considering similar legislation. Such laws could reduce the number of potential customers by restricting the activities of 
our sales representatives in those jurisdictions where such legislation or regulations are enacted. Furthermore, because the sales of 
orthotic devices are driven in part by the number of professionals who fit and sell them, laws that limit these activities potentially 
could reduce demand for these products. We may not be successful in opposing the adoption of such legislation or regulations and, 
therefore, such laws could have a material adverse impact on our business. 

  
In addition, efforts have been made to establish similar requirements at the federal level for the Medicare program. For 

example, in 2000, Congress passed the Medicare, Medicaid and SCHIP Benefits Improvement and Protection Act of 2000 (BIPA). 
BIPA contained a provision requiring, as a condition for payment by the Medicare program, that certain certification or licensing 
requirements be met for individuals and suppliers furnishing certain, but not all, custom-fabricated orthotic devices. Although CMS 
has not implemented this requirement to date, Medicare follows state requirements in those states that require the use of an orthotist or 
prosthetist for furnishing of orthotics or prosthetics. We cannot predict the effect of implementation of BIPA or implementation of 
other such laws will have on our business. 

  
Our business also can be impacted by changes in state health care legislative and regulatory policies being adopted as a result 

of state budgetary shortfalls. These changes have included reductions in provider and supplier reimbursement levels under state 
Medicaid programs, including in some cases reduced reimbursement for DMEPOS items, and/or other Medicaid coverage 
restrictions.  In addition, on February 14, 2011, President Obama released his proposed federal fiscal year 2012 budget, which would, 
if enacted, reduce federal reimbursement to states for their Medicaid DME expenditures by basing aggregate reimbursement on what 
the federal government would have paid under the Medicare DMEPOS competitive bidding program.  While the proposal would 
require Congressional approval, if enacted it is expected to reduce Medicaid reimbursement for DME by $2.35 billion over five years.  
As states continue to face significant financial pressures, it is possible that state health policy changes will adversely affect our 
profitability. 

  
Our international sales also depend in part upon the eligibility of our products for reimbursement through third party payors, 

the amount of reimbursement and the allocation of payments between the patient and third party payors. Reimbursement practices 
vary significantly by country, with certain countries requiring products to undergo a lengthy regulatory review in order to be eligible 
for third party reimbursement. In addition, healthcare cost containment efforts similar to those we face in the United States are 
prevalent in many of the foreign countries in which our products are sold, and these efforts are expected to continue in the future, 
possibly resulting in the adoption of more stringent reimbursement standards. For example, in Germany, our largest foreign market, 
new regulations generally require adult patients to pay a portion of the cost of each medical technical device prescribed. This may 
adversely affect our sales and profitability by making it more difficult for patients in Germany to pay for our products. Any 
developments in our foreign markets that eliminate, reduce or materially modify coverage of, and reimbursement rates for, our 
products could have an adverse impact on our ability to sell our products. 

  
Fraud and Abuse 
  

We are subject to various federal and state laws and regulations pertaining to healthcare fraud and abuse. Violations of these 
laws are punishable by criminal and civil sanctions, including, in some instances, exclusion from participation in federal and state 
healthcare programs, including Medicare, Medicaid, Veterans Administration health programs and TRICARE (the health care 
program for active duty military, retirees and their families managed by the Department of Defense). We have no reason to believe 
that our operations are not in material compliance with such laws. However, because these laws and regulations are broad in scope and 
may change, we may be required to alter one or more of our practices to be in compliance with these laws. In addition, the occurrence 
of one or more violations of these laws or regulations, a challenge to our operations by a governmental authority under these laws or 
regulations or a change in the laws or regulations may have a material adverse impact on our financial condition and results of 
operations. 
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Anti-Kickback and Other-Fraud Laws 
  
Our operations are subject to federal and state anti-kickback laws. Certain provisions of the Social Security Act, commonly 

referred to as the Anti-Kickback Statute, prohibit persons from knowingly and willfully soliciting, receiving, offering or providing 
remuneration directly or indirectly to induce either the referral of an individual, or the furnishing, recommending, or arranging for a 
good or service, for which payment may be made under a federal healthcare program such as Medicare and Medicaid. The definition 
of remuneration has been broadly interpreted to include anything of value, including such items as gifts, discounts, waiver of 
payments, and providing anything at less than its fair market value. The U.S. Department of Health and Human Services (HHS) has 
issued regulations, commonly known as safe harbors, which set forth certain conditions, which if fully met, will assure healthcare 
providers and other parties that they will not be prosecuted under the Anti-Kickback Statute. Although full compliance with these 
provisions ensures against prosecution under the Anti-Kickback Statute, the failure of a transaction or arrangement to fit within a 
specific safe harbor does not necessarily mean that the transaction or arrangement is illegal or that prosecution under the Anti-
Kickback Statute will be pursued. The penalties for violating the Anti-Kickback Statute include imprisonment for up to five years, 
fines of up to $25,000 per violation and possible exclusion from federal healthcare programs such as Medicare and Medicaid. Many 
states have adopted prohibitions similar to the Anti-Kickback Statute, some of which apply to the referral of patients for healthcare 
services reimbursed by any source, not only by the Medicare and Medicaid programs. 

  
Recently, certain manufacturers of implant products entered into monetary settlement agreements, corporate integrity 

agreements and deferred prosecution agreements with the U.S. Department of Justice (DOJ) based upon allegations that, among other 
things, they entered into a variety of consulting and other agreements with physicians as improper inducements to those physicians to 
use the manufacturers’ products in violation of the federal Anti-Kickback Statute. We believe that remuneration paid to surgeons with 
whom we have agreements represents fair market value for legitimate designing, consulting and advisory services rendered on our 
behalf. 

  
Our OfficeCare program is a stock and bill arrangement through which we make products and services available in the 

offices of physicians or other providers. In conjunction with the OfficeCare program, we may pay participating physicians a fee for 
rental space and support services provided by such physicians to us. In a February 2000 Special Fraud Alert, the Office of Inspector 
General (OIG) indicated that it may scrutinize stock and bill programs involving excessive rental payments or rental space for possible 
violation of the Anti-Kickback Statute, but noted that legitimate arrangements, including fair market value rental arrangements, will 
not be considered violations of the statute. We believe that we have structured our OfficeCare program to comply with the Anti-
Kickback Statute. 

  
HIPAA 
  
The Health Insurance Portability and Accountability Act of 1995 (HIPAA) created two new federal crimes effective as of 

August 21, 1996, relating to healthcare fraud and false statements regarding healthcare matters. The healthcare fraud statute prohibits 
knowingly and willfully executing or attempting to execute a scheme or artifice to defraud any healthcare benefit program, including 
private payors. The false statements statute prohibits knowingly and willfully falsifying, concealing or covering up a material fact or 
making any materially false, fictitious or fraudulent statement or representation in connection with the delivery of or payment for 
healthcare benefits, items or services. HIPAA applies to any healthcare benefit plan, not just Medicare and Medicaid. Additionally, 
HIPAA granted expanded enforcement authority to HHS and the DOJ and provided enhanced resources to support the activities and 
responsibilities of the HHS, OIG and DOJ by authorizing large increases in funding for investigating fraud and abuse violations 
relating to healthcare delivery and payment. In addition, HIPAA mandates the adoption of standards for the electronic exchange of 
health information, as described below in greater detail under “Federal Privacy and Transaction Law and Regulations.” 

  
Physician Self-Referral Laws 
  
We may also be subject to federal and state physician self-referral laws. Federal physician self-referral legislation, commonly 

known as the Stark Law, prohibits, subject to certain exceptions, physician referrals of Medicare and Medicaid patients to an entity 
providing certain “designated health services” if the physician or an immediate family member of the physician or a physician 
organization in which the physician participates has any financial relationship with the entity. Durable medical equipment and 
orthotics are included as designated health services. The Stark Law also prohibits the entity receiving the referral from billing any 
good or service furnished pursuant to an unlawful referral, and any person collecting any amounts in connection with an unlawful 
referral is obligated to refund such amounts. A person who engages in a scheme to circumvent the Stark Law’s referral prohibition 
may be fined up to $100,000 for each such arrangement or scheme. The penalties for violating the Stark Law also include civil 
monetary penalties of up to $15,000 per referral and possible exclusion from federal healthcare programs such as Medicare and 
Medicaid. Various states have corollary laws to the Stark Law, including laws that require physicians to disclose any financial interest 
they may have with a healthcare provider to their patients when referring patients to that provider. Both the scope and exceptions for 
such laws vary from state to state. 
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False Claims Laws 
  
Under multiple state and federal statutes, submissions of claims for payment that are “not provided as claimed” may lead to 

civil money penalties, criminal fines and imprisonment and/or exclusion from participation in Medicare, Medicaid and other federally 
funded state health programs. These false claims statutes include the federal False Claims Act, which prohibits the knowing filing of a 
false claim or the knowing use of false statements to obtain payment from the federal government. When an entity is determined to 
have violated the False Claims Act, it must pay three times the actual damages sustained by the government, plus mandatory civil 
penalties of between $5,500 and $11,000 for each separate false claim. Suits filed under the False Claims Act, known as “qui tam” 
actions, can be brought by any individual on behalf of the government and such individuals, commonly known as whistleblowers, may 
share in any amounts paid by the entity to the government in fines or settlement. In addition, certain states have enacted laws modeled 
after the federal False Claims Act. Qui tam actions have increased significantly in recent years, causing greater numbers of healthcare 
companies to have to defend a false claim action, pay fines or be excluded from Medicare, Medicaid or other federal or state healthcare 
programs as a result of an investigation arising out of such action. A number of states have enacted false claims acts that are similar to 
the federal False Claims Act. 

  
The federal government has used the federal False Claims Act to prosecute a wide variety of alleged false claims and fraud 

allegedly perpetrated against Medicare and state healthcare programs. The government and a number of courts also have taken the 
position that claims presented in violation of certain other statutes, including the federal Anti-Kickback Statute or the Stark Law, can be 
considered a violation of the federal False Claims Act, based on the theory that a provider impliedly certifies compliance with all 
applicable laws, regulations and other rules when submitting claims for reimbursement. 

  
On May 20, 2009, President Obama signed into law the Fraud Enforcement and Recovery Act of 2009 (“FERA”). Among 

other things, FERA modifies the federal False Claims Act by expanding liability to contractors and subcontractors who do not directly 
present claims to the federal government. FERA also expands False Claims Act liability for what is referred to as a “reverse false 
claim” by explicitly making it unlawful to knowingly conceal or knowingly and improperly avoid or decrease an obligation owed to the 
federal government.  FERA also seeks to clarify that liability exists for attempts to avoid repayment of overpayments, including 
improper retention of federal funds. FERA also expands the government’s ability to use the Civil Investigative Demand process to 
investigate defendants, and permits government complaints in intervention to relate back to the filing of the whistleblower’s original 
complaint.  FERA is likely to increase both the volume and liability exposure of False Claims Act cases brought against healthcare 
entities. 

  
Additional fraud and abuse measures were adopted as part of the ACA.  Specifically, the ACA increases funding for program 

integrity initiatives, modifies screening procedures for providers and suppliers before and after granting Medicare billing privileges and 
establishes new and enhanced penalties and procedures to deter fraud and abuse.  The ACA also specifically adds a requirement that 
physician orders for covered items of DME must be written by a physician and must document that a physician, a physician assistant, a 
nurse practitioner, or a clinical nurse specialist has had a face-to-face encounter (including through the use of telehealth) with the 
individual involved during the six-month period preceding such written order, or other reasonable timeframe as determined by the 
Secretary of Health and Human Services.  The scope of these new provisions will be identified in future rulemaking. 

  
Governmental Audits 
  

Because we participate in governmental programs as a supplier of medical devices, our operations are subject to periodic 
surveys and audits by governmental entities or contractors to assure compliance with Medicare and Medicaid standards and 
requirements. To maintain our billing privileges, we are required to comply with certain supplier standards, including licensure and 
documentation requirements for our claims submissions. From time to time in the ordinary course of business, we, like other healthcare 
companies, are audited by, or receive claims documentation requests from, governmental entities, which may identify certain 
deficiencies based on our alleged failure to comply with applicable supplier standards or other requirements. Medicare contractors and 
Medicaid agencies periodically conduct pre- and post-payment reviews and other audits of claims and are under increasing pressure to 
more closely scrutinize healthcare claims and supporting documentation. Among other things, the ACA expanded the Recovery Audit 
Contractors (RAC) program, an audit tool that utilizes private companies operating on a contingent fee basis to identify and recoup 
Medicare overpayments. We have historically been subject to pre and post-payment reviews as well as audits of claims and may 
experience such reviews and audits of claims in the future. We review and assess such audits or reports and attempt to take appropriate 
corrective action. We are also subject to surveys of our facilities for compliance with the supplier standards. 

  
We have also been subject to periodic audits of our compliance with other federal requirements for our facilities and related 

quality and manufacturing processes. Our Surgical Implant facility in Austin, Texas received an FDA warning letter received in 2009, 
which is described above in the section “FDA and Similar Foreign Government Regulations”. 
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Federal Privacy and Transaction Law and Regulations 
  

HIPAA impacts the transmission, maintenance, use and disclosure of certain individually identifiable health information 
(referred to as protected health information, or PHI). Since HIPAA was enacted in 1996, numerous implementing regulations have been 
issued, including, but not limited to: (1) standards for the privacy of individually identifiable health information (the Privacy Rule), 
(2) security standards, (3) standards for electronic transactions, and (4) standard unique national provider identifier. We refer to these 
rules as the Administrative Simplification Rules. CMS has also issued regulations governing the enforcement of the Administrative 
Simplification Rules. Sanctions for violation of HIPAA and /or the Administrative Simplification Rules include criminal and civil 
penalties. 

  
HIPAA applies to covered entities, which includes certain health care providers who conduct certain transactions 

electronically. As such, HIPAA and the Administrative Simplification Rules apply to certain aspects of our business. The effective date 
for all of the Administrative Simplification Rules outlined above has passed, and, as such, all of the Administrative Simplification 
Rules are in effect. To the extent applicable to our operations, we are currently in compliance with HIPAA and the applicable 
Administrative Simplification Rules. 

  
On February 17, 2009, President Obama signed into law the Health Information Technology for Economic and Clinical Health 

Act (HITECH Act) as part of the American Recovery and Reinvestment Act. This economic stimulus package includes many health 
care policy provisions, including strengthened federal privacy and security provisions to protect personally-identifiable health 
information, such as notification requirements for health data security breaches. Many of the details of the new requirements are being 
implemented through regulations, including an October 2009 interim final rule on the HITECH health information security enforcement 
provisions and a July 2010 proposed rule implementing certain privacy, security, and enforcement provisions. We are reviewing these 
new requirements to assess the potential impact on our operations. 

  
Employees 
  

As of December 31, 2010, we had approximately 4,660 employees. Of these, approximately 3,125 were engaged in production 
and production support, approximately 35 in research and development, approximately 1,120 in sales and support, and approximately 
380 in various administrative capacities including third party billing. Of these employees, approximately 1,890 were located in the 
United States, approximately 2,015 were located in Mexico and approximately 755 were located in various other countries, primarily in 
Europe. Our workforce in the United States is not unionized; however, portions of our workforce in Europe are unionized. We have not 
experienced any strikes or work stoppages, and our management considers our relationship with our employees to be good. 

  
Segment and Geographic Information 
  

Information about our segments and geographic areas can be found in Note 21 of the notes to the audited consolidated 
financial statements included in Part II, Item 8, herein. 

  
Available Information 
  

We have made available free of charge through our website, www.DJOglobal.com, our annual reports on Form 10-K, 
quarterly reports on Form 10-Q, current reports on Form 8-K, other Exchange Act reports and all amendments to those reports as soon 
as reasonably practicable after such material is electronically filed with the Securities and Exchange Commission (SEC). This 
information can be found under the “Corporate Information - Investors-SEC reports” page of our website. DJO uses its website as a 
channel of distribution of material Company information. Financial and other material information regarding the Company is routinely 
posted and accessible on our website. Our SEC reports are also available free of charge on the SEC website at, www.sec.gov. Our Code 
of Business Conduct and Ethics is available free of charge under the “Corporate Information - Investors-Corporate Governance” 
page of our website. 
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ITEM 1A.  RISK FACTORS 
  

Our ability to achieve our operating and financial goals is subject to a number of risks, including risks arising from the 
current economic downturn and risks relating to our business operations, our debt level and government regulations. If any of the 
following risks actually occur, our business, operating results, prospects or financial condition could be materially adversely affected. 
The risks described below are not the only ones that we face. Additional risks not presently known to us or that we currently deem 
immaterial may also affect our business operations. 

  
Risks Related To Our Indebtedness 

  
Our substantial leverage could adversely affect our ability to raise additional capital to fund our operations, limit our ability to react 
to changes in the economy or our industry, expose us to interest rate risk to the extent of our variable rate debt and prevent us from 
meeting our obligations under our indebtedness. 
  

We are highly leveraged. As of December 31, 2010, our total indebtedness was $1,826.9 million, exclusive of unamortized 
original issue discount of $6.0 million, and unamortized  original issue premium of $4.2 million. We have an additional $100.0 million 
available for borrowing under our revolving credit facility, for which no amounts were drawn as of December 31, 2010. Our high 
degree of leverage could have important consequences, including: 

  
•                  making it difficult for us to make payments on our 10.875% Notes and our 9.75% Senior Subordinated Notes 

(collectively, the Notes) and other debt, 
  
•                  increasing our vulnerability to general economic and industry conditions, 
  
•                  requiring a substantial portion of cash flow from operations to be dedicated to the payment of principal and interest 

on our indebtedness, therefore reducing our ability to use our cash flow to fund our operations, capital expenditures 
and future business opportunities, 

  
•                  exposing us to the risk of increased interest rates as certain of our borrowings, including certain borrowings under our 

Senior Secured Credit Facility, will be subject to variable rates of interest, 
  
•                  limiting our ability to make strategic acquisitions or causing us to make non-strategic divestitures, 
  
•                  limiting our ability to obtain additional financing for working capital, capital expenditures, product development, debt 

service requirements, acquisitions and general corporate or other purposes, and 
  
•                  limiting our ability to adjust to changing market conditions and placing us at a competitive disadvantage compared to 

our competitors who are less highly leveraged. 
  

We, and our subsidiaries, may incur substantial additional indebtedness in the future. Although our Senior Secured Credit 
Facility and the Indentures governing the Notes contain restrictions on the incurrence of additional indebtedness, these restrictions are 
subject to a number of significant qualifications and exceptions, and under certain circumstances, the amount of indebtedness that could 
be incurred in compliance with these restrictions could be substantial. If we add new borrowings to our current debt levels, the related 
risks that we now face could intensify. In addition, the Indentures will not prevent us from incurring obligations that do not constitute 
indebtedness under the Indentures. 

  
Our cash paid for interest for the years ended December 31, 2010, 2009 and 2008 was $139.1 million, $144.2 million and 

$158.8 million, respectively. As of December 31, 2010, we had $851.8 million of debt subject to floating interest rates under the Senior 
Secured Credit Facility, exclusive of $6.0 million of unamortized debt discount. Although we currently have interest rate swaps in place 
to hedge against rising interest rates (see Note 11 of the notes to the audited consolidated financial statements included in Part II, Item 
8, herein), any additional borrowings we make under the Senior Secured Credit Facility will also be subject to floating interest rates. 

  
Our debt agreements contain restrictions that limit our flexibility in operating our business. 
  

Our Senior Secured Credit Facility and the Indentures governing the Notes contain various covenants that limit our ability to 
engage in specified types of transactions. These covenants limit our and our subsidiaries’ ability to, among other things: 

  
•                  incur additional indebtedness or issue certain preferred shares, 
  
•                  pay dividends on, repurchase or make distributions in respect of our capital stock or make other restricted payments, 
  
•                  make certain investments, 
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•                  sell certain assets, 
  
•                  create liens, 
  
•                  consolidate, merge, sell or otherwise dispose of all or substantially all of our assets, and 
  
•                  enter into certain transactions with our affiliates. 
  

In addition, we are required to satisfy and maintain a specified senior secured leverage ratio, which becomes more restrictive 
over time. This covenant could materially adversely affect our ability to finance our future operations or capital needs. Furthermore, it 
may restrict our ability to conduct and expand our business and pursue our business strategies. Our ability to meet this senior secured 
leverage ratio can be affected by events beyond our control, including changes in general economic and business conditions, and we 
cannot assure you that we will meet the senior secured leverage ratio in the future or at all. 

  
A breach of any of these covenants could result in a default under one or more of these agreements, including as a result of 

cross default provisions. Upon the occurrence of an event of default under the Senior Secured Credit Facility, the lenders could elect to 
declare all amounts outstanding under the Senior Secured Credit Facility to be immediately due and payable and terminate all 
commitments to extend further credit. Such actions by those lenders could cause cross defaults under our other indebtedness. If we were 
unable to repay those amounts, the lenders under the Senior Secured Credit Facility could proceed against the collateral granted to them 
to secure that indebtedness. We have pledged substantially all of our assets as collateral under the Senior Secured Credit Facility. If the 
lenders under the Senior Secured Credit Facility accelerate the repayment of borrowings, we cannot assure you that we will have 
sufficient assets to repay the amounts borrowed under the Senior Secured Credit Facility, as well as our unsecured indebtedness. 

  
We may not be able to generate sufficient cash to service all of our indebtedness, and may be forced to take other actions to satisfy 
our obligations under our indebtedness, which may not be successful. 
  

Our ability to make scheduled payments on or to refinance our debt obligations depends on our financial condition and 
operating performance, which is subject to prevailing economic and competitive conditions and to certain financial, business and other 
factors beyond our control. We cannot assure you that we will maintain a level of cash flows from operating activities sufficient to 
permit us to pay the principal, premium, if any, and interest on our indebtedness. 

  
If our cash flows and capital resources are insufficient to fund our debt service obligations, we may be forced to reduce or 

delay investments and capital expenditures, or to sell assets, seek additional capital or restructure or refinance our indebtedness. These 
alternative measures could affect the operation and growth of our business and may not be successful and may not permit us to meet our 
scheduled debt service obligations. If our operating results and available cash are insufficient to meet our debt service obligations, we 
could face substantial liquidity problems and might be required to dispose of material assets or operations to meet our debt service and 
other obligations. In that case, we may not be able to consummate those dispositions or to obtain the proceeds that we could realize 
from them, and the proceeds from those dispositions may not be adequate to meet any debt service obligations then due. Additionally, 
our Senior Secured Credit Facility and the Indentures governing the Notes limit the use of the proceeds from dispositions of assets; as a 
result, we may not be permitted to use the proceeds from such dispositions to satisfy all current debt service obligations. 

  
Risks Related To Our Business 

  
The current U.S. and global economic downturn and related credit and financial market problems may pose additional risks and 
exacerbate existing risks to our business. 
  

The serious slowdown in the U.S. and global economy, as well as the dramatic problems in the current credit and financial 
markets, had and may continue to have a negative impact on demand for our products, availability and reliability of vendors and third 
party contract manufacturers, our ability to timely collect our accounts receivable and the availability of financing for acquisitions and 
working capital requirements. Continued or renewed deterioration of the general economic slowdown in the United States and overseas 
could contribute to those trends remaining a problem or becoming worse. 

  
The slowing of economic activity and lack of available financing has affected and could continue to affect our business in a 

variety of ways, including the following: 
  
•      loss of jobs and lack of health insurance as a result of the economic slowdown could depress demand for healthcare services 

and demand for our products. 
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•      weakened demand for healthcare services, reduction in the number of insured patients and lack of available credit could 
result in the inability of private insurers to satisfy their reimbursement obligations, lead to delays in payment or cause the 
insurers to increase their scrutiny of our claims. 

  
•      shortage of available credit for working capital could lead customers who buy capital goods from us to curtail their 

purchases or have difficulty meeting payment obligations. 
  
•      tightening of credit and disruption in the financial markets could disrupt or delay performance by our third party vendors and

contractors and adversely affect our business. 
  
•      problems in the credit and financial markets could limit the availability and size of alternative or additional financing for our 

working capital or other corporate needs and could make it more difficult and expensive to obtain waivers under or make 
changes to our existing credit arrangements. 

  
Any of these risks, among others, could adversely affect our business and operating results, and the risks could become more 

pronounced if the problems in the U.S. and global economies and the credit and financial markets continue or become worse. 
  

The loss of the services of our key management and personnel could adversely affect our ability to operate our business. 
  

Our Chief Executive Officer (CEO), Les Cross, has announced his intention to retire effective the earlier of June 30, 2011 or 
the date on which his successor is hired. Mr. Cross will serve as Chairman of the Board of Directors at least through the end of 2011. 
We are undertaking a search for his replacement. Our future success will depend, in part, upon the continued service of other key 
managerial, research and development staff and sales and technical personnel. In addition, our future success will depend on our ability 
to attract and retain a new highly qualified CEO, as well as other highly qualified personnel. Our executive officers have substantial 
experience and expertise in our industry. Our future success depends, to a significant extent, on the abilities and efforts of our executive 
officers and other members of our management team. We have recently entered into retention and severance agreements with our 
executive officers in order to enhance our ability to retain such personnel. We compete for such personnel with other companies, 
academic institutions, government entities and other organizations. We may not be successful in retaining our current personnel or in 
hiring or retaining qualified personnel in the future. Our failure to do so could have a material adverse impact on our business. 

  
Changes in Medicare coverage and reimbursement policies for our products or reductions in reimbursement rates for our products 
could adversely affect our business and results of operations. 
  

Government agencies, legislative bodies and the private sector continue to propose initiatives to limit the growth of healthcare 
costs, including reimbursement reductions and competitive bidding, and coverage restrictions, in markets where we do business. We 
could experience a negative impact on our operating results due to increased pricing pressure in the United States and certain other 
markets. Federal and state governments, purchasers such as hospitals, and other third party payors could reduce the amount of approved 
payment for our products. Reductions in reimbursement levels or coverage, or other cost-containment measures could unfavorably 
affect our future operating results. 

  
Federal and state health reform and cost control efforts include provisions that could adversely impact our business and results of 
operations. 
  

The ACA is a sweeping measure designed to expand access to affordable health insurance, control health care spending, and 
improve health care quality. Several provisions of the ACA specifically affect the medical equipment industry. In addition to changes in 
Medicare DMEPOS reimbursement and an expansion of the DMEPOS competitive bidding program, the ACA imposes a new annual 
federal excise tax on certain medical device manufacturers and importers. Specifically, for sales on or after January 1, 2013, 
manufacturers, producers, and importers of taxable medical devices must pay as an excise tax 2.3% of the price for which the devices 
are sold. The ACA also requires medical supply and device manufacturers to report certain payments made to physicians and other 
referral sources, effective March 31, 2013. The ACA also establishes new Medicare and Medicaid program integrity provisions, 
including expanded documentation requirements for Medicare DMEPOS orders and more stringent procedures for screening Medicare 
and Medicaid DMEPOS suppliers, along with broader expansion of federal fraud and abuse authorities. Although the eventual impact 
of the health reform provisions of the ACA are still uncertain, it is possible that the legislation will have a material adverse impact on 
our business. Likewise, many states have adopted or are considering changes in state health care legislative and regulatory policies as a 
result of state budgetary shortfalls. These changes have included reductions in provider and supplier reimbursement levels under state 
Medicaid programs, including in some cases reduced reimbursement for DMEPOS items, and/or other Medicaid coverage restrictions. 
As states continue to face significant financial pressures, it is possible that state health policy changes will adversely affect our 
profitability. 
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If we fail to meet Medicare accreditation and surety bond requirements or DMEPOS supplier standards, it could negatively affect 
our business operations. 
  

Medicare DMEPOS suppliers (other than certain exempted professionals) must be accredited by an approved accreditation 
organization as meeting DMEPOS Quality Standards adopted by CMS including specific requirements for suppliers of custom-
fabricated and custom-fitted orthoses and certain prosthetics. Medicare suppliers also are required to meet surety bond requirements. 
We believe we are in compliance with current requirements in these areas. CMS also recently clarified and expanded the requirements 
that DMEPOS suppliers must meet to establish and maintain Medicare billing privilege, effective September 27, 2010. We believe we 
are in compliance with the requirements of the new rule. If in the future, we fail to maintain our Medicare accreditation status and/or do 
not comply with Medicare surety bond or supplier standard requirements, or if these requirements are changed or expanded in the 
future, it could adversely affect our profits and results of operations. 

  
If we fail to comply with the FDA’s Quality System Regulation, our manufacturing could be delayed, and our product sales and 
profitability could suffer. 
  

Our manufacturing processes are required to comply with the FDA’s Quality System Regulation, which covers current Good 
Manufacturing Practice requirements including procedures concerning (and documentation of) the design, testing, production 
processes, controls, quality assurance, labeling, packaging, storage and shipping of our devices. We also are subject to state 
requirements and licenses applicable to manufacturers of medical devices. In addition, we must engage in extensive recordkeeping and 
reporting and must make available our manufacturing facilities and records for periodic unscheduled inspections by governmental 
agencies, including the FDA, state authorities and comparable agencies in other countries. Moreover, if we fail to pass a Quality System 
Regulation inspection or to comply with these and other applicable regulatory requirements, we may receive a notice of a violation in 
the form of inspectional observations on Form FDA-483, a warning letter, or could otherwise be required to take corrective action and, 
in severe cases, we could suffer a disruption of our operations and manufacturing delays. If we fail to take adequate corrective actions, 
we could be subject to certain enforcement actions, including, among other things, significant fines, suspension of approvals, seizures 
or recalls of products, operating restrictions and criminal prosecutions. We cannot assure you that the FDA or other governmental 
authorities would agree with our interpretation of applicable regulatory requirements or that we have in all instances fully complied 
with all applicable requirements. Any notice or communication from FDA regarding a failure to comply with applicable requirements 
could adversely affect our product sales and profitability. We have received FDA warnings letters in the past and we cannot assure you 
that the FDA will not take further action in the future. 

  
We may not be able to successfully integrate businesses that we have recently acquired, or businesses we may acquire in the future, 
and we may not be able to realize the anticipated cost savings, revenue enhancements or other synergies from such acquisitions. 
  

Our ability to successfully implement our business plan and achieve targeted financial results is highly dependent on our 
ability to successfully integrate businesses that we have recently acquired and other businesses we acquire in the future. The process of 
integrating such acquired businesses involves risks. These risks include, but are not limited to: 

  
•                  demands on management related to the significant increase in the size of our business, 
  
•                  diversion of management’s attention from the management of daily operations to the integration of newly acquired 

operations, 
  
•                  difficulties in the assimilation of different corporate cultures, practices and sales and distribution methodologies, 
  
•                  difficulties in conforming the acquired company’s accounting, books and records, internal accounting controls, and 

procedures and policies to ours, 
  
•                  increased exposure to risks relating to business operations outside the United States, 
  
•                  retaining the loyalty and business of the customers of acquired businesses, 
  
•                  retaining employees who may be vital to the integration of the acquired business or to the future prospects of the 

combined businesses, 
  
•                  difficulties and unanticipated expenses related to the integration of departments and information technology systems, 

including accounting systems, 
  
•                  difficulties integrating technologies and maintaining uniform standards, such as internal accounting controls, 

procedures and policies, and 
  
•                  unanticipated costs and expenses associated with any undisclosed or potential liabilities. 
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If we fail to realize anticipated cost savings, synergies or revenue enhancements from recent or future acquisitions, our 
financial results will be adversely affected, and we may not generate the cash flow from operations that we anticipated, or that is 
sufficient to repay our indebtedness. 

  
We may pursue, but may not be able to identify, finance or successfully complete, other strategic acquisitions. 
  

Our growth strategy may include the pursuit of acquisitions, both domestically and internationally. However, we may not be 
able to identify acceptable opportunities or complete acquisitions of targets in a timely manner or on acceptable terms. To the extent we 
are unable to consummate acquisitions, we will experience slower than expected growth. 

  
In addition, we may require additional debt or equity financing for future acquisitions, and such financing may not be available 

on favorable terms, if available at all. If we complete acquisitions, or obtain financing for them on unfavorable terms, or if we fail to 
properly integrate an acquired business, our financial condition and results of operations would be adversely affected. 

  
We may experience substantial fluctuations in our quarterly operating results and you should not rely on them as an indication of 
our future results. 
  

Our quarterly operating results may vary significantly due to a combination of factors, many of which are beyond our control. 
These factors include: 

  
•                  demand for many of our products, which historically has been higher in the fourth quarter when scholastic sports and 

ski injuries are more frequent, 
  
•                  our ability to meet the demand for our products, 
  
•                  the direct distribution of our products in foreign countries that have seasonal variations, 
  
•                  the number, timing and significance of new products and product introductions and enhancements by us and our 

competitors, including delays in obtaining government review and clearance of medical devices, 
  
•                  our ability to develop, introduce and market new and enhanced versions of our products on a timely basis, 
  
•                  the impact of any acquisitions that occur in a quarter, 
  
•                  the impact of any changes in generally accepted accounting principles, 
  
•                  changes in pricing policies by us and our competitors and reimbursement rates by third party payors, including 

government healthcare agencies and private insurers, 
  
•                  the loss of any of our significant distributors, 
  
•                  changes in the treatment practices of orthopedic and spine surgeons, primary care physicians, and pain-management 

specialists, and their allied healthcare professionals, and 
  
•                  the timing of significant orders and shipments. 
  

Accordingly, our quarterly sales and operating results may vary significantly in the future and period-to-period comparisons of 
our results of operations may not be meaningful and should not be relied upon as indications of future performance. We cannot assure 
you that our sales will increase or be sustained in future periods or that we will be profitable in any future period. 

  
We operate in a highly competitive business environment, and our inability to compete effectively could adversely affect our 
business prospects and results of operations. 
  

We operate in highly competitive and fragmented markets. Our Recovery Sciences, Bracing and Supports, and International 
Segments compete with both large and small companies, including several large, diversified companies with significant market share 
and numerous smaller niche companies, particularly in the physical therapy products market. Our Surgical Implant Segment competes 
with a small number of very large companies that dominate the market, as well as other companies similar to our size. We may not be 
able to offer products similar to, or more desirable than, those of our competitors or at a price comparable to that of our competitors. 
Compared to us, many of our competitors have: 
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•                  greater financial, marketing and other resources, 
  
•                  more widely accepted products, 
  
•                  a larger number of endorsements from healthcare professionals, 
  
•                  a larger product portfolio, 
  
•                  superior ability to maintain new product flow, 
  
•                  greater research and development and technical capabilities, 
  
•                  patent portfolios that may present an obstacle to the conduct of our business, 
  
•                  stronger name recognition, 
  
•                  larger sales and distribution networks, and/or 
  
•                  international manufacturing facilities that enable them to avoid the transportation costs and foreign import duties 

associated with shipping our products manufactured in the United States to international customers. 
  

Accordingly, we may be at a disadvantage with respect to our competitors. These factors may materially impair our ability to 
develop and sell our products. 

  
If we are unable to develop or license new products or product enhancements or find new applications for our existing products, we 
will not remain competitive. 
  

The markets for our products are characterized by continued new product development and the obsolescence of existing 
products. Our future success and our ability to increase revenues and make payments on our indebtedness will depend, in part, on our 
ability to develop, license, acquire and distribute new and innovative products, enhance our existing products with new technology and 
find new applications for our existing products. However, we may not be successful in developing, licensing or introducing new 
products, enhancing existing products or finding new applications for our existing products. We also may not be successful in 
manufacturing, marketing and distributing products in a cost-effective manner, establishing relationships with marketing partners, 
obtaining coverage of and satisfactory reimbursement for our future products or product enhancements or obtaining required regulatory 
clearances and approvals in a timely fashion or at all. If we fail to keep pace with continued new product innovation or enhancement or 
fail to successfully commercialize our new or enhanced products, our competitive position, financial condition and results of operations 
could be materially adversely affected. 

  
In addition, if any of our new or enhanced products contain undetected errors or design defects, especially when first 

introduced, or if new applications that we develop for existing products do not work as planned, our ability to market these and other 
products could be substantially delayed, and we could ultimately become subject to product liability litigation, resulting in lost 
revenues, potential damage to our reputation and/or delays in regulatory clearance. In addition, approval of our products or obtaining 
acceptance of our products by physicians, physical therapists and other healthcare professionals that recommend and prescribe our 
products could be adversely affected. 

  
The success of our surgical implant products depends on our relationships with leading surgeons who assist with the development 
and testing of our products. 
  

A key aspect of the development and sale of our surgical implant products is the use of designing and consulting arrangements 
with orthopedic surgeons who are well recognized in the healthcare community. These surgeons assist in the development and clinical 
testing of new surgical implant products. They also participate in symposia and seminars introducing new surgical implant products and 
assist in the training of healthcare professionals in using our new products. We may not be successful in maintaining or renewing our 
current designing and consulting arrangements with these surgeons or in developing similar arrangements with new surgeons. In that 
event, our ability to develop, test and market new surgical implant products could be adversely affected. 

  
In addition, the ACA establishes new disclosure requirements regarding financial arrangements between medical device and 

supplies manufacturers and physicians, including physicians who serve as consultants, effective March 31, 2013. A number of states 
also have enacted specific marketing and payment disclosure requirements and others may do so in the future. Likewise, voluntary 
industry guidelines have been adopted regarding device manufacturer financial arrangements with physicians and other healthcare 
professionals. While we believe we are in compliance with current requirements, we cannot determine at this time the impact, if any, of 
new requirements or voluntary guidelines on our relationships with surgeons, and there can be no assurances that such requirements and 
guidelines would not impose additional costs on us and/or adversely impact our consulting and other arrangements with surgeons. 

  
27 

 



Table of Contents 
  

Implementation of CMS’s “Consignment Closet” policy could require changes in our OfficeCare business model that could 
adversely affect our business. 
  

On August 7, 2009, CMS issued the Transmittal, requiring a change in procedures in stock and bill arrangements for Medicare 
beneficiaries. When implemented, the Transmittal will require products dispensed to a Medicare beneficiary from the inventory in our 
OfficeCare accounts in physician office settings to be fitted and billed to Medicare by the physician rather than by us. Title to the 
product must pass to the physician at the time the product is dispensed to the patient. The effect of this change in most instances would 
be to convert a billing opportunity by us into a sale to the physician at a wholesale price. The Transmittal was originally scheduled to go 
into effect on September 8, 2009. CMS first delayed the effective date until March 1, 2010, and on February 4, 2010 CMS rescinded the 
Transmittal in order to consider other implementation dates. If the Transmittal goes into effect as written, it could adversely affect the 
revenue and, to a lesser extent, profitability of our OfficeCare business. 

  
Proposed laws that would limit the types of orthopedic professionals who can fit, sell or seek reimbursement for our products could, 
if adopted, adversely affect our business. 
  

In response to pressure from certain groups (mostly orthotists), the United States Congress and state legislatures have 
periodically considered proposals that limit the types of orthopedic professionals who can fit or sell our orthotic device products or who 
can seek reimbursement for them. Several states have adopted legislation which imposes certification or licensing requirements on the 
measuring, fitting and adjusting of certain orthotic devices. Although some of these state laws exempt manufacturers’ representatives, 
other states’ laws subject the activities of such representatives to certification or licensing requirements. Additional states may be 
considering similar legislation. Such laws could reduce the number of potential customers by restricting the activities of our sales 
representatives in those jurisdictions where such legislation or regulations are enacted. Furthermore, because the sales of orthotic 
devices are driven in part by the number of professionals who fit and sell them, laws that limit these activities could reduce demand for 
these products. We may not be successful in opposing the adoption of such legislation or regulations and, therefore, such laws could 
have a material adverse impact on our business. 

  
In addition, legislation has been adopted, but not implemented to date, requiring that certain certification or licensing 

requirements be met for individuals and suppliers furnishing certain custom-fabricated orthotic devices as a condition of Medicare 
payment. Medicare currently follows state policies in those states that require the use of an orthotist or prosthetist for furnishing of 
orthotics or prosthetics. We cannot predict whether additional restrictions will be implemented at the state or federal level or the impact 
of such policies on our business. 

  
If we fail to establish new sales and distribution relationships or maintain our existing relationships, or if our third party 
distributors and independent sales representatives fail to commit sufficient time and effort or are otherwise ineffective in selling our 
products, our results of operations and future growth could be adversely impacted. 
  

The sale and distribution of certain of our orthopedic products, regeneration products and our surgical implant products 
depend, in part, on our relationships with a network of third party distributors and independent commissioned sales representatives. 
These third party distributors and independent sales representatives maintain the customer relationships with the hospitals, orthopedic 
surgeons, physical therapists and other healthcare professionals that purchase, use and recommend the use of our products. Although 
our internal sales staff trains and manages these third party distributors and independent sales representatives, we do not directly 
monitor the efforts that they make to sell our products. In addition, some of the independent sales representatives that we use to sell our 
surgical implant products also sell products that directly compete with our core product offerings. These sales representatives may not 
dedicate the necessary effort to market and sell our products. If we fail to attract and maintain relationships with third party distributors 
and skilled independent sales representatives or fail to adequately train and monitor the efforts of the third party distributors and sales 
representatives that market and sell our products, or if our existing third party distributors and independent sales representatives choose 
not to carry our products, our results of operations and future growth could be adversely affected. 

  
We rely on our own direct sales force for certain of our products, which may result in higher fixed costs than our competitors and 
may slow our ability to reduce costs in the face of a sudden decline in demand for our products. 
  

We rely on our own direct sales force of approximately 395 representatives in the United States and approximately 145 
representatives in Europe to market and sell certain of the orthopedic rehabilitation products which are intended for use in the home and 
in rehabilitation clinics. Some of our competitors rely predominantly on independent sales agents and third party distributors. A direct 
sales force may subject us to higher fixed costs than those of companies that market competing products through independent third 
parties, due to the costs that we will bear associated with employee benefits, training, and managing sales personnel. As a result, we 
could be at a competitive disadvantage. Additionally, these fixed costs may slow our ability to reduce costs in the face of a sudden 
decline in demand for our products, which could have a material adverse impact on our results of operations. 

  
28 

 



Table of Contents 
  

The success of all of our products depends heavily on acceptance by healthcare professionals who prescribe and recommend our 
products, and our failure to maintain a high level of confidence by key healthcare professionals in our products could adversely 
affect our business. 
  

We have maintained customer relationships with numerous orthopedic surgeons, primary care physicians, other specialist 
physicians, physical therapists, athletic trainers, chiropractors and other healthcare professionals. We believe that sales of our products 
depend significantly on their confidence in, and recommendations of, our products. Acceptance of our products depends on educating 
the healthcare community as to the distinctive characteristics, perceived benefits, clinical efficacy and cost-effectiveness of our 
products compared to the products offered by our competitors and on training healthcare professionals in the proper use and application 
of our products. Failure to maintain these customer relationships and develop similar relationships with other leading healthcare 
professionals could result in a less frequent recommendation of our products, which may adversely affect our sales and profitability. 

  
Our international operations expose us to risks related to conducting business in multiple jurisdictions outside the United States. 
  

The international scope of our operations exposes us to economic, regulatory and other risks in the countries in which we 
operate. We generated 25.3% of our net revenues from customers outside the United States for the year ended December 31, 2010. 
Doing business in foreign countries exposes us to a number of risks, including the following: 

  
•                  fluctuations in currency exchange rates, 
  
•                  imposition of investment, currency repatriation and other restrictions by foreign governments, 
  
•                  potential adverse tax consequences, including the imposition or increase of withholding and other taxes on 

remittances and other payments by foreign subsidiaries, which, among other things, may preclude payments or 
dividends from foreign subsidiaries from being used for our debt service, and exposure to adverse tax regimes, 

  
•                  difficulty in collecting accounts receivable and longer collection periods, 
  
•                  the imposition of additional foreign governmental controls or regulations on the sale of our products, 
  
•                  intellectual property protection difficulties, 
  
•                  changes in political and economic conditions, including the recent political changes in Tunisia in which we maintain 

a small manufacturing facility and security issues in Mexico in which we maintain a significant manufacturing 
facility, 

  
•                  difficulties in attracting high-quality management, sales and marketing personnel to staff our foreign operations, 
  
•                  labor disputes, 
  
•                  import and export restrictions and controls, tariffs and other trade barriers, 
  
•                  increased costs of transportation or shipping, 
  
•                  exposure to different approaches to treating injuries, 
  
•                  exposure to different legal, regulatory and political standards, and 
  
•                  difficulties of local governments in responding to severe weather emergencies, natural disasters or other such similar 

events. 
  

In addition, as we grow our operations internationally, we will become increasingly dependent on foreign distributors and sales 
agents for our compliance and adherence to foreign laws and regulations that we may not be familiar with, and we cannot assure you 
that these distributors and sales agents will adhere to such laws and regulations or adhere to our own business practices and policies. 
Any violation of laws and regulations by foreign distributors or sales agents or a failure of foreign distributors or sales agents to comply 
with our business practices and policies could result in legal or regulatory sanctions against us or potentially damage our reputation in 
that respective international market. If we fail to manage these risks effectively, we may not be able to grow our international 
operations, and our business and results of operations may be materially adversely affected. 
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Fluctuations in foreign exchange rates may adversely affect our financial condition and results of operations and may affect the 
comparability of our results between financial periods. 
  

Our foreign operations expose us to currency fluctuations and exchange rate risks. We are exposed to the risk of currency 
fluctuations between the U.S. Dollar and the Euro, Pound Sterling, Canadian Dollar, Mexican Peso, Swiss Franc, Australian Dollar, 
Japanese Yen, Norwegian Krone, Danish Krone, Swedish Krona, South African Rand and Tunisian Dinar. Sales denominated in 
foreign currencies accounted for 22.3% of our consolidated net sales for the year ended December 31, 2010, of which 16.7% were 
denominated in the Euro. Our exposure to fluctuations in foreign currencies arises because certain of our subsidiaries’ results are 
recorded in these currencies and then translated into U.S. Dollars for inclusion in our consolidated financial statements, and certain of 
our subsidiaries enter into purchase or sale transactions using a currency other than our functional currency. We utilize Mexican Peso 
(MXP) foreign exchange forward contracts to hedge a portion of our exposure to fluctuations in foreign exchange rates, as our Mexico-
based manufacturing operations incur costs that are largely denominated in MXP. As of December 31, 2010, we had outstanding MXP 
forward contracts to purchase an aggregate U.S. dollar equivalent of $9.4 million. As we continue to distribute and manufacture our 
products in selected foreign countries, we expect that future sales and costs associated with our activities in these markets will continue 
to be denominated in the applicable foreign currencies, which could cause currency fluctuations to materially impact our operating 
results. Changes in currency exchange rates may adversely affect our financial condition and results of operations and may affect the 
comparability of our results between reporting periods. 

  
We may not be able to effectively manage our currency translation risks, and volatility in currency exchange rates may 

adversely affect our financial condition and results of operations. 
  

If adequate levels of reimbursement coverage from third party payors for our products are not obtained, healthcare providers and 
patients may be reluctant to use our products, and our sales may decline. 
  

Our sales depend largely on whether there is adequate reimbursement coverage by government healthcare programs, such as 
Medicare and Medicaid, and by private payors. We believe that surgeons, hospitals, physical therapists and other healthcare providers 
may not use, purchase or prescribe our products and patients may not purchase our products if these third party payors do not provide 
satisfactory coverage of and reimbursement for the costs of our products or the procedures involving the use of our products. 
Consequently, we may be unable to sell our products on a profitable basis if third party payors deny coverage, reduce their current 
levels of reimbursement or fail to cause their levels of reimbursement to rise quickly enough to cover cost increases. 

  
Changes in the coverage of and reimbursement for our products by these third party payors could have a material adverse 

effect on our results of operations. Third party payors continue to review their coverage policies carefully for existing and new therapies 
and can, without notice, decide not to reimburse for treatments that include the use of our products. They may attempt to control costs 
by (i) authorizing fewer elective surgical procedures, including joint reconstructive surgeries, (ii) requiring the use of the least 
expensive product available or (iii) reducing the reimbursement for or limiting the number of authorized visits for rehabilitation 
procedures. For example, in the United States, Congress and CMS, frequently engage in efforts to contain costs, which may result in a 
reduction of coverage of, and reimbursement for, our products. Because many private payors model their coverage and reimbursement 
policies on Medicare policies, third party payors’ coverage of, and reimbursement for, our products could be negatively impacted by 
discussions like this one and by legislative, regulatory or other measures that reduce Medicare coverage and reimbursement generally. 

  
Our international sales also depend in part upon the coverage and eligibility for reimbursement of our products through 

government-sponsored healthcare payment systems and third party payors, the amount of reimbursement and the cost allocation of 
payments between the patient and government-sponsored healthcare payment systems and third party payors. Coverage and 
reimbursement practices vary significantly by country, with certain countries requiring products to undergo a lengthy regulatory review 
in order to be eligible for third party coverage and reimbursement. In addition, healthcare cost containment efforts similar to those we 
face in the United States are prevalent in many of the foreign countries in which our products are sold, and these efforts are expected to 
continue in the future, possibly resulting in the adoption of more stringent reimbursement standards. For example, in Germany, our 
largest foreign country market, new regulations generally require adult patients to pay a portion of the cost of each medical technical 
device purchased. This may adversely affect our sales and profitability by making it more difficult for patients in Germany to pay for 
our products. 

  
Any developments in the United States or our foreign markets that eliminate, reduce or materially modify coverage of, and 

reimbursement rates for, our products could have a material impact on our ability to sell our products. 
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Our success depends on receiving regulatory approval for our products, and failure to do so could adversely affect our growth and 
operating results. 
  

Our products are subject to extensive regulation in the United States by the FDA and by similar governmental authorities in the 
foreign countries where we do business. The FDA regulates virtually all aspects of a medical device’s development, testing, 
manufacturing, labeling, promotion, distribution and marketing. In general, unless an exemption applies, a medical device must receive 
either pre-market approval or pre-market clearance from the FDA before it can be marketed in the United States. While in the past we 
have received such approvals and clearances, we may not be successful in the future in receiving such approvals and clearances in a 
timely manner or at all. The FDA recently asked the Institute of Medicine (IOM) to conduct a two-year study of the clearance process 
for devices under § 510(k) of the Food Drug, and Cosmetic Act, as amended, and to provide recommendations for changes, if 
necessary. In addition, the FDA is implementing recommendations from its own internal review of the 510(k) clearance process, which 
could lead to changes before the IOM completes its study in 2012. Many of our products are cleared for marketing under the 510
(k) process. If we begin to have significant difficulty obtaining such FDA approvals or clearances in a timely manner or at all, it could 
have a material adverse impact on our revenues and growth. 

  
If we fail to obtain regulatory approval for the modification of, or new uses for, our products, our growth and operating results 
could suffer. 
  

In order to market modifications to our existing products or market our existing products for new indications, we may be 
required to obtain pre-market approvals, pre-market supplement approvals or pre-market clearances. The FDA requires device 
manufacturers themselves to make and document a determination of whether or not a modification requires a new approval or 
clearance; however, the FDA can review and disagree with a manufacturer’s decision. As a result of FDA’s recent internal review of 
the 510(k) process, FDA may consider requiring manufacturers to provide regular, periodic updates of device modifications; provide a 
list and brief description of all scientific information related to the safety and effectiveness of a new device; issue guidance to clarify 
when manufacturing data should be submitted as part of a 510(k); and clarify when it will withhold clearance for failure to comply with 
good manufacturing practices (i.e., when FDA will conduct a pre-clearance inspection). We may not be successful in receiving such 
approvals or clearances or the FDA may not agree with our decisions not to seek approvals or clearances for any particular device 
modification. The FDA may require an approval or clearance for any past or future modification or a new indication for our existing 
products. The FDA may also require additional clinical or preclinical data in such submissions, which may be time consuming and 
costly, and may not ultimately approve or clear one or more of our products for marketing. If the FDA requires us to obtain pre-market 
approvals, pre-market supplement approvals or pre-market clearances for any modification to a previously cleared or approved device, 
we may be required to cease manufacturing and marketing the modified device or to recall such modified device until we obtain FDA 
clearance or approval, and we may be subject to significant regulatory fines or penalties. In addition, the FDA may not clear or approve 
such submissions in a timely manner, if at all. Because a significant portion of our revenues is generated by products that are modified 
or used for new treatments, delays or failures in obtaining such approvals could reduce our revenue and adversely affect our operating 
results. 

  
We may fail to receive positive clinical results for our products in development that require clinical trials, and even if we receive 
positive clinical results, we may still fail to receive the necessary clearance or approvals to market our products. 
  

In the development of new products or new indications for, or modifications to, existing products, we may conduct or sponsor 
clinical trials. Clinical trials are expensive and require significant investment of time and resources and may not generate the data we 
need to support a submission to the FDA. Clinical trials are subject to regulation by the FDA and, if federal funds are involved or if an 
investigator or site has signed a federal assurance, are subject to further regulation by the Office for Human Research Protections and 
the National Institutes of Health. Failure to comply with such regulation, including, but not limited to, failure to obtain adequate 
consent of subjects, failure to adequately disclose financial conflicts or failure to report data or adverse events accurately, could result 
in fines, penalties, suspension of trials, and the inability to use the data to support an FDA submission. In addition, the American 
Recovery and Reinvestment Act expands federal efforts to compare the effectiveness of different medical treatments, which could 
include some element of explicit cost or cost-effectiveness comparisons; research supported by these efforts eventually could be used to 
guide public and private coverage and reimbursement policies. In the international market, we are subject to regulations for clinical 
studies in each respective country. 

  
If we fail to comply with the various regulatory regimes for the foreign markets in which we operate, our operational results could 
be adversely affected. 
  

In many of the foreign countries in which we market our products, we are subject to extensive regulations, including those in 
Europe. The regulation of our products in the European Economic Area (which consists of the twenty-seven member states of the 
European Union, as well as Iceland, Liechtenstein and Norway) is governed by various directives and regulations promulgated by the 
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European Commission and national governments. Only medical devices that comply with certain conformity requirements are allowed 
to be marketed within the European Economic Area. In addition, the national health or social security organizations of certain foreign 
countries, including certain countries outside Europe, require our products to be qualified before they can be marketed in those 
countries. Failure to receive or delays in the receipt of, relevant foreign qualifications in the European Economic Area or other foreign 
countries could have a material adverse impact on our business. 

  
The FDA regulates the export of medical devices to foreign countries and certain foreign countries may require FDA 

certification that our products are in compliance with U.S. law. If we fail to obtain or maintain export certificates required for the export 
of our products, we could suffer a material adverse impact on our revenues and growth. 

  
We are subject to laws concerning our marketing activities in foreign countries where we conduct business. For example, 

within the EU, the control of unlawful marketing activities is a matter of national law in each of the member states of the EU. The 
member states of the EU closely monitor perceived unlawful marketing activity by companies. We could face civil, criminal and 
administrative sanctions if any member state determines that we have breached our obligations under its national laws. Industry 
associations also closely monitor the activities of member companies. If these organizations or authorities name us as having breached 
our obligations under their regulations, rules or standards, our reputation would suffer and our business and financial condition could be 
adversely affected. We are also subject to the U.S. Foreign Corrupt Practices Act (the FCPA), antitrust and anticompetition laws, and 
similar laws in foreign countries, any violation of which could create a substantial liability for us and also cause a loss of reputation in 
the market. The FCPA prohibits U.S. companies and their officers, directors, employees, shareholders acting on their behalf and agents 
from offering, promising, authorizing or making payments to foreign officials for the purpose of obtaining or retaining business abroad 
or otherwise obtaining favorable treatment. Companies must also maintain records that fairly and accurately reflect transactions and 
maintain internal accounting controls. In many countries, hospitals and clinics are government-owned and healthcare professionals 
employed by such hospitals and clinics, with whom we regularly interact, may meet the definition of a foreign official for purposes of 
the FCPA. If we are found to have violated the FCPA, we may face sanctions including fines, criminal penalties, disgorgement of 
profits and suspension or debarment of our ability to contract with government agencies or receive export licenses. From time to time, 
we may face audits or investigations by one or more domestic or foreign government agencies, compliance with which could be costly 
and time-consuming, and could divert our management and key personnel from our business operations. An adverse outcome under any 
such investigation or audit could subject us to fines or other penalties, which could adversely affect our business and financial results. 

  
If the HHS, OIG, the FDA or another regulatory agency determines that we have promoted off-label use of our products, we may be 
subject to various penalties, including civil or criminal penalties, and the off-label use of our products may result in injuries that 
lead to product liability suits, which could be costly to our business. 
  

The OIG, the FDA and other regulatory agencies actively enforce regulations prohibiting the promotion of a medical device 
for a use that has not been cleared or approved by the FDA. Use of a device outside its cleared or approved indications is known as 
“off-label” use. Physicians may use our products for off-label uses, as the FDA does not restrict or regulate a physician’s choice of 
treatment within the practice of medicine. However, if the OIG or the FDA, or another regulatory agency determines that our 
promotional materials, training, or activities constitute improper promotion of an off-label use, the regulatory agency could request that 
we modify our promotional materials; training, or activities, or subject us to regulatory enforcement actions, including the issuance of a 
warning letter, injunction, seizure, civil fine and criminal penalties. Although our policy is to refrain from statements and activities that 
could be considered off-label promotion of our products, the FDA, another regulatory agency, or the DOJ could disagree and conclude 
that we have engaged in off-label promotion and, potentially, aided and abetted in the submission of false claims. In addition, the off-
label use of our products may increase the risk of injury to patients, and, in turn, the risk of product liability claims. Product liability 
claims are expensive to defend and could divert our management’s attention and result in substantial damage awards against us. 

  
Our compensation, marketing and sales practices may contain certain risks with respect to the manner in which these practices were 
historically conducted that could have a material adverse impact on us. 
  

We have entered into written agreements for designing and consulting services with physicians for surgical implant products, 
and we compensate them under our designing physician agreements for services in developing products sold by us. We also seek the 
assistance of physicians in the design and evaluation of bracing and other rehabilitative products. The form of compensation for such 
services has historically been a royalty on the sale of our products in the cases where the physician has contributed to the design of the 
product. We may also compensate the physicians under consulting agreements for assistance with product development and clinical 
efforts. We believe that in each instance remuneration paid to physicians represents fair market value for the services provided and is 
otherwise in compliance with applicable laws. For some products, we also use an independent sales force to which we provide 
compliance-related training. The sales force has generally been compensated on a commission basis, based on a percentage of 
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revenues generated by products sold, as is typical in our industry. We also pay physicians certain rental and office support fees under 
our OfficeCare program. Under applicable federal and state healthcare fraud and abuse, anti-kickback, false claims and self-referral 
laws, it could be determined that our designing and consulting arrangements with surgeons, our marketing and sales practices, and our 
OfficeCare program fall outside permitted arrangements, thereby subjecting us to possible civil and/or criminal sanctions (including 
exclusion from the Medicare and Medicaid programs), which could have a material adverse impact on our Surgical Implant Segment 
and possibly on our other lines of business. The federal government has significantly increased investigations of medical device 
manufacturers with regards to alleged kickbacks and other forms of remuneration to physicians who use and prescribe their products 
and recently has entered into settlement, deferred prosecution and corporate integrity agreements with such manufacturers. Such 
investigations and enforcement activities often arise based on allegations of violations of the federal Anti-Kickback Statute, and 
sometimes of the civil False Claims Act. Although we believe we maintain a satisfactory compliance program, it may not be adequate 
in the detection or prevention of violations. The form and effectiveness of our compliance program may be taken into account by the 
government in assessing sanctions, if any, should it be determined that violations of laws have occurred. 

  
Audits or denials of our claims by government agencies could reduce our revenues or profits. 
  

As part of our business operations, we submit claims on behalf of patients directly to, and receive payments directly from, the 
Medicare and Medicaid programs and private payors. Therefore, we are subject to extensive government regulation, including 
requirements for submitting reimbursement claims under appropriate codes and maintaining certain documentation to support our 
claims. Medicare contractors and Medicaid agencies periodically conduct pre- and post-payment reviews and other audits of claims and 
are under increasing pressure to more closely scrutinize healthcare claims and supporting documentation. We have historically been 
subject to pre-payment and post-payment reviews as well as audits of claims and may experience such reviews and audits of claims in 
the future. Such reviews and/or similar audits of our claims including by RAC could result in material delays in payment, as well as 
material recoupments or denials, which would reduce our net sales and profitability, or in exclusion from participation in the Medicare 
or Medicaid programs. Private payors may from time to time conduct similar reviews and audits. 

  
Additionally, we participate in the government’s Federal Supply Schedule program for medical equipment, whereby we 

contract with the government to supply certain of our products. Participation in this program requires us to follow certain pricing 
practices and other contract requirements. Failure to comply with such pricing practices and/or other contract requirements could result 
in delays in payment or fines or penalties, which could reduce our revenues or profits. 

  
Federal and state agencies have become increasingly vigilant in recent years in their investigation of various business practices 
under various healthcare “fraud and abuse” laws with respect to our business arrangements with prescribing physicians and other 
healthcare professionals, as well as our filing of DMEPOS claims for reimbursement. 
  

We are directly or indirectly through our customers, subject to various federal and state laws pertaining to healthcare fraud and 
abuse. These laws, which directly or indirectly affect our ability to operate our business include, but are not limited to, the following: 

  
•                  the federal Anti-Kickback Statute, which prohibits persons from knowingly and willfully soliciting, offering, 

receiving or providing remuneration, directly or indirectly, in cash or in kind, to induce either the referral of an 
individual, or the furnishing or arranging for or recommending of a good or service, for which payment may be made 
under federal healthcare programs, such as Medicare and Medicaid, Veterans Administration health programs, and 
TRICARE; 

  
•                  several federal False Claims statutes, which have been expanded by recent legislation and impose civil and criminal 

liability on individuals and entities who submit, or cause to be submitted, false or fraudulent claims for payment to 
the government; 

  
•                  HIPAA, which prohibits executing a scheme to defraud any healthcare benefit program, and also prohibits false 

statements, defined as knowingly and willfully falsifying, concealing or covering up a material fact or making any 
materially false statement in connection with the delivery of or payment for healthcare benefits, items or services; 

  
•                  the federal physician self-referral prohibition, commonly known as the Stark Law, which, in the absence of a 

statutory or regulatory exception, prohibits the referral of Medicare and Medicaid patients by a physician to an entity 
for the provision of certain designated healthcare services, if the physician or a member of the physician’s immediate 
family has a direct or indirect financial relationship, including an ownership interest in, or a compensation 
arrangement with, the entity and also prohibits that entity from submitting a bill to a federal payor for services 
rendered pursuant to a prohibited referral; and 
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•                  state law equivalents to the Anti-Kickback Statute, the false claims provisions, the Stark Law and the physician self-
referral prohibitions, some of which may apply even more broadly than their federal counterparts because they are not 
limited to government reimbursed items and include items or services reimbursed by any payor. 

  
The federal government has significantly increased investigations of and enforcement activity involving medical device 

manufacturers with regard to alleged kickbacks and other forms of remuneration to physicians who use and prescribe their products. 
Such investigations often arise based on allegations of violations of the federal Anti-Kickback Statute and sometimes allege violations 
of the civil False Claims Act, in connection with off-label marketing of products to physicians and others. In addition, significant state 
and federal investigative and enforcement activity addresses alleged improprieties in the filings of claims for payment or reimbursement 
by Medicare, Medicaid, and other payors. 

  
We are both a device manufacturer and a supplier of DMEPOS, and, like other companies in the orthopedic industry, are 

involved in ongoing governmental investigations, the results of which may adversely impact our business and results of operations. 
Defendants determined to be liable under the False Claims Act may be required to pay three times the actual damages sustained by the 
government, plus mandatory civil penalties ranging between $5,500 and $11,000 for each false claim. We are also potentially subject to 
allegations by private whistleblowers under state or federal false claims act provisions. In addition, we are subject to a variety of civil 
monetary penalty and exclusion provisions. 

  
The fraud and abuse laws and regulations are complex and even minor, inadvertent irregularities in submissions can 

potentially give rise to investigations and claims that the law has been violated. Any violations of these laws or regulations could result 
in a material adverse impact on our business, financial condition and results of operations. If there is a change in law, regulation or 
administrative or judicial interpretations, we may have to change one or more of our business practices to be in compliance with these 
laws. Required changes could be costly and time consuming. Any failure to make required changes could result in our losing business 
or our existing business practices being challenged as unlawful. 

  
Our activities are subject to Federal Privacy and Transaction Law and Regulations, which could have an impact on our operations. 
  

HIPAA impacts the transmission, maintenance, use and disclosure of certain individually identifiable health information 
(referred to as protected health information or PHI). Since HIPAA was enacted in 1996, numerous implementing regulations have been 
issued, including, but not limited to: (1) standards for the privacy of individually identifiable health information (the Privacy Rule), 
(2) security standards, (3) standards for electronic transactions, and (4) standard unique national provider identifier. We refer to these 
rules as the Administrative Simplification Rules. CMS has also issued regulations governing the enforcement of the Administrative 
Simplification Rules. Sanctions for violation of HIPAA and /or the Administrative Simplification Rules include criminal and civil 
penalties. 
  

HIPAA applies to “covered entities” which includes certain healthcare providers who conduct certain transactions 
electronically. As such, HIPAA and the Administrative Simplification Rules apply to certain aspects of our business. The effective date 
for all of the Administrative Simplification Rules outlined above has passed, and, as such, all of the Administrative Simplification 
Rules are in effect. To the extent applicable to our operations, we believe we are currently in compliance with HIPAA and the 
applicable Administrative Simplification Rules. Any failure to comply with applicable requirements could adversely affect our 
profitability. 

  
On February 17, 2009, President Obama signed into law the HITECH Act as part of the American Recovery and Reinvestment 

Act. This economic stimulus package includes many health care policy provisions, including strengthened federal privacy and security 
provisions to protect personally-identifiable health information, such as notification requirements for health data security breaches. 
Many of the details of the new requirements are being implemented through regulations. We are reviewing these new requirements to 
assess the potential impact on our operations. Any failure to comply with applicable requirements could adversely affect our 
profitability. 

  
Managed care and buying groups have put downward pressure on the prices of our products. 
  

The growth of managed care and the advent of buying groups in the United States have caused a shift toward coverage and 
payments based on more cost-effective treatment alternatives. Buying groups enter into preferred supplier arrangements with one or 
more manufacturers of medical products in return for price discounts to members of these buying groups. Our failure to obtain new 
preferred supplier commitments from major group purchasing organizations or our failure to retain our existing preferred supplier 
commitments could adversely affect our sales and profitability. In international markets where we sell our products, we have 
historically experienced downward pressure on product pricing and other effects of healthcare cost control efforts that are similar to 
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that which we have experienced in the United States. We expect a continued emphasis on healthcare cost controls and managed care in 
the United States and in these international markets, which could put further downward pressure on product pricing, which, in turn may 
adversely affect our sales and profitability. 

  
Our marketed, approved, or cleared products are subject to the recall authority of U.S. and foreign regulatory bodies. Product 
recalls could harm our reputation and business. 
  

We are subject to ongoing medical device reporting regulations that require us to report to the FDA and similar governmental 
authorities in other countries if we receive a report or otherwise learn that any of our products may have caused, or contributed to death 
or serious injury, or that any of our products has malfunctioned in a way that would be likely to cause, or contribute to, death or serious 
injury if the malfunction were to recur. The FDA and similar governmental authorities in other countries have the authority to require 
us to recall our products in the event of actual or potential material deficiencies or defects in design manufacturing, or labeling, and we 
have been subject to product recalls in the past. In addition, in light of an actual or potential material deficiency or defect in design, 
manufacturing, or labeling, we may voluntarily elect to recall our products. A government mandated recall or a voluntary recall 
initiated by us could occur as a result of actual or potential component failures, manufacturing errors, or design defects, including 
defects in labeling. Any recall would divert managerial and financial resources and could harm our reputation with our customers and 
with the healthcare professionals that use, prescribe and recommend our products. We could have product recalls that result in 
significant costs to us in the future, and such recalls could have a material adverse impact on our business. 

  
Product liability claims may harm our business, particularly if the number of claims increases significantly or our product liability 
insurance proves inadequate. 
  

The manufacture and sale of orthopedic devices and related products exposes us to a significant risk of product liability claims. 
From time to time, we have been, and we are currently, subject to a number of product liability claims alleging that the use of our 
products resulted in adverse effects. Even if we are successful in defending against any liability claims, such claims could nevertheless 
distract our management, result in substantial costs, harm our reputation, adversely affect the sales of all our products and otherwise 
harm our business. If there is a significant increase in the number of product liability claims, our business could be adversely affected. 

  
Our concentration of manufacturing operations in Mexico increases our business and competitive risks. 
  

Our most significant manufacturing facility is our facility in Tijuana, Mexico, and we also have a relatively small 
manufacturing operation in Tunisia. Our current and future foreign operations are subject to risks of political and economic instability 
inherent in activities conducted in foreign countries. Because there are no readily accessible alternatives to these facilities, any event 
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that disrupts manufacturing at or distribution or transportation from these facilities would materially adversely affect our operations. In 
addition, as a result of this concentration of manufacturing activities, our sales in foreign markets may be at a competitive disadvantage 
to products manufactured locally due to freight costs, custom and import duties and favorable tax rates for local businesses. 

  
If we lose one of our key suppliers or one of our contract manufacturers stops making the raw materials and components used in 
our products, we may be unable to meet customer orders for our products in a timely manner or within our budget. 
  

We rely on a limited number of foreign and domestic suppliers for the raw materials and components used in our products. 
One or more of our suppliers may decide to cease supplying us with raw materials and components for reasons beyond our control. 
FDA regulations may require additional testing of any raw materials or components from new suppliers prior to our use of those 
materials or components. In addition, in the case of a device which is the subject of a pre-market approval, we may be required to 
obtain prior FDA permission (which may or may not be given), which could delay or prevent our access or use of such raw materials or 
components. If we are unable to obtain materials we need from our suppliers or our agreements with our suppliers are terminated, and 
we cannot obtain these materials from other sources, we may be unable to manufacture our products to meet customer orders in a timely 
manner or within our manufacturing budget. In that event, our business and results of operations could be adversely affected. 

  
In addition, we rely on third parties to manufacture some of our products. For example, Medireha, which is 50% owned by us, 

has been a supplier for a significant portion of our CPM devices. CPM devices represented 3% of our net sales for the year ended 
December 31, 2010. If we encounter a cessation, interruption or delay in the supply of the products purchased from Medireha, we may 
be unable to obtain such products through other sources on acceptable terms, within a reasonable amount of time or at all. We also use a 
single source for many of the devices Cefar and Compex distribute. In addition, if our agreements with the manufacturing companies 
were terminated, we may not be able to find suitable replacements within a reasonable amount of time or at all. Any such cessation, 
interruption or delay may impair our ability to meet scheduled deliveries of our products to our customers and may cause our customers 
to cancel orders. In that event, our reputation and results of operations may be adversely affected. 

  
Some of our important suppliers are in China and other parts of Asia and provide predominately finished soft goods products. 

In the year ended December 31, 2010, we obtained 24.8% of our total purchased materials from suppliers in China and other parts of 
Asia. Political and economic instability and changes in government regulations in these areas could affect our ability to continue to 
receive materials from suppliers there. The loss of suppliers in China and other parts of Asia, any other interruption or delay in the 
supply of required materials or our inability to obtain these materials at acceptable prices and within a reasonable amount of time could 
impair our ability to meet scheduled product deliveries to our customers and could hurt our reputation and cause customers to cancel 
orders. 

  
In addition, we purchase the microprocessor used in the OL1000 and SpinaLogic devices from a single manufacturer. 

Although there are feasible alternate microprocessors that might be used immediately, all are produced by a single supplier. In addition, 
there are single suppliers for other components used in the OL1000 and SpinaLogic devices and only two suppliers for the magnetic 
field sensor employed in them. Establishment of additional or replacement suppliers for these components cannot be accomplished 
quickly. 

  
If our patents and other intellectual property rights do not adequately protect our products, we may lose market share to our 
competitors and may not be able to operate our business profitably. 
  

We rely on a combination of patents, trade secrets, copyrights, trademarks, license agreements and contractual provisions to 
establish and protect our intellectual property rights in our products and the processes for the development, manufacture and marketing 
of our products. 

  
We use non-patented, proprietary know-how, trade secrets, processes and other proprietary information and currently employ 

various methods to protect this proprietary information, including confidentiality agreements, invention assignment agreements and 
proprietary information agreements with vendors, employees, independent sales agents, distributors, consultants, and others. However, 
these agreements may be breached. The FDA or another governmental agency may require the disclosure of such information in order 
for us to have the right to market a product. The FDA may also disclose such information on its own initiative if it should decide that 
such information is not confidential business or trade secret information. Trade secrets, know-how and other unpatented proprietary 
technology may also otherwise become known to or independently developed by our competitors. 

  
In addition, we also hold U.S. and foreign patents relating to a number of our components and products and have patent 

applications pending with respect to other components and products. We also apply for additional patents in the ordinary course of our 
business, as we deem appropriate. However, these precautions offer only limited protection, and our proprietary information may 
become known to, or be independently developed by, competitors, or our proprietary rights in intellectual property may be challenged, 
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any of which could have a material adverse impact on our business, financial condition and results of operations. Additionally, we 
cannot assure you that our existing or future patents, if any, will afford us adequate protection or any competitive advantage, that any 
future patent applications will result in issued patents or that our patents will not be circumvented, invalidated or declared 
unenforceable. In addition, certain of our subsidiaries have not always taken commercially reasonable measures to protect their 
ownership of some of their patents. While such measures are currently employed and have been employed by us in the past, disputes 
may arise as to the ownership, or co-ownership, of certain of our patents. We do not consider patent protection to be a significant 
competitive advantage in the marketplace for electrotherapy devices. However, patent protection may be of significance with respect to 
our orthopedic technology. 

  
Any proceedings before the U.S. Patent and Trademark Office could result in adverse decisions as to the priority of our 

inventions and the narrowing or invalidation of claims in issued or pending patents. We could also incur substantial costs in any such 
proceedings. In addition, the laws of some of the countries in which our products are or may be sold may not protect our products and 
intellectual property to the same extent as U.S. laws, if at all. We may also be unable to protect our rights in trade secrets, trademarks 
and unpatented proprietary technology in these countries. 

  
In addition, we hold patent, trademark and other intellectual property licenses from third parties for some of our products and 

on technologies that are necessary in the design and manufacture of some of our products. The loss of such licenses could prevent us 
from manufacturing, marketing and selling these products, which in turn could harm our business. 

  
Our operating results and financial condition could be adversely affected if we become involved in litigation regarding our patents 
or other intellectual property rights. 
  

Litigation involving patents and other intellectual property rights is common in our industry, and companies in our industry 
have used intellectual property litigation in an attempt to gain a competitive advantage. We may become a party to lawsuits involving 
patents or other intellectual property. Such litigation is costly and time consuming. If we lose any of these proceedings, a court or a 
similar foreign governing body could invalidate or render unenforceable our owned or licensed patents, require us to pay significant 
damages, seek licenses and/or pay ongoing royalties to third parties (which may not be available under terms acceptable to us, or at all), 
require us to redesign our products, or prevent us from manufacturing, using or selling our products, any of which would have an 
adverse impact on our results of operations and financial condition. 

  
We have brought, and may in the future also bring, actions against third parties for infringement of our intellectual property 

rights. We may not succeed in such actions. The defense and prosecution of intellectual property suits, proceedings before the U.S. 
Patent and Trademark Office or its foreign equivalents and related legal and administrative proceedings are both costly and time 
consuming. Protracted litigation to defend or enforce our intellectual property rights could seriously detract from the time our 
management would otherwise devote to running our business. Intellectual property litigation relating to our products could cause our 
customers or potential customers to defer or limit their purchase or use of the affected products until resolution of the litigation. 

  
Our business strategy relies on certain assumptions concerning demographic and other trends that impact the market for our 
products. If these assumptions prove to be incorrect, demand for our products may be lower than we currently expect. 
  

Our ability to achieve our business objectives is subject to a variety of factors, including the relative increase in the aging of 
the general population and an increase in participation in exercise and sports and more active lifestyles. In addition, our business 
strategy relies on an increasing awareness and clinical acceptance of non-invasive, non-systemic treatment and rehabilitation products, 
such as electrotherapy. We believe that these trends will increase the need for our orthopedic, physical therapy, regenerative and 
surgical implant products. The projected demand for our products could materially differ from actual demand if our assumptions 
regarding these trends and acceptance of our products by healthcare professionals and patients prove to be incorrect or do not 
materialize. If our assumptions regarding these factors prove to be incorrect, we may not be able to successfully implement our business 
strategy, which could adversely affect our results of operations. In addition, the perceived benefits of these trends may be offset by 
competitive or business factors, such as the introduction of new products by our competitors or the emergence of other countervailing 
trends. 

  
We may expand into new markets through the development of new products and our expansion may not be successful. 
  

We may attempt to expand into new markets through the development of new product applications based on our existing 
specialized technology and design capabilities. These efforts could require us to make substantial investments, including significant 
research, development, engineering and capital expenditures for new, expanded or improved manufacturing facilities which would 
divert resources from other aspects of our business. Expansion into new markets may be costly and may not result in any benefit to us. 
Specific risks in connection with expanding into new markets include the inability to transfer our quality standards into new products, 
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the failure of customers in new markets to accept our products and price competition in new markets. Such expansion efforts into new 
markets could be unsuccessful. 

  
Consolidation in the healthcare industry could have an adverse impact on our revenues and results of operations. 
  

Many healthcare industry companies, including medical device, orthopedic and physical therapy products companies, are 
consolidating to create larger companies. As the healthcare industry consolidates, competition to provide products and services to 
industry participants may become more intense. In addition, many of our customers are also consolidating, and our customers and other 
industry participants may try to use their purchasing power to negotiate price concessions or reductions for the products that we 
manufacture and market. If we are forced to reduce our prices because of consolidation in the healthcare industry, our revenues could 
decrease, and our business, financial condition and results of operations could be adversely affected. 

  
We could incur significant costs complying with environmental and health and safety requirements, or as a result of liability for 
contamination or other harm caused by hazardous materials that we use. 
  

Our research and development and manufacturing processes involve the use of hazardous materials. We are subject to federal, 
state, local and foreign environmental requirements, including regulations governing the use, manufacture, handling, storage and 
disposal of hazardous materials, discharge to air and water, the clean up of contamination and occupational health and safety matters. 
We cannot eliminate the risk of contamination or injury resulting from hazardous materials, and we may incur liability as a result of any 
contamination or injury. Under some environmental laws and regulations, we could also be held responsible for costs relating to any 
contamination at our past or present facilities and at third party waste disposal sites where we have sent wastes. These could include 
costs relating to contamination that did not result from any violation of law, and in some circumstances, contamination that we did not 
cause. We may incur significant expenses in the future relating to any failure to comply with environmental laws. Any such future 
expenses or liability could have a significant negative impact on our financial condition. The enactment of stricter laws or regulations, 
the stricter interpretation of existing laws and regulations or the requirement to undertake the investigation or remediation of currently 
unknown environmental contamination at our own or third party sites may require us to make additional expenditures, which could be 
material. 

  
Our reported results may be adversely affected by increases in reserves for contractual allowances, rebates, product returns, rental 
credits, uncollectible accounts receivable and inventory. 
  

As explained in “Critical Accounting Policies and Estimates” in “Management’s Discussion and Analysis of Financial 
Condition and Results of Operations” in this Report, we have established reserves to account for contractual allowances, rebates, 
product returns and reserves for rental credits. Significant management judgment must be used and estimates must be made in 
connection with establishing the reserves for contractual allowances, rebates, product returns, rental credits and other allowances in any 
accounting period. Any increase in our reserves for such items could adversely affect our reported financial results by reducing our net 
revenues and/or profitability for the reporting period. 

  
Certain administrative functions relating to the OfficeCare sales channel have been outsourced to a third party contractor and this 
arrangement may not prove successful. 
  

The OfficeCare sales channel maintains a range of products (mostly soft goods) on hand at approximately 1,350 healthcare 
facilities, primarily orthopedic practices, for immediate distribution to patients. In the OfficeCare sales channel, patients or their third 
party payors are billed after the product is provided to the patient. The revenue cycle of this program is outsourced, from billing to 
collections, to an independent third party contractor. The outsource contractor that we have used has undergone significant changes in 
its business operations in the last few years, including relocating some administrative functions overseas, in order to improve 
performance from order entry to collections. The contractor may also upgrade the software system used in these revenue cycle 
processes. The inability of this provider to successfully upgrade its processes or demonstrate acceptable billing and collection results 
could have an adverse impact on our operations and financial results in the OfficeCare sales channel. 

  
If a natural or man-made disaster strikes our manufacturing facilities, we will be unable to manufacture our products for a 
substantial amount of time and our sales will decline. 
  

A significant portion of our rehabilitation products are manufactured in a facility in Tijuana, Mexico, with a number of 
products for the European market manufactured in a Tunisian facility. In Vista, California we manufacture our custom rigid bracing 
products, which remain in the United States to facilitate quick turnaround on custom orders, vascular products, and our regeneration 
product line. Our clinical electrotherapy devices, patient care products, physical therapy and certain CPM devices are now 
manufactured in our facilities located in Tijuana, Mexico, following the closure of our Chattanooga facility during the first half of 
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2010. Our home electrotherapy devices sold in the United States as well as some components and related accessories are manufactured 
at our facility in Clear Lake, South Dakota. In our Surgical Implant business, we manufacture our products in our manufacturing facility 
at Austin, Texas. These facilities and the manufacturing equipment we use to produce our products would be difficult to repair or 
replace. Our facilities may be affected by natural or man-made disasters. If one of our facilities were affected by a disaster, we would 
be forced to rely on third party manufacturers or shift production to another manufacturing facility. In such an event, we would face 
significant delays in manufacturing which would prevent us from being able to sell our products. In addition, our insurance may not be 
sufficient to cover all of the potential losses and may not continue to be available to us on acceptable terms, or at all. 

  
If we do not effectively manage our growth, our existing infrastructure may become strained, and we may be unable to increase 
sales of our products or generate revenue growth. 
  

The growth that we have experienced, and in the future may experience, including due to acquisitions, may provide challenges 
to our organization, requiring us to expand our personnel, manufacturing and distribution operations. Future growth may strain our 
infrastructure, operations, product development and other managerial and operating resources. If our business resources become 
strained, we may be unable to increase sales of our products or generate revenue growth. 

  
Affiliates of Blackstone own substantially all of the equity interest in us and may have conflicts of interest with us or investors in the 
future. 
  

Investment funds affiliated with Blackstone collectively beneficially own 98.6% of DJO’s issued and outstanding capital stock 
and Blackstone designees hold a majority of the seats on DJO’s board of directors. As a result, affiliates of Blackstone have control 
over our decisions to enter into any corporate transaction and have the ability to prevent any transaction that requires the approval of 
stockholders regardless of whether holders of the Notes believe that any such transactions are in their own best interests. For example, 
affiliates of Blackstone could collectively cause us to make acquisitions that increase the amount of indebtedness or to sell assets, or 
could cause us to issue additional capital stock or declare dividends. So long as investment funds affiliated with Blackstone continue to 
directly or indirectly own a significant amount of the outstanding shares of our common stock, affiliates of Blackstone will continue to 
be able to strongly influence or effectively control our decisions. In addition, Blackstone has no obligation to provide us with any 
additional debt or equity financing. 

  
Additionally, Blackstone and its affiliates are in the business of making investments in companies and may from time to time 

acquire and hold interests in businesses that compete directly or indirectly with us. Blackstone and its affiliates may also pursue 
acquisition opportunities that may be complementary to our business and, as a result, those acquisition opportunities may not be 
available to us. 

  
If we do not achieve and maintain effective internal controls over financial reporting, we could fail to accurately report our 
financial results. 
  

During the course of the preparation of our financial statements, we evaluate our internal controls to identify and correct 
deficiencies in our internal controls over financial reporting. In the event we are unable to identify and correct deficiencies in our 
internal controls in a timely manner, we may not record, process, summarize and report financial information accurately and within the 
time periods required for our financial reporting under the terms of the agreements governing our indebtedness. 

  
We have completed a significant number of acquisitions in the past several years, and may continue to pursue growth through 

strategic acquisitions. Among the risks associated with acquisitions are the risks of control deficiencies that result from the integration 
of the acquired business. In connection with the integration of our recent acquisitions and our continuous assessment of internal 
controls, including with respect to acquired foreign operations, we have identified certain internal control deficiencies that we have 
remedied or for which we have undertaken steps to remediate. 

  
It is possible that control deficiencies could be identified by our management or independent registered public accounting firm 

in the future or may occur without being identified. Such a failure could negatively impact the market price and liquidity of the Notes, 
causing holders of our notes to lose confidence in our reported financial condition, lead to a default under our Senior Secured Credit 
Facility and the Indentures and otherwise materially adversely affect our business and financial condition. 

  
We may not be successful in the design and implementation of a Company-wide ERP system. 
  

In 2008, we launched a major software design and installation project to replace six legacy accounting and finance systems 
and numerous other software systems with a single-entry ERP system that will be used by all of our businesses. This project requires 
the dedication of significant financial and human resources. In January 2010, we completed our first implementation of the new ERP 
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system in our Surgical Implant business in Austin, Texas. In February 2011, substantially all of our Bracing and Supports Segment and 
many of our international businesses transitioned to the new ERP system. Our ability to successfully complete this project in all of our 
operations is subject to a variety of risks and uncertainties, among which are the following: 

  
•      we may have underestimated the time it will take to complete the design and installation and the project could extend on past 

the expected completion date, 
  
•      we may have underestimated the aggregate cost of the design and installation of the ERP system, whether due to the need 

for additional scope to the project, a requirement for additional consulting assistance, the extension of the completion date, 
or other similar issues, 

  
•      we may have underestimated the extent and difficulty in adapting the Company’s business processes to function within and 

use effectively the new ERP system, and 
  
•      we may discover that the functionality of the new ERP system is not adequate to process and manage the extensive and 

varied functions, operations and processes within the Company that we use to conduct our current and future business. 
  
If the ERP project were to become subject to any one of these or similar risks, the result could be a significant increase in the 

costs of the project, a significant delay in completion of the project, with the resultant delay in our realization of the operational and 
financial benefits of the new system, or even the risk that the project would ultimately fail in its basic goal of a companywide, single-
entry ERP system. Any of these outcomes could have a material, adverse impact on our business operations, operating results and 
financial condition. 

  
ITEM 2. PROPERTIES 
  

Information about our facilities is set forth in the following table: 
  

  

(a)          Facilities acquired through our acquisition of ETI on January 4, 2011. 
(b)         Renewable, at our option, for one additional five-year term. 
(c)          Renewable, at our option, for two additional five-year terms.  
(d)   Our buildings in Hixson, Tennessee are currently held for sale. 
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Location 
  Use Status

Lease 
Termination Date 

Square Feet
(in thousands)

Vista, California 

  

Corporate headquarters, operations 
manufacturing facility, research and 
development 

 

Leased

 

August 2021 

 

132

Tijuana, Mexico 
  Manufacturing and distribution facility Leased September 2016 286

Asheboro, North Carolina (a) 
  Manufacturing and distribution facility Owned N/A 115

Indianapolis, Indiana 
  Distribution facility

 

Leased
 

October 2016 
 

110
Shoreview, Minnesota 

  Operations, medical billing
 

Leased
 

October 2011(b)
 

94
Clear Lake, South Dakota 

  
Manufacturing, distribution and refurbishment, 
and repair facility 

 

Owned
 

N/A 
 

54

Austin, Texas 
  

Operations and manufacturing facility, 
warehouse, research and development

Leased March 2012(c) 53

Sfax, Tunisia 
  Manufacturing facility Leased December 2013 47

Mouguerre, France 
  Office and distribution

 

Leased
 

October 2016 
 

38
Freiburg, Germany 

  Distribution facility
 

Leased
 

November 2014
 

26
Freiburg, Germany 

  Distribution facility Leased December 2014 22
Herentals, Belgium 

  Distribution facility Leased December 2013 26
Asheboro, North Carolina (a) 

  Retail and storage 
 

Owned
 

N/A 
 

16
Malmö, Sweden 

  Operations, warehouse and distribution facility
 

Leased
 

March 2011 
 

16
Ecublens, Switzerland 

  Office, research and development Leased July 2011 9
Guildford, United Kingdom 

  International headquarters, distribution facility
 

Leased
 

July 2016 
 

8
Hixson, Tennessee (d) 

  N/A 
 

Owned
 

N/A 
 

165
Other various locations 

  Various Leased Various 93
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ITEM 3. LEGAL PROCEEDINGS 
  

From time to time, we are plaintiffs or defendants in various litigation matters in the ordinary course of our business, some of 
which involve claims for damages that are substantial in amount. We believe that the disposition of claims currently pending will not 
have a material adverse impact on our financial position or results of operations. 

  
The manufacture and sale of orthopedic devices and related products exposes us to a significant risk of product liability 

claims. From time to time, we have been, and we are currently, subject to a number of product liability claims alleging that the use of 
our products resulted in adverse effects. Even if we are successful in defending against any liability claims, such claims could 
nevertheless distract our management, result in substantial costs, harm our reputation, adversely affect the sales of all our products and 
otherwise harm our business. If there is a significant increase in the number of product liability claims, our business could be 
adversely affected. 

  
Pain Pump Litigation 
  
We are currently named as one of several defendants in a number of product liability lawsuits involving approximately 100 

plaintiffs, including a lawsuit in Canada seeking class action status, related to a disposable drug infusion pump product (pain pump) 
manufactured by two third party manufacturers that we distributed through our Bracing and Supports Segment. We sold pumps 
manufactured by one manufacturer from 1999 to 2003 and then sold pumps manufactured by a second manufacturer from 2003 to 
2009. We discontinued our sale of these products in the second quarter of 2009. These cases have been brought against the 
manufacturers and certain distributors of these pumps, and in some cases, the manufacturers of the anesthetics used in these pumps. 
All of these lawsuits allege that the use of these pumps with certain anesthetics for prolonged periods after certain shoulder surgeries 
has resulted in cartilage damage to the plaintiffs. The lawsuits allege damages ranging from unspecified amounts to claims of up to 
$10 million. Many of the lawsuits which have been filed in the past three years have named multiple pain pump manufacturers and 
distributors without having established which manufacturer manufactured or sold the pump in issue. In the past three years, we have 
been dismissed from a large number of cases when product identification was later established showing that we did not sell the pump 
in issue. At present, we are named in approximately 20 lawsuits in which product identification has yet to be determined and, as a 
result, we believe that we will be dismissed from a meaningful number of such cases in the future. In addition, we are named in 
approximately 15 cases in which the plaintiffs have admitted we did not sell the pump in issue, but have alleged a conspiracy theory 
seeking to hold DJO responsible for subsequent sales by that manufacturer after we ceased buying pumps from that manufacturer. To 
date, we are aware of only two pain pump trials which have gone to verdict, one in early 2010 which involved a manufacturer whose 
pump we did not sell and one in September 2010 involving pain pumps that DJO sold to two plaintiffs. In the earlier trial, the plaintiff 
obtained a verdict of approximately $5.5 million against the manufacturer. In the second trial involving DJO, the jury rendered a 
verdict in favor of DJO and its manufacturer on all counts as to two plaintiffs and a verdict on all counts for the manufacturer as to a 
third plaintiff who had sued only the manufacturer. In the past six months, we have entered into settlements with plaintiffs in 
approximately 27 pain pump lawsuits. Of these, we have settled approximately 17 cases in joint settlements involving our first 
manufacturer and we have settled approximately 10 cases involving our second manufacturer in which the manufacturer’s carrier has 
made some contribution to our settlement amount or any joint settlement, but for which we are seeking indemnity for the balance of 
our costs. 

  
Indemnity and Insurance Coverage Related to Pain Pump Claims 
  
We have sought indemnity and tendered the defense of the pain pump cases to the two manufacturers who supplied these 

pumps to us, to their products liability carriers and to our products liability carriers. These lawsuits are about equally divided between 
the two manufacturers. Both manufacturers have rejected our tenders of indemnity. Until early 2010, the base policy for one of the 
manufacturers was paying for our defense, but that policy has been exhausted by defense costs of the Company and the manufacturer 
and by settlements, and a second policy has been significantly eroded by defense costs of the Company and the manufacturer and is 
expected to be exhausted by settlements in the near future. This manufacturer has ceased operations, has little assets and no additional 
insurance coverage. The Company has asserted indemnification rights against the successor to this manufacturer and intends to pursue 
its claims appropriately. The base policy for the other manufacturer has been exhausted and the excess liability carriers for that 
manufacturer have not accepted coverage for the Company and are not expected to provide for its defense. The Company and this 
manufacturer have been cooperating in jointly negotiating settlements of those lawsuits in which both parties are named. Our products 
liability carriers have accepted coverage of these cases, subject to a reservation of the right to deny coverage for customary matters, 
including punitive damages and off-label promotion. In August 2010, one of our excess carriers for the period ending July 1, 2010 and 
for the supplemental extended reporting period (SERP) discussed below, which is insuring $10 million in excess of $25 million, 
informed us that it has reserved its right to rescind the policy based on an alleged failure by us and our insurance broker to disclose 
material information. We disagree with this allegation and are seeking to resolve the issue with this carrier. We could be exposed to 
material liabilities if our insurance coverage is not available or inadequate and the resources of the two manufacturers, including their 
respective products liability insurance policies, are unavailable or insufficient to pay the defense costs and settlements or judgments in 
these cases. 
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Pain Pump-Related HIPAA Subpoena 
  
On August 2, 2010, we were served with a subpoena under HIPAA seeking numerous documents related to our activities 

involving the pain pumps discussed above. The subpoena which was issued by the United States Attorney’s Office, Central District of 
California, refers to an official investigation by the DOJ and the FDA of Federal health care offenses. We are producing documents 
that are responsive to the subpoena. We believe that our actions related to our prior distribution of these pain pumps have been in 
compliance with applicable legal standards. We can make no assurance as to the resources that will be needed to respond to the 
subpoena or the final outcome of any investigation or further action. 

  
Cold Therapy Litigation 
  
Since mid-2010, we have been named in five multi-plaintiff lawsuits involving a total of 150 plaintiffs, alleging that the 

plaintiffs had been injured following use of certain cold therapy products manufactured by the Company. These lawsuits are in their 
early stages of discovery. The complaints are not specific as to the nature of the injuries, but allege various product liability theories, 
including inadequate warnings regarding the risks associated with the use of cold therapy and failure to incorporate certain safety 
features into the design. No specific dollar amounts of damages are alleged and as of December 31, 2010, we cannot estimate a range 
of potential loss. We have filed motions to dismiss and to sever and transfer the cases back to the plaintiffs’ respective local 
jurisdictions and intend to defend these matters aggressively. 

  
Our Product Liability Insurance Coverage 
  
We maintain product liability insurance that is subject to annual renewal. Our current policy covers claims reported between 

July 1, 2010 and June 30, 2011. No carriers were prepared to cover claims for this reporting period related to the pain pump products 
described above and therefore our current policies exclude coverage for those products. For the current policy year, we maintain 
coverage limits (together with excess policies) of up to $50 million, with self-insured retentions of $500,000 per claim for claims 
relating to our cold therapy units, $500,000 per claim for claims relating to invasive products, $75,000 per claim for claims relating to 
non-invasive products other than our cold therapy products, and an aggregate self-insured retention of $2.25 million. We purchased 
SERP coverage for our $80 million limit product liability policy that expired on June 30, 2010, and this supplemental coverage allows 
us to report pain pump claims beyond the end of the prior policy. Except for the additional excess coverage mentioned below, this 
SERP coverage does not provide additional limits to the aggregate $80 million limits on the prior policy but it does provide that these 
limits will remain available for pain pump claims reported for an extended period of time. Specifically, pain pump claims may be 
reported under the $10 million base policy for an indefinite period of time and for a period of five years under the excess layers (until 
such limits are eroded). We also purchased additional coverage of $25 million in excess of the $80 million limits with a five year 
reporting period. Thus, the SERP coverage has a total limit of $105 million (less amounts paid for claims reported under the prior 
policy period). This coverage is subject to a self-insured retention of $500,000 per claim for claims related to pain pumps, which has 
been satisfied. Our two product liability policies prior to the policy that expired on June 30, 2010 cover claims reported between 
July 1, 2007 and February 15, 2008 and between February 15, 2008 and July 1, 2009, respectively. The 2007-2008 policy provides for 
coverage (together with excess policies) of up to a limit of $20 million and the 2008-2009 policy provides for coverage (together with 
excess policies) of up to a limit of $25 million. Certain of the pain pump cases described above were reported under and are covered 
by these two policies, with the majority of cases covered by the 2009-2010 policy. Based on the claims made to date, two defenses 
verdicts on matters which have proceeded to trial and several settlements, we believe we have adequate insurance coverage for our 
product liability claims. However, if a product liability claim or series of claims is brought against us for uninsured liabilities or there 
is an increase in claims which is in excess of our available insurance coverage, our business could suffer materially. 

  
BGS Qui Tam Action and HIPAA Subpoena 
  
On April 15, 2009, we became aware of a qui tam action filed in Federal Court in Boston, Massachusetts in March 2005 and 

amended in December 2007 that names us as a defendant along with each of the other companies that manufactures and sells external 
bone growth stimulators, as well as The Blackstone Group L.P., an affiliate of DJO’s principal stockholder, and the principal 
stockholder of one of the other companies in the bone growth stimulation business. This case is captioned United States ex rel. 
Beirman v. Orthofix International, N.V., et al., Civil Action No. 05-10557 (D. Mass.). The case was sealed when originally filed and 
unsealed in March 2009. The plaintiff, or relator, alleges that the defendants have engaged in Medicare fraud and violated Federal and 
state false claims acts from the time of the original introduction of the devices by each defendant to the present by seeking 
reimbursement for bone growth stimulators as a purchased item rather than a rental item. The relator also alleges that the defendants 
are engaged in other marketing practices constituting violations of the Federal and various state anti-kickback statutes. On 
December 4, 2009, we filed a motion to dismiss the relator’s complaint. The relator filed a second amended complaint in May 2010 
that, among other things, dropped The Blackstone Group as a defendant. We filed another motion to dismiss directed at the second 
amended complaint, and that motion was denied. The case is proceeding to the discovery phase. Shortly before becoming aware of the 
qui tam action, we were advised that our bone growth stimulator business was the subject of an investigation by the DOJ,  
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and on April 10, 2009, we were served with a subpoena under HIPAA seeking numerous documents relating to the marketing and sale 
by us of bone growth stimulators. On September 21, 2009, we were served with a second HIPAA subpoena related to this DOJ 
investigation seeking additional documents relating to the marketing and sale by us of bone growth stimulators. We believe that these 
subpoenas are related to the DOJ’s investigation of the allegations in the qui tam action, although the DOJ has decided not to intervene 
in the qui tam action at this time. We believe that our marketing practices in the bone growth stimulation business are in compliance 
with applicable legal standards and we intend to defend this case and investigation vigorously. We can make no assurance as to the 
resources that will be needed to respond to these matters or the final outcome of such action and as of December 31, 2010, we cannot 
estimate a range of potential loss, fines or damages. 
  

PART II. 
  
ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS, AND ISSUER 
PURCHASES OF EQUITY SECURITIES 
  

As a result of the acquisition of ReAble by Blackstone in November 2006, the common stock of DJO is privately held, and 
there is no established trading market for DJO’s common stock. 

  
During the year ended December 31, 2010, DJO sold 93,128 shares of its common stock, at $16.46 per share, in an offering 

to certain accredited investors comprised of employees, directors and independent sales agents, subject to the execution of a 
stockholder agreement including certain rights and restrictions. Net proceeds from this offering were $1.5 million. These proceeds 
were contributed by DJO to us, and were used for working capital purposes. 

  
As of March 3, 2011, there were 19 holders of DJO’s common stock. 
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ITEM 6. SELECTED FINANCIAL DATA 
  

The following table presents data as of and for the periods indicated and has been derived from the audited historical 
consolidated financial statements. The data reported for all periods includes the results of operations attributable to businesses 
acquired from the date of acquisition. This selected financial data should be read in conjunction with the audited consolidated financial 
statements and related notes thereto, and Item 7. “Management’s Discussion and Analysis of Financial Condition and Results of 
Operations” in this Annual Report. 
  

On February 14, 2011, we issued a press release announcing our operating and financial results for the fourth quarter and 
year ended December 31, 2010. Those results were furnished to the SEC in a Form 8-K dated February 14, 2011. On March 1, 2011, 
we agreed to settle for the payment of $1.5 million a litigation contingency related to the 2007 sale of a spine product line by our 
surgical business. In accordance with FASB ASC Topic 450, Contingencies, this expense, net of income tax benefit of $0.6 million, 
has been reflected in the table below and in our audited consolidated financial statements included in Part II, Item 8, herein, thereby 
increasing the net loss attributable to DJOFL to $52.5 million as compared to the net loss attributable to DJOFL of $51.6 million that 
we reported in our press release furnished to the SEC in a Form 8-K dated February 14, 2011. 

  

  

(1)          The successor period reflects results of DJOFL and its subsidiaries after the acquisition of ReAble by Blackstone and includes the 
results of DJO Opco (and its successor, DJO, LLC) and its subsidiaries from November 20, 2007, the date of the DJO Merger, 
through December 31, 2010. Accordingly, the comparability of the results of the successor periods to the predecessor period is 
affected by differences in the basis of presentation. 
  

(2)          The predecessor period reflects results of ReAble prior to the acquisition by Blackstone. 
  

(3)          For additional information about our acquisitions in the past three years, see Note 4 of the notes to the audited consolidated 
financial statements included in Part II, Item 8, herein. 
  

(4)          We sold our Empi Therapy Solutions catalog business on June 12, 2009 and its results have been excluded from continuing 
operations for all periods presented. 
  

(5)          Results for the years ended December 31, 2009 and 2008 included intangible asset impairment charges of $7.0 million and  
$22.4 million, respectively. 
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    Successor (1) Predecessor (2)
      November 4, January 1,
             2006 through

 
2006 through

 

    Year Ended December 31,
  December 31,

 
November 3,

 

($ in thousands)  
  2010

 

2009
 

2008
 

2007
  2006 

 

2006
 

Statement of Operations Data (3) (4): 
               

Net sales  
  $ 965,973 $ 946,126 $ 948,469 $ 464,811

  $ 55,104 $ 287,124
Gross profit  

  620,703
 

607,407
 

598,292
 

279,613
  30,569

 

173,384
 

Loss from continuing operations  
  (51,675) (49,391) (97,683) (83,455) (41,663) (46,953)

Net loss attributable to DJOFL  
  (52,532) (50,433) (97,786) (82,422) (41,634) (46,776)

       
Other Financial Data: 

               

Depreciation and amortization (4) (5)  
  103,519

 

112,148
 

122,447
 

48,141
  6,402

 

14,772
 

       
Balance Sheet Data (at period end): 

               

Cash and cash equivalents  
  $ 38,132 $ 44,611 $ 30,483 $ 63,471

  $ 30,903 NA
Total assets  

  2,779,790
 

2,850,179
 

2,940,130
 

3,086,272
  1,060,636

 

NA
 

Long-term debt, net of current portion  
  1,816,291

 

1,796,944
 

1,832,044
 

1,818,598
  548,037

 

NA
 

DJOFL membership equity  
  504,139

 

555,860
 

598,366
 

704,988
  335,208

 

NA
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF 
OPERATIONS 
  
Forward Looking Statements 
  

The following management’s discussion and analysis contains “forward looking statements” within the meaning of 
Section 27A of the Securities Act and Section 21E of the Exchange Act that represent our expectations or beliefs concerning future 
events, including, but not limited to, statements regarding growth in sales of our products, profit margins and the sufficiency of our 
cash flow for future liquidity and capital resource needs. These forward-looking statements are further qualified by important factors 
that could cause actual results to differ materially from those in the forward-looking statements. These factors are described in Item 
1A, Risk Factors, noted above. Results actually achieved may differ materially from expected results included in these statements as a 
result of these or other factors. 

  
Introduction 
  

This management’s discussion and analysis of financial condition and results of operations is intended to provide an 
understanding of our results of operations, financial condition and where appropriate, factors that may affect future performance. The 
following discussion should be read in conjunction with the audited consolidated financial statements and notes thereto as well as the 
other financial data included elsewhere in this Annual Report. 

  
Overview of Business 
  

We are a global developer, manufacturer and distributor of high-quality medical devices and services that provide solutions 
for musculoskeletal health, vascular health and pain management. Our products address the continuum of patient care from injury 
prevention to rehabilitation after surgery, injury or from degenerative disease, enabling people to regain or maintain their natural 
motion. Our products are used by orthopedic specialists, spine surgeons, primary care physicians, pain management specialists, 
physical therapists, podiatrists, chiropractors, athletic trainers and other healthcare professionals. In addition, many of our medical 
devices and related accessories are used by athletes and patients for injury prevention and at-home physical therapy treatment. Our 
product lines include rigid and soft orthopedic bracing, hot and cold therapy, bone growth stimulators, vascular therapy systems and 
compression garments, electrical stimulators used for pain management and physical therapy products. Our surgical implant business 
offers a comprehensive suite of reconstructive joint products for the hip, knee and shoulder. Our products are marketed under a 
portfolio of brands including Aircast , DonJoy , ProCare , CMF , Empi , Chattanooga , DJO Surgical and Compex . 

  
Historical financial results include results of ReAble and its subsidiaries before and after its acquisition by Blackstone and 

include the results of DJO Opco (and its successor DJO, LLC) from the date of the DJO Merger through December 31, 2010. 
  

Operating Segments 
  

In the second quarter of 2010, we changed how we report financial information to senior management. Prior to the second 
quarter of 2010, our Recovery Sciences and Bracing and Supports Segments were reported together as the Domestic Rehabilitation 
Segment. During the second quarter, as a result of a sales and marketing leadership reorganization, these businesses are now 
separately evaluated and managed. Segment information for all periods presented has been restated to reflect this change. We 
currently develop, manufacture and distribute our products through the following four operating segments: 

  
Recovery Sciences Segment 
  

Our Recovery Sciences Segment, which generates its revenues in the United States, is divided into four main businesses: 
  
•                  Empi. Our Empi business unit offers our home electrotherapy, iontophoresis, and home traction products. We primarily 

sell these products directly to patients or to physical therapy clinics. For products sold to patients, we arrange billing to 
the patients and their third party payors. 

  
•                  Regeneration. Our Regeneration business unit sells our bone growth stimulation products. We sell these products either 

directly to patients or to independent distributors. For products sold to patients, we arrange billing to the patients and 
their third party payors. 
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•                  Chattanooga. Our Chattanooga business unit offers products in the clinical rehabilitation market in the category of 
clinical electrotherapy devices, clinical traction devices, and other clinical products and supplies such as treatment tables, 
continuous passive motion (CPM) devices and dry heat therapy. 

  
•                  Athlete Direct. Our Athlete Direct business unit offers consumers ranging from fitness enthusiasts to competitive athletes 

our Compex electrostimulation device, which is used in athletic training programs to aid muscle development and to 
accelerate muscle recovery after training sessions. 

  
Bracing and Supports Segment 
  

Our Bracing and Supports Segment, which generates its revenues in the United States, offers our DonJoy, ProCare and 
Aircast products, including rigid knee bracing, orthopedic soft goods, cold therapy products, and vascular systems. This segment also 
includes our OfficeCare business, through which we maintain an inventory of soft goods and other products at healthcare facilities, 
primarily orthopedic practices, for immediate distribution to patients. 

  
International Segment 
  

Our International Segment, which generates most of its revenues in Europe, sells all of our products and certain third party 
products through a combination of direct sales representatives and independent distributors. 

  
Surgical Implant Segment 
  

Our Surgical Implant Segment, which generates its revenues in the United States, develops, manufactures and markets a wide 
variety of knee, hip and shoulder implant products that serve the orthopedic reconstructive joint implant market. 

  
Our four operating segments enable us to reach a diverse customer base through multiple distribution channels and give us 

the opportunity to provide a wide range of medical devices and related products to orthopedic specialists and other healthcare 
professionals operating in a variety of patient treatment settings. These four segments constitute our reportable segments. See Note 21 
of the notes to the audited consolidated financial statements included in Part II, Item 8 herein for additional information. 

  
Recent Acquisitions, Dispositions and Other Transactions 
  

On January 4, 2011, we entered into a stock purchase agreement with Elastic Therapy, Inc. (ETI) and its shareholders and 
completed the purchase of all of the outstanding shares of capital stock of ETI. ETI is a designer and manufacturer of private label 
medical compression therapy products used to treat and prevent a wide range of venous disorders. On January 5, 2011, we converted 
ETI into a limited liability company. The purchase price was $45.8 million, subject to certain post-closing adjustments related to net 
working capital and certain other balances of ETI at closing. Of the purchase price, a total of $4.6 million was deposited in escrow for 
up to one year to fund indemnity claims and as deferred payments to assure retention of certain key employees. We will begin 
reporting the results of ETI within our Bracing and Supports and International Segments in our Quarterly Report on Form 10-Q for the 
quarter ended April 2, 2011. 

  
On February 4, 2011, we purchased the assets of an e-commerce business which offers various bracing, cold therapy and 

electrotherapy products, for total consideration of $3.0 million. We will begin reporting the results of this business within our Bracing 
and Supports Segment in our Quarterly Report on Form 10-Q for the quarter ended April 2, 2011. 

  
Acquisition of certain assets of South African distributor 
  

On September 20, 2010, we acquired certain assets and contractual rights from an independent South African distributor of 
DonJoy products for total consideration of $1.9 million. 

  
Acquisition of Chattanooga Group Inc. (Canada) 
  

On August 4, 2009, we acquired Chattanooga Group Inc., an independent Canadian distributor of certain of our products, for 
$7.2 million. 

  
Acquisition of Empi Canada Inc. 
  

On August 4, 2009, we acquired Empi Canada Inc., an independent Canadian distributor of certain of our products, for 
$7.4 million. 
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Acquisition of DonJoy Orthopaedics Pty. Ltd. 
  

On February 3, 2009, we acquired DonJoy Orthopaedics Pty., Ltd., an independent Australian distributor of DonJoy 
products, for a total cash consideration of $3.4 million. 

  
See Notes 4 and 24 of the notes to the audited consolidated financial statements included in Part II, Item 8, herein for 

additional information regarding the above acquisitions. 
  

Sale of Empi Therapy Solutions (ETS) 
  

On June 12, 2009 we sold a physical therapy catalog business to Patterson Medical Supply, Inc. for $21.8 million. As such, 
results of the ETS business for periods prior to the date of sale are presented as discontinued operations. See Note 5 of the notes to the 
audited consolidated financial statements included in Part II, Item 8, herein. 

  
Sale and Discontinuation of Other Product Lines 
  

During the fourth quarter of 2009 we sold all rights, title and interest to our spinal implant business and related property for 
$2.9 million. In addition, also during the fourth quarter of 2009, we sold our line of chiropractic tables known as the Ergostyle line, 
and the TE-CH3 product (together referred to as product line) and other assets used in or otherwise related to the manufacture, sale 
and marketing of the product line for $0.8 million. We also discontinued certain other non-core product lines in our Recovery Sciences 
and Bracing and Supports Segments in 2009. 

  
Results of Operations 
  

On February 14, 2011, we issued a press release announcing our operating and financial results for the fourth quarter and 
year ended December 31, 2010. Those results were furnished to the Securities and Exchange Commission (SEC) in a Form 8-K dated 
February 14, 2011. On March 1, 2011, we agreed to settle for the payment of $1.5 million a litigation contingency related to the 2007 
sale of a spine product line of our surgical business. In accordance with FASB ASC Topic 450, Contingencies, this expense, net of 
income tax benefit of $0.6 million, has been reflected in the table below and in our audited consolidated financial statements included 
in Part II, Item 8, herein, thereby increasing the net loss attributable to DJOFL to $52.5 million as compared to the net loss attributable 
to DJOFL of $51.6 million that we reported in our press release furnished to the SEC in a Form 8-K dated February 14, 2011. 
  

The following table sets forth our statements of operations as a percentage of net sales ($ in thousands): 
  

  

(1)          Cost of sales is exclusive of amortization of intangible assets of $36,343, $37,884, and $38,017 for the years ended 
December 31, 2010, 2009 and 2008, respectively. 
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    Year Ended December 31, 
    2010

 

2009
  2008

 

Net sales 
  $ 965,973 100.0% $ 946,126 100.0% $ 948,469 100.0%

Cost of sales (exclusive of amortization of 
intangible assets (1)) 

  345,270
 

35.7
 

338,719
 

35.8
  350,177

 

36.9
 

Gross profit 
  620,703 64.3 607,407 64.2

  598,292 63.1
Operating expenses: 

               

Selling, general and administrative 
  432,261

 

44.7
 

420,758
 

44.5
  439,059

 

46.3
 

Research and development 
  21,892

 

2.3
 

23,540
 

2.5
  26,938

 

2.8
 

Amortization and impairment of intangible 
assets 

  77,523 8.0 84,252 8.9
  98,954 10.4

Impairment of assets held for sale 
  1,147

 

0.1
 

—
 

0.0
  —

 

0.0
 

    532,823
 

55.2
 

528,550
 

55.9
  564,951

 

59.6
 

Operating income 
  87,880

 

9.1
 

78,857
 

8.3
  33,341

 

3.5
 

       
Other income (expense): 

               

Interest expense 
  (155,181) (16.1) (157,032) (16.6) (173,162) (18.3)

Interest income 
  310 0.0 1,033 0.1

  1,662 0.2
Loss on modification and extinguishment 

of debt 
  (19,798) (2.0) —

 

0.0
  —

 

0.0
 

Other income (expense), net 
  859

 

0.1
 

6,073
 

0.6
  (9,205) (1.0)

    (173,810) (18.0) (149,926) (15.9) (180,705) (19.1)
Loss from continuing operations before 

income taxes 
  (85,930) (8.9) (71,069) (7.5) (147,364) (15.5)

Income tax benefit 
  34,255 3.5 21,678 2.3

  49,681 5.2
Income (loss) from discontinued operations, net 

  —
 

0.0
 

(319) 0.0
  946

 

0.1
 

Net loss 
  (51,675) (5.3) (49,710) (5.2) (96,737) (10.2)

Net income attributable to noncontrolling 
interests 

  (857) (0.1) (723) (0.1) (1,049) (0.1)
Net loss attributable to DJOFL 

  $ (52,532) (5.4)% $ (50,433) (5.3)% $ (97,786) (10.3)%
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Year Ended December 31, 2010 (2010) Compared to Year Ended December 31, 2009 (2009) 
  
Net Sales. Our net sales for 2010 were $966.0 million, compared to net sales of $946.1 million for 2009, representing a 2.1% 

increase year over year. Sales growth for 2010 was negatively impacted by $4.1 million of unfavorable changes in foreign exchange 
rates compared to the rates in effect for 2009. On the basis of constant currency rates, net sales increased 2.5% for 2010 compared to 
2009. Product lines sold or discontinued in 2009 generated revenue of $9.5 million in 2009. Excluding 2009 revenue from these 
product lines, net sales increased 3.1% for 2010 compared to 2009. 

  
For 2010, we generated 25.3% of our net sales from customers outside the United States as compared to 25.5% for 2009. 

Additionally, sales of new products, which include products that have been on the market less than one year, were $19.7 million for 
2010, compared to new product sales of $12.3 million for 2009. 

  
The following table sets forth the mix of our net sales ($ in thousands): 

  

  
Net sales in our Recovery Sciences Segment were $347.1 million for 2010, reflecting an increase of 1.5% over net sales of 

$342.0 million for 2009. Increases in sales of new products in our Empi business unit, and improved sales of the products in our 
Chattanooga business unit, were partially offset by the impact of discontinuing certain Chattanooga products which contributed 
revenue of $3.8 million in 2009. 

  
Net sales in our Bracing and Supports Segment were $311.6 million for 2010, reflecting an increase of 4.3% over net sales of 

$298.8 million for 2009. The increase was driven primarily by increased unit sales across most product lines, and increased revenue 
under our new soft goods contract with the Novation group purchasing organization. Growth in this segment was negatively impacted 
due to conversions wherein a greater percentage of clinics handled their own insurance reimbursement billing as opposed to billing for 
the reimbursement through our OfficeCare program. While we generally retain the unit sales in these conversions, the lower average 
selling price per unit negatively impacts sales for 2010 as compared to 2009. In addition, the pain pump product line contributed 
revenue of $0.3 million in 2009 before sales of this product were discontinued. 

  
Net sales in our International Segment were $244.5 million for 2010, reflecting an increase of $3.0 million, or 1.3% over net 

sales of $241.5 million for 2009. Strong sales of our Bracing and Supports products across all major international markets, and 
continued improvement in sales of our Chattanooga products were partially offset by the impact of the discontinuation of certain 
Chattanooga products sold in international markets, which contributed revenue of $3.5 million in 2009. On the basis of constant 
currency rates, net sales in our International Segment increased 3.0% for 2010 compared to 2009. 

  
Net sales in our Surgical Implant Segment were $62.7 million for 2010, as compared to $63.9 million for 2009, representing 

a decrease of 1.8%. The decrease was primarily attributable to the loss of a few key customers of our hip and knee products, and the 
impact of the 2009 sale of a non-core spine product line which contributed revenue of $1.9 million in 2009. These decreases were 
partially offset by increased sales of our shoulder products, and strong sales of our hip revision system, a new product offered under 
our partnership with Lima Corporate. 

  
Gross Profit.  Consolidated gross profit was 64.3% of net sales for 2010, a slight increase compared to gross profit of 64.2% 

of net sales for 2009. Gross profit margin for 2010 was favorably impacted by cost savings achieved in connection with the 
Chattanooga integration and various other integration activities, and unfavorably impacted by a lower margin mix of products sold, 
and unfavorable changes in foreign currency exchange rates compared to the rates in effect in 2009. 

  
Gross profit in our Recovery Sciences Segment was 76.4% of net sales for 2010 compared to 75.3% for 2009. The increase 

as a percentage of net sales was primarily driven by cost savings resulting from the integration of our Chattanooga business 
operations. 

  
Gross profit in our Bracing and Supports Segment was 54.8% of net sales for 2010 compared to 56.2% for 2009. The 

decrease in our gross profit as a percentage of net sales was primarily attributable to a lower margin mix of products sold, including 
the impact attributable to clinics choosing to do their own insurance reimbursement billing, as opposed to billing for the 
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    2010 
  

% of Net
Sales

 

2009
 

% of Net
Sales

  
Increase 

(Decrease)
 

% Increase
(Decrease)

 

Recovery Sciences Segment 
  $ 347,139

  35.9% $ 342,026
 

36.1% $ 5,113
 

1.5%
Bracing and Supports Segment 

  311,620
  32.3

 

298,759
 

31.6
  12,861

 

4.3
 

International Segment 
  244,493

  25.3
 

241,464
 

25.5
  3,029

 

1.3
 

Surgical Implant Segment 
  62,721

  6.5
 

63,877
 

6.8
  (1,156) (1.8)

    $ 965,973
  100.0% $ 946,126

 

100.0% $ 19,847
 

2.1%
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reimbursement through our OfficeCare program. While we generally retain the unit sales in these conversions, lower average selling 
price per unit negatively impacts gross margin. 
  

Gross profit in our International Segment was 58.7% of net sales for 2010 compared to 56.8% for 2009. The increase as a 
percentage of net sales was primarily driven by the impact of a higher margin mix of products sold, and cost savings associated with 
the integration of our Chattanooga business operations, partially offset by unfavorable changes in foreign exchange rates compared to 
the rates in effect for 2009. 

  
Gross profit in our Surgical Implant Segment was 73.4% for 2010 compared to 78.0% for 2009. The decrease was primarily 

driven by lower sales volume and the unfavorable impact of certain non-recurring inventory adjustments in 2010. 
  
Selling, General and Administrative (SG&A).  Our SG&A expenses were $432.3 in 2010, compared to $420.8 million in 

2009. SG&A expenses for both years were impacted by non-recurring charges, including significant amounts related to our global 
ERP implementation, and other adjustments related to ongoing restructuring activities and acquisitions. We incurred the following 
SG&A expenses in connection with such activities during the periods presented: 
  

  
During 2010, we commenced a U.S. commercial sales and marketing reorganization in which we integrated the U.S. 

marketing and sales operations under new leadership. In connection with this reorganization, we incurred $8.2 million of expenses in 
2010. In addition during 2010, we paid insurance premiums of $11.1 million related to a supplemental five-year extended reporting 
period for product liability claims related to our discontinued pain pump products, for which annual insurance coverage was not 
renewed. 

  
Research and Development (R&D).  Our R&D expense decreased to $21.9 million for 2010 from $23.5 million for 2009, 

primarily reflecting cost savings initiatives from integration related activities. As a percentage of net sales, R&D expense for 2010 
decreased to 2.3% compared to 2.5% for 2009. 

  
Amortization and Impairment of Intangible Assets.  Amortization and impairment of intangible assets decreased to 

$77.5 million for 2010 from $84.3 million for 2009. Results for 2009 included $7.0 million related to two indefinite lived intangible 
assets determined to be impaired of which $3.9 million was related to our Bracing and Supports Segment, and $3.1 million was related 
to our Recovery Sciences Segment. There were no impairment charges recognized during 2010. 

  
Interest Expense.  Our interest expense was $155.2 million for 2010 compared to $157.0 million for 2009. Overall, we 

benefited from lower weighted average interest rates on outstanding borrowings during 2010, as compared to 2009. This benefit was 
partially offset by $4.5 million of accelerated amortization of debt discount and issuance costs related to $182.5 million of early 
prepayments of our term loans in conjunction with certain debt modification and extinguishment activities during 2010. 

  
Loss on Modification and Extinguishment of Debt.  We recognized a loss of $19.8 million during 2010 related to the 

modification and extinguishment of debt, which included $13.6 million attributable to the issuance of our $300.0 million aggregate 
principal amount of 9.75% Senior Subordinated Notes in October 2010, $4.3 million due to the write off of the remaining unamortized 
debt issuance costs associated with our $200.0 million aggregate principal amount of 11.75% Notes, which we redeemed during the 
fourth quarter of 2010, and $1.9 million of fees associated with this redemption, and related amendments to our Senior Secured Credit 
Facility. 
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  Years Ended December 31 
(in thousands) 2010  2009 
Integration charges: 

     

Employee severance and relocation
 

$ 2,781
 

$ 7,938
 

U.S commercial sales and marketing reorganization 8,195 —
Chattanooga integration 

 

4,106
 

620
 

DJO Merger and other integration 3,564 13,386
International integration 

 

191
 

5,142
 

Litigation costs and settlements, net
 

7,561
 

2,845
 

Additional product liability insurance premiums
 

11,138
 

—
 

Reversal of reimbursement claims 
 

—
 

(6,000)
ERP implementation 

 

16,916
 

18,163
 

   

$ 54,452
 

$ 42,094
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Other Income (Expense), Net.  Other income totaled $0.9 million for 2010 as compared to $6.1 million for 2009. Results for 
2009 included a $3.1 million gain related to the sales of certain non-core product lines. The remaining activity for 2009 was primarily 
attributable to net realized and unrealized foreign currency translation gains. Results for 2010 were primarily attributable to net 
realized and unrealized foreign currency translation gains. 

  
Income Tax Benefit.  We recorded an income tax benefit of $34.3 million for 2010 compared to $21.7 million for 2009. Our 

effective tax rate for 2010 was 39.9% as compared to 30.5% for 2009. Income tax benefit for both years is net of tax expense related 
to foreign operations, deferred taxes on the assumed repatriation of foreign earnings, and other non-deductible items. 

  
Year Ended December 31, 2009 (2009) Compared to Year Ended December 31, 2008 (2008) 
  
Net Sales. Net sales for 2009 were $946.1 million compared to net sales of $948.5 million for 2008. Net sales for 2009 were 

negatively impacted by $13.9 million of unfavorable changes in foreign exchange rates compared to the rates in effect for 2008. On 
the basis of constant currency rates, net sales increased 1.2% for 2009 compared to 2008. 

  
For 2009, we generated 25.5% of our net sales from customers outside the United States as compared to 26.6% for 2008. 

Additionally, sales of new products, which include products that have been on the market less than one year, were $12.3 million for 
2009 compared to $27.2 million for 2008. 

  
The following table sets forth the mix of our net sales ($ in thousands): 

  

  
Net sales in our Recovery Sciences Segment were $342.0 million for 2009, compared to $338.6 million for 2008. Growth 

across the majority of our product lines was offset by declines in revenues in our Chattanooga business due to the economic downturn 
and constraints in the credit markets which compelled customers to reduce purchases of capital equipment items supplied by our 
Chattanooga business unit, and a slowdown in certain customer purchasing due to the overall global economic decline. 

  
Net sales in our Bracing and Supports Segment were $298.8 million for 2009, compared to $296.0 million for 2008. 

Increased sales of cold therapy and vascular systems products were offset in part by decreased sales of soft goods and rigid knee 
bracing products during 2009. 

  
Net sales in our International Segment were $241.5 million for 2009, compared to $252.3 million for 2008, representing a 

decrease of 4.3%. The decrease was driven primarily by $13.9 million of unfavorable changes in foreign exchange rates compared to 
rates in effect for 2008 and reduced sales of consumer products and clinical physical therapy equipment, partially offset by revenues 
from independent distributors acquired in 2009 in Australia and Canada. On the basis of constant currency rates, net sales in our 
International Segment increased 1.2% for 2009 compared to 2008. 

  
Net sales in our Surgical Implant Segment were $63.9 million for 2009, compared to $61.6 million for 2008, representing an 

increase of 3.7%, which was driven primarily by increased sales of our shoulder products. 
  
Gross Profit.  Consolidated gross profit increased to 64.2% of net sales for 2009, compared to 63.1% for 2008. The increase 

in our gross profit margin as a percentage of net sales is primarily attributable to cost improvement initiatives implemented in 2008 
and 2009 and the benefits of a higher margin mix of products sold, partially offset by unfavorable changes in foreign exchange rates 
compared to the rates in effect in 2008. Gross profit for 2008 was negatively impacted by $4.7 million attributable to amortization of 
fair value adjustments related to inventory acquired in the DJO Merger. There were no such adjustments for 2009. 

  
Gross profit in our Recovery Sciences Segment was 75.3% of net sales for 2009, compared to 73.5% for 2008. The increase 

was primarily attributable to cost saving initiatives implemented in 2008 and 2009 and the benefit of a higher margin mix of products 
sold. 
  

Gross profit in our Bracing and Supports Segment was 56.2% of net sales for 2009, compared to 52.4% for 2008. The 
increase was primarily attributable to cost improvement initiatives implemented in 2008 and 2009, and the benefits of a higher margin
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    2009 
  

% of Net
Sales

 

2008
 

% of Net
Sales

  
Increase 

(Decrease) 
 

% Increase
(Decrease)

 

Recovery Sciences Segment 
  $ 342,026

  36.1% $ 338,592
 

35.7% $ 3,434
 

1.0%
Bracing and Supports Segment 

  298,759
  31.6

 

295,967
 

31.2
  2,792

 

0.9
 

International Segment 
  241,464

  25.5
 

252,313
 

26.6
  (10,849) (4.3)

Surgical Implant Segment 
  63,877

  6.8 61,597 6.5
  2,280 3.7

    $ 946,126
  100.0% $ 948,469

 

100.0% $ (2,343) (0.2)%
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mix of products sold. Gross profit for 2008 was negatively impacted by $4.7 million attributable to amortization of fair value 
adjustments related to inventory acquired in the DJO Merger. There were no such adjustments for 2009. 
  

Gross profit in our International Segment was 56.8% of net sales for 2009, compared to 60.2% for 2009. The decrease was 
primarily driven by unfavorable changes in foreign exchange rates compared to the rates in effect in 2008, and the impact of a lower 
margin mix of products sold. 

  
Gross profit in our Surgical Implant Segment was 78.0% of net sales for 2009, compared to 81.9% for 2008. The decrease 

was primarily driven by a lower margin mix of products sold and higher inventory obsolescence costs. 
  
Selling, General and Administrative (SG&A).  Our SG&A expenses decreased to $420.8 million for 2009 from 

$439.1 million for 2008. SG&A expenses for both years were impacted by non-recurring charges, including significant amounts 
related to our global ERP implementation, and other adjustments related to ongoing restructuring activities and acquisitions. We 
incurred the following SG&A expenses in connection with such activities during the periods presented: 
  

  
SG&A expenses for 2009 were favorably impacted by various cost savings initiatives implemented in 2009 and 2008 

including headcount reductions and facilities consolidations, which resulted in a decrease in overall wage expenses and reduced 
commissions expense. 
  

Research and Development (R&D).  Our R&D expense decreased to $23.5 million for 2009, compared to $26.9 million for 
2008. The decrease is primarily related to cost savings initiatives, and lower wages from reduced headcount. As a percentage of net 
sales, R&D expense decreased to 2.5% for 2009 compared to 2.8% for 2008. 

  
Amortization and Impairment of Intangible Assets.  Amortization and impairment of intangible assets was $84.3 million and 

$99.0 million for 2009 and 2008, respectively. Results for 2009 included $7.0 million related to two indefinite lived intangible assets 
determined to be impaired of which $3.9 million was related to our Bracing and Supports Segment, and $3.1 million was related to our 
Recovery Sciences Segment. Results for 2008 included $10.1 million related to an indefinite lived intangible asset with our Recovery 
Sciences Segment, and $12.3 million resulting from the abandonment of a trade name related to our Surgical Implant business. 

  
Interest Expense.  Interest expense decreased to $157.0 million for 2009 compared to $173.2 million for 2008. The decrease 

is primarily related to a decrease in weighted average borrowings outstanding during 2009 as compared to 2008 as well as lower 
weighted average interest rates on our term loan and revolving credit facility borrowings. 

  
Other Income (Expense), Net.  Other income was $6.1 million for 2009 compared to other expense of $9.2 million for 2008. 

Results for 2009 included a $3.1 million gain related to the sales of certain non-core product lines, as well as net realized and 
unrealized foreign currency translation gains. Results for 2008 primarily reflect net realized and unrealized foreign currency 
transaction losses. 

  
Income Tax Benefit.  We recorded an income tax benefit of $21.7 million for 2009 compared to $49.7 million for 2008. Our 

effective tax rate for 2009 and 2008 was 30.5% and 33.7%, respectively. Income tax benefit for both years is net of tax expense 
related to foreign operations, deferred taxes on the assumed repatriation of foreign earnings, and other non-deductible items. 

  
Recent Accounting Pronouncements 
  

During the year ended December 31, 2010, there we no accounting pronouncements adopted which had a material impact on 
our financial position, results of operations, or cash flows. 
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Years Ended December 31, 
 

(in thousands) 
 

2009
  2008 

 

Integration charges: 
     

Employee severance and relocation
 

$ 7,938
 

$ 9,095
 

Chattanooga integration 
 

620
 

—
 

DJO Merger and other integration 13,386 16,097
International integration 

 

5,142
 

639
 

Litigation costs and settlements, net 2,845 (1,214)
Reversal of reimbursement claims 

 

(6,000) —
 

ERP implementation 
 

18,163
 

5,247
 

   

$ 42,094
 

$ 29,864
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Liquidity and Capital Resources 
  

On October 5, 2010, we entered into Amendment No. 2 to the Senior Secured Credit Facility, which permitted us to (1) issue 
$300.0 million in aggregate principal amount of new subordinated notes to be co-issued by DJOFL and DJO Finco; (2) use the 
proceeds from the offering to repurchase or redeem all of our existing 11.75% Notes due 2014; (3) prepay a portion of the term loans 
under our Senior Secured Credit Facility and (4) pay related premiums, fees and expenses, all without utilizing existing debt 
incurrence capacity under our Senior Secured Credit Facility. In connection with this amendment, we incurred $0.7 million of fees and 
expenses, which were expensed during the fourth quarter of 2010. On October 18, 2010, we issued $300.0 million aggregate principal 
amount of new 9.75% Senior Subordinated Notes (9.75% Notes), as described below. During October 2010, we made voluntary 
aggregate prepayments of $79.0 million of the term loans under our Senior Secured Credit Facility. In connection with these 
prepayments, we accelerated $0.6 million of amortization of the unamortized original issue discount as of the prepayment dates, and 
recognized a non-cash loss of $1.2 million attributable to the write off of unamortized debt issuance costs as of the prepayment dates 
relating to the portion of the term loans that were repaid. 

  
As of December 31, 2010, our primary source of liquidity consisted of cash and cash equivalents totaling $38.1 million and 

$100.0 million of available borrowings under our revolving credit facility, as described below. Working capital at December 31, 2010 
was $204.1 million. We believe that our existing cash, plus the amounts we expect to generate from operations and amounts available 
through our revolving credit facility, will be sufficient to meet our operating needs for the next twelve months, including working 
capital requirements, capital expenditures, and debt and interest repayment obligations. While we currently believe that we will be 
able to meet all of the financial covenants imposed by our Senior Secured Credit Facility, there is no assurance that we will in fact be 
able to do so or that, if we do not, we will be able to obtain from our lenders waivers of default or amendments to the Senior Secured 
Credit Facility in the future. We and our subsidiaries, affiliates, or significant shareholders (including Blackstone and its affiliates) 
may from time to time, in our or their sole discretion, purchase, repay, redeem or retire any of our outstanding debt or equity securities 
(including any publicly issued debt securities), in privately negotiated or open market transactions, by tender offer or otherwise. 

  
A summary of our cash flow activity is presented below (in thousands): 

  

  
Cash Flows 
  

Operating activities provided $25.6 million and $67.8 million of cash for 2010 and 2009, respectively, and used $12.1 million 
of cash in 2008. Cash provided by (used in) operating activities for all years presented primarily represented our net loss, adjusted for 
non-cash expenses, and an increase in working capital. The primary non-cash expenses added back to net income include depreciation 
related to property and equipment, and amortization and impairment of intangible assets. During 2010, we incurred expenses of $19.8 
million in connection with the modification and extinguishment of debt associated with amendments to our Senior Secured Credit 
Facility, and the premiums and fees associated with the redemption of our 11.75% Notes, of which $15.5 million was paid in cash. For 
2010, 2009 and 2008, cash paid for interest was $139.1 million, $144.2 million and $158.8 million, respectively. 

  
Investing activities used $30.2 million, $16.0 million, and $29.6 million of cash for 2010, 2009 and 2008, respectively. Cash 

used in investing activities for 2010 primarily consisted of $27.2 million of purchases of property and equipment, including 
$13.8 million for our new ERP system, $1.2 million related to the acquisition of assets from an independent South African distributor, 
and the payment of $0.8 million related to an earn-out provision associated with the 2009 acquisition of an independent Australian 
distributor. Cash used in investing activities for 2009 primarily consisted of $28.9 million of purchases of property and equipment, 
including $7.8 million for our new ERP system, and the acquisition of businesses for a total of $13.1 million, partially offset by $25.7 
million of proceeds from sales of assets, including $21.8 million attributable to our sale of ETS. Cash used in investing activities for 
2008 primarily consisted of $25.9 million of purchases of property and equipment, including $5.3 million for our new ERP system and 
the acquisition of businesses, including $5.1 million of payments related to acquisitions consummated in the year ended December 31, 
2007. 

  
Financing activities provided $0.4 million of cash for 2010, used $35.3 million of cash for 2009, and provided $8.9 million of 

cash for 2008. During 2010, cash provided by financing activities primarily consisted of cash received from issuances of 
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  2010 2009
  2008

Cash provided by (used in) operating activities $ 25,594 $ 67,794
  $ (12,061)

Cash used in investing activities 
 

(30,195) (16,000) (29,596)
Cash provided by (used in) financing activities 413 (35,261) 8,865
Effect of exchange rate changes on cash and cash 

equivalents 
 

(2,291) (2,405) (196)
Net increase (decrease) in cash and cash 

equivalents 
 

$ (6,479) $ 14,128
  $ (32,988)
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$100.0 million aggregate principal of 10.875% Notes, and $300.0 million aggregate principal of 9.75% Notes, offset by cash paid for 
the redemption of our $200.0 million aggregate principal of 11.75% Notes, prepayments of $182.5 million of term loans under the 
Senior Secured Credit Facility, and payment of $10.3 million of capitalized debt issuance costs in connection with the issuance and 
registered exchange offer of our $100.0 million 10.875% Notes and the issuance of our $300.0 million of 9.75% Notes. In addition, 
during 2010 we received an investment of $1.5 million from DJO, our indirect parent, related to proceeds from the issuance of DJO 
common stock to certain accredited investors. Cash used in financing activities for 2009 primarily represented net payments on long-
term debt and revolving lines of credit. Cash provided by financing activities for 2008 represented net proceeds from long-term debt 
and revolving lines of credit. 
  
Indebtedness 
  

As of December 31, 2010, we had $1,826.9 million in aggregate indebtedness outstanding, exclusive of unamortized original 
issue discount of $6.0 million, and unamortized original issue premium of $4.2 million. 

  
Senior Secured Credit Facility 
  

Overview.  The Senior Secured Credit Facility originally provided senior secured financing of $1,165.0 million, consisting of 
a $1,065.0 million term loan facility and a $100.0 million revolving credit facility. We issued the term loan facility of the Senior 
Secured Credit Facility at a 1.2% discount, resulting in net proceeds of $1,052.4 million. As of December 31, 2010, the balance 
outstanding under the term loan facility was $845.8 million, net $6.0 million of unamortized original issue discount. As of 
December 31, 2010, there were no amounts outstanding under the revolving credit facility. 

  
Interest Rate and Fees.  Borrowings under the Senior Secured Credit Facility bear interest at a rate equal to an applicable 

margin plus, at our option, either (a) a base rate determined by reference to the higher of (1) the prime rate as defined and (2) the 
federal funds rate plus 0.50% or (b) the Eurodollar rate determined by reference to the costs of funds for deposits in U.S. dollars for 
the interest period relevant to each borrowing adjusted for required reserves. The current applicable margins for borrowings under the 
term loan facility and the revolving credit facility is 2.00% with respect to base rate borrowings and 3.00% with respect to Eurodollar 
borrowings. The applicable margin for borrowings under the term loan facility and the revolving credit facility may be reduced subject 
to us attaining certain leverage ratios. 

  
We use interest rate swap agreements in an effort to hedge our exposure to fluctuating interest rates related to a portion of our 

Senior Secured Credit Facility (See Note 11 of the notes to the audited consolidated financial statements included in Part II, Item 8, 
herein). As of December 31, 2010, our weighted average interest rate for all borrowings under the Senior Secured Credit Facility was 
4.08%. 

  
In addition to paying interest on outstanding principal under the Senior Secured Credit Facility, we are required to pay a 

commitment fee to the lenders under the revolving credit facility in respect of the unutilized commitments thereunder. The initial 
commitment fee rate is 0.50% per annum. The commitment fee rate may be reduced subject to us attaining certain leverage ratios. We 
must also pay customary letter of credit fees. 

  
Amortization.  We are required to pay annual amortization (payable in equal quarterly installments) on the loans under the 

term loan facility in an amount equal to 1.00% of the funded total principal amount through February 2014 with the remaining amount 
payable in May 2014. Principal amounts outstanding under the revolving credit facility are due and payable in full at maturity, which 
is November 2013. 

  
Certain Covenants and Events of Default.  The Senior Secured Credit Facility contains a number of covenants that, among 

other things, restrict, subject to certain exceptions, our and our subsidiaries’ ability to: 
  
•                  incur additional indebtedness; 
  
•                  create liens on assets; 
  
•                  change fiscal years; 
  
•                  enter into sale and leaseback transactions; 
  
•                  engage in mergers or consolidations; 
  
•                  sell assets; 
  
•                  pay dividends and make other restricted payments; 
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•                  make investments, loans or advances; 
  
•                  repay subordinated indebtedness; 
  
•                  make certain acquisitions; 
  
•                  engage in certain transactions with affiliates; 
  
•                  restrict the ability of restricted subsidiaries that are not Guarantors to pay dividends or make distributions; 
  
•                  amend material agreements governing our subordinated indebtedness; and 
  
•                  change our lines of business. 
  
Pursuant to the terms of the credit agreement relating to the Senior Secured Credit Facility, we are required to maintain a 

maximum senior secured leverage ratio of consolidated senior secured debt to Adjusted EBITDA of 3.50:1 stepping down to 3.25:1 by 
the end of 2011. Adjusted EBITDA is defined as net income (loss) attributable to DJOFL, plus (income) loss from discontinued 
operations, interest expense, net, income tax benefit and depreciation and amortization, further adjusted for certain non-cash items, 
non-recurring items and other adjustment items, as permitted in calculating covenant compliance under our Senior Secured Credit 
Facility and the Indentures governing our 10.875% Notes and 9.75% Notes. Adjusted EBTDA is a material component of these 
covenants. As of December 31, 2010, our actual senior secured leverage ratio was within the required ratio at 3.07:1. 

  
Adjusted EBITDA should not be considered as an alternative to net income or other performance measures presented in 

accordance with GAAP, or as an alternative to cash flow from operations as a measure of our liquidity. Adjusted EBITDA does not 
represent net income (loss) or cash flow from operations as those terms are defined by GAAP and does not necessarily indicate 
whether cash flows will be sufficient to fund cash needs. In particular, the definition of Adjusted EBITDA in the Indentures and our 
Senior Secured Credit Facility allows us to add back certain non-cash, extraordinary, unusual or non-recurring charges that are 
deducted in calculating net loss. However, these are expenses that may recur, vary greatly and are difficult to predict. While Adjusted 
EBITDA and similar measures are frequently used as measures of operations and the ability to meet debt service requirements, 
Adjusted EBITDA is not necessarily comparable to other similarly titled captions of other companies due to the potential 
inconsistencies in the method of calculation. 

  
10.875% Notes and 9.75% Notes 
  

The Indentures governing the $675.0 million principal amount of 10.875% Notes and the $300.0 million principal amount of 
9.75% Notes limit our (and most or all of our subsidiaries’) ability to: 

  
•                  incur additional debt or issue certain preferred shares; 
  
•                  pay dividends on or make other distributions in respect of our capital stock or make other restricted payments; 
  
•                  make certain investments; 
  
•                  sell certain assets; 
  
•                  create liens on certain assets to secure debt; 
  
•                  consolidate, merge, sell or otherwise dispose of all or substantially all of our assets; 
  
•                  enter into certain transactions with our affiliates; and 
  
•                  designate our subsidiaries as unrestricted subsidiaries. 
  
Under the Indentures governing our 10.875% Notes and our 9.75% Notes, our ability to incur additional debt, subject to 

specified exceptions, is tied to either improving the ratio of our Adjusted EBITDA to fixed charges or having this ratio be at least 
2.00:1 on a pro forma basis after giving effect to such incurrence. Additionally, our ability to make certain restricted payments is also 
tied to having an Adjusted EBITDA to fixed charges ratio of at least 2.00:1 on a pro forma basis, as defined, subject to specified 
exceptions. Our ratio of Adjusted EBITDA to fixed charges for the twelve months ended December 31, 2010, measured on that date, 
was 1.80:1. Notwithstanding these limitations, the aggregate amount of term loan increases and revolving commitment increases shall 
not exceed the greater of (i) $150.0 million and (ii) the additional aggregate amount of secured indebtedness which would be 
permitted to be incurred as of any date of determination (assuming for this purpose that the full amount of any revolving credit 
increase had been utilized as of such date) such that, after giving pro forma effect to such incurrence (and any other transactions 
consummated on such date), the senior secured leverage ratio for the immediately preceding test period would not be greater than 
3.50:1. Fixed charges is defined in the Indentures as consolidated interest expense plus all cash dividends or other distributions paid on
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any series of preferred stock of any restricted subsidiary and all dividends or other distributions accrued on any series of disqualified 
stock. 
  
Covenant Compliance 
  

The following is a summary of our covenant requirements and pro forma ratios as of December 31, 2010: 
  

  
As described above, our Senior Secured Credit Facility consisting of an $851.8 million term loan facility, exclusive of $6.0 

million of unamortized debt discount as of December 31, 2010, and a $100.0 million revolving credit facility, and the Indentures 
governing the $675.0 million of 10.875% Notes and the $300.0 million of 9.75% Notes represent significant components of our 
capital structure. Under our Senior Secured Credit Facility, we are required to maintain specified senior secured leverage ratios, which 
become more restrictive over time, and which are determined based on our Adjusted EBITDA. If we fail to comply with the senior 
secured leverage ratio under our Senior Secured Credit Facility, we would be in default under the credit facility. Upon the occurrence 
of an event of default under the Senior Secured Credit Facility, the lenders could elect to declare all amounts outstanding under the 
Senior Secured Credit Facility to be immediately due and payable and terminate all commitments to extend further credit. If we were 
unable to repay those amounts, the lenders under the Senior Secured Credit Facility could proceed against the collateral granted to 
them to secure that indebtedness. We have pledged substantially all of our assets as collateral under the Senior Secured Credit Facility. 
Any acceleration under the Senior Secured Credit Facility would also result in a default under the Indentures governing the Notes, 
which could lead to the noteholders electing to declare the principal, premium, if any, and interest on the then outstanding Notes 
immediately due and payable. In addition, under the Indentures governing the Notes, our ability to engage in activities such as 
incurring additional indebtedness, making investments, refinancing subordinated indebtedness, paying dividends and entering into 
certain merger transactions is governed, in part, by our ability to satisfy tests based on Adjusted EBITDA. 

  
Our ability to meet the covenants specified above will depend on future events, many of which are beyond our control, and 

we cannot assure you that we will meet those covenants. A breach of any of these covenants in the future could result in a default 
under our Senior Secured Credit Facility and the Indentures, at which time the lenders could elect to declare all amounts outstanding 
under our Senior Secured Credit Facility to be immediately due and payable. Any such acceleration would also result in a default 
under the Indentures. 

  
The following table provides a reconciliation from our net loss to Adjusted EBITDA for the years ended December 31, 2010, 

2009 and 2008. The terms and related calculations are defined in the credit agreement relating to our Senior Secured Credit Facility 
and the Indentures. 
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Covenant
Requirements 

  Actual Ratios
 

Senior Secured Credit Facility 
      

Maximum ratio of consolidated net senior secured debt to 
Adjusted EBITDA 3.50:1

  3.07:1
10.875% Notes and 9.75% Notes 

      

Minimum ratio of Adjusted EBITDA to fixed charges required 
to incur additional debt pursuant to ratio provision, pro forma

 

2.00:1
  1.80:1

 

  (unaudited) 
   

Year Ended December 31, 
 

(in thousands) 
 

2010
 

2009
  2008

 

Net loss attributable to DJO Finance LLC
 

$ (52,532) $ (50,433) $ (97,786)
Loss (income) from discontinued operations, net

 

—
 

319
  (946)

Interest expense, net 
 

154,871
 

155,999
  171,500

 

Income tax benefit (34,255) (21,678) (49,681)
Depreciation and amortization 

 

103,519
 

112,148
  122,451

 

Non-cash charges (a) 3,460 4,208
  6,081

Non-recurring and integration charges (b)
 

60,175
 

53,970
  43,020

 

Other adjustment items, before permitted pro 
forma adjustments (c) 

 

27,112
 

(4,091) 18,101
 

   

262,350
 

250,442
  212,740

 

Permitted pro forma adjustments (d) 
        

Pre-acquisition Adjusted EBITDA 
 

332
 

1,709
  —

 

Pre-disposition Adjusted EBITDA 
 

—
 

(348) —
 

Future cost savings 
 

—
 

3,600
  45,200

 

Adjusted EBITDA 
 

$ 262,682
 

$ 255,403
  $ 257,940
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(a)                                  Non-cash items are comprised of the following: 
  

  

(1)          As a result of the integration of the operations of our Chattanooga division, we exited facilities in Hixson, Tennessee and 
listed the buildings for sale during 2010. Based on the current estimated fair market value of the buildings, we recorded a 
$1.1 million non-cash charge, which has been reflected as impairment of assets held for sale in our consolidated 
statement of operations. 

  
(2)          Purchase accounting adjustments for the year ended December 31, 2008 related to the write-up to fair market value of 

inventory acquired in the DJO Merger. 
  

(b)                                 Non-recurring and integration charges are comprised of the following:  
  

  

(1)                                  Primarily consists of insurance premiums related to a supplemental extended reporting period for product liability 
claims related to our discontinued pain pump products, for which annual insurance coverage was not renewed. 

  
(c)                                  Other adjustment items before permitted pro forma adjustments are comprised of the following: 
  

  

(1)          Loss on extinguishment of debt for the year ended December 31, 2010 included $13.0 million of premiums, $4.3 million 
for a non-cash write-off of unamortized debt issuance costs, $1.4 million of fees and expenses associated with the 
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  Year Ended December 31, 
(in thousands) 2010 2009 

  2008 
Impairment of assets held for sale (1)

 

$ 1,147
 

$ —
  $ —

 

Stock compensation expense  
 

1,888
 

3,382
  1,381

 

Purchase accounting adjustments (2) — —
  4,700

Losses on disposal of assets, net  
 

425
 

826
  —

 

Total non-cash items  
 

$ 3,460
 

$ 4,208
  $ 6,081

 

  Year Ended December 31, 
(in thousands) 2010 2009 

  2008 
Integration charges: 

   
Employee severance and relocation 

 

$ 2,997
 

$ 8,718
  $ 11,237

 

U.S. commercial sales and marketing reorganization 8,195 —
  —

Chattanooga integration  
 

7,956
 

3,010
  —

 

DJO Merger and other integration 
 

5,221
 

14,397
  24,393

 

International integration  
 

191
 

6,837
  3,357

 

Litigation costs and settlements, net  
 

7,561
 

2,845
  (1,214)

Additional products liability insurance (1) 11,138 —
  —

ERP implementation  
 

16,916
 

18,163
  5,247

 

Total non-recurring items  $ 60,175 $ 53,970
  $ 43,020

  For the Year Ended December 31,
(in thousands) 

 

2010
 

2009 
  2008

 

Blackstone monitoring fee  $ 7,000 $ 7,000
  $ 7,000

Noncontrolling interests  
 

857
 

723
  1,049

 

Loss on modification and extinguishment of debt (1) 
 

19,798
 

—
  —

 

Gain on sale of certain product lines  
 

—
 

(3,107) —
 

Gain on resolution of previously asserted reimbursement 
claims  

 

—
 

(6,000) —
 

Other (2)  (543) (2,707) 10,052
Total other adjustment items before permitted pro forma 

adjustments  $ 27,112 $ (4,091) $ 18,101
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redemption of our $200 million of 11.75% senior subordinated notes in October 2010, and $1.1 million of fees and 
expenses related to the prepayment of $101.5 million of our term loan in January 2010. 

  
(2)          Other adjustments consist primarily of net realized and unrealized foreign currency transaction gains and losses. For the 

year ended December 31, 2008, other adjustments also included the write off of an investment of $1.5 million. 
  

(d)                                 Permitted pro forma adjustments include: 
  

•                  Pre-acquisition Adjusted EBITDA for the year ended December 31, 2010 related to the acquisition of certain assets of an 
independent South African distributor in September 2010. Pre-acquisition Adjusted EBITDA for the year ended 
December 31, 2009 related to an Australian subsidiary acquired in February 2009 and two Canadian subsidiaries 
acquired in August 2009. 

  
•                  Pre-disposition Adjusted EBITDA for the year ended December 31, 2009 related to the sale of certain non-core product 

lines. 
  
•                  Future cost savings for the year ended December 31, 2009 included $2.4 million in connection with the DJO Merger and 

$1.2 million in connection with the two Canadian subsidiaries acquired in August 2009. Future cost savings for the year 
ended December 31, 2008 projected cost savings of $45.2 million related to headcount reductions, facilities 
consolidation and production efficiencies in connection with the DJO Merger. 

  
Contractual Commitments 
  

As of December 31, 2010, our consolidated contractual commitments are as follows (in thousands): 
  

  

(1)          $975.0 million principal amount of long-term debt is subject to fixed interest rates and $851.8 million of principal amount of 
long-term debt is subject to a floating interest rate. Interest payments for the floating rate debt were determined using an 
average assumed effective interest rate of 4.38%, which is equal to the average assumed effective interest rate for the term 
loans under the Senior Secured Credit Facility, including the forecasted effect of outstanding interest rate swap agreements. 

  
As of December 31, 2010, we had entered into purchase commitments for inventory, capital acquisitions and other services 

totaling $87.2 million in the ordinary course of business. In addition, under the amended transaction and monitoring fee agreement 
entered into in connection with the DJO Merger, the purchase obligations shown above include DJO’s obligation to pay a $7.0 million 
annual monitoring fee to Blackstone Management Partners V L.L.C. through 2019. See Item 13. “Certain Relationships and Related 
Transactions and Director Independence” for a more detailed description of the amended agreement. 

  
The amounts presented in the table above may not necessarily reflect our actual future cash funding requirement because the 

actual timing of future payments made may vary from the stated contractual obligation. 
  

Critical Accounting Policies and Estimates 
  

Our management’s discussion and analysis of financial condition and results of operations is based upon our financial 
statements, which have been prepared in accordance with accounting principles generally accepted in the United States. The 
preparation of these financial statements requires us to make estimates and judgments that affect the reported amounts of assets, 
liabilities, revenues and expenses, and related disclosure of contingent assets and liabilities. On an on-going basis, we evaluate our 
estimates, including those related to reserves for contractual allowances, doubtful accounts, rebates, product returns and rental credits, 
goodwill and intangible assets, deferred tax assets and liabilities and inventory. We base our estimates on historical experience and on 
various other assumptions that are believed to be reasonable under the circumstances, the results of which form the basis for making 
judgments about the carrying values of assets and liabilities that are not readily apparent from other sources. To the extent that actual 
events differ from our estimates and assumptions, there could be a material adverse effect on our consolidated financial statements. 

  
57 

 

    Payment due:
  

    Total 2011 2012-2013 2014-2015 Thereafter 
  

Long-term debt obligations  
  $ 1,825,031

 

$ 8,782
 

$ 17,564
 

$ 1,498,685
 

$ 300,000
  

Interest payments (1)  
  633,483

 

139,151
 

280,110
 

155,722
 

58,500
  

Capital lease obligations  
  81 39 42 — —

  
Operating lease obligations  

  50,160
 

9,473
 

14,184
 

11,394
 

15,109
  

Purchase obligations  
  87,178

 

27,666
 

17,498
 

14,014
 

28,000
  

    $ 2,595,933
 

$ 185,111
 

$ 329,398
 

$ 1,679,815
 

$ 401,609
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We believe the following critical accounting policies reflect our more significant judgments and estimates used in the 
preparation of our consolidated financial statements and this discussion and analysis of our financial condition and results of 
operations. 

  
Reserves for Contractual Allowances, Doubtful Accounts, Rebates, Product Returns and Rental Credits 
  

We have established reserves to account for contractual allowances, doubtful accounts, rebates, product returns and rental 
credits. Significant management judgment must be used and estimates must be made in connection with establishing these reserves. 

  
We maintain provisions for estimated contractual allowances for reimbursement amounts from our third party payor 

customers based on negotiated contracts and historical experience for non-contracted payors. We report these allowances as reductions 
in our gross revenue. We estimate the amount of the reduction based on historical experience and invoices generated in the period, and 
we consider the impact of new contract terms or modifications of existing arrangements with our customers. We have contracts with 
certain third party payors for our third party reimbursement billings, which call for specified reductions in reimbursement of billed 
amounts based upon contractual reimbursement rates. For the years ended December 31, 2010, 2009 and 2008, we reserved for and 
reduced gross revenues from third party payors by estimated allowances of 32%, 31%, and 32% respectively, related to these 
contractual reductions. 

  
Our reserve for doubtful accounts is based upon estimated losses from customers who are billed directly and the portion of 

third party reimbursement billings that ultimately become the financial responsibility of the end user patients. Direct-billed customers 
represented approximately 67% of our net revenues, for each of the years ended December 31, 2010, and 2009, 72% of our net 
revenues for the year ended December 31, 2008, and approximately 66% and 64%, respectively, of our net accounts receivable at 
December 31, 2010 and 2009. We experienced write-offs related to direct-billed customers of less than 1% of related net revenues for 
the years ended December 31, 2010, 2009 and 2008. Our third party reimbursement customers including insurance companies, 
managed care companies and certain governmental payors, such as Medicare, include all of our OfficeCare customers, most of our 
Empi customers, and certain other customers of our Recovery Sciences and Bracing and Supports Segments. Our third party payor 
customers represented approximately 33% of our net revenues for each of the years ended December 31, 2010, and 2009, 28% of our 
net revenues for the year ended December 31, 2008, and approximately 34% and 36%, respectively, of our net accounts receivable at 
December 31, 2010 and 2009. For the years ended December 31, 2010, 2009 and 2008, we estimate bad debt expense to be 
approximately 6%, 7%, and 6%, respectively, of gross revenues from these third party reimbursement customers. If the financial 
condition of our customers were to deteriorate resulting in an impairment of their ability to make payments or if third party payors 
were to deny claims for late filings, incomplete information or other reasons, additional provisions may be required. Additions to this 
reserve are reflected as selling, general and administrative expense in our consolidated statements of operations. 

  
Our reserve for rebates accounts for incentives that we offer to certain of our distributors. These rebates are substantially 

attributable to sales volume, sales growth or to reimburse the distributor for certain discounts. We record estimated reductions to 
revenue for customer rebate programs based upon historical experience and estimated revenue levels. 

  
Our reserve for product returns accounts for estimated customer returns of our products after purchase. These returns are 

mainly attributable to a third party payor’s refusal to provide reimbursement for the product or the inability of the product to 
adequately address the patient’s condition. We provide for this reserve by reducing gross revenue based on our historical rate of 
returns. 

  
Our reserve for rental credit recognizes a timing difference between billing for a sale and processing a rental credit associated 

with some of our rehabilitation devices. Many insurance providers require patients to rent our rehabilitation devices for a period of one 
to three months prior to purchase. If the patient has a long-term need for the device, these insurance companies may authorize 
purchase of the device after such time period. When the device is purchased, most providers require that rental payments previously 
made on the device be credited toward the purchase price. These credits are processed at the time the payment is received for the 
purchase of the device, which creates a time lag between billing for a sale and processing the rental credit. Our rental credit reserve 
estimates unprocessed rental credits based on the number of devices converted to purchase. The reserve is calculated by first assessing 
the number of our products being rented during the relevant period and our historical conversion rate of rentals to sales, and then 
reducing our revenue by the applicable amount. We provide for these reserves by reducing our gross revenue. The cost to refurbish 
rented products is expensed as incurred to cost of sales in our consolidated statements of operations. 

  
Inventory Reserves 
  

We provide reserves for estimated excess and obsolete inventories equal to the difference between the costs of inventories on 
hand plus future purchase commitments and the estimated market value based upon assumptions about future demand. If future 
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demand is less favorable than currently projected by management, additional inventory write-downs may be required. We also provide 
reserves for newer product inventories, as appropriate, based on any minimum purchase commitments and our level of sales of the 
new products. 

  
We consign a portion of our inventory to allow our products to be immediately dispensed to patients. This requires a large 

amount of inventory to be on hand for the products we sell through consignment arrangements. It also increases the sensitivity of these 
products to obsolescence reserve estimates. As this inventory is not in our possession, we maintain additional reserves for estimated 
shrinkage of these inventories based on the results of periodic inventory counts and historical trends. 

  
Goodwill and Intangible Assets 
  

We evaluate goodwill for impairment at least annually on the first day of the fourth quarter, or whenever other facts and 
circumstances indicate that the carrying amounts of goodwill and indefinite-lived intangible assets may not be recoverable. The 
goodwill impairment test is a two-step process. The first step of the test compares the fair values of our reporting units to their 
respective carrying amounts. A reporting unit is an operating segment or one level below an operating segment. In most cases, our 
operating segments are deemed to be a reporting unit either because the operating segment is comprised of only a single component, 
or the components below the operating segment are aggregated as they have similar economic characteristics. If the fair value of the 
reporting unit is less than the carrying value, the second step of the test compares the implied fair value of goodwill to the carrying 
amount. If the carrying value of a reporting unit were to exceed its fair value, any excess of the carrying amount over the fair value 
would be charged to operations as an impairment loss. 

  
We estimated the fair values of our reporting units using the income approach valuation methodology which includes the 

discounted cash flow method, and the market approach valuation methodology which includes the use of market multiples. The 
discounted cash flows for each reporting unit were based on discrete financial forecasts developed by management for planning 
purposes, and required significant judgment with respect to forecasted sales, gross margin, selling, general and administrative 
expenses, EBITDA, capital expenditures, and the selection and use of an appropriate discount rate. Cash flows beyond the discrete 
forecasts were estimated using a terminal value calculation, which incorporated historical and forecasted financial trends for each 
identified reporting unit and considered long-term earnings growth rates for publicly traded peer companies. Future cash flows were 
then discounted to present value at discount rates ranging from 10.0% to 11.8%, and terminal value growth rates of 3%. Publicly 
available information regarding comparable market capitalization was also considered in assessing the reasonableness of the 
cumulative fair values of our reporting units estimated using the discounted cash flow methodology. 

  
Forecasts of future operating results that were used in the discounted cash flow method of valuation included certain plans 

and intentions of management with respect to contributions from the launch of new products and strategic partnerships. While our 
2010 annual impairment test related to goodwill did not indicate any impairment, the excess of the fair value over the carrying value 
of our Surgical Implant Segment has declined from our previous year evaluation, and minor changes in assumptions used in the 
assessment could have resulted in an impairment charge in the current year. If the profitability of our Surgical Implant Segment 
continues to decline, or management is unable to increase profitability from planned strategic partnerships, we may determine that the 
carrying value of this reporting unit exceeds its fair value, in which case any excess of the carrying value over the fair value would be 
charged to operations as an impairment loss. 

  
Additionally, we annually test for impairment, our assets which were determined to have indefinite lives. This test work 

compares the fair value of the intangible with its carrying amount. To determine the fair value we applied the relief from royalty 
(RFR) method. Under the RFR method, the value of the trade name is determined by calculating the present value of the after-tax cost 
savings associated with owning the asset and therefore not being required to pay royalties for its use during the asset’s indefinite life. 
Significant judgments inherent in this analysis include the selection of appropriate discount rates, estimating future cash flows and the 
identification of appropriate terminal growth rate assumptions. Discount rate assumptions are based on an assessment of the risk 
inherent in the projected future cash generated by the respective intangible assets. Also subject to judgment are assumptions about 
royalty rates, which are based on the estimated rates at which similar brands and trademarks are being licensed in the marketplace. 
There were no impairments of indefinite-lived intangible assets in 2010. See Note 9 of the notes to the audited consolidated financial 
statements included in Part II, Item 8, herein for information regarding impairment charges related to our indefinite-lived intangible 
assets which have been included in our results of operations for the years ended December 31, 2009 and 2008. 

  
The estimates we have used are consistent with the plans and estimates that we use to manage our business, however, it is 

possible that the plans may change and estimates used may prove to be inaccurate. If our actual results, or the plans and estimates used 
in future impairment analyses, are lower than the original estimates used to assess the recoverability of these assets, we could incur 
significant impairment charges. 
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Deferred Tax Asset Valuation Allowance 
  

We recognize deferred tax assets and liabilities based on the differences between the financial statement carrying amount and 
the tax basis of assets, liabilities and net operating loss carryforwards. We establish valuation allowances when the recovery of a 
deferred tax asset is not likely based on historical income, projected future income, the expected timing of the reversals of temporary 
differences and the implementation of tax-planning strategies. Currently, we have not established a valuation allowance on the 
majority of our domestic deferred tax assets due to the expected timing of the reversals of temporary differences. 

  
Our gross deferred tax asset balance was $185.6 million at December 31, 2010 and is primarily related to reserves for 

accounts receivable and inventory, accrued expenses, and net operating loss carryforwards (see Note 16 of the notes to the audited 
consolidated financial statements included in Part II, Item 8, herein). As of December 31, 2010, we maintained a valuation allowance 
of $4.7 million due to uncertainties related to our ability to realize certain deferred tax assets. The valuation allowance maintained is 
primarily related to net operating loss carryforwards of certain international subsidiaries, with a small portion related to domestic net 
operating loss and capital loss carryforwards not expected to be realized. 

  
ITEM 7A.  QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK 
  

We are exposed to certain market risks as part of our ongoing business operations, primarily risks from changing interest 
rates and foreign currency exchange rates that could impact our financial condition, results of operations, and cash flows. 

  
Interest Rate Risk 
  

Our primary exposure is to changing interest rates. We have historically managed our interest rate risk by balancing the 
amounts of our fixed and variable debt. For our fixed rate debt, interest rate changes may affect the market value of the debt, but do 
not impact our earnings or cash flow. Conversely, for our variable rate debt, interest rate changes generally do not affect the fair 
market value of the debt, but do impact future earnings and cash flow, assuming other factors are constant. Our Notes of $975.0 
million principal consist of fixed rate notes, while our borrowings under the Senior Secured Credit Facility bear interest at floating 
rates based on LIBOR or the prime rate, as defined. As of December 31, 2010, we had $851.8 million of borrowings under the Senior 
Secured Credit Facility, exclusive of $6.0 million of unamortized debt discount. We use interest rate swap agreements in an effort to 
hedge our exposure to fluctuating interest rates related to a portion of our Senior Secured Credit Facility (see Note 10 of the notes to 
the audited consolidated financial statements included in Part II, Item 8, herein). A hypothetical 1% increase in variable interest rates 
for the portion of the Senior Secured Credit Facility not covered by interest rate swap agreements would have impacted our earnings 
and cash flow for the year ended December 31, 2010, by $5.5 million. We may use additional derivative financial instruments where 
appropriate to manage our interest rate risk. However, as a matter of policy, we do not enter into derivative or other financial 
investments for trading or speculative purposes. 

  
Foreign Currency Risk 
  

Due to the global reach of our business, we are exposed to market risk from changes in foreign currency exchange rates, 
particularly with respect to the U.S. dollar compared to the Euro and the Mexican Peso (MXP). Our wholly owned foreign subsidiaries 
are consolidated into our financial results and are subject to risks typical of an international business including, but not limited to, 
differing economic conditions, changes in political climate, differing tax structures, other regulations and restrictions and foreign 
exchange volatility. To date, we have not used international currency derivatives to hedge against our investment in our European 
subsidiaries or their operating results, which are converted into U.S. Dollars at period-end and average foreign exchange rates, 
respectively. However, as we continue to expand our business through acquisitions and organic growth, the sales of our products that 
are denominated in foreign currencies has increased, as well as the costs associated with our foreign subsidiaries which operate in 
currencies other than the U.S. dollar. Accordingly, our future results could be materially impacted by changes in these or other factors. 
For the year ended December 31, 2010, sales denominated in foreign currencies accounted for 22.3% of our consolidated net sales, of 
which 16.7% were denominated in the Euro. In addition, our exposure to fluctuations in foreign currencies arises because certain of 
our subsidiaries enter into purchase or sale transactions using a currency other than its functional currency. Accordingly, our future 
results could be materially impacted by changes in foreign exchange rates or other factors. Occasionally, we seek to reduce the 
potential impact of currency fluctuations on our business through hedging transactions. During the year ended December 31, 2010, we 
utilized MXP foreign exchange forward contracts to hedge a portion of our exposure to fluctuations in foreign exchange rates, as our 
Mexico-based manufacturing operations incur costs that are largely denominated in MXP (see Note 10 of the notes to the audited 
consolidated financial statements included in Part II, Item 8, herein). These foreign exchange forward contracts expire weekly 
throughout fiscal year 2011. 
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 
  

To the Board of Directors 
DJO Finance LLC 
  

We have audited the accompanying consolidated balance sheets of DJO Finance LLC as of December 31, 2010 and 2009, 
and the related consolidated statements of operations, equity, comprehensive loss, and cash flows for each of the three years in the 
period ended December 31, 2010. Our audits also included the financial statement schedule listed in the Index at Item 15(a). These 
financial statements and schedule are the responsibility of the Company’s management. Our responsibility is to express an opinion on 
these financial statements and schedule based on our audits. 

  
We conducted our audits 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 the financial 
statements are free of material misstatement. We were not engaged to perform an audit of the Company’s internal control over 
financial reporting. Our audits included consideration of internal control over financial reporting as a basis for designing audit 
procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 
Company’s internal control over financial reporting. Accordingly, we express no such opinion. An audit also includes examining, on a 
test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and 
significant estimates made by management, and evaluating the overall financial statement presentation. We believe that our audits 
provide a reasonable basis for our opinion. 

  
In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated financial 

position of DJO Finance LLC at December 31, 2010 and 2009 and the consolidated results of its operations and its cash flows for each 
of the three years in the period ended December 31, 2010, in conformity with U.S. generally accepted accounting principles. Also, in 
our opinion, the related financial statement schedule, when considered in relation to the basic financial statements taken as a whole, 
presents fairly in all material respects the information set forth therein. 
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/s/ ERNST & YOUNG LLP

  
  
San Diego, California 

 

March 3, 2011 
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DJO Finance LLC 
Consolidated Balance Sheets 

(in thousands) 
  

  
See accompanying notes to consolidated financial statements. 
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    December 31,
    2010 2009

Assets 
     

Current assets: 
     

Cash and cash equivalents  
 

$ 38,132
 

$ 44,611
 

Accounts receivable, net  
 

145,523
 

146,212
 

Inventories, net  103,100 95,880
Deferred tax assets, net  

 

48,061
 

40,448
 

Prepaid expenses and other current assets  
 

23,419
 

14,725
 

Total current assets  
 

358,235
 

341,876
 

Property and equipment, net  
 

85,020
 

86,714
 

Goodwill  
 

1,188,887
 

1,191,497
 

Intangible assets, net  1,110,841 1,187,677
Other assets  

 

36,807
 

42,415
 

Total assets  
 

$ 2,779,790
 

$ 2,850,179
 

  
Liabilities and Equity

     

Current liabilities: 
     

Accounts payable  
 

$ 48,947
 

$ 42,144
 

Accrued interest  15,578 10,968
Current portion of debt and capital lease obligations 

 

8,821
 

15,926
 

Other current liabilities  
 

81,709
 

90,608
 

Total current liabilities  
 

155,055
 

159,646
 

Long-term debt and capital lease obligations  
 

1,816,291
 

1,796,944
 

Deferred tax liabilities, net  
 

289,913
 

321,131
 

Other long-term liabilities  11,712 14,089
Total liabilities  

 

2,272,971
 

2,291,810
 

  
Commitments and contingencies 

     

  
Equity: 

     

DJO Finance LLC membership equity: 
     

Member capital  830,994 827,617
Accumulated deficit  

 

(324,807) (272,275)
Accumulated other comprehensive income (loss) 

 

(2,048) 518
 

Total membership equity  
 

504,139
 

555,860
 

Noncontrolling interests  
 

2,680
 

2,509
 

Total equity  
 

506,819
 

558,369
 

Total liabilities and equity  
 

$ 2,779,790
 

$ 2,850,179
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DJO Finance LLC 
Consolidated Statements of Operations 

(in thousands) 
  

  
See accompanying notes to consolidated financial statements. 
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  Year ended December 31,
  2010 2009 2008
  
Net sales  

 

$ 965,973
 

$ 946,126
 

$ 948,469
 

Cost of sales (exclusive of amortization of intangible assets of $36,343, 
$37,884 and $38,017 for the year ended December 31, 2010, 2009 and 
2008, respectively)  

 

345,270
 

338,719
 

350,177
 

Gross profit  
 

620,703
 

607,407
 

598,292
 

  
Operating expenses: 

       

Selling, general and administrative  
 

432,261
 

420,758
 

439,059
 

Research and development  
 

21,892
 

23,540
 

26,938
 

Amortization and impairment of intangible assets 77,523 84,252 98,954
Impairment of assets held for sale 

 

1,147
 

—
 

—
 

   

532,823
 

528,550
 

564,951
 

Operating income  
 

87,880
 

78,857
 

33,341
 

  
Other income (expense): 

Interest expense  
 

(155,181) (157,032) (173,162)
Interest income  310 1,033 1,662
Loss on modification and extinguishment of debt  

 

(19,798) —
 

—
 

Other income (expense), net  
 

859
 

6,073
 

(9,205)
   

(173,810) (149,926) (180,705)
Loss from continuing operations before income taxes 

 

(85,930) (71,069) (147,364)
Income tax benefit  

 

34,255
 

21,678
 

49,681
 

Loss from continuing operations  
 

(51,675) (49,391) (97,683)
Income (loss) from discontinued operations, net of tax 

 

—
 

(319) 946
 

Net loss  
 

(51,675) (49,710) (96,737)
Net income attributable to noncontrolling interests  

 

(857) (723) (1,049)
Net loss attributable to DJO Finance LLC  

 

$ (52,532) $ (50,433) $ (97,786)
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DJO Finance LLC 
Consolidated Statements of Equity 

(in thousands) 
  

  
See accompanying notes to consolidated financial statements. 
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    DJO Finance LLC
    

      Accumulated
    

         
other

 
Total

       

    Member
 

Accumulated
 

comprehensive
 

membership 
  Noncontrolling

 
Total

 

    capital deficit income (loss) equity 
  interests equity

       
Balance at December 31, 2007  

  $ 822,854
 

$ (124,056) $ 6,190
 

$ 704,988
  $ 1,215

 

$ 706,203
 

Net income (loss)  
  — (97,786) — (97,786) 1,049 (96,737)

Other comprehensive loss, net of taxes 
  —

 

—
 

(10,217) (10,217) (140) (10,357)
Stock-based compensation  

  1,381
 

—
 

—
 

1,381
  —

 

1,381
 

Dividend paid by subsidiary to owners 
of noncontrolling interests  

  —
 

—
 

—
 

—
  (381) (381)

Balance at December 31, 2008  
  824,235

 

(221,842) (4,027) 598,366
  1,743

 

600,109
 

Net income (loss)  
  —

 

(50,433) —
 

(50,433) 723
 

(49,710)
Other comprehensive income, net of 

taxes  
  — — 4,545 4,545

  43 4,588
Stock-based compensation  

  3,382
 

—
 

—
 

3,382
  —

 

3,382
 

Balance at December 31, 2009  
  827,617

 

(272,275) 518
 

555,860
  2,509

 

558,369
 

Net income (loss)  
  —

 

(52,532) —
 

(52,532) 857
 

(51,675)
Other comprehensive loss, net of taxes 

  —
 

—
 

(2,566) (2,566) (129) (2,695)
Investment by parent  

  1,489
 

—
 

—
 

1,489
  —

 

1,489
 

Stock-based compensation  
  1,888 — — 1,888

  — 1,888
Dividend paid by subsidiary to owners 

of noncontrolling interests  
  — — — —

  (557) (557)
Balance at December 31, 2010  

  $ 830,994
 

$ (324,807) $ (2,048) $ 504,139
  $ 2,680

 

$ 506,819
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DJO Finance LLC 
Consolidated Statements of Comprehensive Loss 

(in thousands) 
  

  
See accompanying notes to consolidated financial statements. 
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  Year Ended December 31,
  2010 2009 2008
  
Net loss  

 

$ (51,675) $ (49,710) $ (96,737)
  
Other comprehensive income (loss), net of taxes: 

       

Foreign currency translation adjustments, net of tax benefit (expense) of 
$942, $(2,153), and $2,990 for the year ended December 31, 2010, 2009 
and 2008, respectively  

 

(5,435) 3,353
 

(4,657)
Unrealized loss on cash flow hedges, net of tax benefit of $2,965, $6,309, 

and $5,005 for the year ended December 31, 2010, 2009 and 2008, 
respectively  (4,708) (9,827) (7,795)

Reclassification adjustment for losses on cash flow hedges included in net 
loss, net of tax benefit of $4,764, $7,102, and $1,345 for the year ended 
December 31, 2010, 2009 and 2008, respectively 

 

7,448
 

11,062
 

2,095
 

Other comprehensive income (loss)  (2,695) 4,588 (10,357)
Comprehensive loss  

 

(54,370) (45,122) (107,094)
Comprehensive income attributable to noncontrolling interests (728) (766) (909)

Comprehensive loss attributable to DJO Finance LLC 
 

$ (55,098) $ (45,888) $ (108,003)
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DJO Finance LLC 
Consolidated Statements of Cash Flows 

(in thousands) 
  

  
See accompanying notes to consolidated financial statements. 
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  Year Ended December 31,
  2010 2009 2008
  
Cash Flows From Operating Activities: 

       

Net loss  $ (51,675) $ (49,710) $ (96,737)
  
Adjustments to reconcile net loss to net cash provided by (used in) 

operating activities: 
       

Depreciation  
 

25,996
 

27,896
 

23,597
 

Amortization and impairment of intangible assets 77,523 84,252 98,954
Amortization of debt issuance costs and non-cash interest expense 

 

13,272
 

12,679
 

13,177
 

Stock-based compensation expense  1,888 3,382 1,381
Loss (gain) on disposal of assets, net  

 

920
 

(2,094) 3,069
 

Deferred income tax benefit  
 

(39,687) (23,690) (42,157)
Provisions for doubtful accounts and sales returns 

 

33,077
 

34,904
 

26,277
 

Inventory reserves  
 

6,596
 

7,462
 

8,637
 

Impairment of assets held for sale 1,147 — —
Loss on modification and extinguishment of debt  

 

19,798
 

—
 

—
 

Gain on disposal of discontinued operations  — (393) —
  
Changes in operating assets and liabilities, net of acquired assets and 

liabilities: 
       

Accounts receivable  
 

(33,105) (15,156) (37,064)
Inventories  (13,908) (1,868) (1,609)
Prepaid expenses and other assets 

 

(4,837) 3,438
 

68
 

Accrued interest  4,610 2 835
Accounts payable and other current liabilities  

 

(16,021) (13,310) (10,489)
Net cash provided by (used in) operating activities 

 

25,594
 

67,794
 

(12,061)
  
Cash Flows From Investing Activities: 

Purchases of property and equipment  
 

(27,247) (28,872) (25,905)
Cash paid in connection with acquisitions, net of cash acquired 

 

(2,045) (13,086) (5,095)
Proceeds received upon disposition of discontinued operations, net 

 

—
 

21,846
 

—
 

Other investing activities, net  
 

(903) 4,112
 

1,404
 

Net cash used in investing activities  
 

(30,195) (16,000) (29,596)
  
Cash Flows From Financing Activities: 

Proceeds from issuance of debt  
 

447,130
 

68,260
 

46,540
 

Repayments of debt and capital lease obligations  
 

(437,367) (103,521) (37,294)
Payment of debt issuance costs  

 

(10,282) —
 

—
 

Investment by parent  
 

1,489
 

—
 

—
 

Dividend paid by subsidiary to owners of noncontrolling interests 
 

(557) —
 

(381)
Net cash provided by (used in) financing activities 

 

413
 

(35,261) 8,865
 

Effect of exchange rate changes on cash and cash equivalents 
 

(2,291) (2,405) (196)
Net increase (decrease) in cash and cash equivalents 

 

(6,479) 14,128
 

(32,988)
Cash and cash equivalents, beginning of year  

 

44,611
 

30,483
 

63,471
 

Cash and cash equivalents, end of year  $ 38,132 $ 44,611 $ 30,483
  
Supplemental disclosures of cash flow information: 

       

Cash paid for interest  
 

$ 139,095
 

$ 144,215
 

$ 158,798
 

Cash paid for taxes, net  $ 4,515 $ 3,777 $ 2,497
  
Non-cash investing and financing activities: 

Increases in property and equipment and in other liabilities in 
connection with capitalized software costs  

 

$ 1,934
 

$ 3,876
 

$ 4,066
 

Issuance of notes payable in connection with acquisitions 
 

$ —
 

$ 2,860
 

$ —
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Notes to Consolidated Financial Statements 
  

1.                                     BASIS OF PRESENTATION 
  

We are a global developer, manufacturer and distributor of high-quality medical devices and services that provide solutions 
for musculoskeletal health, vascular health and pain management. Our products address the continuum of patient care from injury 
prevention to rehabilitation after surgery, injury or from degenerative disease, enabling people to regain or maintain their natural 
motion. Our products are used by orthopedic specialists, spine surgeons, primary care physicians, pain management specialists, 
physical therapists, podiatrists, chiropractors, athletic trainers and other healthcare professionals. In addition, many of our medical 
devices and related accessories are used by athletes and patients for injury prevention and at-home physical therapy treatment. Our 
product lines include rigid and soft orthopedic bracing, hot and cold therapy, bone growth stimulators, vascular therapy systems and 
compression garments, electrical stimulators used for pain management and physical therapy products. Our surgical implant business 
offers a comprehensive suite of reconstructive joint products for the hip, knee and shoulder. 

  
Our current business activities are the result of a combination of ReAble Therapeutics, Inc. (ReAble), which was acquired by 

an affiliate of Blackstone Capital Partners V L.P. (Blackstone), and DJO Opco Holdings, Inc. (DJO Opco), formerly named DJO 
Incorporated. On November 20, 2007, a subsidiary of ReAble was merged with DJO Opco, with DJO Opco continuing as the 
surviving corporation (the DJO Merger). As a result of the DJO Merger, DJO Opco became a subsidiary of ReAble Therapeutics 
Finance LLC (RTFL), the entity filing this Annual Report on Form 10-K, which is itself a wholly owned indirect subsidiary of 
ReAble. Following the DJO Merger, ReAble was renamed DJO Incorporated, RTFL was renamed DJO Finance LLC (DJOFL) and 
ReAble Finance Corporation, the co-issuer of both the 10.875% Notes and 9.75% Notes (see Note 13), was renamed DJO Finance 
Corporation (DJO Finco). Effective December 31, 2009, DJO Opco was merged with DJO, LLC, a wholly owned subsidiary of 
DJOFL. Effective February 10, 2011, DJO Incorporated changed its name to DJO Global, Inc. (DJO). Substantially all business 
activities of DJO are conducted by DJOFL and its wholly owned subsidiaries. Except as otherwise indicated, references to “us,” “we,” 
“DJOFL,” “our,” or “the Company,” refers to DJOFL and its consolidated subsidiaries. 

  
In the second quarter of 2010, we changed how we report financial information to senior management. Prior to the second 

quarter of 2010, our Recovery Sciences and Bracing and Supports Segments were reported together as the Domestic Rehabilitation 
Segment. During the second quarter, as a result of a sales and marketing leadership reorganization, these businesses are now 
separately evaluated and managed. Segment information for all periods presented has been restated to reflect this change. 

  
We market and distribute our products through four operating segments, Recovery Sciences, Bracing and Supports, Surgical 

Implant, and International. Our Recovery Sciences, Bracing and Supports and Surgical Implant segments generate their revenues 
within the United States. Our Recovery Sciences Segment offers (1) non-invasive medical products that are used before and after 
surgery to assist in the repair and rehabilitation of soft tissue and bone, and to protect against further injury; (2) electrotherapy devices 
and accessories used to treat pain and restore muscle function; (3) iontophoretic devices and accessories used to deliver medication; 
(4) clinical therapy tables, traction equipment and other clinical therapy equipment; and (5) orthotic devices used to treat joint and 
spine conditions. Our Bracing and Supports Segment offers orthopedic soft goods, rigid knee braces and vascular systems, including 
products intended to prevent deep vein thrombosis following surgery. Our Surgical Implant Segment offers a comprehensive suite of 
reconstructive joint products for the knee, hip and shoulder. Our International segment offers all of our products to customers outside 
the United States. 

  
The preparation of financial statements in conformity with accounting principles generally accepted in the United States 

(GAAP) requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities at the date 
of the financial statements and the reported amounts of revenue and expenses during the reporting period. Estimates and assumptions 
are used in accounting for, among other things, contractual allowances, rebates, product returns, warranty obligations, allowances for 
doubtful accounts, valuation of inventories, self-insurance reserves, income taxes, loss contingencies, fair values of derivative 
instruments, fair values of long-lived assets and any related impairments, capitalization of costs associated with internally developed 
software and stock-based compensation. Actual results could differ from those estimates. 

  
The accompanying consolidated financial statements include our accounts and all voting interest entities where we exercise a 

controlling financial interest through the ownership of a direct or indirect majority voting interest. All significant intercompany 
accounts and transactions have been eliminated in consolidation. 

  
We consolidate the results of operations of our 50% owned subsidiary Medireha GmbH (Medireha) and reflect the 50% share 

of results not owned by us as noncontrolling interests in our consolidated statements of operations. We maintain control of Medireha 
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through certain rights that enable us to prohibit certain business activities that are not consistent with our plans for the business and 
provide us with exclusive distribution rights for products manufactured by Medireha. 
  
2.                                     SIGNIFICANT ACCOUNTING POLICIES 
  

Cash and Cash Equivalents.  Cash consists of deposits with financial institutions. We consider all short-term, highly liquid 
investments and investments in money market funds and commercial paper with remaining maturities of less than three months at the 
time of purchase to be cash equivalents. While our cash and cash equivalents are on deposit with high-quality institutions, such 
deposits exceed Federal Deposit Insurance Corporation insured limits. 

  
Allowance for Doubtful Accounts.  We make estimates of the collectability of accounts receivable. Management analyzes 

accounts receivable historical collection rates and bad debts write-offs, customer concentrations, customer credit-worthiness and 
current economic trends when evaluating the adequacy of the allowance for doubtful accounts. 

  
Sales Returns and Allowances.  We make estimates of the amount of sales returns and allowances that will eventually be 

incurred. Management analyzes sales programs that are in effect, contractual arrangements, market acceptance and historical trends 
when evaluating the adequacy of sales returns and allowance accounts. We estimate contractual discounts and allowances for 
reimbursement amounts from our third party payor customers based on negotiated contracts and historical experience. 

  
Inventories.  We state our inventories at the lower of cost or market. We use standard cost methodology to determine cost 

basis for our inventories. This methodology approximates actual cost on a first-in, first-out basis. We establish reserves for slow 
moving and excess inventory, product obsolescence, shrinkage and other valuation impairments based on future demand and historical 
experience. 

  
Property and Equipment.  Property and equipment are stated at cost less accumulated depreciation and amortization. 

Depreciation is calculated using the straight-line method over the estimated useful lives of the assets that range from one to 25 years. 
Leasehold improvements and equipment under capital leases are amortized on a straight-line basis over the shorter of the lease term or 
estimated useful life of the asset. We capitalize surgical implant instruments that we provide to surgeons, free of charge, for use while 
implanting our products and the related depreciation expense is recorded as a component of selling, general and administrative 
expense. We also capitalize electrotherapy devices that we rent to patients and record the related depreciation expense in cost of sales. 

  
Software Developed For Internal Use.  Software is stated at cost less accumulated amortization and is amortized on a 

straight-line basis over estimated useful lives ranging from three to ten years. We capitalize costs of internally developed software 
during the development stage, including external consulting costs, cost of software licenses, and internal payroll and payroll-related 
costs for employees who are directly associated with a software project. Software assets are reviewed for impairment when events or 
circumstances indicate that the carrying value may not be recoverable. Upgrades and enhancements are capitalized if they result in 
added functionality. In 2008, we began implementing a new ERP system. As of December 31, 2010 and 2009, we have $23.5 million 
and $11.7 million, respectively, of unamortized internally developed software costs included within software and construction in 
progress in property and equipment in our consolidated balance sheets. 

  
Intangible Assets.  Our primary intangible assets are goodwill, customer relationships, trademarks and trade names. 

Goodwill represents the excess purchase price over the fair value of the identifiable net assets acquired in business combinations. 
Goodwill and intangible assets with indefinite useful lives are not amortized, but instead are tested for impairment at least annually. 
Intangible assets with definite lives are amortized over their respective estimated useful lives and reviewed for impairment when 
circumstances warrant. Our identifiable intangible assets subject to amortization include customer relationships, patents, distributor 
rights, intellectual property and non-compete agreements, and are being amortized using the straight-line method over their remaining 
weighted average useful lives of ten years for technology-based assets, and nine years for customer-based assets. Our trademarks and 
trade names have indefinite useful lives and are not subject to amortization. 

  
Impairment of Property and Equipment and Intangible Assets.  We review the carrying amounts of our property and 

equipment and intangible assets (other than goodwill) for impairment when events or changes in circumstances indicate that the 
carrying amount of an asset may not be recoverable. Such events or changes in circumstance may include, among other items, (i) an 
expectation of a sale or disposal of a long-lived asset or asset group, (ii) adverse changes in market or competitive conditions, (iii) an 
adverse change in legal factors or business climate in the markets in which we operate and (iv) operating or cash flow losses. For 
purposes of impairment testing, long-lived assets are grouped at the lowest level for which cash flows are largely independent of other 
assets and liabilities, which is generally at or below the reporting unit level. If the carrying amount of the asset or asset group is greater 
than the expected undiscounted cash flows to be generated by such asset or asset group, an impairment adjustment is recognized. Such
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adjustment is measured by the amount that the carrying value of such asset or asset group exceeds its fair value. Assets to be disposed 
of are carried at the lower of their financial statement carrying amount or fair value less costs to sell. 
  

We evaluate goodwill for impairment at least annually on the first day of the fourth quarter, or whenever other facts and 
circumstances indicate that the carrying amounts of goodwill and indefinite-lived intangible assets may not be recoverable. The 
goodwill impairment test is a two-step process. The first step of the test compares the fair values of our reporting units to their 
respective carrying amounts. A reporting unit is an operating segment or one level below an operating segment. In most cases, our 
operating segments are deemed to be a reporting unit either because the operating segment is comprised of only a single component, 
or the components below the operating segment are aggregated as they have similar economic characteristics. If the fair value of the 
reporting unit is less than the carrying value, the second step of the test compares the implied fair value of goodwill to the carrying 
amount. If the carrying value of a reporting unit were to exceed its fair value, any excess of the carrying amount over the fair value 
would be charged to operations as an impairment loss. 

  
We estimated the fair values of our reporting units using both the income approach valuation methodology, which includes 

the discounted cash flow method, and the market approach valuation methodology, which includes the use of market multiples. 
Discounted cash flows for each reporting unit were determined using discrete financial forecasts developed by management for 
planning purposes. The forecasts required significant judgment with respect to sales, gross margin, selling, general and administrative 
expenses, EBITDA, capital expenditures and the application of appropriate terminal growth rate and discount rate assumptions. We 
estimated cash flows beyond the discrete forecasts period by applying a terminal value calculation, which incorporated historical and 
forecasted financial trends for each reporting unit and considered long-term earnings growth rates for publicly traded peer companies. 
We discounted future cash flows to present value at discount rates ranging from 10.0% to 11.8%, and terminal value growth rates of 
3.0%. We also considered publicly available information regarding comparable market capitalizations in assessing the reasonableness 
of the estimated fair values of our reporting units determined using the discounted cash flow methodology. 

  
Our forecasts of future operating results used in the discounted cash flow method of valuation included certain plans and 

intentions of management with respect to contributions from the launch of new products and strategic partnerships. While our 2010 
annual goodwill impairment test did not indicate any impairment, the excess of the fair value over the carrying value of our Surgical 
Implant Segment has declined from our previous year evaluation, and minor changes in assumptions used in our assessment could 
have resulted in an impairment charge in the current year. If the profitability of our Surgical Implant Segment continues to decline, or 
management is unable to increase profitability through planned strategic partnerships, we may determine that the carrying value of this 
reporting unit exceeds its fair value, in which case any excess of the carrying value over the fair value would be charged to operations 
as an impairment loss. 

  
We test our indefinite lived intangible assets for impairment by comparing the estimated fair value of the intangible assets 

with the carrying amounts. To determine the estimated fair values we applied the relief from royalty (RFR) method. Under the RFR 
method, the estimated value of the trade name is determined by calculating the present value of the after-tax cost savings associated 
with owning an asset and therefore not being required to pay royalties for its use. Significant judgments inherent in this analysis 
include estimating future cash flows and determining appropriate terminal growth rate and discount rate assumptions. We based our 
discount rate assumptions on an assessment of the risk inherent in the projected future cash generated by the respective intangible 
assets. Also subject to judgment are assumptions about royalty rates, which were based on the estimated rates at which similar brands 
and trademarks are being licensed in the marketplace. There were no impairments of indefinite-lived intangible assets in 2010. See 
Note 9 for information regarding impairment charges related to our indefinite-lived intangible assets which have been included in our 
results of operations for the years ended December 31, 2009 and 2008. 

  
The estimates we have used are consistent with the plans and estimates that we use to manage our business, however, it is 

possible that our plans may change and estimates used may prove to be inaccurate. If our actual results, or the plans and estimates 
used in future impairment analyses, are lower than the original estimates used to assess the recoverability of these assets, we could 
incur significant impairment charges. 
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Warranty Costs.  We provide expressed warranties on certain products for periods typically ranging from one to three years. 
We estimate our warranty obligations at the time of sale based upon historical experience and known product issues, if any. A 
summary of the activity in our warranty reserves is as follows (in thousands): 

  

  
Self Insurance.  We are partially self insured for certain employee health benefits and product liability claims. Accruals for 

losses are provided based upon claims experience and actuarial assumptions, including provisions for incurred but not reported losses. 
  
Revenue Recognition.  Revenue is recognized when all four of the following criteria are met: (i) persuasive evidence that an 

arrangement exists; (ii) shipment of goods and passage of title; (iii) the selling price is fixed or determinable; and (iv) collectibility is 
reasonably assured. We reduce revenue by estimates of potential future product returns and other allowances. Revenues are also 
reduced by rebates related to sales transacted through distribution agreements that provide the distributors with a right to return 
inventory or take certain pricing adjustments based on sales mix or volume. Provisions for product returns and other allowances are 
recorded as a reduction to revenue in the period sales are recognized. 

  
Advertising Costs.  We expense advertising costs as they are incurred. For the years ended December 31, 2010, 2009 and 

2008, advertising costs were $10.4 million, $5.4 million, and $7.0 million, respectively. 
  
Shipping and Handling Expenses.  Shipping and handling expenses are included within cost of sales in our consolidated 

statements of operations. 
  
Stock Based Compensation.  We maintain a stock option plan under which stock options have been granted to both 

employees and non-employees. All share based payments to employees are recognized in the financial statements based on their grant 
date fair values and our estimates of forfeitures. We amortize stock-based compensation for service-based awards granted on a 
straight-line basis over the requisite service (vesting) period for the entire award. Other awards vest upon the achievement of certain 
pre-determined performance targets, and compensation expense is recognized to the extent the achievement of the performance targets 
is deemed probable. 

  
Income Taxes.  Income taxes are accounted for under the asset and liability method, whereby deferred tax assets and 

liabilities are recognized and measured using enacted tax rates in effect for each taxing jurisdiction in which we operate for the year in 
which those temporary differences are expected to be recognized. Net deferred tax assets are then reduced by a valuation allowance if 
we believe it more-likely-than-not such net deferred tax assets will not be realized. 

  
Foreign Currency Translation and Transactions.  The reporting currency of DJOFL is the U.S. Dollar. Assets and 

liabilities of foreign subsidiaries (including intercompany balances for which settlement is not anticipated in the foreseeable future) 
are translated at the spot rate in effect at the applicable reporting date, and our consolidated statement of operations is translated at the 
average exchange rates in effect during the applicable period. The resulting unrealized cumulative translation adjustment, net of 
applicable income taxes, is recorded as a component of accumulated other comprehensive income (loss) in our consolidated statement 
of equity. Cash flows from our operations in foreign countries are translated at the average rate for the applicable period. The effect of 
exchange rates on cash balances held in foreign currencies are separately reported in our consolidated statements of cash flows. 

  
Transactions denominated in currencies other than our or our subsidiaries’ functional currencies are recorded based on 

exchange rates at the time such transactions arise. Changes in exchange rates with respect to amounts recorded in our consolidated 
balance sheets related to such transactions result in transaction gains and losses that are reflected in our consolidated statements of 
operations as either unrealized (based on the applicable period end translation) or realized (upon settlement of the transactions). 

  
Derivative Financial Instruments.  All derivative instruments are recognized in the financial statements and measured at 

fair value regardless of the purpose or intent for holding them. 
  
We make use of debt financing as a source of funds and are therefore exposed to interest rate fluctuations in the normal 

course of business. Our credit facilities are subject to floating interest rates. We manage the risk of unfavorable movements in interest 
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  Year Ended December 31, 
  2010 2009 

  2008
Balance, beginning of year  $ 1,936 $ 1,761

  $ 1,720
Amount charged to expense for estimated warranty costs

 

1,283
 

952
  1,258

 

Deductions for actual costs incurred 
 

(997) (777) (1,217)
Balance, end of year $ 2,222 $ 1,936

  $ 1,761
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rates by hedging the interest rates on a portion of the outstanding loan balance, thereby locking in a fixed rate on a portion of the 
principal, reducing the effect of possible rising interest rates and making interest expense more predictable. We have designated these 
interest rate swap agreements as cash flow hedges for accounting purposes. Therefore, changes in the fair values of the derivative are 
recorded in accumulated other comprehensive income (loss) and are subsequently recognized in earnings when the hedged item 
affects earnings. 
  

We use foreign exchange forward contracts to hedge expense commitments that are denominated in currencies other than the 
U.S. dollar. The purpose of our foreign currency hedging activities is to fix the dollar value of specific commitments and payments to 
foreign vendors. Before acquiring a derivative instrument to hedge a specific risk, potential natural hedges are evaluated. While our 
foreign exchange contracts act as economic hedges, we have not designated such instruments as hedges for accounting purposes. 
Therefore, gains and losses resulting from changes in the fair values of these derivative instruments are recorded in other income 
(expense), net, in our consolidated statements of operations. 

  
The fair value of our derivative instruments has been determined through the use of models that consider various 

assumptions, including time value and yield curves, as well as other relevant economic measures, which are inputs that are classified 
as Level 2 in the valuation hierarchy (see Notes 11 and 12). 

  
Comprehensive Income (Loss).  Comprehensive income (loss) includes net income (loss) as per our consolidated statement 

of operations and other comprehensive income (loss). Other comprehensive income (loss), which is comprised of unrealized gains and 
losses on foreign currency translation adjustments and cash flow hedges, net of tax, is included in our consolidated statement of equity 
as accumulated other comprehensive income (loss). 

  
Concentration of Credit Risk.  We sell the majority of our products in the United States to orthopedic professionals, 

hospitals, distributors, specialty dealers, insurance companies, managed care companies and certain governmental payors such as 
Medicare. International sales comprised 25.3%, 25.5%, and 26.6%, of our net sales for the years ended December 31, 2010, 2009 and 
2008, respectively. International sales are generated from a diverse group of customers through our wholly owned subsidiaries and 
certain independent distributors. Credit is extended based on an evaluation of the customer’s financial condition and generally 
collateral is not required. We provide a reserve for estimated bad debts. Management reviews and revises its estimates for credit losses 
from time to time and such credit losses have generally been within management’s estimates. In each of the years ended December 31, 
2010, 2009 and 2008, we had no individual customer or distributor that accounted for 10% or more of our total annual net sales. 

  
Fair Value of Financial Instruments.  The carrying amounts of our short-term financial instruments, including cash and 

cash equivalents, accounts receivable and accounts payable, approximate fair values due to their short-term nature. The fair values of 
our variable rate debt, including borrowings under our Senior Secured Credit Facility, approximate carrying value due to the variable 
interest rate features on these instruments. See Note 13 for information concerning the fair value of our fixed rate debt. 

  
Reclassifications.  Certain prior year amounts have been reclassified to conform to the current year presentation. 
  

3.                                     RECENT ACCOUNTING PRONOUNCEMENTS 
  

In January 2010, we adopted the Improvement to Financial Reporting by Enterprises Involved with Variable Interest Entities 
provisions of the Financial Accounting Standards Board (FASB) Accounting Standards Codification (ASC), which requires a 
qualitative approach to identifying a controlling interest financial interest in a variable interest entity (VIE), and requires ongoing 
assessment of whether an entity is a VIE, and whether an interest in a VIE makes the holder the primary beneficiary of the VIE. The 
adoption of this ASC Topic had no impact on our consolidated financial statements. 

  
In January 2010, we adopted the provisions of the FASB ASC Topic which, among other matters, removes the concept of a 

qualifying special-purpose entity; creates more stringent conditions for reporting a transfer of a portion of a financial asset as a sale; 
establishes conditions for reporting a transfer of a portion of a financial asset as a sale; and changes the initial measurement of a 
transferor’s interest in transferred financial assets. The adoption of this ASC Topic had no impact on our consolidated financial 
statements. 

  
In September 2009, the FASB issued guidance concerning the determination of whether an arrangement involving multiple 

deliverables contains more than one unit of accounting and the manner in which consideration should be measured and allocated to the 
separate units of accounting in the multiple-element arrangement. This guidance is effective for fiscal years beginning on or after 
June 15, 2010. We are currently evaluating the impact, if any, this issue will have on our consolidated financial statements. However, 
we do not expect that this issue will have a material effect on our financial position, results of operations, or cash flows. 
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4.                                      ACQUISITIONS 
  

During the years ended December 31, 2010 and 2009, we acquired businesses from four independent international 
distributors of our products. Our primary reason for these acquisitions was to improve the profitability of our sales and to expand the 
range of our products sold in these markets, which we believe we can accomplish more successfully by participating directly in the 
markets, instead of through independent distributors. We account for acquisitions using the acquisition method of accounting, with the 
results of operations attributable to each acquisition included in our consolidated financial statements from the date of acquisition. 

  
DJO South Africa.  On September 20, 2010, we acquired certain assets and contractual rights from an independent South 

African distributor of DonJoy products for total consideration of $1.9 million, which included a cash payment of $1.2 million on the 
closing date, forgiveness of $0.4 million of accounts receivable from the distributor and holdbacks of $0.3 million related primarily to 
potential indemnification claims, which will be paid in September 2011 if there are no such claims. 

  
Chattanooga Canada.  On August 4, 2009, we acquired Chattanooga Group Inc. (Chattanooga Canada), an independent 

Canadian distributor of Chattanooga products, for $7.2 million. Pursuant to the terms of the acquisition agreement and included within 
the purchase price, was a $1.4 million indemnification holdback, which accrues interest at an annual rate of 2.5% for the first 18 
months and a variable rate thereafter; and a $1.4 million promissory note, which accrued interest at an annual rate of 6%. We paid the 
promissory note and related interest thereon in August 2010. The holdback provides security for potential indemnification claims and, 
if not used for that purpose, is payable to the sellers. The first half of the holdback amount not used to cover indemnification claims, 
including interest thereon, was payable in February 2011, however, we have withheld this payment pending fulfillment of certain 
contractual obligations by the sellers. The second half of the holdback amount, including interest thereon, will be payable in 2012 if 
not used to cover indemnification claims. 

  
Empi Canada.  On August 4, 2009, we acquired Empi Canada Inc. (Empi Canada), an independent Canadian distributor of 

Empi products, for $7.4 million. Pursuant to the terms of the acquisition agreement and included within the purchase price was a $1.4 
million indemnification holdback, which accrues interest at an annual rate of 2.5% for the first 18 months and a variable rate 
thereafter; and a $1.4 million promissory note, which accrued interest at an annual rate of 6%. We paid the promissory note and 
related interest thereon in August 2010. The holdback provides security for potential indemnification claims and, if not used for that 
purpose, is payable to the sellers. The first half of the holdback amount not used to cover indemnification claims, including interest 
thereon, was payable in February 2011, however, we have withheld this payment pending fulfillment of certain contractual obligations 
by the sellers. The second half of the holdback amount, including interest thereon, will be payable in 2012 if not used to cover 
indemnification claims. 

  
DJO Australia.  On February 3, 2009, we acquired DonJoy Orthopaedics Pty., Ltd. (DJO Australia), an independent 

Australian distributor of DonJoy products, for $3.4 million. Pursuant to the terms of the acquisition agreement, and included within 
the purchase price, was $0.8 million, representing the acquisition date fair value of the additional amount payable to the selling 
shareholder if certain revenue targets were met by December 31, 2009. We attained these revenue targets and paid the $0.8 million to 
the selling shareholder in the first quarter of 2010. 

  
A summary of the purchase price and opening balance sheets for these acquisitions is presented in the following table. With 

the exception of DJO South Africa, the opening balance sheets presented in this table reflect our final purchase price allocations. We 
expect to finalize the DJO South Africa purchase price allocation in the first half of 2011: 
  

  

(1)          The fair value of customer relationships was determined using an estimate of the future discounted cash flows from those 
customers. The Chattanooga Canada and Empi Canada acquisition agreements included five year non-compete agreements 
with the respective sellers. The fair value of these non-compete agreements was determined using an estimate of the future 
discounted cash flows with and without the noncompetition agreements in place 
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($ in thousands): 
  

DJO 
South Africa

Chattanooga
Canada

Empi
Canada

DJO 
Australia 

  Useful Life
Current assets 

  $ 435
 

$ 743
 

$ 884
 

$ 2,046
    

Tangible non-current assets 
  310

 

—
 

—
 

—
    

Liabilities assumed 
  —

 

(2,254) (1,033) (1,120) 
  

Identifiable intangible assets (1): 
             

Customer-based 
  1,103 5,058 2,512 1,614

  5 years
Non-compete 

  —
 

253
 

174
 

—
  5 years

 

Goodwill (2) 
  64

 

3,354
 

4,902
 

899
    

Total purchase price 
  $ 1,912

 

$ 7,154
 

$ 7,439
 

$ 3,439
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(2)          Goodwill represents the excess purchase price over the fair value of the identifiable net assets acquired. We anticipate future 
cost savings as a result of the Chattanooga Canada and Empi Canada acquisitions, driven by estimated synergies from 
operating efficiencies as we combine these businesses with our existing business in Canada. This is the primary reason the 
purchase prices for Chattanooga Canada and Empi Canada resulted in the recognition of goodwill. 

  
Pro forma results of operations for these acquisitions have not been presented because the effects of the acquisitions 

individually and in the aggregate, were not material to our consolidated financial results. 
  

5.                                      DISCONTINUED OPERATIONS 
  

On June 12, 2009 we sold our Empi Therapy Solutions (ETS) catalog business, formerly known as Rehab Medical 
Equipment, or RME, to Patterson Medical Supply, Inc. for $21.8 million. Our ETS business, which was included within our Recovery 
Sciences Segment, sold a wide range of proprietary and third party rehabilitation products to physical therapists and chiropractors 
through printed catalogs and an on-line e-commerce site. As such, results of the ETS business for periods prior to the date of sale are 
presented as discontinued operations. The operating results of ETS that are classified as discontinued operations in our consolidated 
statements of operations are summarized in the following table (in thousands): 
  

  
Included within discontinued operations for the year ended December 31, 2009 is a pre-tax gain on disposal of discontinued 

operations of $6.6 million, which includes $12.0 million of goodwill associated with the ETS business, based on the relative fair 
values of ETS and the portion of the reporting unit that remained. The effective tax rate for the discontinued operations for the year 
ended December 31, 2009 was 105%. This rate differs from the amount which would have been recorded using the U.S. Federal 
statutory income tax rate of 35% due primarily to a large difference in the book and tax basis of goodwill disposed of. 

  
6.                                     ACCOUNTS RECEIVABLE RESERVES 
  

A summary of activity in our accounts receivable reserves for doubtful accounts and sales returns is presented below (in 
thousands): 

  

  
7.                                     INVENTORIES 
  

Inventories consist of the following (in thousands): 
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Year Ended December 31,
 

   

2009 
  2008

 

Net sales 
 

$ 13,450
  $ 31,725

 

     
Pre-tax income  

 

6,590
  1,556

 

Income tax provision  
 

6,909
  610

 

Net income (loss)  
 

$ (319) $ 946
 

   

Year Ended December 31, 
 

   

2010
 

2009
  2008

 

     
Balance, beginning of year  $ 48,306 $ 36,521

  $ 32,417
Provision for doubtful accounts and sales returns

 

33,077
 

34,904
  26,277

 

Write-offs, net of recoveries 
 

(28,307) (23,119) (22,173)
Balance, end of year $ 53,076 $ 48,306

  $ 36,521

   

December 31, 
2010 

  
December 31,

2009
 

Components and raw materials  
 

$ 27,287
  $ 29,967

 

Work in process  5,478
  3,745

Finished goods  
 

60,596
  51,110

 

Inventory held on consignment  
 

22,592
  24,121

 

   

115,953
  108,943

 

Inventory reserves  
 

(12,853) (13,063)

   

$ 103,100
  $ 95,880
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A summary of the activity in our reserves for estimated slow moving, excess, obsolete and otherwise impaired inventory is 
presented below (in thousands): 
  

  
The write-offs to the reserve were principally related to the disposition of fully reserved inventory. 
  

8.                                      PROPERTY AND EQUIPMENT, NET 
  

Property and equipment consists of the following (in thousands): 
  

  
Depreciation and amortization expense relating to property and equipment (including equipment under capital leases) was 

$26.0 million, $27.9 million, and $23.6 million for the years ended December 31, 2010, 2009 and 2008, respectively. Depreciation 
expense includes $3.8 million, $3.7 million, and $2.9 million for the years ended December 31, 2010, 2009 and 2008, respectively, 
associated with surgical implant instruments which we provide free of charge to surgeons for use in implanting our products, which is 
included in selling, general and administrative expense in our consolidated statements of operations. We also capitalize electrotherapy 
devices that we rent to patients and record the related depreciation expense in cost of sales. 

  
9.                                     LONG-LIVED ASSETS 
  

Goodwill 
  

Changes in the carrying amount of goodwill are presented in the table below (in thousands): 
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Year Ended December 31, 
 

   

2010
 

2009
  2008 

 

Balance, beginning of year  
 

$ 13,063
 

$ 17,798
 

$ 18,996
 

Provision charged to costs of sales  6,596 7,462 8,637
Write-offs, net of recoveries (6,806) (12,197) (9,835)
Balance, end of year 

 

$ 12,853
 

$ 13,063
 

$ 17,798
 

  
December 31,

2010
December 31, 

2009 
  

Depreciable lives
(years)

Land 
 

$ 100
 

$ 1,448
  Indefinite

 

Buildings and improvements 
 

18,832
 

22,714
  3 to 25

 

Equipment 73,225 66,658
  2 to 7

Software 
 

21,260
 

17,213
  3 to 10

 

Furniture and fixtures 14,031 8,624
  3 to 8

Surgical implant instrumentation 
 

24,591
 

22,192
  5

 

Construction in progress 
 

15,572
 

15,586
  N/A

 

   

167,611
 

154,435
    

Accumulated depreciation and amortization
 

(82,591) (67,721) 
  

Property and equipment, net 
 

$ 85,020
 

$ 86,714
    

   

Year Ended December 31, 
 

  2010
  2009 

Balance, beginning of year  
 

$ 1,191,497
 

$ 1,191,566
 

Acquisitions (see Note 4)  
 

64
 

9,155
 

Sale of business (see Note 5)  — (11,986)
Foreign currency translation  (2,674) 2,762
Balance, end of year  

 

$ 1,188,887
 

$ 1,191,497
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Identifiable intangible assets consisted of the following (in thousands): 
  

  

  
Our 2010 annual impairment test did not result in impairment to any of our indefinite-lived intangible assets. As a result of 

our 2009 annual impairment test, we determined that the fair value of two of our trade names were less than the carrying amount, 
resulting in an aggregate $7.0 million impairment charge, of which $3.9 million was related to our Bracing and Supports Segment, and 
$3.1 million was related to our Recovery Sciences Segment. As a result of our 2008 annual impairment test, we incurred an aggregate 
impairment charge of $22.4 million. We determined that the fair value of a trade name in our Recovery Sciences Segment was less 
than its carrying amount, resulting in impairment of $10.1 million, and another trade name in our Surgical Implant Segment was 
abandoned, resulting in an impairment charge $12.3 million. These impairment charges were included in amortization and impairment 
of intangible assets within the consolidated statements of operations for the years ended December 31, 2009 and 2008. 

  
Our definite-lived intangible assets are being amortized using the straight-line method over their remaining weighted average 

useful lives of ten years for technology-based assets, and nine years for customer-based assets. Based on our amortizable intangible 
asset balances as of December 31, 2010, we estimate that amortization expense will be as follows for the next five years and thereafter 
(in thousands): 

  

  
Our goodwill and intangible assets by segment are as follows (in thousands):  
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December 31, 2010 
 

Gross Carrying
Amount

 

Accumulated 
Amortization 

  
Intangible
Assets, Net

 

Definite-lived intangible assets: 
        

Customer-based $ 485,363 $ (130,973) $ 354,390
Technology-based 447,437 (119,985) 327,452

   

$ 932,800
 

$ (250,958) 681,842
 

Indefinite-lived intangible assets: 
        

Trademarks and trade names 
   428,999

Net identifiable intangible assets 
      $ 1,110,841

 

December 31, 2009 
 

Gross Carrying
Amount

 

Accumulated 
Amortization 

  
Intangible
Assets, Net

 

Definite-lived intangible assets: 
        

Customer-based  $ 490,587 $ (97,067) $ 393,522
Technology-based  458,732 (94,346) 364,386

   

$ 949,321
 

$ (191,413) 757,908
 

Indefinite-lived intangible assets: 
        

Trademarks and trade names  
   429,769

Net identifiable intangible assets  
      $ 1,187,677

 

Year Ending December 31, 
2011  

 

$ 77,005
 

2012  
 

75,685
 

2013  
 

69,752
 

2014  
 

68,142
 

2015  64,132
Thereafter  

 

327,126
 

  $ 681,842

December 31, 2010 
 

Goodwill
 

Intangible
Assets, Net

  
Bracing and Supports Segment 

 

$ 565,298
 

$ 700,953
  

Recovery Sciences Segment 
 

495,999
 

353,323
  

International Segment 
 

80,184
 

36,453
  

Surgical Implant Segment 
 

47,406
 

20,112
  

   

$ 1,188,887
 

$ 1,110,841
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In the second quarter of 2010, we changed how we report our segment financial information to senior management. Prior to 

the second quarter of 2010, our Recovery Sciences and Bracing and Supports Segments were reported together as the Domestic 
Rehabilitation Segment. Segment information for all periods presented has been restated to reflect this change. 

  
10.                               OTHER CURRENT LIABILITIES 
  

Other current liabilities consist of the following (in thousands): 
  

  
11.                              DERIVATIVE INSTRUMENTS 
  

We use derivative financial instruments to manage interest rate risk related to our variable rate credit facilities and risk related 
to foreign currency exchange rates. Our objective is to reduce the risk to earnings and cash flows associated with changes in interest 
rates and changes in foreign currency exchange rates. Before acquiring a derivative instrument to hedge a specific risk, we evaluate 
potential natural hedges. Factors considered in the decision to hedge an underlying market exposure include the materiality of the risk, 
the volatility of the market, the duration of the hedge, and the availability, effectiveness and cost of derivative instruments. We do not 
use derivative instruments for speculative or trading purposes. 

  
All derivatives, whether designated as hedging relationships or not, are recorded on the balance sheet at fair value. The fair 

value of our derivatives is determined through the use of models that consider various assumptions, including time value, yield curves 
and other relevant economic measures which are inputs that are classified as Level 2 in the valuation hierarchy. The classification of 
gains and losses resulting from changes in the fair values of derivatives is dependent on the intended use of the derivative and its 
resulting designation. Our interest rate swap agreements are designated as cash flow hedges, and accordingly, effective portions of 
changes in the fair value of the derivatives are recorded in accumulated other comprehensive income (loss) and subsequently 
reclassified into our consolidated statement of operations when the hedged forecasted transaction affects income (loss). Ineffective 
portions of changes in the fair value of cash flow hedges are recognized in income (loss). Our foreign exchange contracts have not 
been designated as hedges, and accordingly, changes in the fair value of the derivatives are recorded in income (loss). 

  
Interest Rate Swap Agreements.  Our Senior Secured Credit Facility is subject to floating interest rates. We manage the risk 

of unfavorable movements in interest rates by hedging a portion of the outstanding loan balance, thereby locking in a fixed rate on a 
portion of the principal, reducing the effect of possible rising interest rates and making interest expense more predictable over the term 
of the credit facilities. We have four interest rate swap agreements which we have designated as cash flow hedges for accounting 
purposes, and the hedges are considered effective. As such, the effective portion of the gain or loss on the derivative instrument is 
reported as a component of accumulated other comprehensive income (loss) and is reclassified into interest expense in our 
consolidated statement of operations in the period in which it affects income (loss). 
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December 31, 2009 
 

Goodwill
 

Intangible
Assets, Net

  
Bracing and Supports Segment  

 

$ 565,298
 

$ 729,490
  

Recovery Sciences Segment  
 

495,999
 

394,993
  

International Segment  
 

82,794
 

40,173
  

Surgical Implant Segment  47,406 23,021
  

   

$ 1,191,497
 

$ 1,187,677
  

   

December 31,
2010

 

December 31,
2009

  
Wages and related expenses $ 23,723 $ 20,668

  
Commissions and royalties 

 

12,138
 

12,953
  

Interest rate swap derivative 
 

6,707
 

9,701
  

Other accrued liabilities 37,641 47,286
  

   

$ 80,209
 

$ 90,608
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Information regarding our interest rate swap agreements as of December 31, 2010 is presented below (in thousands): 
  

  

(1)          For derivative instruments that become effective subsequent to December 31, 2010, we present a range of dates 
that represent the period covered by the applicable derivative instrument. 

  
Foreign Exchange Rate Contracts.  We utilize Mexican Peso (MXP) foreign exchange forward contracts to hedge a portion 

of our exposure to fluctuations in foreign exchange rates, as our Mexico-based manufacturing operations incur costs that are largely 
denominated in MXP. These foreign exchange forward contracts expire weekly throughout fiscal year 2011.While our foreign 
exchange forward contracts act as economic hedges, we have not designated such instruments as hedges for accounting purposes. 
Therefore, gains and losses resulting from changes in the fair values of these derivative instruments are recorded in other income 
(expense), net, in our accompanying consolidated statements of operations. 

  
Information regarding the notional and fair value of our foreign exchange forward contracts as of December 31, 2010 and 

2009 is presented in the table below (in thousands): 
  

  
The following table summarizes the fair value of derivative instruments in our consolidated balance sheets (in thousands): 
  

  
The following table summarizes the effect our derivative instruments have on our consolidated statements of operations (in 

thousands): 
  

  

(1)          Represents the loss on derivative instruments designated as cash flow hedges, reclassified from accumulated other 
comprehensive income (loss) into interest expense during the periods presented. 
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Maturity Date (1) 
  

Notional
Amount

 

Pay
Fixed

 

Receive
Floating

  

Estimated loss
expected to be 

reclassified into 
earnings within the 
next twelve months

 

January - December 2011 
  $ 75,000

 

2.55% 1 month LIBOR 
  $ 1,652

 

January - December 2011 
  75,000

 

2.60% 1 month LIBOR 
  1,690

 

January - December 2011 
  75,000

 

2.585% 1 month LIBOR 
  1,679

 

January - December 2011 
  75,000

 

2.595% 1 month LIBOR 
  1,686

 

           $ 6,707
 

December 31, 2010 December 31, 2009 
Notional Value 

MXP 
  

Notional Value 
USD 

  
Fair Value

USD
Notional Value

MXP
Notional Value 

USD
  

Fair Value
USD 

116,910
  $ 9,054

  $ 9,428
 

190,745
 

$ 14,242
  $ 14,331

 

   

Balance Sheet Location
  

December 31,
2010 

 

December 31,
2009

 

Derivative Assets: 
   

Foreign exchange forward contracts not designated as hedges 
 

Other current assets
  $ 374

 

$ 89
 

     
Derivative Liabilities: 

        

Current portion of interest rate swap agreements designated as 
cash flow hedges  

 

Other current liabilities
  $ 6,707

 

$ 9,701
 

Long-term portion of interest rate swap agreements designated as 
cash flow hedges  

 

Other long-term liabilities
  —

 

1,543
 

     $ 6,707 $ 11,244

    Year Ended December 31,
    Location of gain (loss)

 

2010
 

2009 
  2008

 

Interest rate swap agreements 
designated as cash flow hedges 

  Interest expense (1)
 

$ (12,211) $ (18,164) $ (3,440)
Foreign exchange forward contracts 

not designated as hedges 
  Other income (expense), net

 

285
 

2,913
  (2,824)

    $ (11,926) $ (15,251) $ (6,264)
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The pre-tax loss on derivative instruments designated as cash flow hedges recognized in accumulated other comprehensive 
income (loss) is presented below (in thousands): 
  

  
As of December 31, 2010, the cumulative amount included in accumulated other comprehensive income (loss) related to 

derivative instruments designated as cash flow hedges was $4.1 million (net of tax). 
  
12.                               FAIR VALUE MEASUREMENTS 
  

Financial assets and liabilities are classified based on the lowest level of input that is significant to the fair value 
measurements. Our assessment of the significance of a particular input to the fair value measurements requires judgment, and may 
affect the valuation of the assets and liabilities being measured and their placement within the fair value hierarchy. The following 
tables present the balances of assets and liabilities measured at fair value on a recurring basis (in thousands): 
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Year Ended December 31,
  

   

2010
 

2009
 

2008 
  

Interest rate swap agreements 
designated as cash flow hedges

 

$ 7,674
 

$ 16,136
 

$ 12,800
  

December 31, 2010 
 

Level 1 (1)
 

Level 2 (2)
 

Level 3 (3) 
  Total

 

Total Assets: 
          

Foreign exchange forward contracts not 
designated as hedges 

 

$ —
 

$ 374
 

$ —
  $ 374

 

     
Total Liabilities: 

          

Interest rate swap agreements designated as 
cash flow hedges 

 

$ —
 

$ 6,707
 

$ —
  $ 6,707

 

December 31, 2009 Level 1 (1) Level 2 (2) Level 3 (3) 
  Total

Total Assets: 
   

Foreign exchange forward contracts not 
designated as hedges  $ — $ 89 $ —

  $ 89
     
Total Liabilities: 

   
Interest rate swap agreements designated as 

cash flow hedges  $ — $ 11,244 $ —
  $ 11,244

(1) Fair value measurements based on quoted prices in active markets for identical assets or liabilities.
(2) Fair value measurements based on observable inputs other than quoted prices in active markets for identical assets 

and liabilities. 
(3) No observable valuation inputs in the market.
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13.                              DEBT AND CAPITAL LEASES 
  

Debt and capital lease obligations consists of the following (in thousands): 
  

  
Senior Secured Credit Facility 
  

On November 20, 2007, we entered into the Senior Secured Credit Facility consisting of a $1,065.0 million term loan facility 
maturing May 2014 and a $100.0 million revolving credit facility maturing November 2013. We issued the term loan facility at a 1.2% 
discount, resulting in net proceeds of $1,052.4 million. We are amortizing the $12.6 million discount using the effective interest 
method, thereby increasing the reported outstanding balance through the maturity date of the term loan facility. 

  
On January 14, 2010, we entered into Amendment No. 1 to the Senior Secured Credit Facility, which permitted us to issue up 

to an additional $150.0 million in aggregate principal amount of new 10.875% Senior Notes on or prior to March 1, 2010, as long as 
the net cash proceeds were used to make a voluntary prepayment of the term loans. In connection with this amendment, we incurred 
$1.1 million of arrangement and lender consent fees, which we expensed during the first quarter of 2010. On January 20, 2010, we 
issued $100.0 million of new 10.875% Senior Notes, as described below, and made a $101.5 million voluntary prepayment of the term 
loans in accordance with the terms of Amendment No. 1 to the Senior Secured Credit Facility. In addition, pursuant to the excess cash 
flow provisions of the Senior Secured Credit Facility, as described below, we also made a $2.0 million prepayment of the term loans 
during March 2010. In connection with these prepayments, we accelerated $0.8 million of amortization of the then remaining 
unamortized original issue discount during the first quarter of 2010. Additionally, we recognized a non-cash loss of $1.9 million 
attributable to the write off of the then remaining unamortized debt issuance costs related to the portion of the term loans that were 
repaid. 

  
On October 5, 2010, we entered into Amendment No. 2 to the Senior Secured Credit Facility, which permitted us to (1) issue 

$300.0 million in aggregate principal amount of new subordinated notes to be co-issued by DJOFL and DJO Finco; (2) use the 
proceeds from the offering to repurchase or redeem all of our existing 11.75% Senior Subordinated Notes (11.75% Notes) due 2014; 
(3) prepay a portion of the term loans under our Senior Secured Credit Facility and (4) pay related premiums, fees and expenses, all 
without utilizing existing debt incurrence capacity under our Senior Secured Credit Facility. In connection with this amendment, we 
incurred $0.7 million of fees and expenses, which were expensed during the fourth quarter of 2010. On October 18, 2010, we issued 
$300.0 million aggregate principal amount of new 9.75% Senior Subordinated Notes (9.75% Notes), as described below. During 
October 2010, we made voluntary aggregate prepayments of $79.0 million of the term loans under our Senior Secured Credit Facility. 
In connection with these prepayments, we accelerated $0.6 million of amortization of the unamortized original issue discount as of the 
prepayment dates, and recognized a non-cash loss of $1.2 million attributable to the write off of unamortized debt issuance costs as of 
the prepayment dates relating to the portion of the term loans that were repaid. 

  
On February 18, 2011, we entered into Amendment No. 3 to the Senior Secured Credit Facility, which increased the Total 

Leverage Ratio limitation in the Permitted Acquisitions covenant from 6.0 to 7.0, and deemed the ETI acquisition (See Note 24) to 
have been made as a Permitted Acquisition. The Permitted Acquisitions covenant has no limit on the dollar amount of acquisitions we 
are permitted to make, as long as we are in compliance with this ratio, with the senior secured leverage ratio, and not in default. 

  
The market value of our term loan facility was $836.9 million as of December 31, 2010. We determine market value using 

trading prices for our term loan on or near that date. 
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December 31, 
2010

  
December 31,

2009
 

Senior Secured Credit Facility:  
      

$100 million revolving credit facility 
 

$ —
  $ —

 

Term loan, net of unamortized original issue discount ($6.0 
million, and $9.3 million at December 31, 2010 and 2009, 
respectively)  

 

845,792
  1,034,427

 

10.875% Senior Notes, including unamortized original issue premium 
($4.2 million at December 31, 2010)  

 

679,239
  575,000

 

9.75% Senior Subordinated Notes  
 

300,000
  —

 

11.75% Senior Subordinated Notes  
 

—
  200,000

 

Notes payable for acquisitions  
 

—
  2,860

 

Capital lease obligations and other  81
  583

  Total debt and capital lease obligations 1,825,112
  1,812,870

Current maturities  (8,821) (15,926)
Long-term debt and capital lease obligations 

 

$ 1,816,291
  $ 1,796,944

 



Table of Contents 
  

Interest Rates.  Borrowings under the Senior Secured Credit Facility bear interest at a rate equal to an applicable margin plus, 
at our option, either (a) a base rate determined by reference to the higher of (1) the prime rate, as defined, and (2) the federal funds rate 
plus 0.50% or (b) the Eurodollar rate determined by reference to the costs of funds for deposits in U.S. dollars for the interest period 
relevant to each borrowing adjusted for required reserves. The initial applicable margin for borrowings under the term loan facility and 
the revolving credit facility is 2.00% with respect to base rate borrowings and 3.00% with respect to Eurodollar borrowings. The 
applicable margin for borrowings under the term loan facility and the revolving credit facility may be reduced subject to us attaining 
certain leverage ratios. We use interest rate swap agreements in an effort to hedge our exposure to fluctuating interest rates related to a 
portion of our Senior Secured Credit Facility (see Note 11). As of December 31, 2010, our weighted average interest rate for all 
borrowings under the Senior Secured Credit Facility was 4.08%. 

  
Fees. In addition to paying interest on outstanding principal under the Senior Secured Credit Facility, we are required to pay 

a commitment fee to the lenders under the revolving credit facility with respect to the unutilized commitments thereunder. The current 
commitment fee rate is 0.50% per annum. The commitment fee rate may be reduced subject to us attaining certain leverage ratios. We 
must also pay customary letter of credit fees. 

  
Principal Payments.  We are required to pay annual payments in equal quarterly installments on the loans under the term loan 

facility in an amount equal to 1.00% of the funded total principal amount through February 2014, with any remaining amount payable 
in May 2014. 

  
Prepayments.  The Senior Secured Credit Facility requires us to prepay outstanding term loans, subject to certain exceptions, 

with (1) 50% (which percentage can be reduced to 25% or 0% upon our attaining certain leverage ratios) of our annual excess cash 
flow, as defined; (2) 100% of the net cash proceeds above an annual amount of $25.0 million from non-ordinary course asset sales 
(including insurance and condemnation proceeds) by DJOFL and its restricted subsidiaries, subject to certain exceptions, including a 
100% reinvestment right if reinvested or committed to reinvest within 15 months of such sale or disposition so long as reinvestment is 
completed within 180 days thereafter; and (3) 100% of the net cash proceeds from issuances or incurrences of debt by DJOFL and its 
restricted subsidiaries, other than proceeds from debt permitted to be incurred under the Senior Secured Credit Facility and related 
amendments. Any mandatory prepayments are applied to the term loan facilities in direct order of maturity. We reinvested the net 
proceeds from our 2009 asset sales and, as such, our calculation of 2009 excess cash flows excluded those net proceeds. We may 
voluntarily prepay outstanding loans under the Senior Secured Credit Facility at any time without premium or penalty, provided that 
voluntary prepayments of Eurodollar loans made on a date other than the last day of an interest period applicable thereto shall be 
subject to customary breakage costs. We are not required to make any prepayments in 2011 related to our 2010 excess cash flow 
calculation. 

  
Guarantee and Security.  All obligations under the Senior Secured Credit Facility are unconditionally guaranteed by DJO 

Holdings LLC (DJO Holdings) and each existing and future direct and indirect wholly owned domestic subsidiary of DJOFL other 
than immaterial subsidiaries, unrestricted subsidiaries and subsidiaries that are precluded by law or regulation from guaranteeing the 
obligations (collectively, the Guarantors). 

  
All obligations under the Senior Secured Credit Facility, and the guarantees of those obligations, are secured by pledges of 

100% of the capital stock of DJOFL, 100% of the capital stock of each wholly owned domestic subsidiary and 65% of the capital 
stock of each wholly owned foreign subsidiary that is, in each case, directly owned by DJOFL or one of the Guarantors; and a security 
interest in, and mortgages on, substantially all tangible and intangible assets of DJO Holdings, DJOFL and each Guarantor. 

  
Certain Covenants and Events of Default.  The Senior Secured Credit Facility contains a number of covenants that, among 

other things, restrict, subject to certain exceptions, our and our subsidiaries’ ability to: 
  
•                  incur additional indebtedness, 
  
•                  create liens on assets, 
  
•                  change fiscal years, 
  
•                  enter into sale and leaseback transactions, 
  
•                  engage in mergers or consolidations, 
  
•                  sell assets, 
  
•                  pay dividends and other restricted payments, 
  
•                  make investments, loans or advances, 
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•                  repay subordinated indebtedness, 
  
•                  make certain acquisitions, 
  
•                  engage in certain transactions with affiliates, 
  
•                  restrict the ability of restricted subsidiaries that are not Guarantors to pay dividends or make distributions, 
  
•                  amend material agreements governing our subordinated indebtedness, and 
  
•                  change our lines of business. 
  
In addition, the Senior Secured Credit Facility requires us to maintain a maximum senior secured leverage ratio of 3.50:1 as 

of the twelve months ended December 31, 2010, stepping down over time to 3.25:1 by the end of 2011. The Senior Secured Credit 
Facility also contains certain customary affirmative covenants and events of default. As of December 31, 2010, our senior secured 
leverage ratio was 3.07:1, and we were in compliance with all other applicable covenants. 

  
10.875% Senior Notes 
  

On November 20, 2007, DJOFL and DJO Finance Corporation (DJO Finco) (collectively, the Issuers) issued $575.0 million 
aggregate principal amount of 10.875% Senior Notes under an agreement dated as of November 20, 2007 (the 10.875% Indenture) 
among the Issuers, the guarantors party thereto and The Bank of New York Mellon (formerly known as The Bank of New York), as 
trustee. We refer to the 10.875% Senior Notes, individually, or collectively, as the 10.875% Notes. 

  
On January 20, 2010, the Issuers issued $100.0 million aggregate principal amount of new 10.875% Notes, pursuant to the 

10.875% Indenture that governs our existing 10.875% Notes due 2014. We issued the new 10.875% Notes at a 5.0% premium, 
resulting in gross proceeds of $105.0 million. We are amortizing the premium over the term of the new 10.875% Notes using the 
effective interest method, thereby decreasing the reported outstanding balance through the maturity date. Net proceeds from the 
issuance (excluding $2.0 million of interest accrued from November 15, 2009 to January 19, 2010, which was included in the interest 
payment we made to holders of the new 10.875% Notes on May 15, 2010), along with cash on hand, were used to repay $101.5 
million of existing term loans under the Senior Secured Credit Facility. The 10.875% Notes require semi-annual interest payments of 
$36.7 million each May 15 and November 15 and are due November 15, 2014. 

  
As of December 31, 2010, the market value of the 10.875% Notes was $735.8 million. We determined market value using 

trading prices for the 10.875% Notes on or near that date. We believe the trading prices reflect certain differences between prevailing 
market terms and conditions and the actual terms of our 10.875% Notes. 

  
Optional Redemption.  Under the 10.875% Indenture, prior to November 15, 2011, the Issuers have the option to redeem 

some or all of the 10.875% Notes for cash at a redemption price equal to 100% of the then outstanding principal balance plus an 
applicable make-whole premium, plus accrued and unpaid interest. Beginning on November 15, 2011, the Issuers may redeem some 
or all of the 10.875% Notes at a redemption price of 105.438% of the then outstanding principal balance plus accrued and unpaid 
interest. The redemption price decreases to 102.719% and 100% of the then outstanding principal balance at November 2012 and 
November 2013, respectively. 

  
Change of Control.  Upon the occurrence of a change of control, unless DJOFL has previously sent or concurrently sends a 

notice exercising its optional redemption rights with respect to all of the then-outstanding 10.875% Notes, DJOFL will be required to 
make an offer to repurchase all of the then-outstanding 10.875% Notes at 101% of their principal amount, plus accrued and unpaid 
interest. 

  
Covenants.  The 10.875% Indenture contains covenants limiting, among other things, our and our restricted subsidiaries’ 

ability to incur additional indebtedness or issue certain preferred and convertible shares, pay dividends on, redeem, repurchase or 
make distributions in respect of the capital stock of DJO or make other restricted payments, make certain investments, sell certain 
assets, create liens on certain assets to secure debt, consolidate, merge, sell or otherwise dispose of all or substantially all of our assets, 
enter into certain transactions with affiliates, and designate our subsidiaries as unrestricted subsidiaries. As of December 31, 2010, we 
were in compliance with all applicable covenants. 
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11.75% Senior Subordinated Notes 
  

In November 2006, the Issuers issued $200.0 million aggregate principal amount of 11.75% senior subordinated notes (the 
11.75% Notes). The 11.75% Notes required semi-annual interest payments of $11.8 million each May 15 and November 15. 

  
On October 1, 2010, we commenced a cash tender offer for any and all of our $200 million of outstanding 11.75% Notes due 

2014 with a final tender expiration date of October 29, 2010. The total tender offer consideration of $1,065 for each $1,000 principal 
amount of 11.75% Notes validly tendered included an early tender premium of $30 per $1,000 principal amount of 11.75% Notes 
validly tendered by October 15, 2010. In addition, holders who validly tendered their 11.75% Notes were entitled to receive accrued 
interest from and including the last interest payment date through the applicable settlement date. 

  
In October 2010, we issued $300.0 million of 9.75% Notes, discussed below, and used a portion of the proceeds to 

repurchase $200.0 million aggregate principal amount of the 11.75% Notes for total consideration of $213.0 million plus $10.0 million 
of accrued interest through the settlement date. 

  
9.75% Senior Subordinated Notes 
  

On October 18, 2010, the Issuers issued $300.0 million aggregate principal amount of 9.75% Notes maturing on 
October 15, 2017. We used the proceeds, along with cash on hand, to repurchase our $200.0 million aggregate principal amount of 
11.75% Notes, prepay $79.0 million of term loans under our Senior Secured Credit Facility, and pay related premiums, fees and 
expenses. 

  
The 9.75% Notes require semi-annual interest payments of $14.6 million each April 15 and October 15, commencing on 

April 15, 2011, and will accrue from and including October 18, 2010. The 9.75% Notes are guaranteed jointly and severally and on an 
unsecured senior basis by each of DJOFL’s existing and future direct and indirect wholly owned domestic subsidiaries that guarantee 
any of DJOFL’s indebtedness or any indebtedness of DJOFL’s domestic subsidiaries or by any of DJOFL’s subsidiaries that are an 
obligor under DJOFL’s Senior Secured Credit Facility. 

  
As of December 31, 2010, the market value of the 9.75% Notes was $300.8 million. We determined market value using 

trading prices for the 9.75% Notes on or near that date. We believe the trading prices reflect certain differences between prevailing 
market terms and conditions and the actual terms of our 9.75% Notes. 

  
Optional Redemption.  Under the Indenture to the 9.75% Notes (the 9.75% Indenture), prior to October 15, 2013, the Issuers 

have the option to redeem some or all of the 9.75% Notes for cash at a redemption price equal to 100% of the then outstanding 
principal balance plus an applicable make-whole premium plus accrued and unpaid interest. Beginning on October 15, 2013, the 
Issuers may redeem some or all of the 9.75% Notes at a redemption price of 107.313% of the then outstanding principal balance plus 
accrued and unpaid interest. The redemption price decreases to 104.875%, 102.438% and 100% of the then outstanding principal 
balance at October 15, 2014, 2015 and 2016, respectively. Additionally, from time to time, before October 15, 2013, the Issuers may 
redeem up to 35% of the 9.75% Notes at a redemption price equal to 109.75% of the principal amount then outstanding, plus accrued 
and unpaid interest, in each case, with proceeds we raise, or a direct or indirect parent company raises, in certain offerings of equity of 
DJOFL or its direct or indirect parent companies, as long as at least 65% of the aggregate principal amount of the notes issued remains 
outstanding. 

  
Change of Control.  Upon the occurrence of a change of control, unless DJOFL has previously sent or concurrently sends a 

notice exercising its optional redemption rights with respect to all of the then-outstanding 9.75% Notes, DJOFL will be required to 
make an offer to repurchase all of the then-outstanding 9.75% Notes at 101% of their principal amount, plus accrued and unpaid 
interest. 

  
Covenants.  The 9.75% Indenture contains covenants limiting, among other things, our and our restricted subsidiaries’ ability 

to incur additional indebtedness or issue certain preferred and convertible shares, pay dividends on, redeem, repurchase or make 
distributions in respect of the capital stock of DJO or make other restricted payments, make certain investments, sell certain assets, 
create liens on certain assets to secure debt, consolidate, merge, sell or otherwise dispose of all or substantially all of our assets, enter 
into certain transactions with affiliates, and designate our subsidiaries as unrestricted subsidiaries. As of December 31, 2010, we were 
in compliance with all applicable covenants. 

  
Our ability to continue to meet the covenants related to our indebtedness specified above in future periods will depend, in 

part, on events beyond our control, and we may not continue to meet those ratios. A breach of any of these covenants in the future 
could result in a default under the Senior Secured Credit Facility, the 10.875% Indenture, and the 9.75% Indenture (collectively, the 
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Indentures), at which time the lenders could elect to declare all amounts outstanding under the Senior Secured Credit Facility to be 
immediately due and payable. Any such acceleration would also result in a default under the Indentures. 
  

At December 31, 2010, the aggregate amounts of annual principal maturities of long-term debt and capital leases for the next 
five years and thereafter are as follows (in thousands): 

  

  
Loss on Modification and Extinguishment of Debt 
  

During the year ended December 31, 2010, we recognized a loss on modification and extinguishment of debt of 
$19.8 million. This loss includes $13.0 million of premiums, a $4.3 million non-cash write-off of unamortized debt issuance costs, and 
$1.4 million of fees and expenses associated with the amendment of our Senior Secured Credit Facility, issuance of $300.0 million of 
9.75% Notes and redemption of our $200.0 million of 11.75% Notes in October 2010. In addition, this loss includes $1.1 million of 
fees and expenses related to the amendment of our Senior Secured Credit Facility in connection with the issuance of $100.0 million 
10.875% Notes in January 2010. 

  
Debt Issuance Costs 
  

As of December 31, 2010 and 2009, we had $34.1 million, and $38.9 million, respectively, of unamortized debt issuance 
costs, which are included in other assets in our consolidated balance sheets. During the year ended December 31, 2010, we incurred 
$10.3 million of debt issuance costs, which were capitalized, in connection with the issuance and registered exchange offer of the 
$100.0 million 10.875% Notes in January 2010, and the issuance of the $300.0 million 9.75% Notes in October 2010. During the 
years ended December 31, 2009 and 2008, we did not incur any debt issuance costs. For the years ended December 31, 2010, 2009 
and 2008, amortization of debt issuance costs was $7.7 million, $12.7 million, and $13.2 million, respectively, and was included in 
interest expense in our consolidated statements of operations. 

  
14.                              MEMBERSHIP EQUITY 
  

During the year ended December 31, 2010, our indirect parent, DJO, sold 93,128 shares of its common stock, subject to a 
stockholders agreement (See Note 19), at $16.46 per share, in an offering to certain accredited investors comprised of employees, 
directors and independent sales agents. Net proceeds from this offering were $1.5 million. These proceeds were contributed by DJO to 
us, and have been included in member capital in our consolidated balance sheet as of December 31, 2010. The proceeds were used for 
working capital purposes. 

  
15.                              STOCK OPTION PLANS AND STOCK-BASED COMPENSATION 
  
2007 Stock Incentive Plan 
  

We have one active equity compensation plan, the DJO 2007 Incentive Stock Plan (the 2007 Stock Incentive Plan), under 
which we are authorized to grant awards of stock, options, and other stock-based awards for up to 7,500,000 shares of common stock 
of our indirect parent, DJO, subject to adjustment in certain events. 

  
Options issued under the 2007 Stock Incentive Plan can be either incentive stock options or non-qualified stock options. The 

exercise price of stock options granted will not be less than 100% of the fair market value of the underlying shares on the date of 
grant, and will expire no more than ten years from the date of grant. We adopted a form of non-statutory stock option agreement (the 
DJO Form Option Agreement) for employee stock option awards under the 2007 Stock Incentive Plan. Under the DJO Form Option 
Agreement, one-third of each stock option grant will vest over a specified period of time (typically five years) contingent solely upon 
the awardees’ continued employment with us (the Time-Based Tranche). As initially adopted, another one-third of stock options were 
to vest over a specified performance period (typically five years) from the date of grant upon the achievement of certain pre-
determined performance targets based on Adjusted EBITDA and free cash flow, as defined (the Performance-Based Tranche). As 
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Years Ending December 31,
  

2011  $ 8,821
  

2012  
 

8,824
  

2013  8,782
  

2014  
 

1,498,685
  

2015  
 

—
  

Thereafter  300,000
  

   

$ 1,825,112
  



Table of Contents 
  

amended in March 2009, the final one-third of stock options will vest based upon achieving a minimum internal rate of return (IRR) 
and minimum return of money on invested capital (MOIC), as defined; each with respect to Blackstone’s aggregate investment in 
DJO’s capital stock, to be achieved by Blackstone following a liquidation of all or a portion of its investment in DJO’s capital stock 
(the Enhanced Market Return Tranche). 
  

In March 2010, DJO’s Compensation Committee of the Board of Directors approved further modifications to the terms of the 
outstanding options and the DJO Form Option Agreements. The vesting terms of the Time-Based Tranche and Enhanced Market 
Return Tranche remain the same as discussed above. As modified, the financial performance targets for future years of the 
Performance-Based Tranche were replaced by new IRR and MOIC targets, similar to the Enhanced Market Return Tranche, each 
measured with respect to Blackstone’s aggregate investment in DJO’s capital stock, to be achieved by Blackstone following a 
liquidation of all or a portion of its investment in DJO capital stock (referred to hereafter as the Market Return Tranche). As a result of 
this modification, the Market Return Tranche has both a performance component and a market condition component. 

  
Options granted under the 2007 Stock Incentive Plan contain change-in-control provisions that would result in accelerated 

vesting of the Time-Based Tranche upon the occurrence of a change-in-control. Specifically, the Time-Based Tranche would become 
immediately exercisable upon the occurrence of a change-in-control if the optionee remains in continuous employment of the 
Company until the consummation of the change-in-control. However, this change-in-control provision does not apply to the Market 
Return or Enhanced Market Return Tranches. 

  
Employee Stock Options 
  

During the years ended December 31, 2010, and 2009 respectively, we granted a total of 645,050 and 1,048,146 stock 
options under the 2007 Stock Incentive Plan to our executive officers, senior management, and certain other employees. 

  
We recorded non-cash compensation expense of $1.7 million, $3.3 million, and $1.3 million, for the years ended 

December 31, 2010, 2009 and 2008, respectively. We record expense for awards with a performance condition only to the extent 
deemed probable of achievement, with the exception of market-based options previously modified during 2008 and reallocated to the 
Time-Based, Market Return, and Enhanced Market Return Tranches. The expense related to the previously modified options is 
recognized ratably over the vesting period of the stock options using the original grant-date fair value regardless of the probability of 
achieving the performance conditions. 

  
We are required to reassess at each reporting period whether the achievement of any performance condition is probable, at 

which time we would recognize the related compensation expense over the remaining performance or service period, if any. As a 
result of our March 2010 modification, we did not recognize any expense during the year ended December 31, 2010 related to the 
options in the Market Return and Enhanced Market Return Tranches, as achievement of the performance and market components are 
not deemed probable at this time. Based on actual financial results achieved for the year ended December 31, 2009, we recognized 
compensation expense for modified options granted during 2009, and the annual portion of the Tranche associated with the 2008 
options that were not previously vested in the then designated Performance-Based Tranche, as we exceeded the minimum threshold 
requirement of the 2009 modified performance targets. 

  
The fair value of each option award is estimated on the date of grant, or modification, using the Black-Scholes option pricing 

model for service based awards, and a binomial model for market based awards. In estimating fair value for options issued under the 
2007 Stock Incentive Plan, expected volatility was based on historical volatility of comparable publicly-traded companies. As our 
historical share option exercise experience does not provide a reasonable basis upon which to estimate the expected term, we used the 
simplified method. Expected life is calculated in two tranches based on the employment level defined as executive or employee. The 
risk-free rate used in calculating fair value of service based stock options for periods within the expected term of the option is based 
on the U.S. Treasury yield bond curve in effect on the date of grant. As a result of the March 2009 and March 2010 modifications, 
discussed above, we will no longer use the original grant date fair value to measure compensation cost and have remeasured the 
estimated fair value of options at the dates of modification. 

  
The following table summarizes certain assumptions we used to estimate the fair value of the Time-Based Tranche of stock 

options granted during the years ended December 31, 2010, 2009 and 2008: 
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  Year Ended December 31, 
  2010 2009 2008 
Expected volatility 34.2 - 35.8% 34.4 - 34.7% 27.4 - 60.0%
Risk-free interest rate 

 

2.0 - 3.0% 2.3 - 2.8% 2.8% - 4.7%
Expected years until exercise 6.4 -7.0 5.8 - 6.3 4.7 - 7.1
Expected dividend yield 

 

0.0% 0.0% 0.0%
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Non-Employee Stock Options 
  

During the year ended December 31, 2010 and 2009, respectively, we granted 24,600 and 21,600 stock options under the 
2007 Stock Incentive Plan to non-employees (Non-Employee Options). Non-Employee Options have an exercise price of $16.46 per 
share, which was equal to 100% of the estimated fair market value of the stock and will become effective upon the defined effective 
date and expire ten years from that date. A number of shares equal to 25% of the options granted become vested and exercisable at the 
end of each of the first four years subsequent to the effective date, provided the optionee is still affiliated with and providing services 
to the Company. Vesting of the Non-Employee Options is time-based and does not include any performance requirements. The fair 
value of each option granted to non-employees is required to be re-measured at the end of each reporting period until vested, when the 
final fair value of the vesting of the option is determined. 

  
In estimating fair value for options issued, expected volatility was based on historical volatility of comparable publicly-traded 

companies. A contractual life of ten years was used in place of the expected term. The risk-free rate used in calculating the fair value 
of the non-employee stock options for periods within the contractual life is based on the U.S. Treasury yield bond curve in effect on 
the date of grant. 

  
The following table presents the assumptions we used in calculating the fair value of the Non-Employee Options granted 

during the years ended December 31, 2010, 2009 and 2008: 
  

  
We recorded non-cash compensation expense of $0.2 million, $0.1 million, and $0.1 million for the years ended 

December 31, 2010, 2009 and 2008, associated with Non-Employee Options issued under the 2007 Incentive Stock Plan. 
  
A summary of option activity under the 2007 Stock Incentive Plan is presented below: 

  

  
For the years ended December 31, 2010, 2009 and 2008, the weighted-average grant-date fair value of stock options granted 

was $3.07, $5.55, and $5.36, respectively. 
  
As of December 31, 2010, total unrecognized stock-based compensation expense related to unvested stock options granted 

under the 2007 Stock Incentive Plan, excluding options subject to the performance and market components of the Market Return and 
Enhanced Market Return Tranches, was $2.3 million, net of expected forfeitures. We anticipate this expense to be recognized over a 
weighted-average period of approximately three years. Compensation expense associated with the Market Return and Enhanced 
Market Return Tranches of options granted under the 2007 Stock Incentive Plan, with the exception of those that were issued in 
connection with a modification, will be recognized only to the extent achievement of the performance and market components are 
deemed probable. 
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Year Ended December 31, 
 

   

2010
 

2009
 

2008 
 

Expected volatility 
 

37.6-38.4% 34.4 -34.7% 27.4%
Risk-free interest rate 2.7-3.7% 2.3-2.8% 3.9%
Contractual term (in years) 

 

10.0
 

10.0
 

10.0
 

Expected dividend yield 
 

0.0% 0.0% 0.0%

    
Number of

Shares
 

Weighted-
Average 

Exercise Price
 

Weighted-Average 
Remaining 

Contractual Term 
(Years) 

  
Aggregate Intrinsic

Value
 

       
Outstanding at December 31, 2009 

  6,880,342 $ 14.69 7.5
  $ 12,221,730

Granted 
  669,650

 

$ 16.46
      

Exercised 
  —

        

Forfeited or expired 
  (361,708) $ 16.46

      

Outstanding at December 31, 2010 
  7,188,284 $ 14.77 6.7

  $ 12,221,730
Exercisable at December 31, 2010 

  3,650,413
 

$ 13.13
 

5.6
  $ 12,221,730
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16.                                                        INCOME TAXES 
  

DJO files consolidated tax returns in the U.S. The income taxes of domestic and foreign subsidiaries not included within the 
consolidated U.S. tax group are presented in our financial statements based on a separate return basis for each tax-paying entity or 
group. 

  
The components of loss from continuing operations before income tax benefit consist of the following (in thousands): 

  

  
The income tax benefit consists of the following (in thousands): 

  

  
The difference between the income tax benefit derived by applying the U.S. Federal statutory income tax rate of 35% to loss 

from continuing operations before income tax and the income tax benefit recognized in the consolidated financial statements is as 
follows (in thousands): 
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Year Ended December 31, 
 

   

2010
 

2009
  2008 

 

U.S. operations  
 

$ (92,599) $ (76,881) $ (154,156)
Foreign operations  6,669 5,812 6,792
   

$ (85,930) $ (71,069) $ (147,364)

  Year Ended December 31, 
   

2010
 

2009
  2008 

 

Current income taxes: 
       

U.S. Federal  
 

$ (305) $ 1,144
 

$ (7,634)
U.S. State  1,308 2,321 962
Foreign  4,429 (2,147) 3,303

Total current income taxes  5,432 1,318 (3,369)
  
Deferred income taxes:

       

U.S. Federal  (28,231) (19,708) (40,213)
U.S. State  

 

(8,879) (8,627) (5,023)
Foreign  

 

(2,577) 5,339
 

(1,076)
Total deferred income taxes  

 

(39,687) (22,996) (46,312)
Total income tax benefit  

 

$ (34,255) $ (21,678) $ (49,681)

  Year Ended December 31, 
   

2010
 

2009
  2008 

 

Benefit derived by applying the U.S. 
Federal statutory income tax rate to loss from 
continuing operations before income taxes 

 

$ (30,075) $ (24,874) $ (51,577)
     
Add (deduct) the effect of: 

   
State tax benefit, net  

 

(2,594) (1,071) (2,482)
Change in state effective tax rates  

 

(2,350) (3,859) —
 

Change in German tax laws  
 

—
 

(379) —
 

Gain on subsidiary stock sale  
 

—
 

2,609
  —

 

Unrecognized tax benefits  
 

706
 

2,460
  720

 

Foreign exchange gain  
 

(37) 1,816
  —

 

Permanent differences and other, net 
 

95
 

1,620
  3,658

 

   

$ (34,255) $ (21,678) $ (49,681)



Table of Contents 
  

The components of deferred income tax assets and liabilities are as follows (in thousands): 
  

  
At December 31, 2010, we maintain $489 million of net operating loss carryforwards in the U.S., which expire over a period 

of one to 20 years. Our European net operating loss carryforwards of $12 million generally are not subject to expiration dates, unless 
we trigger certain events. 

  
At December 31, 2010 and 2009, we recorded gross deferred tax assets of $185.6 million, and $168.0 million, respectively, 

which we reduced by valuation allowances of $4.7 million, and $7.1 million, respectively. We have recorded a valuation allowance 
against certain European and domestic net operating loss carryforwards due to uncertainties regarding our ability to realize these 
deferred tax assets. 

  
We do not intend to permanently reinvest the earnings of foreign operations. Accordingly, we recorded a deferred tax 

expense of $1.1 million and $0.5 million, for the years ended December 31, 2010 and 2009, respectively, for unrepatriated foreign 
earnings in those years. 

  
We and our subsidiaries file income tax returns in the U.S. federal, state and local, 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 years 
before 2006. The Internal Revenue Service (IRS) completed its field examination of the 2005 and 2006 tax years during the first half 
of 2010. The IRS has proposed material adjustments related to transaction cost, stock option, and bad debt deductions included in our 
2006 tax return. We intend to appeal each of the proposed adjustments vigorously through the IRS appeals process. However, should 
the IRS’ proposed adjustments be upheld in appeals, a material reduction in our currently unreserved net operating losses could result. 

  
A reconciliation of the beginning and ending amount of gross unrecognized tax benefits is as follows (in thousands): 

  

  
To the extent our gross unrecognized tax benefits are recognized in the future, a reduction of $2.7 million of U.S. Federal tax 

benefit for related state income tax deductions would result. There is a reasonable possibility that the closing of the IRS appeals 
process could result in a material reduction to our unrecognized tax benefits within the next twelve months. Due to the fact that the 
appeals process has not been finalized, the amount of the unrecognized tax benefits that may be reduced cannot be reasonably 
estimated. The majority of our unrecognized tax benefits will impact the effective tax rate upon recognition, however, $0.6 million 
related to a prior acquisition will impact other balance sheet accounts due to various indemnification provisions. We recognized 
interest and penalties of $0.6 million, $0.5 million and $0.4 million in the years ended December 31, 2010, 2009 and 2008, 
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December 31,
2010

 

December 31, 
2009 

 

Deferred tax assets: 
Net operating loss carryforwards  

 

$ 124,810
 

$ 112,782
 

Receivables reserve  
 

25,615
 

21,575
 

Other  35,175 33,603
Gross deferred tax assets  

 

185,600
 

167,960
 

Valuation allowance  (4,664) (7,130)
Net deferred tax assets  180,936 160,830
  
Deferred tax liabilities: 

     

Intangible assets  (398,509) (418,762)
Foreign earnings repatriation  

 

(14,073) (13,051)
Other  

 

(10,206) (9,700)
Gross deferred tax liabilities  

 

(422,788) (441,513)
Net deferred tax liabilities  

 

$ (241,852) $ (280,683)

   

Year Ended December 31, 
 

   

2010
 

2009 
  2008

 

Balance, beginning of year  
 

$ 17,495
 

$ 14,294
  $ 15,524

 

Additions based on tax positions related to current year 
 

372
 

2,660
  661

 

Additions for tax positions related to prior years 
 

477
 

1,114
  2,354

 

Reductions for tax positions of prior years — —
  (93)

Reduction due to lapse of statute of limitations 
 

(685) (474) (3,992)
Reductions for settlements of tax positions 

 

—
 

(99) (160)
Balance, end of year  $ 17,659 $ 17,495

  $ 14,294
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respectively, which was included as a component of income tax benefit in our consolidated statements of operations. As of 
December 31, 2010 and 2009, we have $2.2 million and $1.6 million, respectively, accrued for interest and penalties. 

  
17.          RESTRUCTURING AND RELATED CHARGES 
  

In June 2009, we announced our plans to close our Chattanooga manufacturing and distribution facility, located in Hixson, 
Tennessee, and to integrate the operations of the Chattanooga site into our other existing sites. The transition of our Chattanooga 
activities was completed during the first half of 2010. A summary of the activity relating to the restructuring for the years ended 
December 31, 2010 and 2009 are as follows (in thousands): 

  

  
Total severance and employee retention related expenses incurred to date as a result of our Chattanooga activities are $6.7 

million. Cumulative costs incurred to date represent our total expected costs. 
  
As a result of the integration of operations of our Chattanooga division, we exited facilities in Hixson and listed the buildings 

for sale during the first half of 2010. Based on the current estimated fair market value of the buildings, we recorded an impairment 
charge of $1.1 million during the first half of 2010, which has been reflected as impairment of assets held for sale in our consolidated 
statement of operations. The fair market value of the buildings held for sale is estimated to be $2.8 million, and is included in other 
current assets in our consolidated balance sheet as of December 31, 2010. 

  
18.          COMMITMENTS AND CONTINGENCIES 
  
Commitments 
  

As of December 31, 2010, we had entered into future purchase commitments for inventory, capital acquisitions and other 
services totaling $87.2 million in the ordinary course of business. This amount includes an annual commitment of $7.0 million for 
monitoring fees to be paid to Blackstone Management Partners V L.L.C. (BMP) through 2019 (see Note 19). 
  

The following table summarizes our contractual obligations (excluding operating leases) for the next five years and 
thereafter, as of December 31, 2010 (in thousands): 
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Severance &
Employee 
Retention

 

Other 
  Total

 

Balance at December 31, 2008  
 

$ —
 

$ —
  $ —

 

Expensed during period  4,896 479
  5,375

Payments made during period  
 

(847) (74) (921)
Balance at December 31, 2009  4,049 405

  4,454
Expensed during period  

 

1,159
 

121
  1,280

 

Payments made during period  
 

(5,127) (518) (5,645)
Balance at December 31, 2010  $ 81 $ 8

  $ 89

Years Ending December 31, 
    

2011  
 

$ 27,666
  

2012  
 

10,474
  

2013  7,024
  

2014  
 

7,014
  

2015  7,000
  

Thereafter  28,000
  

   

$ 87,178
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Operating Leases.  We lease building space, manufacturing facilities and equipment under non-cancelable operating lease 
agreements that expire at various dates. We record rent incentives as deferred rent and amortize as reductions to lease expense over the 
lease term. The aggregate minimum rental commitments under non-cancelable leases for the next five years and thereafter, as of 
December 31, 2010, are as follows (in thousands): 
  

  
Rental expense under operating leases totaled $12.0 million, $13.4 million, and $12.4 million for the years ended 

December 31, 2010, 2009 and 2008, respectively. Scheduled increases in rent expense are amortized on a straight line basis over the 
life of the lease. 

  
Litigation 
  

The manufacture and sale of orthopedic devices and related products exposes us to a significant risk of product liability 
claims. From time to time, we have been, and we are currently, subject to a number of product liability claims alleging that the use of 
our products resulted in adverse effects. Even if we are successful in defending against any liability claims, such claims could 
nevertheless distract our management, result in substantial costs, harm our reputation, adversely affect the sales of all our products and 
otherwise harm our business. If there is a significant increase in the number of product liability claims, our business could be 
adversely affected. 

  
Pain Pump Litigation 
  
We are currently named as one of several defendants in a number of product liability lawsuits involving approximately 100 

plaintiffs, including a lawsuit in Canada seeking class action status, related to a disposable drug infusion pump product (pain pump) 
manufactured by two third party manufacturers that we distributed through our Bracing and Supports Segment. We sold pumps 
manufactured by one manufacturer from 1999 to 2003 and then sold pumps manufactured by a second manufacturer from 2003 to 
2009. We discontinued our sale of these products in the second quarter of 2009. These cases have been brought against the 
manufacturers and certain distributors of these pumps, and in some cases, the manufacturers of the anesthetics used in these pumps. 
All of these lawsuits allege that the use of these pumps with certain anesthetics for prolonged periods after certain shoulder surgeries 
has resulted in cartilage damage to the plaintiffs. The lawsuits allege damages ranging from unspecified amounts to claims of up to 
$10 million. Many of the lawsuits which have been filed in the past three years have named multiple pain pump manufacturers and 
distributors without having established which manufacturer manufactured or sold the pump in issue. In the past three years, we have 
been dismissed from a large number of cases when product identification was later established showing that we did not sell the pump 
in issue. At present, we are named in approximately 20 lawsuits in which product identification has yet to be determined and, as a 
result, we believe that we will be dismissed from a meaningful number of such cases in the future. In addition, we are named in 
approximately 15 cases in which the plaintiffs have admitted we did not sell the pump in issue, but have alleged a conspiracy theory 
seeking to hold DJO responsible for subsequent sales by that manufacturer after we ceased buying pumps from that manufacturer. To 
date, we are aware of only two pain pump trials which have gone to verdict, one in early 2010 which involved a manufacturer whose 
pump we did not sell and one in September 2010 involving pain pumps that DJO sold to two plaintiffs. In the earlier trial, the plaintiff 
obtained a verdict of approximately $5.5 million against the manufacturer. In the second trial involving DJO, the jury rendered a 
verdict in favor of DJO and its manufacturer on all counts as to two plaintiffs and a verdict on all counts for the manufacturer as to a 
third plaintiff who had sued only the manufacturer. In the past six months, we have entered into settlements with plaintiffs in 
approximately 27 pain pump lawsuits. Of these, we have settled approximately 17 cases in joint settlements involving our first 
manufacturer and we have settled approximately 10 cases involving our second manufacturer in which the manufacturer’s carrier has 
made some contribution to our settlement amount or any joint settlement, but for which we are seeking indemnity for the balance of 
our costs. 

  
Indemnity and Insurance Coverage Related to Pain Pump Claims 
  
We have sought indemnity and tendered the defense of the pain pump cases to the two manufacturers who supplied these 

pumps to us, to their products liability carriers and to our products liability carriers. These lawsuits are about equally divided between 
the two manufacturers. Both manufacturers have rejected our tenders of indemnity. Until early 2010, the base policy for one of the 
manufacturers was paying for our defense, but that policy has been exhausted by defense costs of the Company and the manufacturer 
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Years Ending December 31, 
     

2011  
 

$ 9,473
  

2012  7,535
  

2013  
 

6,649
  

2014  6,131
  

2015  
 

5,263
  

Thereafter  
 

15,109
  

   

$ 50,160
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and by settlements, and a second policy has been significantly eroded by defense costs of the Company and the manufacturer and is 
expected to be exhausted by settlements in the near future. This manufacturer has ceased operations, has little assets and no additional 
insurance coverage. The Company has asserted indemnification rights against the successor to this manufacturer and intends to pursue 
its claims appropriately. The base policy for the other manufacturer has been exhausted and the excess liability carriers for that 
manufacturer have not accepted coverage for the Company and are not expected to provide for its defense. The Company and this 
manufacturer have been cooperating in jointly negotiating settlements of those lawsuits in which both parties are named. Our products 
liability carriers have accepted coverage of these cases, subject to a reservation of the right to deny coverage for customary matters, 
including punitive damages and off-label promotion. In August 2010, one of our excess carriers for the period ending July 1, 2010 and 
for the supplemental extended reporting period (SERP) discussed below, which is insuring $10 million in excess of $25 million, 
informed us that it has reserved its right to rescind the policy based on an alleged failure by us and our insurance broker to disclose 
material information. We disagree with this allegation and are seeking to resolve the issue with this carrier. We could be exposed to 
material liabilities if our insurance coverage is not available or inadequate and the resources of the two manufacturers, including their 
respective products liability insurance policies, are unavailable or insufficient to pay the defense costs and settlements or judgments in 
these cases. 

  
Pain Pump-Related HIPAA Subpoena 
  
On August 2, 2010, we were served with a subpoena under HIPAA seeking numerous documents related to our activities 

involving the pain pumps discussed above. The subpoena which was issued by the United States Attorney’s Office, Central District of 
California, refers to an official investigation by the DOJ and the FDA of Federal health care offenses. We are producing documents 
that are responsive to the subpoena. We believe that our actions related to our prior distribution of these pain pumps have been in 
compliance with applicable legal standards. We can make no assurance as to the resources that will be needed to respond to the 
subpoena or the final outcome of any investigation or further action. 

  
Cold Therapy Litigation 
  
Since mid-2010, we have been named in five multi-plaintiff lawsuits involving a total of 150 plaintiffs, alleging that the 

plaintiffs had been injured following use of certain cold therapy products manufactured by the Company. These lawsuits are in their 
early stages of discovery. The complaints are not specific as to the nature of the injuries, but allege various product liability theories, 
including inadequate warnings regarding the risks associated with the use of cold therapy and failure to incorporate certain safety 
features into the design. No specific dollar amounts of damages are alleged and as of December 31, 2010, we cannot estimate a range 
of potential loss. We have filed motions to dismiss and to sever and transfer the cases back to the plaintiffs’ respective local 
jurisdictions and intend to defend these matters aggressively. 

  
Our Product Liability Insurance Coverage 
  
We maintain product liability insurance that is subject to annual renewal. Our current policy covers claims reported between 

July 1, 2010 and June 30, 2011. No carriers were prepared to cover claims for this reporting period related to the pain pump products 
described above and therefore our current policies exclude coverage for those products. For the current policy year, we maintain 
coverage limits (together with excess policies) of up to $50 million, with self-insured retentions of $500,000 per claim for claims 
relating to our cold therapy units, $500,000 per claim for claims relating to invasive products, $75,000 per claim for claims relating to 
non-invasive products other than our cold therapy products, and an aggregate self-insured retention of $2.25 million. We purchased 
SERP coverage for our $80 million limit product liability policy that expired on June 30, 2010, and this supplemental coverage allows 
us to report pain pump claims beyond the end of the prior policy. Except for the additional excess coverage mentioned below, this 
SERP coverage does not provide additional limits to the aggregate $80 million limits on the prior policy but it does provide that these 
limits will remain available for pain pump claims reported for an extended period of time. Specifically, pain pump claims may be 
reported under the $10 million base policy for an indefinite period of time and for a period of five years under the excess layers (until 
such limits are eroded). We also purchased additional coverage of $25 million in excess of the $80 million limits with a five year 
reporting period. Thus, the SERP coverage has a total limit of $105 million (less amounts paid for claims reported under the prior 
policy period). This coverage is subject to a self-insured retention of $500,000 per claim for claims related to pain pumps, which has 
been satisfied. Our two product liability policies prior to the policy that expired on June 30, 2010 cover claims reported between 
July 1, 2007 and February 15, 2008 and between February 15, 2008 and July 1, 2009, respectively. The 2007-2008 policy provides for 
coverage (together with excess policies) of up to a limit of $20 million and the 2008-2009 policy provides for coverage (together with 
excess policies) of up to a limit of $25 million. Certain of the pain pump cases described above were reported under and are covered 
by these two policies, with the majority of cases covered by the 2009-2010 policy. Based on the claims made to date, two defenses 
verdicts on matters which have proceeded to trial and several settlements, we believe we have adequate insurance coverage for our 
product liability claims. However, if a product liability claim or series of claims is brought against us for uninsured liabilities or there 
is an increase in claims which is in excess of our available insurance coverage, our business could suffer materially. 
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BGS Qui Tam Action and HIPAA Subpoena 
  
On April 15, 2009, we became aware of a qui tam action filed in Federal Court in Boston, Massachusetts in March 2005 and 

amended in December 2007 that names us as a defendant along with each of the other companies that manufactures and sells external 
bone growth stimulators, as well as The Blackstone Group L.P., an affiliate of our principal stockholder, and the principal stockholder 
of one of the other companies in the bone growth stimulation business. This case is captioned United States ex rel. Beirman v. 
Orthofix International, N.V., et al., Civil Action No. 05-10557 (D. Mass.). The case was sealed when originally filed and unsealed in 
March 2009. The plaintiff, or relator, alleges that the defendants have engaged in Medicare fraud and violated Federal and state false 
claims acts from the time of the original introduction of the devices by each defendant to the present by seeking reimbursement for 
bone growth stimulators as a purchased item rather than a rental item. The relator also alleges that the defendants are engaged in other 
marketing practices constituting violations of the Federal and various state anti-kickback statutes. On December 4, 2009, we filed a 
motion to dismiss the relator’s complaint. The relator filed a second amended complaint in May 2010 that, among other things, 
dropped The Blackstone Group as a defendant. We filed another motion to dismiss directed at the second amended complaint, and that 
motion has been denied. The case is proceeding to the discovery phase. Shortly before becoming aware of the qui tam action, we were 
advised that our bone growth stimulator business was the subject of an investigation by the DOJ, and on April 10, 2009, we were 
served with a subpoena under HIPAA seeking numerous documents relating to the marketing and sale by us of bone growth 
stimulators. On September 21, 2009, we were served with a second HIPAA subpoena related to this DOJ investigation seeking 
additional documents relating to the marketing and sale by us of bone growth stimulators. We believe that these subpoenas are related 
to the DOJ’s investigation of the allegations in the qui tam action, although the DOJ has decided not to intervene in the qui tam action 
at this time. We believe that our marketing practices in the bone growth stimulation business are in compliance with applicable legal 
standards and we intend to defend this case and investigation vigorously. We can make no assurance as to the resources that will be 
needed to respond to these matters or the final outcome of such action, and as of December 31, 2010, we cannot estimate a range of 
potential loss, fines or damages. 

  
Compex Dispute 
  
In December 2006, we recorded $1.1 million as a contingent liability with an offsetting adjustment to goodwill relating to 

litigation against Compex Technologies, Inc. (Compex) regarding a dispute over custom duties and value-added tax on imported 
goods as part of the purchase accounting of Compex. In February 2007, a judgment in the dispute with the custom officials was issued 
by the court which resulted in partial unfavorable rulings for each side. In June 2008, the Appeal Court of Paris announced a 
preliminary judgment in our favor. In August 2008, we received written notice that the French custom officials would not appeal the 
ruling. As such, we reversed our contingent liability previously accrued for and recorded it as a reduction to expense within the 
condensed consolidated statement of operations in 2008. 

  
19.          RELATED PARTY TRANSACTIONS 
  

Management Stockholder’s Agreement 
  
All members of DJO’s management who own shares of DJO common stock or options to purchase DJO common stock are 

parties to a Management Stockholders Agreement, dated November 3, 2006, among DJO, Grand Slam Holdings, LLC (BCP 
Holdings), Blackstone, certain of its affiliates (BCP Holdings and Blackstone and its affiliates are referred to as Blackstone Parent 
Stockholders), and such members of DJO’s management, as amended by the First Amendment to Management Stockholders 
Agreement (the Management Stockholders Agreement). The Management Stockholders Agreement provides that upon termination of 
a management stockholder’s employment for any reason, DJO and a Blackstone Parent Stockholder may collectively exercise the right 
to purchase all of the shares of DJO common stock held by such management stockholder within one year after such termination (or, 
with respect to shares purchased upon exercise of options after termination of employment, one year following such exercise). If a 
management stockholder is terminated for cause (as defined in the Agreement), or voluntarily terminates their employment and such 
termination would have constituted a termination for cause if it would have been initiated by DJO, and DJO or a Blackstone Parent 
Stockholder exercises its call rights after such termination, the management stockholder would receive the lower of fair market value 
or cost for the management stockholder’s callable shares. In the case of all other terminations of employment, the management 
stockholder would receive fair market value for such shares. 

  
The Management Stockholders Agreement imposes significant restrictions on transfers of shares of DJO’s common stock 

held by management stockholders and provides a right of first refusal to DJO or Blackstone, if DJO fails to exercise such right, on any 
proposed sale of DJO’s common stock held by a management stockholder following the lapse of the transfer restrictions and prior to 
the occurrence of a qualified public offering (as such term is defined in that agreement) of DJO. In addition, prior to a qualified public 
offering, Blackstone will have drag-along rights, and management stockholders will have tag-along rights, in the event of a sale of 
DJO’s common stock by Blackstone to a third party (or in the event of a sale of BCP Holdings’ equity interests to a third party) in the 
same proportion as the shares or equity interests sold by Blackstone. The Management Stockholders Agreement also provides that, 
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after the occurrence of a qualified public offering, the management stockholders will receive customary piggyback registration rights 
with respect to shares of DJO common stock held by them. 

  
All parties receiving an award of stock options, including all DJO directors who have been granted options, as well as all 

purchasers of common stock in DJO’s private stock offering in 2010, are parties to a Stockholders Agreement which has the same 
material terms and conditions as the Management Stockholders Agreement. 

  
Transaction and Monitoring Fee Agreement 
  
Under the Transaction and Monitoring Fee Agreement, at the closing of the DJO Merger, we paid BMP, an affiliate of our 

primary shareholder, a $15.0 million transaction fee and $0.6 million for related expenses. Also, pursuant to this agreement, at the 
closing of the DJO Merger, we paid Blackstone Advisory Services, L.P. (BAS), an affiliate of BMP, a $3.0 million advisory fee in 
consideration of the provision of certain strategic and other advice and assistance by BAS on behalf of BMP. 

  
In connection with the DJO Merger, BMP has agreed to provide certain monitoring, advisory and consulting services to us 

for an annual monitoring fee equal to the greater of $7.0 million or 2% of consolidated EBITDA as defined in the Transaction and 
Monitoring Fee Agreement, payable in the first quarter of each year. The monitoring fee agreement will continue until the earlier of 
November 2019, or such date as DJO and BMP may mutually determine. DJO has agreed to indemnify BMP and its affiliates, 
directors, officers, employees, agents and representatives from and against all liabilities relating to the services contemplated by the 
Transaction and Monitoring Fee Agreement and the engagement of BMP pursuant to, and the performance of BMP and its affiliates of 
the services contemplated by, the Transaction and Monitoring Fee Agreement. At any time in connection with or in anticipation of a 
change of control of DJO, a sale of all or substantially all of DJO’s assets or an initial public offering of common stock of DJO, BMP 
may elect to receive, in lieu of remaining annual monitoring fee payments, a single lump sum cash payment equal to the then-present 
value of all then-current and future annual monitoring fees payable under the Transaction and Monitoring Fee Agreement, assuming a 
hypothetical termination date of the agreement to be November 2019. For each of the years ended December 31, 2010, 2009 and 2008, 
we expensed $7.0 million related to the annual monitoring fee, which is recorded as a component of selling, general and 
administrative expense in the consolidated statements of operations. 

  
20.                              EMPLOYEE BENEFIT PLANS 
  

We have multiple qualified defined contribution plans, which allow for voluntary pre-tax contributions by employees. We 
pay all general and administrative expenses of the plans and may make contributions to the plans. Based on 100% of the first 1% and 
50% of the next 5% of compensation deferred by employees (subject to IRS limits and non-discrimination testing), we made matching 
contributions of $3.4 million, $3.7 million, and $3.3 million, to the plan for the years ended December 31, 2010, 2009 and 2008, 
respectively. The plans provide for discretionary contributions by us, as approved by the Board of Directors. There have been no such 
discretionary contributions through December 31, 2010. In addition, we made contributions to our international pension plans of 
$0.4 million, for each of the years ended December 31, 2010 and 2009, and $0.6 million for the year ended December 31, 2008. 

  
21.          SEGMENT AND GEOGRAPHIC INFORMATION 
  

We provide a broad array of orthopedic rehabilitation and regeneration products, as well as surgical implants to customers in 
the United States and abroad. In the second quarter of 2010, we changed how we report our segment financial information to senior 
management. Prior to the second quarter of 2010, our Recovery Sciences and Bracing and Supports Segments were reported together 
as the Domestic Rehabilitation Segment. During the second quarter, as a result of our recent sales and marketing leadership 
reorganization, these businesses are now separately evaluated and managed. Segment information for all periods presented has been 
restated to reflect this change. We currently develop, manufacture and distribute our products through the following four operating 
segments: 

  
Recovery Sciences Segment 
  

Our Recovery Sciences Segment, which generates its revenues in the United States, is divided into four main businesses: 
  
•                  Empi.  Our Empi business unit offers our home electrotherapy, iontophoresis, and home traction products. We primarily 

sell these products directly to patients or to physical therapy clinics. For products sold to patients, we arrange billing to 
the patients and their third party payors. 

  
•                  Regeneration.  Our Regeneration business unit primarily sells our bone growth stimulation products. We sell these 

products either directly to patients or to independent distributors. For products sold to patients, we arrange billing to the 
patients and their third party payors. 
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•                  Chattanooga.  Our Chattanooga business unit offers products in the clinical rehabilitation market in the categories of 
clinical electrotherapy devices, clinical traction devices, and other clinical products and supplies such as treatment tables, 
continuous passive motion (CPM) devices and dry heat therapy. 

  
•                  Athlete Direct.  Our Athlete Direct business unit offers consumers ranging from fitness enthusiasts to competitive 

athletes our Compex electrostimulation device, which is used in athletic training programs to aid muscle development 
and to accelerate muscle recovery after training sessions. 

  
Bracing and Supports Segment 
  

Our Bracing and Supports Segment, which generates its revenues in the United States, offers our DonJoy, ProCare and 
Aircast products, including rigid knee bracing, orthopedic soft goods, cold therapy products, and vascular systems. This segment also 
includes our OfficeCare business, through which we maintain an inventory of soft goods and other products at healthcare facilities, 
primarily orthopedic practices, for immediate distribution to patients. 

  
International Segment 
  

Our International Segment, which generates most of its revenues in Europe, sells all of our products and certain third party 
products through a combination of direct sales representatives and independent distributors. 

  
Surgical Implant Segment 
  

Our Surgical Implant Segment develops, manufactures and markets a wide variety of knee, hip and shoulder implant products 
that serve the orthopedic reconstructive joint implant market in the United States. 

  
We sell our Recovery Sciences, Bracing and Supports, and International Segment products through a variety of distribution 

channels. We sell our home therapy products to wholesale customers and directly to patients. We recognize wholesale revenue when 
we ship our products to our wholesale customers. We recognize home therapy retail revenue, both rental and purchase, when our 
product has been dispensed to the patient and the patient’s insurance has been verified. We recognize revenue for product shipped 
directly to the patient at the time of shipment. For retail products that are sold from our inventories consigned at clinic locations, we 
recognize revenue when we receive notice that the device has been prescribed and dispensed to the patient and the insurance has been 
verified or preauthorization from the insurance company has been obtained, when required. 

  
We sell our DonJoy products through a network of independent sales representatives. We record revenues from sales made 

by sales representatives, who are paid commissions, when the product is shipped to the customer. For certain of our other products, we 
sell directly to the patient and bill a third party payor, if applicable, on behalf of the patient. 

  
We sell our ProCare, Aircast and clinical rehabilitation products to distributors. We record revenue at the time product is 

shipped to the distributor. Distributors take title to the products, assume credit and product obsolescence risks, must pay within 
specified periods regardless of when they sell or use the products and have no price protection except for distributors who participate 
in our rebate program. 

  
We sell our products to customers outside the United States through wholly owned subsidiaries or independent distributors. 

We record revenue from sales to distributors at the time product is shipped to the distributor. Our international distributors take title to 
the products, assume credit and product obsolescence risks, must pay within specified periods regardless of when they sell the 
products and have no price protection. We record revenue from sales made by our wholly owned subsidiaries at the time product is 
shipped to the customer. 

  
We sell our Surgical Implant Segment products through a network of independent sales representatives. We record revenues 

from sales made by sales representatives, who are paid commissions at the time the product is used in a surgical procedure (implanted 
in a patient) and a purchase order is received from the hospital. We include amounts billed to customers for freight in revenue. 
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Information regarding our reportable business segments is presented in the table below (in thousands). The accounting 
policies of the reportable segments are the same as the accounting policies of the Company. We allocate resources and evaluate the 
performance of segments based on net sales, gross profit, operating income and other non-GAAP measures, as defined. Moreover, we 
do not allocate assets to reportable segments because a significant portion of assets are shared by the segments. 
  

  

(1)          Segment results exclude the impact of amortization and impairment of intangible assets, impairment of assets held for 
sale, certain general corporate expenses, and charges related to various integration activities, as defined by management. 

  
Geographic Area 
  

Following are our net sales by geographic area (in thousands): 
  

  
Net sales are attributed to countries based on location of customer. For the years ended December 31, 2010, 2009 and 2008, 

no individual customer or distributor accounted for 10% or more of total annual net sales. 
  
Following are our long-lived assets by geographic area (in thousands): 
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Year Ended December 31, 
 

   

2010
 

2009 
  2008

 

Net sales: 
        

Recovery Sciences Segment  
 

$ 347,139
 

$ 342,026
  $ 338,592

 

Bracing and Supports Segment  
 

311,620
 

298,759
  295,967

 

International Segment  244,493 241,464
  252,313

Surgical Implant Segment  
 

62,721
 

63,877
  61,597

 

Consolidated net sales  
 

$ 965,973
 

$ 946,126
  $ 948,469

 

     
Gross profit: 

        

Recovery Sciences Segment  
 

$ 265,196
 

$ 257,466
  $ 248,719

 

Bracing and Supports Segment  
 

170,786
 

168,009
  155,021

 

International Segment  143,562 137,142
  151,901

Surgical Implant Segment  
 

46,031
 

49,799
  50,469

 

Expenses not allocated to segments and eliminations
 

(4,872) (5,009) (7,818)
Consolidated gross profit  

 

$ 620,703
 

$ 607,407
  $ 598,292

 

     
Operating income: 

        

Recovery Sciences Segment  
 

$ 117,656
 

$ 107,157
  $ 84,780

 

Bracing and Supports Segment  
 

68,058
 

70,805
  53,776

 

International Segment  
 

7,121
 

12,955
  12,815

 

Surgical Implant Segment  
 

56,356
 

49,051
  55,295

 

Expenses not allocated to segments and eliminations
 

(161,311) (161,111) (173,325)
Consolidated operating income  $ 87,880 $ 78,857

  $ 33,341

  Year Ended December 31, 
  2010 2009

  2008 
  
United States  

 

$ 718,601
 

$ 704,954
 

$ 696,156
 

Germany  74,441 74,185 65,228
Other Europe, Middle East, and Africa  

 

98,502
 

110,140
 

143,018
 

Asia Pacific  
 

20,426
 

15,541
 

12,595
 

Other  54,003 41,306 31,472
   

$ 965,973
 

$ 946,126
 

$ 948,469
 

   

December 31, 
2010 

  
December 31,

2009
 

United States  
 

$ 2,260,573
  $ 2,367,143

 

International  160,982
  141,160

   

$ 2,421,555
  $ 2,508,303
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22.          UNAUDITED QUARTERLY CONSOLIDATED FINANCIAL DATA 
  

We operate our business on a manufacturing calendar, with our fiscal year always ending on December 31. Each quarter is 13 
weeks, consisting of two four-week periods and one five-week period. Our first and fourth quarters may have more or fewer shipping 
days from year to year based on the days of the week on which holidays and December 31 fall. 

  
The following table presents our unaudited quarterly consolidated financial data (in thousands): 
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Three months ended 
 

  
April 3,

2010
July 3,
2010

October 2, 
2010 

  
December 31,

2010
Net sales  $ 240,076 $ 242,527 $ 233,559

  $ 249,811
Gross profit  

 

152,722
 

157,962
 

149,412
  160,607

 

Operating income  17,571 15,969 21,445
  32,895

Net income (loss)  
 

(33,336) 564
 

(7,531) (11,372)
Net income (loss) attributable to DJOFL 

 

(33,658) 243
 

(7,715) (11,402)

    Three months ended
 

    
March 28,

2009
June 27,

2009
September 26, 

2009 
  

December 31,
2009

Net sales  
  $ 217,653 $ 235,112 $ 236,186

  $ 257,175
Gross profit  

  138,653
 

152,956
 

150,147
  165,651

 

Operating income  
  13,119 19,018 23,558

  23,162
Net loss  

  (14,169) (12,950) (11,280) (11,311)
Net loss attributable to DJOFL  

  (14,308) (13,085) (11,374) (11,666)
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23.          SUPPLEMENTAL GUARANTOR CONDENSED CONSOLIDATING FINANCIAL STATEMENTS 

  
DJOFL and its direct wholly owned subsidiary, DJO Finco, issued the 10.875% Notes with an aggregate principal amount of 

$575.0 million and $100.0 million on November 20, 2007 and January 20, 2010, respectively. On October, 2010, DJOFL and 
DJO Finco issued $300.0 million aggregate principal amount of 9.75% Notes, and used a portion of the proceeds to repurchase 
$200.0 million aggregate principal amount of 11.75% Notes, which were issued on November 3, 2006. DJO Finco was formed solely 
to act as a co-issuer of the notes, has only nominal assets and does not conduct any operations. The Indentures generally prohibit DJO 
Finco from holding any assets, becoming liable for any obligations, or engaging in any business activity. The 10.875% Notes are 
jointly and severally, fully and unconditionally guaranteed, on an unsecured senior basis by all of DJOFL’s domestic subsidiaries 
(other than the co-issuer) that are 100% owned, directly or indirectly, by DJOFL (the Guarantors). The 9.75% Notes are jointly and 
severally, fully and unconditionally guaranteed, on an unsecured senior subordinated basis by the Guarantors. Our foreign subsidiaries 
(the Non-Guarantors) do not guarantee our notes. The Guarantors also unconditionally guarantee the Senior Secured Credit Facility. 

  
The following tables present the financial position, results of operations and cash flows of DJOFL, the Guarantors, the Non-

Guarantors and certain eliminations as of December 31, 2010 and 2009 and for the years ended December 31, 2010, 2009 and 2008. 
  

DJO Finance LLC 
Condensed Consolidating Balance Sheets 

As of December 31, 2010 
(in thousands) 
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DJOFL
 

Guarantors
 

Non-
Guarantors 

  Eliminations
 

Consolidated
 

Assets 
            

Current assets: 
            

Cash and cash equivalents  $ 16,601 $ 621 $ 20,910
  $ — $ 38,132

Accounts receivable, net  
 

—
 

112,250
 

33,273
  —

 

145,523
 

Inventories, net  
 

—
 

84,569
 

29,611
  (11,080) 103,100

 

Deferred tax assets, net  
 

—
 

47,805
 

402
  (146) 48,061

 

Prepaid expenses and other current assets  
 

162
 

18,199
 

2,418
  2,640

 

23,419
 

Total current assets  
 

16,763
 

263,444
 

86,614
  (8,586) 358,235

 

Property and equipment, net  — 77,216 13,357
  (5,553) 85,020

Goodwill  
 

—
 

1,108,703
 

109,693
  (29,509) 1,188,887

 

Intangible assets, net  — 1,074,388 36,453
  — 1,110,841

Investment in subsidiaries  
 

1,296,776
 

1,663,969
 

127,148
  (3,087,893) —

 

Intercompany receivables  
 

1,003,751
 

—
 

—
  (1,003,751) —

 

Other assets  34,115 1,177 1,479
  36 36,807

Total assets  
 

$ 2,351,405
 

$ 4,188,897
 

$ 374,744
  $ (4,135,256) $ 2,779,790

 

     
Liabilities and Equity 

            

Current liabilities: 
   

Accounts payable  
 

$ —
 

$ 40,893
 

$ 8,054
  $ —

 

$ 48,947
 

Current portion of debt and capital lease 
obligations  

 

8,782
 

39
 

—
  —

 

8,821
 

Other current liabilities  
 

22,234
 

52,150
 

20,263
  2,640

 

97,287
 

Total current liabilities  
 

31,016
 

93,082
 

28,317
  2,640

 

155,055
 

Long-term debt and capital leases obligations  1,816,250 41 —
  — 1,816,291

Deferred tax liabilities, net  
 

—
 

277,135
 

11,657
  1,121

 

289,913
 

Intercompany payables, net  
 

—
 

825,647
 

178,104
  (1,003,751) —

 

Other long-term liabilities  — 10,160 1,552
  — 11,712

Total liabilities  
 

1,847,266
 

1,206,065
 

219,630
  (999,990) 2,272,971

 

Noncontrolling interests  
 

—
 

—
 

2,680
  —

 

2,680
 

Total membership equity  
 

504,139
 

2,982,832
 

152,434
  (3,135,266) 504,139

 

Total liabilities and equity  $ 2,351,405 $ 4,188,897 $ 374,744
  $ (4,135,256) $ 2,779,790
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DJO Finance LLC 
Condensed Consolidating Statements of Operations 

For the Year Ended December 31, 2010 
(in thousands) 
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DJOFL
 

Guarantors
 

Non-
Guarantors 

  Eliminations
 

Consolidated
 

Net sales  $ — $ 830,186 $ 276,295
  $ (140,508) $ 965,973

Cost of sales (exclusive of amortization of 
intangible assets of $36,343)  

 

—
 

304,206
 

177,592
  (136,528) 345,270

 

Gross profit  — 525,980 98,703
  (3,980) 620,703

Operating expenses: 
            

Selling, general and administrative  
 

—
 

352,707
 

79,554
  —

 

432,261
 

Research and development  
 

—
 

18,062
 

3,830
  —

 

21,892
 

Amortization intangible assets  
 

—
 

73,560
 

3,963
  —

 

77,523
 

Impairment of assets held for sale  — 1,147 —
  — 1,147

   

—
 

445,476
 

87,347
  —

 

532,823
 

Operating income  — 80,504 11,356
  (3,980) 87,880

     
Other income (expense): 

            

Interest expense  
 

(154,823) (42,113) (3,795) 45,550
 

(155,181)
Interest income  

 

33,264
 

11,871
 

725
  (45,550) 310

 

Loss on modification and extinguishment of 
debt  

 

(19,798) —
 

—
  —

 

(19,798)
Other income (expense), net  

 

88,825
 

(2,031) 3,467
  (89,402) 859

 

   

(52,532) (32,273) 397
  (89,402) (173,810)

Income (loss) before income taxes  
 

(52,532) 48,231
 

11,753
  (93,382) (85,930)

Income tax benefit (expense)  
 

—
 

39,791
 

(5,536) —
 

34,255
 

Net income (loss)  
 

(52,532) 88,022
 

6,217
  (93,382) (51,675)

Net income attributable to noncontrolling interests  
 

—
 

—
 

(857) —
 

(857)
Net income (loss) attributable to DJOFL  $ (52,532) $ 88,022 $ 5,360

  $ (93,382) $ (52,532)
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DJO Finance LLC 
Condensed Consolidating Statements of Cash Flows 

For the Year Ended December 31, 2010 
(in thousands) 
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DJOFL
 

Guarantors
 

Non-
Guarantors 

  Eliminations
 

Consolidated
 

Cash Flows From Operating Activities: 
            

Net income (loss)  
 

$ (52,532) $ 88,022
 

$ 6,217
  $ (93,382) $ (51,675)

     
Adjustments to reconcile net income (loss) to 

net cash provided by (used in) operating 
activities: 

            

Depreciation  
 

—
 

21,403
 

4,713
  (120) 25,996

 

Amortization of intangible assets  
 

—
 

73,560
 

3,963
  —

 

77,523
 

Amortization of debt issuance costs and non-cash 
interest expense  

 

13,272
 

—
 

—
  —

 

13,272
 

Stock-based compensation expense  
 

—
 

1,888
 

—
  —

 

1,888
 

Loss on disposal of assets, net  — 771 551
  (402) 920

Deferred income tax (benefit) expense  
 

—
 

(85,634) 45,947
  —

 

(39,687)
Non-cash (income) loss from subsidiaries  

 

(84,964) 499,074
 

390
  (414,500) —

 

Provision for doubtful accounts and sales returns  
 

—
 

31,918
 

1,159
  —

 

33,077
 

Inventory reserves  
 

—
 

5,890
 

706
  —

 

6,596
 

Impairment of assets held for sale 
 

—
 

1,147
 

—
  —

 

1,147
 

Loss on modification and extinguishment of debt  
 

19,798
 

—
 

—
  —

 

19,798
 

Changes in operating assets and liabilities, net 
of acquired assets and liabilities: 

            

Accounts receivable  
 

—
 

(31,619) (1,486) —
 

(33,105)
Inventories  

 

—
 

(4,081) (7,449) (2,378) (13,908)
Prepaid expenses and other assets 

 

—
 

25,457
 

(30,294) —
 

(4,837)
Accounts payable and other current liabilities  

 

(12,653) 101
 

1,141
  —

 

(11,411)
Net cash provided by (used in) operating 

activities  
 

(117,079) 627,897
 

25,558
  (510,782) 25,594

 

     
Cash Flows From Investing Activities: 

            

Purchases of property and equipment  
 

—
 

(26,111) (4,233) 3,097
 

(27,247)
Cash paid in connection with acquisitions, net of 

cash acquired  
 

—
 

(2,045) —
  —

 

(2,045)
Other investing activities, net  

 

—
 

1,180
 

(2,083) —
 

(903)
Net cash used in investing activities  

 

—
 

(26,976) (6,316) 3,097
 

(30,195)
     
Cash Flows From Financing Activities: 

            

Intercompany  123,854 (601,900) (29,639) 507,685 —
Proceeds from issuance of debt  

 

447,000
 

—
 

130
  —

 

447,130
 

Repayments of debt and capital lease obligations  
 

(433,891) (17,278) 13,802
  —

 

(437,367)
Payment of debt issuance costs  

 

(10,282) —
 

—
  —

 

(10,282)
Investment by parent  

 

—
 

1,489
 

—
  —

 

1,489
 

Dividend paid by subsidiary to owners of 
noncontrolling interests  

 

—
 

—
 

(557) —
 

(557)
Net cash provided by (used in) financing 

activities 
 

126,681
 

(617,689) (16,264) 507,685
 

413
 

Effect of exchange rate changes on cash and 
cash equivalents  

 

—
 

—
 

(2,291) —
 

(2,291)
Net increase (decrease) in cash and cash equivalents 

 

9,602
 

(16,768) 687
  —

 

(6,479)
Cash and cash equivalents, beginning of year  

 

6,999
 

17,389
 

20,223
  —

 

44,611
 

Cash and cash equivalents, end of year  
 

$ 16,601
 

$ 621
 

$ 20,910
  $ —

 

$ 38,132
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DJO Finance LLC 
Condensed Consolidating Balance Sheets 

As of December 31, 2009 
(in thousands) 

  

  
100 

 

   

DJOFL
 

Guarantors
 

Non-
Guarantors 

  Eliminations
 

Consolidated
 

Assets 
            

Current assets: 
            

Cash and cash equivalents  
 

$ 6,999
 

$ 17,389
 

$ 20,223
  $ —

 

$ 44,611
 

Accounts receivable, net  
 

—
 

113,258
 

32,954
  —

 

146,212
 

Inventories, net  — 80,491 23,705
  (8,316) 95,880

Deferred tax assets, net  
 

—
 

40,474
 

993
  (1,019) 40,448

 

Prepaid expenses and other current assets  
 

162
 

11,368
 

3,195
  —

 

14,725
 

Total current assets  
 

7,161
 

262,980
 

81,070
  (9,335) 341,876

 

Property and equipment, net  
 

—
 

76,883
 

12,811
  (2,980) 86,714

 

Goodwill  
 

—
 

1,108,703
 

82,794
  —

 

1,191,497
 

Intangible assets, net  — 1,147,504 40,173
  — 1,187,677

Investment in subsidiaries  
 

1,275,652
 

2,362,165
 

71,566
  (3,709,383) —

 

Intercompany receivables  1,065,693 — —
  (1,065,693) —

Other assets  
 

38,946
 

(1,913) 5,382
  —

 

42,415
 

Total assets  
 

$ 2,387,452
 

$ 4,956,322
 

$ 293,796
  $ (4,787,391) $ 2,850,179

 

     
Liabilities and Equity 

            

Current liabilities: 
            

Accounts payable  
 

$ —
 

$ 34,750
 

$ 7,393
  $ 1

 

$ 42,144
 

Current portion of debt and capital lease 
obligations  12,568 140 3,218

  — 15,926
Other current liabilities  

 

22,165
 

60,992
 

18,419
  —

 

101,576
 

Total current liabilities  
 

34,733
 

95,882
 

29,030
  1

 

159,646
 

Long-term debt and capital lease obligations  
 

1,796,859
 

83
 

2
  —

 

1,796,944
 

Deferred tax liabilities, net  
 

—
 

302,870
 

15,272
  2,989

 

321,131
 

Intercompany payables, net  
 

—
 

960,790
 

104,903
  (1,065,693) —

 

Other long-term liabilities  
 

—
 

11,162
 

2,927
  —

 

14,089
 

Total liabilities  1,831,592 1,370,787 152,134
  (1,062,703) 2,291,810

Noncontrolling interests  
 

—
 

—
 

2,509
  —

 

2,509
 

Total membership equity  
 

555,860
 

3,585,535
 

139,153
  (3,724,688) 555,860

 

Total liabilities and equity  $ 2,387,452 $ 4,956,322 $ 293,796
  $ (4,787,391) $ 2,850,179
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DJO Finance LLC 
Condensed Consolidating Statements of Operations 

For the Year Ended December 31, 2009 
(in thousands) 
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DJOFL
 

Guarantors
 

Non-
Guarantors 

  Eliminations
 

Consolidated
 

Net sales  $ — $ 804,912 $ 268,644
  $ (127,430) $ 946,126

Cost of sales (exclusive of amortization of 
intangible assets of $37,884)  

 

—
 

290,097
 

175,464
  (126,842) 338,719

 

Gross profit  — 514,815 93,180
  (588) 607,407

     
Operating expenses: 

            

Selling, general and administrative  
 

—
 

343,574
 

76,201
  983

 

420,758
 

Research and development  
 

—
 

20,712
 

2,828
  —

 

23,540
 

Amortization and impairment of intangible assets — 81,431 2,821
  — 84,252

   

—
 

445,717
 

81,850
  983

 

528,550
 

Operating income  — 69,098 11,330
  (1,571) 78,857

     
Other income (expense): 

            

Interest expense  
 

(156,228) (50,522) (3,492) 53,210
 

(157,032)
Interest income  

 

50,355
 

3,002
 

886
  (53,210) 1,033

 

Other income, net  
 

55,440
 

90,714
 

1,264
  (141,345) 6,073

 

   

(50,433) 43,194
 

(1,342) (141,345) (149,926)
Income (loss) from continuing operations 

before income taxes  
 

(50,433) 112,292
 

9,988
  (142,916) (71,069)

Income tax benefit  
 

—
 

23,555
 

1,876
  (3,753) 21,678

 

Income (loss) from continuing operations  (50,433) 135,847 11,864
  (146,669) (49,391)

Loss from discontinued operations, net  — (319) —
  — (319)

Net income (loss)  
 

(50,433) 135,528
 

11,864
  (146,669) (49,710)

Net income attributable to noncontrolling interests  — — (723) — (723)
Net income (loss) attributable to DJOFL  

 

$ (50,433) $ 135,528
 

$ 11,141
  $ (146,669) $ (50,433)
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DJO Finance LLC 
Condensed Consolidating Statements of Cash Flows 

For the Year Ended December 31, 2009 
(in thousands) 
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DJOFL
 

Guarantors
 

Non-
Guarantors 

  Eliminations
 

Consolidated
 

Cash Flows From Operating Activities: 
            

Net income (loss)  
 

$ (50,433) $ 135,528
 

$ 11,864
  $ (146,669) $ (49,710)

     
Adjustments to reconcile net income (loss) to 

net cash provided by (used in) operating 
activities: 

            

Depreciation  
 

—
 

23,400
 

4,992
  (496) 27,896

 

Amortization and impairment of intangible assets 
 

—
 

81,431
 

2,821
  —

 

84,252
 

Amortization of debt issuance costs and non-cash 
interest expense  

 

12,679
 

—
 

—
  —

 

12,679
 

Stock-based compensation expense  
 

—
 

3,382
 

—
  —

 

3,382
 

Loss on disposal of assets, net  — 455 651
  (142) 964

Deferred income tax benefit  
 

—
 

(26,474) (3,228) 6,012
 

(23,690)
Non-cash loss from subsidiaries  

 

(65,501) (18,643) (32,671) 116,815
 

—
 

Provision for doubtful accounts and sales returns  
 

—
 

34,175
 

729
  —

 

34,904
 

Inventory reserves  
 

—
 

6,894
 

568
  —

 

7,462
 

Gain on sales of product lines  
 

—
 

(3,058) —
  —

 

(3,058)
Gain on disposal of discontinued operations  

 

—
 

(496) —
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(393)
Changes in operating assets and liabilities, net 

of acquired assets and liabilities: 
            

Accounts receivable  
 

—
 

(17,962) 2,806
  —

 

(15,156)
Inventories  

 

—
 

(3,958) (705) 2,795
 

(1,868)
Prepaid expenses and other assets 

 

141
 

17,353
 

(13,718) (338) 3,438
 

Accounts payable and other current liabilities  
 

(2,962) (6,143) (4,456) 253
 

(13,308)
Net cash provided by (used in) operating 

activities  
 

(106,076) 225,884
 

(30,347) (21,667) 67,794
 

     
Cash Flows From Investing Activities: 

            

Purchases of property and equipment  
 

—
 

(24,601) (5,961) 1,690
 

(28,872)
Cash paid in connection with acquisitions, net of 

cash acquired  
 

—
 

(2,580) (10,506) —
 

(13,086)
Proceeds received upon disposition of 

discontinued operations, net  
 

—
 

21,846
 

—
  —

 

21,846
 

Other investing activities, net  
 

—
 

4,112
 

—
  —

 

4,112
 

Net cash used in investing activities  
 

—
 

(1,223) (16,467) 1,690
 

(16,000)
     
Cash Flows From Financing Activities: 

            

Intercompany  147,725 (221,581) 53,879
  19,977 —

Proceeds from issuance of debt  
 

68,000
 

12
 

248
  —

 

68,260
 

Repayments of debt and capital lease obligations  
 

(102,650) (76) (795) —
 

(103,521)
Net cash provided by (used in) financing 

activities 
 

113,075
 

(221,645) 53,332
  19,977

 

(35,261)
Effect of exchange rate changes on cash and 

cash equivalents  
 

—
 

—
 

(2,405) —
 

(2,405)
Net increase in cash and cash equivalents  

 

6,999
 

3,016
 

4,113
  —

 

14,128
 

Cash and cash equivalents, beginning of year  
 

—
 

14,373
 

16,110
  —

 

30,483
 

Cash and cash equivalents, end of year  
 

$ 6,999
 

$ 17,389
 

$ 20,223
  $ —

 

$ 44,611
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DJO Finance LLC 
Condensed Consolidating Statement of Operations 

For the Year Ended December 31, 2008 
(in thousands) 
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DJOFL
 

Guarantors
 

Non-
Guarantors 

  Eliminations
 

Consolidated
 

Net sales  $ — $ 789,960 $ 255,414
  $ (96,905) $ 948,469

Cost of sales (exclusive of amortization of 
intangible assets of $38,017)  

 

—
 

298,766
 

151,650
  (100,239) 350,177

 

Gross profit  — 491,194 103,764
  3,334 598,292

Operating expenses: 
            

Selling, general and administrative  
 

—
 

353,464
 

85,601
  (6) 439,059

 

Research and development  
 

—
 

23,965
 

2,973
  —

 

26,938
 

Amortization and impairment of intangible assets 
 

—
 

96,894
 

2,060
  —

 

98,954
 

   

—
 

474,323
 

90,634
  (6) 564,951

 

Operating income  
 

—
 

16,871
 

13,130
  3,340

 

33,341
 

     
Other income (expense): 

            

Interest expense  
 

(172,286) (45,193) (4,091) 48,408
 

(173,162)
Interest income  

 

45,032
 

4,230
 

808
  (48,408) 1,662

 

Other income (expense), net  29,468 (6,395) (2,810) (29,468) (9,205)
  (97,786) (47,358) (6,093) (29,468) (180,705)
Income (loss) from continuing operations 

before income taxes  (97,786) (30,487) 7,037
  (26,128) (147,364)

Income tax benefit (expense)  
 

—
 

52,143
 

(2,462) —
 

49,681
 

Income (loss) from continuing operations  
 

(97,786) 21,656
 

4,575
  (26,128) (97,683)

Income from discontinued operations, net of tax  
 

—
 

946
 

—
  —

 

946
 

Net income (loss)  
 

(97,786) 22,602
 

4,575
  (26,128) (96,737)

Net income attributable to noncontrolling interests  
 

—
 

—
 

(1,049) —
 

(1,049)
Net income (loss) attributable to DJOFL  

 

$ (97,786) $ 22,602
 

$ 3,526
  $ (26,128) $ (97,786)
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DJO Finance LLC 
Condensed Consolidating Statements of Cash Flows 

For the Year Ended December 31, 2008 
(in thousands) 
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DJOFL
 

Guarantors
 

Non-
Guarantors 

  Eliminations
 

Consolidated
 

Cash Flows From Operating Activities: 
            

Net income (loss)  
 

$ (97,786) $ 22,602
 

$ 4,575
  $ (26,128) $ (96,737)

     
Adjustments to reconcile net income (loss) to 

net cash provided by (used in) operating 
activities: 

            

Depreciation  
 

—
 

20,113
 

4,189
  (705) 23,597

 

Amortization and impairment of intangible assets 
 

—
 

96,894
 

2,060
  —

 

98,954
 

Amortization of debt issuance costs and non-cash 
interest expense  

 

13,177
 

—
 

—
  —

 

13,177
 

Stock-based compensation expense  
 

—
 

1,381
 

—
  —

 

1,381
 

Loss on disposal of assets, net  — 2,610 602
  (143) 3,069

Deferred income tax benefit  
 

—
 

(41,927) (230) —
 

(42,157)
Non-cash income (loss) from subsidiaries  

 

(29,468) 11,980
 

—
  17,488

 

—
 

Provision for doubtful accounts and sales returns  
 

—
 

25,421
 

856
  —

 

26,277
 

Inventory reserves  
 

—
 

7,922
 

715
  —

 

8,637
 

Changes in operating assets and liabilities, net 
of acquired assets and liabilities: 

            

Accounts receivable  — (34,543) (2,521) — (37,064)
Inventories  

 

—
 

1,788
 

136
  (3,533) (1,609)

Prepaid expenses and other assets 
 

(293) (2,760) 3,125
  (4) 68

 

Accounts payable and other current liabilities  
 

770
 

(9,188) (1,325) 89
 

(9,654)
Net cash provided by (used in) operating 

activities  
 

(113,600) 102,293
 

12,182
  (12,936) (12,061)

     
Cash Flows From Investing Activities: 

            

Purchases of property and equipment  — (22,412) (4,502) 1,009 (25,905)
Cash paid in connection with acquisitions, net of 

cash acquired  
 

—
 

(3,234) (1,861) —
 

(5,095)
Other investing activities, net  

 

—
 

1,698
 

(294) —
 

1,404
 

Net cash used in investing activities  
 

—
 

(23,948) (6,657) 1,009
 

(29,596)
     
Cash Flows From Financing Activities: 

            

Intercompany  99,731 (107,914) (3,744) 11,927 —
Proceeds from issuance of debt and revolving 

line of credit  43,000 — 3,540
  — 46,540

Repayments on debt and capital lease obligations 
 

(29,650) (752) (6,892) —
 

(37,294)
Dividend paid by subsidiary to owners of 

noncontrolling interests  
 

—
 

—
 

(381) —
 

(381)
Net cash provided by (used in) financing 

activities  113,081 (108,666) (7,477) 11,927 8,865
Effect of exchange rate changes on cash and 

cash equivalents  — — (196) — (196)
Net decrease in cash and cash equivalents  (519) (30,321) (2,148) — (32,988)
Cash and cash equivalents at beginning of year  

 

519
 

44,694
 

18,258
  —

 

63,471
 

Cash and cash equivalents at end of year  $ — $ 14,373 $ 16,110
  $ — $ 30,483
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24.          SUBSEQUENT EVENTS 
  

On January 4, 2011, we entered into a stock purchase agreement with Elastic Therapy, Inc. (ETI) and its shareholders and 
completed the purchase of all of the outstanding shares of capital stock of ETI. ETI is a designer and manufacturer of private label 
medical compression therapy products used to treat and prevent a wide range of venous disorders. On January 5, 2011, we converted 
ETI into a limited liability company. The purchase price was $45.8 million, subject to certain post-closing adjustments related to net 
working capital and certain other balances of ETI at closing. Of the purchase price, a total of $4.6 million was deposited in escrow for 
up to one year to fund indemnity claims and as deferred payments to assure retention of certain key employees. We will begin 
reporting the results of ETI within our Bracing and Supports and International Segments during the first quarter of 2011. The 
acquisition was financed using cash on hand, and a draw of $35 million on our revolving line of credit. We expect to complete the 
initial purchase price allocation during the first quarter of 2011. 
  

On February 4, 2011, we purchased certain assets of an e-commerce business which offers various bracing, cold therapy and 
electrotherapy products, for total consideration of $3.0 million. Of the total purchase price, $1.8 million was paid in cash at closing, 
$0.4 million was offset against accounts receivable due from the seller, $0.5 was offset against million of principal and accrued 
interest due from the seller under a revolving convertible promissory note, and $0.3 million was held back as security for potential 
indemnification claims, and will be paid to the seller in February 2012 if there are no such claims. We will begin reporting the results 
of this business within our Bracing and Supports Segment during the first quarter of 2011. We expect to complete the initial purchase 
price allocation during the first quarter of 2011. 

  
On February 18, 2011, we entered into Amendment No. 3 to the Senior Secured Credit Facility, which increased the Total 

Leverage Ratio limitation in the Permitted Acquisitions covenant from 6.0 to 7.0, and deemed the ETI acquisition to have been made 
as a Permitted Acquisition. The Permitted Acquisitions covenant has no limit on the dollar amount of acquisitions we are permitted to 
make, as long as we are in compliance with this ratio, with the senior secured leverage ratio, and not in default. 

  
On February 14, 2011, we issued a press release announcing our operating and financial results for the fourth quarter and 

year ended December 31, 2010. Those results were furnished to the Securities and Exchange Commission (SEC) in a Form 8-K dated 
February 14, 2011. On March 1, 2011, we agreed to settle for the payment of $1.5 million a litigation contingency related to the 2007 
sale of a spine product line by our surgical business. In accordance with FASB ASC Topic 450, Contingencies, this expense, net of 
income tax benefit of $0.6 million, has been reflected in the accompanying financial statements, thereby increasing the net loss 
attributable to DJOFL to $52.5 million as compared to the net loss attributable to DJOFL of $51.6 million that we reported in our 
press release furnished to the SEC in a Form 8-K dated February 14, 2011. 
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ITEM 9.  CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL 
DISCLOSURE 

  
None. 
  

ITEM 9A.  CONTROLS AND PROCEDURES 
  
MANAGEMENT’S EVALUATION OF DISCLOSURE CONTROLS AND PROCEDURES 
  

We maintain disclosure controls and procedures (as the term is defined in Rules 13a-15(e) and 15d-15(e) under the Exchange 
Act) that are designed to ensure that information required to be disclosed in our Exchange Act reports is recorded, processed, 
summarized and reported within the time periods specified in the SEC’s rules and forms, and that such information is accumulated and 
communicated to management, including our Chief Executive Officer and our Chief Financial Officer, as appropriate, to allow timely 
decisions regarding required disclosure. 

  
Any controls and procedures, no matter how well designed and operated, can provide only reasonable assurance of achieving 

the desired control objectives. Under the supervision and with the participation of our management, including our Chief Executive 
Officer and Chief Financial Officer, we conducted an evaluation of the effectiveness of our disclosure controls and procedures. Based 
on this evaluation and subject to the foregoing, our Chief Executive Officer and our Chief Financial Officer concluded that, our 
disclosure controls and procedures were effective at December 31, 2010, to accomplish their objectives at the reasonable assurance 
level. 

  
Changes in Internal Control over Financial Reporting 
  

During the first quarter of 2010 we made changes to our internal control over financial reporting in connection with the 
transition to the new ERP system for our Surgical Implant business. This ongoing implementation has materially changed how 
transactions are being processed and has also changed the structure and operation of some internal controls. While the ERP changes 
materially affected our internal control over financial reporting during the first quarter of 2010, the implementation has proceeded to 
date without material adverse effects on our internal control over financial reporting. Additionally, we established additional 
temporary compensating controls, including transactional validation and additional reconciliation procedures to ensure the accuracy of 
the reported amounts. We expect to maintain certain of these additional temporary compensating controls for a period of time. 

  
Except for those changes made in connection with the new ERP system, there were no other changes in the Company’s 

internal control over financial reporting (as that term is defined in Rules 13a-15(f) and 15d-15(f) under the Exchange Act) during the 
fourth quarter ended December 31, 2010 that has materially affected, or is reasonably likely to materially affect, our internal control 
over financial reporting. 
  
MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING 
  

Our management is responsible for establishing and maintaining adequate internal control over financial reporting. The 
Company’s internal control over financial reporting is designed to provide reasonable assurances regarding the reliability of financial 
reporting and the preparation of the consolidated financial statements of the Company in accordance with U.S. generally accepted 
accounting principles. 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 or compliance with the policies or procedures may deteriorate. 

  
With the participation of our Chief Executive Officer and our Chief Financial Officer, our management conducted an 

evaluation of the effectiveness of our internal control over financial reporting as of December 31, 2010 based on the framework in 
Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission. Based 
on our evaluation under the framework in Internal Control—Integrated Framework, our management has concluded that the 
Company’s internal control over financial reporting is effective as of December 31, 2010. 

  
This annual report does not include an attestation report of our registered public accounting firm regarding internal control 

over financial reporting. As we are a non-accelerated filer, management’s report is not subject to attestation by our registered public 
accounting firm pursuant to Section 404(c) of the Sarbanes-Oxley Act of 2002 that permits us to provide only management’s report in 
this annual report. 
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ITEM 9B.  OTHER INFORMATION 
  

None. 
  

PART III. 
  

ITEM 10.  DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE 
  

The following table sets forth information about the directors and executive officers of our indirect parent, DJO. The 
executive officers of DJO are also the executive officers of DJOFL. 
  

  
Leslie H. Cross—President, Chief Executive Officer and Director.  Mr. Cross was appointed Chief Executive Officer of DJO 

and DJOFL and one of DJO’s directors as of the effective date of the DJO Merger, and was appointed President in May 2008. 
Mr. Cross became one of DJOFL’s managers in January 2009. Prior to the DJO Merger, Mr. Cross was the Chief Executive Officer 
and President and a member of the board of directors of DJO Opco since August 2001. He served as the Chief Executive Officer and a 
Manager of DonJoy, L.L.C., from June 1999 until November 2001, and has served as President of DJO, LLC, or its predecessor, the 
Bracing & Support Systems division of Smith & Nephew, Inc., since June 1995. From 1990 to 1994, Mr. Cross held the position of 
Senior Vice President of Marketing and Business Development of the Bracing & Support Systems division of Smith & Nephew. He 
was a Managing Director of two different divisions of Smith & Nephew from 1982 to 1990. Prior to that time, he worked at American 
Hospital Supply Corporation. Mr. Cross earned a diploma in medical technology from Sydney Technical College in Sydney, Australia 
and studied business at the University of Cape Town in Cape Town, South Africa. 

  
Vickie L. Capps—Executive Vice President, Chief Financial Officer and Treasurer.  Ms. Capps was appointed Executive 

Vice President, Chief Financial Officer and Treasurer of DJO and DJOFL as of the effective date of the DJO Merger. Ms. Capps 
became one of DJOFL’s managers in 2010. Prior to the DJO Merger, Ms. Capps served as the Executive Vice President, Chief 
Financial Officer and Treasurer of DJO Opco since July 2002. From September 2001 until July 2002, Ms. Capps was employed by 
AirFiber, a privately held provider of broadband wireless solutions, where she served as Senior Vice President, Finance and 
Administration and Chief Financial Officer. From July 1999 to July 2001, Ms. Capps served as Vice President of Finance and 
Administration and Chief Financial Officer for Maxwell Technologies, Inc., a publicly traded technology company. From 1992 to 
1999, Ms. Capps served in various positions, including Chief Financial Officer, with Wavetek Wandel Goltermann, Inc., a 
multinational communications equipment company. Ms. Capps also served as a senior audit and accounting professional for Ernst & 
Young LLP from 1982 to 1992. Ms. Capps is a California Certified Public Accountant and received a B.S. degree in business 
administration/accounting from San Diego State University. Ms Capps served on the board of directors and was a member of the audit 
committee and chairperson of the nominating and governance committee of SenoRx, Inc., a publicly traded medical device company, 
until the company was sold in July, 2010. 

  
Luke T. Faulstick—Executive Vice President and Chief Operating Officer.  Mr. Faulstick was appointed President, Global 

Operations as of the effective date of the DJO Merger and his title was changed to Executive Vice President and Chief Operating 
Officer in May 2008. Previously, Mr. Faulstick served as Chief Operating Officer of DJO Opco from March 2006 to November 2007, 
Senior Vice President of Operations from August 2003 to March 2006 and Vice President of Operations from August 2001 to 
August 2003. From 1998 to June 2001, Mr. Faulstick served as General Manager for Tyco Healthcare. From 1996 to 1998, 
Mr. Faulstick served as Plant Manager for Mitsubishi Consumer Electronics. In 1994, he started a contract manufacturing business 
that supplied products to the medical, electronic and photographic industries. Mr. Faulstick began his career in 1985 working for 
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Name 
  Age 

  Position
Leslie H. Cross 

  60 
  President, Chief Executive Officer and Director; Manager of DJOFL 

Vickie L. Capps 
  49 

  Executive Vice President, Chief Financial Officer and Treasurer; Manager of DJOFL
Luke T. Faulstick 

  47 
  Executive Vice President and Chief Operating Officer

Donald M. Roberts 
  62 

  Executive Vice President, General Counsel and Secretary; Manager of DJOFL
Thomas A. Capizzi 

  52 
  Executive Vice President, Global Human Resources

Stephen J. Murphy 
  46 

  Executive Vice President, Sales and Marketing, International Commercial Businesses
Andrew P. Holman 

  43 
  Executive Vice President, Sales and Marketing, U.S. Commercial Businesses

Chinh E. Chu 
  44 

  Chairman of the Board
Julia Kahr 

  32 
  Director 

Sidney Braginsky 
  73 

  Director 
Bruce McEvoy 

  33 
  Director 

Phillip J. Hildebrand 
  58 

  Director 
Lesley Howe 

  66 
  Director 

Paul LaViolette 
  53 

  Director 



Table of Contents 
  

Eastman Kodak Company in Rochester New York where he held various positions in Engineering, Marketing, and Product Research 
and Development.  He currently serves on the board of directors of Power Partners, Inc., a privately held power transmission 
manufacturer. Mr. Faulstick received a B.S. in engineering from Michigan State University and an M.S. in engineering from 
Rochester Institute of Technology. 

  
Donald M. Roberts—Executive Vice President, General Counsel and Secretary.  Mr. Roberts was appointed Executive Vice 

President, General Counsel and Secretary of DJO and DJOFL as of the effective date of the DJO Merger. Mr. Roberts became one of 
DJOFL’s managers in 2010. Prior to the DJO Merger, Mr. Roberts served as Senior Vice President, General Counsel and Secretary of 
DJO Opco since December 2002. From 1994 to December 2002, Mr. Roberts served as Vice President, Secretary and General 
Counsel for Maxwell Technologies, Inc., a publicly held technology company. Previous to that, he was with the Los Angeles—based 
law firm of Parker, Milliken, Clark, O’Hara & Samuelian for 21 years. Mr. Roberts was a shareholder in the firm, having served as 
partner in a predecessor partnership. Mr. Roberts received his undergraduate degree in political science from Yale University and 
earned his J.D. at the University of California, Berkeley, Boalt Hall School of Law. 

  
Thomas A. Capizzi—Executive Vice President, Global Human Resources.  Mr. Capizzi was appointed Executive Vice 

President, Global Human Resources of DJO and DJOFL as of the effective date of the DJO Merger. Prior to the DJO Merger, 
Mr. Capizzi served as Senior Vice President, Human Resources of DJO Opco since July 2007. From 2001 to July 2007, Mr. Capizzi 
served as Vice President, Worldwide Human Resources & Administration for Magellan GPS, a Consumer Electronics Company. 
Previous to that, from 1999 to 2001, he was Vice President, HR, Chief Administrative Officer for PCTEL a publicly held 
Telecommunications and Modem Technology Company. From 1997 to 1999 he served as Corporate Vice President, Human 
Resources for McKesson, a Medical Distribution and Pharmaceutical Solution company. Mr. Capizzi has held various other Human 
Resources Management positions in companies such as Charles Schwab, Genentech, PepsiCo and The Hertz Corporation. Mr. Capizzi 
brings well over 25 years of Human Resources experience. Mr. Capizzi received his undergraduate degree in Psychology and 
Philosophy from Cathedral College/St. John University and his post graduate work in Organizational Development from the New 
School. 

  
Stephen J. Murphy—Executive Vice President, Sales and Marketing, International Commercial Business. Mr. Murphy was 

appointed Executive Vice President, Sales and Marketing, International Commercial Business of DJO in September 2009. Prior to 
September 2009, Mr. Murphy served as Senior Vice President, International Sales and Marketing of DJO since the DJO Merger and 
before that in various international positions with DJO Opco since August 2001. Prior to this, Mr. Murphy served in similar positions 
with DonJoy, LLC, since June 1999 and served in various international sales and marketing positions since 1992 with affiliates of 
DonJoy, LLC’s predecessor, Smith & Nephew, Inc., assuming responsibility first for the Medical Business of Smith & Nephew in 
Ireland and later for the international business of the S&N Homecraft Rehabilitation business, based in England. Mr. Murphy began 
his career as an accountant with Smith & Nephew Ireland in 1991. He is a Chartered Management Accountant and completed his 
studies at the Accountancy and Business College in Dublin in 1991. 

  
Andrew P. Holman—Executive Vice President, Sales and Marketing, U.S. Commercial Businesses. Mr. Holman was 

appointed Executive Vice President, Sales & Marketing, U.S. Commercial Businesses of DJO in September 2009. Prior to 
September 2009, Mr. Holman served as President, Americas for the Orthopaedics Division of Smith & Nephew from October 2007 to 
June 2009. He served as General Manager, Americas of the Reconstructive Joint Division of Smith & Nephew from October 2006 to 
October 2007, and was the U.S. Vice President of Sales of the Reconstructive Joints Division from October 2005 to September 2006. 
Prior to that, Mr. Holman served as U.S. Vice President of Sales for Codman & Shurtleff, Inc, a division of Johnson & Johnson from 
April 2003 to October 2005. He also served as U.S. Director of Sales for Codman & Shurtleff, Inc, a division of Johnson & Johnson 
from April 2001 to April 2003. From July 2000 to April 2001, Mr. Holman served as a Product Manager for Codman & Shurtleff. 
Prior to his tenure at Johnson & Johnson, Mr. Holman served in various sales, sales management, and marketing roles at Boston 
Scientific Corporation in the Microvasive Urology Division. His experience in sales began with three years as a direct sales 
representative for Xerox Corporation. Mr. Holman graduated Magna Cum Laude from Rollins College with a B.S. in Psychology. 

  
Chinh E. Chu—Chairman of the Board.  Mr. Chu became one of DJO’s directors immediately after the completion of the 

acquisition of DJO by an affiliate of The Blackstone Group L.P. in November 2006, and became Chairman of the Board in 
January 2009. Mr. Chu is a senior managing director of The Blackstone Group. An affiliate of The Blackstone Group owns 
substantially all of the capital stock of DJO. Since joining Blackstone in 1990, Mr. Chu has led the execution of The Blackstone 
Group’s investments in Healthmarkets, Inc., SunGuard Data Systems Inc., Nalco, Celanese, Nycomed and LIFFE. He has also been 
involved in the execution of Blackstone’s investments in Graham Packaging, Sirius Satellite Radio, StorageApps, Haynes 
International, Prime Succession/Rose Hills, Interstate Hotels, HFS and Alco Holdings. Before joining The Blackstone Group, Mr. Chu 
worked at Salomon Brothers in the Mergers & Acquisitions Department. Mr. Chu currently serves on the boards of directors of 
Catalent, Graham Packaging, SunGard Data Systems Inc., Healthmarkets, Inc, Bayview Financial Holdings, Bank United Financial 
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Corporation and Freescale Semiconductor. Mr. Chu was formerly a director of Celanese Corporation and Financial Guaranty 
Insurance Company. 

  
Julia Kahr—Director.  Ms. Kahr became one of DJO’s directors immediately after the completion of the acquisition of DJO 

by an affiliate of The Blackstone Group L.P. in November 2006. Ms. Kahr is currently a managing director of The Blackstone Group. 
Before joining The Blackstone Group in 2004, Ms. Kahr was a Project Leader at the Boston Consulting Group, where she worked 
with companies in a variety of industries, including financial services, pharmaceuticals, media and entertainment, and consumer 
goods. Ms. Kahr is a director of Summit Materials. Ms. Kahr is also the sole author of Working Knowledge, a book published by 
Simon & Schuster in 1998. 

  
Sidney Braginsky—Director.  Mr. Braginsky became one of DJO’s directors on December 14, 2006. Mr. Braginsky has been 

President, Chief Executive Officer and Chairman of the Board of Atropos Technology, LLC since July 2000. Mr. Braginsky also 
serves a director of Double D (Devices and Diagnostics), a Venture Capital Fund and is Chairman and CEO of Digilab LLC, a 
molecular spectroscopy division acquired by Atropos in 2001. Double D and Digilab LLC are both affiliated with Atropos 
Technology, LLC. Before joining Atropos, Mr. Braginsky served as President of Olympus America, Inc. where he built a large 
business focused on optical products. Prior to Olympus America, Mr. Braginsky served as President and Chief Operating Officer of 
Mediscience Technology Corp., a designer and developer of diagnostic medical devices for cancer detection. Mr. Braginsky currently 
serves on the board of directors and audit committees of MELA Sciences, Inc (formerly Electro-Optical Sciences, Inc.) and Invendo 
Medical GmbH. Mr. Braginsky formerly served on the board of directors of Diomed Holdings, Inc., Geneva Acquisition Corp, and 
Noven Pharmaceuticals, Inc. 

  
Bruce McEvoy—Director.  Mr. McEvoy became one of DJO’s directors in August 2007. Mr. McEvoy is a principal of The 

Blackstone Group L.P.. Before joining The Blackstone Group in 2006, Mr. McEvoy worked as an Associate at General Atlantic from 
2002 to 2004 and was a consultant at McKinsey & Company from 1999 to 2002. Mr. McEvoy currently serves on the boards of 
directors of Catalent, RGIS Inventory Services, Performance Food Group and SeaWorld Parks and Entertainment; all of which are 
privately held. Mr. McEvoy formerly served on the board of Vistar. 

  
Phillip J. Hildebrand — Director.  Mr. Hildebrand became one of DJO’s directors in December 2008. Mr. Hildebrand serves 

as President, Chief Executive Officer and a director of HealthMarkets, Inc., a company in which affiliates of The Blackstone 
Group L.P. own a 55.6% equity interest. Mr. Hildebrand is also Chairman, President and Chief Executive Officer of The MEGA Life 
and Health Insurance Company, Mid-West National Life Insurance Company of Tennessee, The Chesapeake Life Insurance 
Company, Fidelity First Insurance Company and Insphere Insurance Solutions, Inc. Before joining HealthMarkets, Mr. Hildebrand 
served in several senior management positions during his 33 years at the New York Life Insurance Company, retiring in 2008 as Vice 
Chairman. 

  
Lesley Howe — Director.  Mr. Howe became one of DJO’s directors in January 2009. Mr. Howe has over 40 years of 

financial accounting and management experience. He was with KPMG for 30 years until his retirement as Area Managing 
Partner/Managing Partner of that firm’s Los Angeles office. From 2001 until its sale in 2007, Mr. Howe served as CEO of Consumer 
Networks LLC, a privately owned San Diego based internet marketing firm. Mr. Howe served on the Board of Directors of DJO Opco 
from October 2002 to the date of the DJO Merger. Mr. Howe currently serves on the boards of directors of NuVasive, Inc.,Volcano 
Corporation, P.F. Chang’s China Bistro Inc. and Jamba Inc. 

  
Paul LaViolette — Director.  Mr. LaViolette became one of DJO’s directors in January 2009. Mr. LaViolette is a Partner 

with SV Life Sciences, a capital advisor and manager in the human life sciences sector. Mr. LaViolette served as Chief Operating 
Officer of Boston Scientific Corporation, a worldwide leader in less invasive medical devices, from 2004 until the end of 2008. Prior 
to 2004, Mr. LaViolette held marketing and general management positions at CR Bard, and various marketing roles at The Kendall 
Company, at that time a subsidiary of Colgate Palmolive. He currently serves on the boards of directors of the following public 
companies: TranS1, Inc., Thoratec Corp., and Conceptus Incorporated. He also serves on the board of directors for the following 
privately-held companies: Cameron Health Inc., DirectFlow Medical, Inc., DC Devices, Inc., ValenTx Inc., and CardioFocus, Inc. He 
previously served on the board of directors and on the Executive Committee of the Advanced Medical Technology Association 
(ADVAMED), the world’s largest medical technology association as well as on the boards of directors of Urologix, Inc. and 
Percutaneous Valve Technologies, Inc. 

  
CORPORATE GOVERNANCE MATTERS 
  

Background and Experience of Directors.  When considering whether directors and nominees have the experience, 
qualifications, attributes or skills, taken as a whole, to enable the DJO Board of Directors to satisfy its oversight responsibilities 
effectively in light of DJO’s business and structure, the DJO Board of Directors focused primarily on each person’s background and 
experience as reflected in the information discussed in each of the directors’ individual biographies set forth immediately above. We 
believe that our directors provide an appropriate mix of experience and skills relevant to the size and nature of DJO’s business. In 
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particular, the members of the DJO Board of Directors considered the following important characteristics: (i) Mr. Chu, Ms. Kahr and 
Mr. McEvoy are representatives appointed by The Blackstone Group L.P., an affiliate of our principal stockholder, and have 
significant financial and investment experience from their involvement in The Blackstone Group’s investment in numerous portfolio 
companies and have played active roles in overseeing those businesses, (ii) Our Chief Executive Officer, has extensive experience in 
the orthopedic device industry and in executive management, and (iii) our outside directors have a diverse background of 
management, accounting and financial experience from the healthcare and medical device industries, as well as other industries: 
Specifically Mr. Howe, is the Chairman of our Audit Committee and is an audit committee financial expert, as defined in Item 407(d)
(5)(ii) of Regulation S-K under the Exchange Act, by virtue of his years of experience with a major auditing firm, as well as in various 
senior management and board positions; Mr. Braginsky, brings both financial and management experience in a diverse range of 
businesses, as well as audit and board service; Mr. Hildebrand, brings extensive management and Board level experience in the 
healthcare and insurance industries; and Mr. LaViolette, brings extensive experience from management positions in life sciences, 
medical device and related businesses, as well as service on the board of public and private companies and on the board of 
ADVAMED, the world’s largest medical technology association. 

  
In recommending directors, our Board of Directors considers the specific background and experience of the Board members 

and other personal attributes in an effort to provide a diverse mix of capabilities, contributions and viewpoints which the Board 
believes enables it to function effectively as the Board of Directors of a company with our size and nature of business. 

  
Board Leadership Structure.  Our Board of Directors is led by the Chairman of the Board, who is a representative of our 

principal stockholder. Following the effective date of Mr. Cross’ retirement as CEO, Mr. Cross will serve as the Chairman of the 
Board until at least December 31, 2011. The Chief Executive Officer position is and will remain separate from the Chairman position. 
We believe that the separation of the Chairman and CEO positions is appropriate for a company of the size and nature of DJO. 

  
Role of Board in Risk Oversight.  The Board of Directors has extensive involvement in the oversight of risk related to the 

company and its business. The Audit Committee of the Board plays a key role in representing and assisting the Board in discharging 
its oversight responsibility relating to the accounting, reporting and financial practices of the company, including the integrity of our 
financial statements, the surveillance of administrative and financial controls and the company’s compliance with legal and regulatory 
requirements. Through its regular meetings with management, including legal, regulatory, compliance and internal audit functions, the 
Audit Committee reviews and discusses all of the principal functions of our business and updates the Board of Directors on all 
material matters. 

  
Audit Committee.  Our Audit Committee consists of four appointed Directors, Mr. Howe (Chairman), Mr. Braginsky, 

Ms. Kahr and Mr. McEvoy. As a privately held company, our Audit Committee is not required to be composed of only independent 
directors. We believe that Messrs. Howe and Braginsky each meet the definition of an independent director under the Rules of the 
New York Stock Exchange. Our Board of Directors has determined that Mr. Howe is an audit committee financial expert, as defined 
in SEC Regulation S-K Item 407 (d)(5)(ii). Our Board of Directors also believes that the other members of the Audit Committee have 
requisite levels of financial literacy and financial sophistication to enable the Audit Committee to be effective in relation to the 
purposes outlined in its charter and in light of the scope and nature of our business and financial statements. 

  
Compensation Committee.  The Compensation Committee of the DJO Board consists of three appointed Directors, Mr. Chu, 

Ms. Kahr, and Mr. McEvoy. Because DJO is a privately held company, the Compensation Committee is not required to be composed 
of independent directors. 

  
Code of Ethics.  Our Business Ethics Policy and Code of Conduct, Code of Conduct for the Board of Directors, and Code of 

Ethics for the Chief Executive Officer and Senior Executives and Financial Officers are available, free of charge, on the Company’s 
website at www.DJOglobal.com. Please note, however, that the information contained on the website is not incorporated by reference 
in, or considered part of, this Annual Report. We will post any amendments to the Code of Ethics, and any waivers that are required to 
be disclosed by the SEC rules on our website within the required time period. We will also provide copies of these documents, free of 
charge, to any security holder upon written request to: Director, Investor Relations, DJO Global, Inc., 1430 Decision Street, Vista, 
California 92081-8553. 
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ITEM 11.  EXECUTIVE COMPENSATION 
  
Compensation Discussion and Analysis 
  

The following Compensation Discussion and Analysis describes the objectives of our executive Compensation Program and 
the material elements of compensation for our executive officers identified under Item 11. “Executive Compensation — Summary 
Compensation Table” (the Named Executive Officers or NEOs), along with the role of the Compensation Committee of the DJO 
Board of Directors (the Compensation Committee) in reviewing and making decisions regarding our executive compensation program.

  
Role of the Compensation Committee in Establishing Compensation 
  
The Compensation Committee establishes salaries and reviews benefit programs for the Chief Executive Officer (CEO) and 

each of our other executive officers; reviews and approves our annual incentive compensation for management employees; reviews, 
administers and grants stock options under our stock option plan; advises the DJO Board and makes recommendations with respect to 
plans that require Board approval; and approves employment agreements with our executive officers. The Compensation Committee 
establishes and maintains our executive compensation program through internal evaluations of performance, and analysis of 
compensation practices in industries where we compete for experienced senior management. The Compensation Committee reviews 
our compensation programs and philosophy regularly, particularly in connection with its evaluation and approval of changes in the 
compensation structure for a given year. The Compensation Committee met five times during 2010. The CEO makes 
recommendations for the salaries for executive officers other than himself and reviews such recommendations with the Compensation 
Committee. 

  
Objectives of Our Compensation Program 
  
Our executive compensation program is designed to attract, retain, and reward talented senior management who can 

contribute to our growth and success and thereby build long-term value for our stockholders. We believe that an effective executive 
compensation program is critical to our long-term success. By having an executive compensation program that is competitive with 
current market practice and focused on driving superior and enduring performance, we believe we can align the interests of our 
executive officers with the interests of stockholders and reward our executive officers for successfully improving stockholder returns. 
Our compensation program has the following objectives: 

  
•                  Attract and retain talented senior management to ensure our future success, 
•                  Encourage a pay-for-performance mentality by directly relating variable compensation elements to the achievement of 

financial and strategic objectives, 
•                  Promote a direct relationship between executive compensation and the interests of our stockholders, with long-term 

incentive compensation that links a significant portion of executive compensation to our sustained performance through 
stock option awards, and 

•                  Structure a compensation program that appropriately rewards our executive officers for their skills and contributions to 
our company based on competitive market practice. 

  
The Elements of Our Executive Compensation Program 
  
The elements of our executive compensation program are as follows: 
  
•                  Base salary, 
•                  Annual and quarterly cash incentive compensation (performance-based bonuses, with bonus of up to a stated percentage 

of base salary for achieving target goals and with a supplemental bonus of up to 60% of base salary for achieving 
enhanced goals), 

•                  Equity-based awards (stock options), 
•                  Retention and severance agreements where appropriate, and 
•                  Other benefits. 
  
Base Salary. 
  
Base salaries provide a fixed form of compensation designed to reward an executive officer’s core competence in his or her 

role. The Compensation Committee determines base salaries by taking into consideration such factors as competitive industry salaries, 
the nature of the position, the contribution and experience of the officers and the length of service. 

  
111 



Table of Contents 
  
Annual and Quarterly Cash Incentive Compensation. 
  
Performance-based cash incentive compensation is provided to motivate our executive officers for each quarter and for the 

full year to pursue objectives that the Compensation Committee believes are consistent with the overall goals and long-term strategic 
direction that the DJO Board has set for our company. Over the past three years, the Compensation Committee has adopted annual 
bonus plans which have several basic features which have carried over from year to year, with some modifications and the 
establishment of specific financial targets for each year. 

  
In March 2010, the Compensation Committee approved the management incentive bonus plan for 2010 (2010 Bonus Plan) 

for the executive officers of the Company based upon the structure of the bonus plans that were approved for 2008 and 2009, with 
certain modifications to the financial metrics used for determining whether the performance bonus portion has been met. Under the 
2010 Bonus Plan, each executive officer had an opportunity to earn up to 60% of such executive’s annual base salary as a target bonus 
(Target Bonus), with 50% of the annual bonus earned based on certain quarterly financial results and the remaining 50% earned based 
on the overall 2010 financial results. The portion of the bonus that could be earned in each of the fiscal quarters was divided equally 
among the four quarters. The 2010 Bonus Plan contained quarterly and annual revenue goals that determined whether 50% of the 
Target Bonus was earned and quarterly and annual Adjusted EBITDA goals that determined whether the remaining 50% of the Target 
Bonus was earned. At the end of each quarter and the full year, the bonus opportunity was determined based on whether the applicable 
financial targets were met, and if one or more such targets were met, the available portion of the target bonus would be paid. The 
Compensation Committee retains the discretion to reduce an executive’s bonus if the executive failed to achieve individual 
performance goals. 

  
The Compensation Committee selected revenue and Adjusted EBITDA as the relevant company-wide performance criteria 

for the bonus plans because the Compensation Committee believes that these criteria are consistent with the metrics by which the DJO 
Board measures the overall goals and long-term strategic direction for DJO. Further, these criteria are closely related to or reflective of 
DJO’s financial and operational improvements, growth and return to shareholders. Revenue growth is a critical metric for enhancing 
the value of our Company. Adjusted EBITDA is an important non-GAAP valuation tool that potential investors use to measure our 
Company’s profitability and liquidity against other companies in our industry. Adjusted EBITDA, for the purposes of the 2010 Bonus 
Plan, was calculated as earnings before interest, income taxes, depreciation and amortization, further adjusted for non-cash items, non-
recurring items and other adjustment items pursuant to the definition of consolidated EBITDA contained in the credit agreement for 
our Senior Secured Credit Facility, excluding forward cost savings as determined by the Board of Directors. 

  
The 2010 Bonus Plan provided for the payment of as little as 40% of the Target Bonus if the Company’s financial 

performance fell short of the applicable target by less than 3.6% for revenue and 4% for Adjusted EBITDA (Threshold Bonus). 
Likewise, the 2010 Plan provided for the payment of an additional supplemental bonus (Supplemental Bonus) of up to 100% of the 
Target Bonus if the Company’s financial performance exceeded the applicable target by up to 3.6% of revenue and 4% of Adjusted 
EBITDA. As with prior bonus plans, the effects of foreign currency translation were excluded from the financial calculations under 
the 2010 Bonus Plan, and if one or more quarterly bonuses had been paid but the Company’s annual Adjusted EBITDA for 2010 fell 
below a minimum amount, the executive officers would be required to repay all such quarterly bonuses that had previously been paid 
during 2010. In establishing the specific financial performance goals for the 2010 Bonus Plan, the Compensation Committee set the 
annual revenue and Adjusted EBITDA targets to reflect growth over 2009 of 8% and 10%, respectively. As a result of actual 
performance in 2010, annual revenue and Adjusted EBITDA were 96.0% and 97.1% of the applicable performance target, 
respectively, resulting in no annual bonus for revenue and 56.5% of the annual Target Bonus for Adjusted EBITDA. Based on the 
quarterly results in 2010, partial bonuses were earned on both the revenue and Adjusted EBITDA factors in the first two quarters of 
2010; no bonuses were earned in the third quarter; and a partial bonus was earned on the Adjusted EBITDA factor only in the fourth 
quarter. 

  
On February 25, 2011, the Compensation Committee approved the management incentive bonus plan for 2011 (2011 Bonus 

Plan) for the executive officers of the Company. As a part of its decision, the Compensation Committee reviewed the base salary 
percentages used for determination of the Target Bonus. The Compensation Committee concluded that it was appropriate to increase 
the applicable salary percentages in calculating the Target Bonus from 60% of base salary to 70% of base salary for the executive 
officers other than the CEO and to increase the CEO’s percentage to 80% of base salary. As with the 2010 Bonus Plan, 50% of the 
Target Bonus is based on meeting revenue targets and 50% of the Target Bonus is based on meeting Adjusted EBITDA targets. The 
revenue and Adjusted EBITDA performance metrics for the 2011 Bonus Plan reflect the Compensation Committee’s desire to focus 
management exclusively on growth in revenue and Adjusted EBITDA. As with the 2010 Bonus Plan, 50% of the Target Bonus will be 
based on full-year performance and 50% on quarterly performance, with each quarter representing 25% of the quarterly bonus 
opportunity. The revenue and Adjusted EBITDA targets which were established for 2011 represent growth in revenue and Adjusted 
EBITDA over 2010 of 5.5% and 3.2%, respectively. A minimum bonus of 60% of the Target Bonus can be earned if the Company’s 
financial performance falls short of the applicable targets by less than 2% for revenue and 2% for Adjusted EBITDA. In contrast to 
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the Target Bonus, the Supplemental Bonus was not changed and for the full year only, the executive officers may earn a Supplemental 
Bonus of up to 60% of base salary if the Company’s financial performance exceeds the applicable target by up to 2% for revenue and 
2% for Adjusted EBITDA. 

  
Equity Compensation Awards. 
  
In November 2007, the Compensation Committee adopted the DJO 2007 Incentive Stock Plan (the 2007 Stock Incentive 

Plan). The purpose of the 2007 Stock Incentive Plan is to promote the interests of us and our shareholders by enabling selected key 
employees to participate in our long-term growth by receiving the opportunity to acquire shares of DJO common stock and to provide 
for additional compensation based on appreciation in DJO common stock. The 2007 Stock Incentive Plan provides for the grant of 
stock options and other stock-based awards to key employees, directors and distributor-principals. The Compensation Committee 
determines whether to grant options and the exercise price of the options granted. The Committee has broad discretion in determining 
the terms, restrictions and conditions of each award granted under the 2007 Stock Incentive Plan, provided that no options may be 
granted after November 20, 2017 and no option may be exercisable after ten years from the date of grant. All option awards granted 
under the 2007 Incentive Stock Plan have an exercise price equal to the fair market value of DJO’s common stock on the date of grant. 
Fair market value is defined under the 2007 Stock Incentive Plan to be the closing market price of a share of DJO’s common stock on 
the date of grant or if no market price is available, the fair market value as determined by the Board of Directors. The Compensation 
Committee retains the discretion to make equity awards at any time in connection with the initial hiring of a new employee, for 
retention purposes, or otherwise. We do not have any program, plan or practice to time annual or ad hoc grants of stock options or 
other equity-based awards in coordination with the release of material non-public information or otherwise. The 2007 Stock Incentive 
Plan may be amended or terminated at any time by the DJO Board. However, any amendment that would require shareholder approval 
in order for the 2007 Stock Incentive Plan to continue to meet any applicable legal or regulatory requirements will be effective only if 
it is approved by DJO’s shareholders. A total of 7,500,000 shares of DJO common stock are authorized for issuance under the 2007 
Stock Incentive Plan. Equity awards under the 2007 Stock Incentive Plan may be in the form of options or other stock-based awards. 
Options can be either incentive stock options or non-qualified stock options. 

  
The initial options granted under the 2007 Stock Incentive Plan provided that one-third of the stock options would vest over a 

five year period contingent solely upon the optionee’s continued employment with us, with the remaining two-thirds of the options 
based on achievement of pre-determined performance targets over a five year period, consisting of Adjusted EBITDA and free cash 
flow metrics. As described below, amendments in March 2009 and March 2010 to the options granted in 2008 and 2009, have 
replaced the original financial performance vesting metrics with metrics based upon the achievement of (1) a minimum internal rate of 
return, and (2) money on invested capital, by Blackstone following the sale of all or a portion of its shares of DJO capital stock. 

  
2008 Option Grants. In February 2008, we granted options for a total of 1,459,812 shares (2008 Options) under the 2007 

Stock Incentive Plan to Messrs. Cross, Faulstick and Roberts and to Ms. Capps. The 2008 Options have a term of ten years from the 
date of grant and an exercise price of $16.46 per share. When granted, the 2008 Options initially provided for vesting in accordance 
with the following schedule: (a) one-third of each stock option grant constituted, and could be purchased pursuant to the provisions of 
the Time-Based Tranche (defined below), (b) one-third of each stock option grant constituted and could be purchased pursuant to the 
provisions of the Performance-Based Tranche (defined below), and (c) one-third of each stock option grant constituted and could be 
purchased pursuant to the provisions of the Enhanced Performance-Based Tranche (defined below). The 2008 Options became 
exercisable with respect to 25% of the Time-Based Tranche on December 31, 2008, 20% of the Time-Based Tranche on December 31, 
2009 and 18.33% of the Time-Based Tranche on December 31, 2010. The 2008 Options will become exercisable with respect to 
18.33% of the Time-Based Tranche on December 31, 2011 and 18.34% on December 31, 2012 if such optionee remains employed 
with us or any of our subsidiaries or affiliates as of each such date. No changes have been made to the Time-Based Tranche of the 
2008 Options. 

  
As initially granted in February 2008, the Performance-Based Tranche and Enhanced Performance-Based Tranche contained 

Adjusted EBITDA and free cash flow targets for five fiscal years, with the Adjusted EBITDA target weighted at 70% and the free 
cash flow target weighted at 30% of each year’s tranche, and with the Enhanced Performance-Based Tranche requiring greater 
performance than the Performance-Based Tranche. Prior to being amended in 2009, the optionees could earn up to 25%, 20%, 
18.33%, 18.33% and 18.34% of each of the Performance-Based Tranche and the Enhanced Performance-Based Tranche on 
December 31, 2008, 2009, 2010, 2011 and 2012, respectively, if the applicable performance targets were achieved as of such dates, 
and provided that the optionee remained employed with us or any of our subsidiaries or affiliates as of each such date. The 2008 
Options also provided that 80% of the annual portion of a given performance tranche could be earned upon achievement of an 
established threshold “base case” of at least 93.5% of the Adjusted EBITDA target and 95% of the free cash flow target. At the time 
the Adjusted EBITDA and free cash flow targets were established in February 2008, the Compensation Committee believed that these 
vesting standards represented reasonably challenging performance criteria for the Performance-Based Tranche and relatively difficult 
performance criteria for the Enhanced Performance-Based Tranche. As established in the initial grant of the 2008 Options, the 
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financial targets required for vesting of the Performance-Based Tranche and Enhanced Performance-Based Tranche were not met for 
2008. 

  
Changes to 2008 Option Awards.  In March 2009, the Compensation Committee determined that it would be in the best 

interests of the Company and its shareholders to make certain modifications to the 2008 Options to reflect the significant challenges 
faced by management and the Company in connection with the integration activities associated with the DJO Merger and as a result of 
the severe economic environment. The Compensation Committee also desired to broaden management’s focus to include certain 
measures of longer-term shareholder value. As a result, the Compensation Committee made the following amendments to the 2008 
Options: 

  
1.               Performance-Based Tranche: The targets for the Performance-Based Tranche for 2009 financial performance were 

modified to reflect the financial targets established in connection with the Company’s 2009 budget process. The financial 
targets for the Performance-Based Tranches for years 2010-2012 remained unchanged. In addition, the vesting 
provisions of the Performance-Based Tranche were modified to provide that upon achievement of the partial or total 
annual target for a given year, resulting in partial or full vesting for that year, a comparable portion of the tranche 
associated with prior years will also vest up to the percentage vested in the given year, to the extent not previously 
vested. As a result of meeting the financial targets for 2009 at the 90% level, the 2009 Performance-Based Tranche 
vested at the 90% level and the 2008 Performance-Based Tranche also vested at the 90% level as of December 31, 2009. 
  

2.               Enhanced Performance-Based Tranche. The financial performance targets for the entire Enhanced Performance-Based 
Tranche were replaced by targets with different financial metrics. These new targets require achievement of a minimum 
internal rate of return (IRR) and money on invested capital (MOIC) to be achieved by Blackstone following the sales of 
all or a portion of its shares of DJO capital stock. Both the IRR and MOIC requirements must be achieved or none of the 
options in the Enhanced Performance-Based Tranche will vest. As a result of this amendment to the Enhanced 
Performance-Based Tranche, this tranche will now be referred to as the “Enhanced Market Return Tranche.” 
  

In March 2009, we granted options for 44,228 and 33,202 shares under the 2007 Stock Incentive Plan to Messrs. Faulstick 
and Roberts, respectively (2009 Options). These options have a term of 10 years from the date of grant and an exercise price of $16.46 
per share with one-third of each option grant consisting of a Time-Based Tranche, a Performance-Based Tranche and an Enhanced 
Market Return Tranche. In the case of these options, 25% of the Time-Based Tranche vested on March 7, 2010 and 20%, 18.33%, 
18.33% and 18.34% of the Time-Based Tranche will vest on March 7, 2011, 2012, 2013, and 2014, respectively. Prior to being 
amended in March 2010, the Performance-Based Tranche would have vested based on the same performance conditions established 
for 2009-2012 for the amended 2008 Options, with the addition of financial targets for 2013 for the fifth performance year after the 
date of grant. The Enhanced Market Return Tranche has the same terms as the Enhanced Market Return Tranche described above for 
the amended 2008 Options. 

  
In October 2009, we granted options for 200,000 shares under the 2007 Stock Incentive Plan to Mr. Holman in connection 

with his hiring as Executive Vice President, Sales and Marketing, U.S. Commercial Businesses. These options contained the same 
terms as the 2009 Options, except that the Time-Based Tranche vests on the anniversary of the grant date and the first performance 
year under the Performance-Based Tranche as granted was the 2010 fiscal year. As described below, the Performance-Based Tranche 
of these options was subsequently amended in March 2010 and replaced with the Market Return Tranche. 

  
2010 Changes to 2008 and 2009 Options.  In March 2010, the Compensation Committee authorized further revisions to the 

vesting provisions of options granted under the 2007 Incentive Stock Plan. These revisions will be reflected in option awards made 
after this action and have been reflected in amendments to outstanding options, including 2008 and 2009 Options granted to the NEOs. 
The Compensation Committee noted that the performance targets for 2009 for the Performance-Based Tranche had been modified as 
described in clause 1 above but that no modification had been made or was contemplated to be made for the performance targets of the 
Performance-Based Tranche for 2010 or later. Unless such targets were modified, the likelihood of the Company meeting the 
performance targets for 2010 or later was remote, and the Compensation Committee determined that these future targets under the 
Performance-Based Tranche, which had been designed at the time of the adoption of the 2007 Stock Incentive Plan, would not 
sufficiently incentivize executives because the likelihood of the Company meeting such targets was remote. The Compensation 
Committee determined that further modification of the future performance targets was not consistent with the purposes of the 2007  
Stock Incentive Plan, and that a more appropriate measure for the vesting of this tranche was a measure similar to that adopted for the 
Enhanced Market Return Tranche described above. Accordingly, for future option awards, as well as for the outstanding 2008 and 
2009 Options, the vesting metrics for the former Performance-Based Tranche, which as a result of this amendment will now be 
referred to as the Market Return Tranche, were established as the minimum IRR, and the minimum return of MOIC for Blackstone on 
its investment in DJO. These investment return metrics, both of which must be satisfied for vesting to occur, will be similar to those  
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established for the Enhanced Market Return Tranche, with the minimum IRR metric being somewhat lower than the minimum IRR 
metric in the Enhanced Market Return Tranche. The Market Return Tranche for the 2008 and 2009 Options will apply to the portion 
of this tranche that remains subject to vesting for the years 2010 and beyond. Those portions of the Performance-Based Tranche of 
outstanding 2008 and 2009 Options relating to performance in 2008 and 2009 that were not vested as described above based on the 
2009 results were considered forfeited and returned to the available option pool under the 2007 Stock Incentive Plan. 
  

Change in Control Provisions in Option Awards.  The options granted in 2008 and 2009 to our executive officers and other 
members of management contain change-in-control provisions that cause the option in the Time-Based Tranche to become 
immediately vested and exercisable upon the occurrence of a change-in-control if the optionee remains in continuous employment of 
the Company until the consummation of the change-in-control. These change-in-control provisions will not result in accelerated 
vesting of the Market Return Tranche or the Enhanced Market Return Tranche, the vesting of which require the achievement of the 
IRR and MOIC targets following a liquidation by Blackstone of all or a portion of its equity investment in DJO. 

  
Management Rollover Options.  In connection with the acquisition of DJO Opco by DJO in November 2007, certain 

members of DJO Opco management were permitted to exchange a portion of their DJO Opco stock options for options to purchase an 
aggregate of 1,912,577 shares of DJO common stock granted under the 2007 Incentive Stock Plan on a tax-deferred basis (the DJO 
Management Rollover Options). The exercise price and number of shares underlying such options were each adjusted in proportion to 
the relative market values of DJO Opco’s and DJO’s common stock upon the closing of the DJO Merger. All of the DJO Management 
Rollover Options were fully vested and remained subject to the same terms as were applicable to the original options. 

  
Retention and Severance Agreements 
  
Retention Agreements in connection with DJO Merger in 2007.  Prior to the DJO Merger in November 2007, Messrs. Cross, 

Faulstick and Roberts and Ms. Capps were executive officers of DJO Opco. In connection with their hiring as executive officers of the 
Company concurrent with the DJO Merger, DJO entered into agreements to pay each of them a retention bonus, of which 50% was 
paid in January 2008 and 50% was paid in January 2009. The terms of the retention bonus agreement required each executive officer 
to repay the retention bonus received if his or her employment with us was terminated prior to January 1, 2009, the date through which 
the bonus was earned, other than by reason of death, disability, or a termination by us without cause. The above-mentioned executive 
officers served through December 31, 2008 and received their full retention bonus. 

  
Retention Agreement for Mr. Holman. In recognition of Mr. Holman’s important role in the significant restructuring of the 

Company’s sales and marketing function and to provide further incentive for continued performance with the Company during his 
transition from his prior employment and his relocation to DJO’s corporate headquarters, in April, 2010, DJO, LLC entered into a 
Retention and Relocation Bonus Agreement (Retention Agreement) with Mr. Holman which provides for the payment to Mr. Holman 
of certain retention and relocation bonuses. The Retention Agreement provides for payment of a $300,000 retention bonus which must 
be repaid if Mr. Holman’s employment with us is terminated prior to January 1, 2012, the date through which the bonus will be 
earned, other than by reason of death, disability, or a termination without cause. The Retention Agreement also provides for payment 
of a $100,000 bonus which will be credited against future bonus payments to which Mr. Holman would otherwise be entitled under 
the management incentive bonus plan; provided, however, that other than the crediting of such bonus payment against future bonus 
payments, such bonus payment shall not otherwise be required to be repaid upon Mr. Holman’s termination or otherwise. 

  
2011 Retention and Severance Agreements. On February 25, 2011, the Compensation Committee approved forms of retention 

bonus and severance agreements for the NEOs. The Compensation Committee felt that the assurances offered by these arrangements 
were necessary in light of the uncertainty surrounding the recent announcement of the retirement of Mr. Cross as CEO and the search 
for a new CEO. 

  
The retention agreements provide the executives with a cash bonus (the Retention Amount), subject to certain time and 

performance conditions described herein. The total Retention Amount is $500,000 for Ms. Capps and Mr. Faulstick and $250,000 for 
Mr. Roberts, Mr. Capizzi, Mr. Holman and Mr. Murphy. Sixty-five percent (65%) of the executive’s applicable Retention Amount 
will be paid to the executive on January 31, 2012 if the executive is continuously employed by the Company through that date, or will 
be paid upon the earlier termination of the executive’s employment due to death, disability or termination without cause (as defined in 
the retention agreement).  The remaining 35% of the Retention Amount is payable as follows: (a) 17.5% of the Retention Amount will 
be paid to the executive if the executive is employed through the date stated above and the Company achieves the revenue target for 
2011under the 2011 Bonus Plan, and (b) 17.5% of the Retention Amount will be paid to the executive if the executive is employed 
through the date stated above and the Company achieves the Adjusted EBITDA target for 2011 under the 2011 Bonus Plan. 

  
The severance agreements provide that if the executive’s employment is terminated by the Company without “cause” (as 

defined in the severance agreement) and for so long as the executive is in compliance with the restrictive covenants described below, 
the executive will be paid the following amounts: (a) a monthly payment equal to the executive’s monthly base salary for 18 months, 
in the case of Mr. Faulstick and Ms. Capps, or 12 months, in the case of Mr. Roberts, Mr. Capizzi, Mr. Holman and Mr. Murphy; (b) a 
monthly payment equal to one-twelfth of the executive’s target annual bonus amount under the management incentive bonus plan for 
the year of termination for the 18 or 12 month period, as applicable; (c) a pro-rata share of any quarterly bonus for the quarter in which 
the executive’s employment  
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is terminated plus a pro-rata share of the annual bonus that the executive would have received for the year of termination but for the 
termination of employment; and (d) Company-paid COBRA benefits for the 18 month or 12 month period, as applicable. In addition, 
if the executive holds DJO Management Rollover Options, the severance agreement provides that the Company will purchase the 
Management Rollover Options held by the executive on the termination date at a price equal to the difference, if any, between the fair 
market value of the underlying common stock and the per share exercise price of the Management Rollover Options. Payment of the 
benefits under the severance agreement is contingent on compliance with a covenant not to compete against the Company and a 
covenant not to solicit customers or employees for either 18 or 12 months, as applicable. Such payments will not be made if the 
executive’s employment terminates due to death or disability. 

  
Future Retirement of Mr. Cross. On January 17, 2011, Mr. Cross announced his intention to retire and resign as President and 

CEO of DJO effective the earlier of June 30, 2011 or the date his successor is hired (Resignation Date). Mr. Cross has agreed to serve 
in the position of Chairman of the Board of Directors following the Resignation Date through December 31, 2011. Mr. Cross’s service 
as Chairman of the Board may be extended for a one-year period, beginning on January 1, 2012. 

  
On January 21, 2011, Mr. Cross and the Company entered into a Director Arrangement, Separation Agreement and General 

Release (the Separation Agreement) pursuant to which Mr. Cross is entitled to receive: 
  
•                  A monthly salary of $98,437.66 over the period beginning on January 1, 2011 and ending on the Resignation Date. This 

amount represents a pro-rated portion of Mr. Cross’s base salary and a pro-rated bonus for 2011. 
  
•                  A cash severance payment of $1,181,250, paid in installments over a 12-month period following the Resignation Date. 
  
•                  Payment of his 2010 bonus under the 2010 Bonus Plan at the same time as amounts are paid to other participants in such 

plan, based on the Company’s actual achievement of performance goals through December 31, 2010. 
  
•                  Eighteen (18) months of continued medical coverage with the Company agreeing to be responsible for the full COBRA 

premium with respect to such continuation of medical coverage for Mr. Cross and his beneficiaries. 
  
•                  An extended option exercise period for 117,940 of his Company stock options that were vested as of December 31, 

2010. Mr. Cross will have until the earlier of the date of a “change in control” (as defined in the applicable grant 
agreement) and the original date of expiration of the option term to exercise the vested stock options that remain 
outstanding. 

  
•                  An extended option exercise period for an additional 30,000 Company stock options that were vested as of December 31, 

2010. Mr. Cross will have until the earlier of the date of a “change in control” (as defined in the applicable grant 
agreement) or January 2, 2012 to exercise these stock options. 

  
•                  A cash payment of $1,999,758.75 for the cancellation of 355,155 stock options granted to Mr. Cross on November 20, 

2007. Mr. Cross may exercise the remaining 177,577 stock options granted to him on November 20, 2007 until the date 
of expiration of the applicable option term. 

  
Effective on the Resignation Date, 20,546 vested and 59,523 unvested time-based stock options will be forfeited. In addition, 

Mr. Cross’s unvested stock options that are subject to the First Market Return Tranche and the Second Market Return Tranche (as 
defined in the applicable grant agreement) (the Market Return Options) will be forfeited on January 1, 2012 to the extent that they 
remain unvested on such date. If the Market Return Options become vested during the period following the Resignation Date and 
before January 1, 2012, they will remain outstanding until the earlier of 90 days following the date that such Market Return Options 
vest and the expiration of their term. 

  
In consideration for the receipt of the payments and benefits provided under the Separation Agreement, Mr. Cross agreed to 

certain restrictive covenants. Mr. Cross will not compete with the Company for one year following the Resignation Date either by 
engaging in a competitive business, entering the employ of a competitive business or interfering with any business relationship 
between the Company and its customers. Mr. Cross will also agree not to solicit or hire any Company employees for one year 
following the Resignation Date. In addition, certain of the payments in the Separation Agreement are conditioned upon the execution 
of a general release by Mr. Cross of all claims, liabilities and causes of action which he may have or ever claim to have against the 
Company and its affiliates. 
  

The Separation Agreement also sets forth Mr. Cross’s compensation as Chairman of the Board, when he assumes such 
position on the Resignation Date. Mr. Cross will receive a monthly fee of $49,218.77 for his service as Chairman of the Board for the 
period beginning on the Resignation Date and ending on December 31, 2011. In the event that Mr. Cross’s service as Chairman of the 
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Board is extended for the period from January 1, 2012 through December 31, 2012, he will receive $200,000 for his service as 
Chairman of the Board during that period, payable in monthly installments during that period. 

  
Tax Considerations 
  

Section 162(m) of the Internal Revenue Code of 1986, as amended, provides that compensation in excess of $1,000,000 paid 
to the CEO or to other executive officers of a public company will not be deductible for federal income tax purposes unless such 
compensation is paid pursuant to one of the enumerated exceptions set forth in Section 162(m). As a privately held company, we are 
not required to comply with Section 162(m) to ensure tax deductibility of executive compensation. 
  
Summary Compensation Table 
  

The following table sets forth summary information about the compensation during 2010, 2009 and 2008 for services 
rendered in all capacities by our Chief Executive Officer, Chief Financial Officer and each of our three other most highly compensated 
executive officers. All of the individuals listed in the following table are referred herein collectively as the Named Executive Officers 
or NEOs. 
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Name and 
Principal Position 

  Year 
  Salary

 

Bonus
 

Option
Awards 

(2)
 

Non-Equity 
Incentive 

Plan 
Compensation 

(5) 
  

All Other
Compensation

(6)
 

Total
 

          
Leslie H. Cross 

  2010 
  $ 625,000 $ — $ — $ 132,550

  $ 8,575 $ 766,125
President, Chief Executive Officer and Director of 

DJO   2009 
  629,808

 
—

 
—

 
247,981

  8,575
 

886,364
 

  2008 
  625,000

 
800,000(1) 1,577,585(3) 336,511

  8,050
 

3,347,146
 

           
Vickie L. Capps 

  2010 
  450,000

 
—

 
—

 
95,436

  8,575
 

554,011
 

Executive Vice President, Chief Financial Officer 
and Treasurer    2009 

  453,461
 

—
 

—
 

178,546
  8,575

 
640,582

 

  2008 
  450,000 800,000(1) 1,296,549(3) 181,538

  8,050 2,736,137
           
Luke T. Faulstick 

  2010 
  400,000

 
—

 
—

 
84,832

  8,575
 

493,407
 

Executive Vice President, Chief Operating Officer   2009 
  403,077 — 185,650(4) 158,708

  8,575 756,010
  2008 

  400,000
 

700,000(1) 1,152,491(3) 174,492
  8,050

 
2,435,033

 

           
Donald M. Roberts 

  2010 
  300,000 — — 63,624

  8,575 372,199
Executive Vice President, General Counsel and 

Secretary    2009 
  302,308

 
—

 
139,366(4) 119,031

  8,575
 

569,280
 

  2008 
  300,000

 
500,000(1) 702,295(3) 145,400

  8,050
 

1,655,745
 

           
Andrew P. Holman 

  2010 
  300,000

 
479,430(1) —

 
63,624

  8,575
 

851,629
 

Executive Vice President, Sales and Marketing, 
U.S. Commercial Businesses    2009 

  92,308
 

15,000(1) 849,884(4) 31,611
  1,154

 
989,957

 

  2008 
  — — — —

  — —

(1) Amounts shown in this column for 2008 consist of retention bonuses which were entered into in November 2007 with each 
of our executive officers in connection with the DJO Merger, of which 50% of the retention bonus was paid in January 2008 
and 50% was paid in January 2009 and were contingent upon the executive’s continued service through December 31, 2008. 
Amounts shown for Mr. Holman for 2009 and 2010 consist of retention bonuses pursuant to the Retention Agreement. See 
“Retention Agreement for Mr. Holman” in “Retention and Severance Agreements” in “Compensation Discussion and 
Analysis” above for a description of these retention bonuses.

    
(2) The amounts shown in this column reflect the aggregate grant date fair value of the awards granted in the respective years. 

Pursuant to SEC rules, the amounts shown exclude the impact of estimated forfeitures related to service-based vesting 
conditions. Pursuant to SEC rule changes effective February 28, 2010, we are required to reflect the total grant date fair 
values of the option grants in the year of grant, rather than the portion of this amount that was recognized for financial 
statement reporting purposes in a given fiscal year which was required under the prior SEC rules. These amounts may not 
correspond to the actual value that is ultimately realized by the NEOs. See Note 15 to of the notes the audited consolidated 
financial statements included in this Annual Report for a discussion of the relevant assumptions used in calculating the 
aggregate grant date fair value. No options were awarded to the NEOs in 2010. See “Equity Compensation Awards” in the 
“Compensation Discussion and Analysis” above for a description of the vesting conditions for these options.

    
(3) The amounts shown for 2008 option awards include an amount related to the Performance-Based Tranche (prior to giving 

effect to the 2009 and 2010 modifications) because achievement of the performance conditions related to this
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Grants of Plan-Based Awards in 2010 
  

The following table sets forth certain information with respect to grants of plan-based awards made to the NEOs during 2010.
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tranche at the grant date was determined to be probable. However, the portion of the 2008 option awards included in the 
Enhanced Market Return Tranche (when it was referred to as the Enhanced Performance-Based Tranche) was excluded 
because achievement of the performance conditions related to this tranche at the grant date was not deemed probable. If the 
achievement of the conditions to the Enhanced Market Return Tranche (without giving effect to the 2009 and 2010 
modifications) was probable, the aggregate grant date fair value of the 2008 option awards would have been: $2,366,377 for 
Mr. Cross, $1,944,821 for Ms. Capps, $1,728,732 for Mr. Faulstick, and $1,053,443 for Mr. Roberts. 

    
(4) The amounts shown for 2009 option awards include an amount related to the Performance-Based Tranche (prior to giving 

effect to the 2010 modification) because achievement of the performance conditions related to this tranche at the grant date 
was determined to be probable. However, the value attributable to the portion of the 2009 option awards included in the 
Enhanced Market Return Tranche (when it was referred to as the Enhanced Performance-Based Tranche), which has both a 
performance component and a market component, was excluded because achievement of the performance component related 
to this tranche at the grant date was not deemed probable. If the satisfaction of the performance component to the Enhanced 
Market Return Tranche was determined to be probable, the aggregate grant date fair value of the 2009 option awards would 
have been: $206,878 for Mr. Faulstick, $155,303 for Mr. Roberts, and $945,883 for Mr. Holman. 

    
(5) The amounts shown in this column represent amounts earned in the respective year based on the results of the Bonus Plan, 

some of which was paid in the subsequent year. See “Annual and Quarterly Cash Incentive Compensation” in the 
“Compensation Discussion and Analysis” above for terms of bonus plans.

    
(6) These amounts represent matching contributions by the Company to the accounts of each NEO in the Company’s 401

(k) plan. 

        
Estimated Future Payouts

Under Non-Equity 
Incentive Plan Awards (1)

Estimated Future Payouts
Under Equity 

Incentive Plan Awards (2)
  

All Other 
Option 

Awards: 
Number of 
Securities 

Underlying
  

Exercise
or Base
Price of
Option

Grant Date
Fair Value
of Option

Name 
  

Grant 
Date 

  
Threshold 

($) 
  

Target
($)

Maximum
($)

Threshold
(#)

Target
(#)

Maximum 
(#)

  
Options 

(#) 
  

Awards
($/Share)

Awards
($/Share)

Leslie H. Cross  
  1/1/2010

  $ 150,000
  $ 375,000

 

$ 750,000
 

—
 

—
 

—
  —

  —
 

—
 

                
Vickie L. Capps  

  1/1/2010
  108,000

  270,000 540,000 — — —
  —

  — —
                
Luke T. Faulstick  

  1/1/2010
  96,000

  240,000 480,000 — — —
  —

  — —
                
Donald M. Roberts  

  1/1/2010
  72,000

  180,000
 

360,000
 

—
 

—
 

—
  —

  —
 

—
 

                
Andrew P. Holman  

  1/1/2010
  72,000

  180,000
 

360,000
 

—
 

—
 

—
  —

  —
 

—
 

(1) The amounts set forth in these columns under “Estimated Future Payouts Under Non-Equity Incentive Plan Awards” represent 
the threshold, target and maximum bonus potential under the 2010 Bonus Plan. See discussion of “Threshold Bonus”, “Target 
Bonus” and “Supplemental Bonus” in “Annual and Quarterly Cash Incentive Compensation” in “Compensation Discussion and 
Analysis” above for a description of the conditions for the 2010 Bonus Plan.

    
(2) No options or other equity awards were made to the NEOs in 2010.



Table of Contents 
  
Outstanding Equity Awards at 2010 Fiscal Year-End 
  

The following table sets forth certain information regarding options held by each of the NEOs as of December 31, 2010. 
There were no restricted stock awards outstanding as of December 31, 2010. 
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    Option Awards
 

Name 
  

Number of 
Securities 

Underlying 
Unexercised 

Options 
(#) Exercisable

 

Number of
Securities 

Underlying 
Unexercised 

Options 
(#) Unexercisable

 

Equity Incentive
Plan Awards: 

Number of 
Securities 

Underlying 
Unexercised 

Unearned Options
(#) (6)

 

Option 
Exercise 
Price ($) 

  
Option

Expiration Date
 

Leslie H. Cross (8)  
  168,486(1) 59,523(4) 251,620

 

16.46
  2/21/2018

 

    213,700(2) —
 

—
 

13.10
  5/12/2017

 

    82,427(2) —
 

—
 

12.91
  4/3/2016

 

    43,351(2) —
 

—
 

7.00
  12/8/2014

 

    4,530(2) —
 

—
 

8.29
  12/9/2013

 

    188,724(2) —
 

—
 

8.29
  12/9/2013

 

    701,218
 

59,523
 

251,620
      

       
Vickie L. Capps  

  138,466(1) 48,922(4) 206,791 16.46
  2/21/2018

    91,586(2) —
 

—
 

13.10
  5/11/2017

 

    48,846(2) —
 

—
 

12.91
  4/3/2016

 

    76,321(2) —
 

—
 

7.00
  12/8/2014

 

    5,343(2) —
 

—
 

7.18
  2/26/2014

 

    69,785(2) — — 8.29
  12/9/2013

    6,075(2) —
 

—
 

8.29
  12/9/2013

 

    15,725(2) —
 

—
 

8.29
  12/9/2013

 

    452,147
 

48,922
 

206,791
      

       
Luke T. Faulstick  

  7,000(3) 11,057(5) 25,799 16.46
  3/7/2019

    123,081(1) 43,486(4) 183,815
 

16.46
  2/21/2018

 

    91,586(2) —
 

—
 

13.10
  5/11/2017

 

    48,846(2) —
 

—
 

12.91
  4/3/2016

 

    2,552(2) —
 

—
 

7.00
  12/8/2014

 

    7,480(2) — — 7.00
  12/8/2014

    6,075(2) —
 

—
 

8.29
  12/9/2013

 

    4,753(2) — — 8.29
  12/9/2013

    34,964(2) —
 

—
 

8.29
  12/9/2013

 

    326,337 54,543 209,614
      

       
Donald M. Roberts  

  5,256(3) 8,300(5) 19,367
 

16.46
  3/7/2019

 

    75,002(1) 26,499(4) 112,012
 

16.46
  2/21/2018

 

    91,586(2) —
 

—
 

13.10
  5/12/2017

 

    48,846(2) —
 

—
 

12.91
  4/3/2016

 

    1,557(2) — — 8.84
  5/25/2015

    6,075(2) —
 

—
 

8.84
  5/25/2015

 

    22,896(2) — — 8.84
  5/25/2015

    10,810(2) —
 

—
 

8.29
  12/9/2013

 

    24,270(2) —
 

—
 

8.29
  12/9/2013

 

    286,298
 

34,799
 

131,379
      

       
Andrew P. Holman  

  16,667(7) 50,000(7) 133,333
 

16.46
  10/5/2019

 

    16,667
 

50,000
 

133,333
      

(1) These amounts reflect (a) the number of shares underlying the Time-Based Tranche of options that are vested and exercisable 
which were granted in 2008 under the 2007 Incentive Stock Plan, and (b) the number of shares underlying the Market Return 
Tranche (which, prior to the March 2010 option modification, was referred to as the Performance-Based Tranche) of options 
that were granted in 2008 under the 2007 Incentive Stock Plan, and were earned (i.e., their performance conditions were 
satisfied) during 2008 and 2009. 

    
(2) These amounts reflect the number of shares underlying the DJO Management Rollover Options which were fully 
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Option Exercises During 2010 
  

No options were exercised during the year ended December 31, 2010 by or for our NEOs. 
  

Non-Qualified Deferred Compensation for 2010 
  

Certain executives may defer receipt of part or all of their cash compensation under the DJO, LLC Executive Deferred 
Compensation Plan (the Deferred Plan), a plan established by DJO, LLC, a subsidiary of DJOFL. The Deferred Plan allows executives 
to save for retirement in a tax-effective way at minimal cost to DJO, LLC. Under this program, amounts deferred by the executive are 
deposited into a trust for investment and eventual benefit payment. The obligations of DJO, LLC under the Deferred Plan are 
unsecured obligations to pay deferred compensation in the future from the assets of the trust. Participants will have the status of 
unsecured general creditors with respect to the benefit obligations of the Deferred Plan, and the assets set aside in the trust for those 
benefits will be available to creditors of DJO, LLC in the event of bankruptcy or insolvency. Each participant may elect to defer under
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vested upon issuance in connection with the DJO Merger.

    
(3) These amounts reflect (a) the number of shares underlying the Time-Based Tranche of options that are vested and exercisable 

which were granted in 2009 under the 2007 Incentive Stock Plan, and (b) the number of shares underlying the Market Return 
Tranche (which, prior to the March 2010 option modification, was referred to as the Performance-Based Tranche) of options 
that were granted in 2009 under the 2007 Incentive Stock Plan, and were earned (i.e., their performance conditions were 
satisfied) in 2009. 

    
(4) These amounts reflect the number of shares underlying the Time-Based Tranche of options that are not vested and not 

exercisable which were granted in 2008 under the 2007 Incentive Stock Plan. These options reflect the remaining portion of the 
grant made in 2008 and vest as follows: 18.33% of the original grant vests on December 21, 2011 and 18.34% of the original 
grant vests on December 31, 2012. 

    
(5) These amounts reflect the number of shares underlying the Time-Based Tranche of options that are not vested and not 

exercisable which were granted in 2009 under the 2007 Stock Incentive Plan. These options reflect the remaining portion of the 
grant made in 2009 and vest as follows: 20% of the original grant vests on March 7, 2011, 18.33% of the original grant vests on 
each of March 7, 2012, and March 7, 2013 and 18.34% of the original grant vests on March 7, 2014. 

    
(6) The amounts set forth in this column reflect the number of shares underlying the Market Return Tranche and the Enhanced 

Market Return Tranches of options that have not been earned (i.e., their performance conditions have not been satisfied).
    

(7) The amount in the first column reflects the number of shares underlying the Time-Based Tranche of options that are vested and 
exercisable which were granted in October 2009 to Mr. Holman. The amount in the second column reflect the number of shares 
underlying the Time-Based Tranche that are not vested and not exercisable which were granted in October 2009 to 
Mr. Holman. These options vest as follows: 20% of the original grant vests in October 2011, 18.33% of the original grant vests 
in each of October 2012 and 2013, and 18.34% of the original grant vests in October 2014.

    
(8) Pursuant to the Separation Agreement, Mr. Cross’ options were amended as follows: (a) of the 168,486 options granted in 2008 

that were vested and exercisable on December 31, 2010, 117,940 options were amended to extend the exercise period until the 
earlier of the date of a “change in control” (as defined in the applicable Option Agreements) and the Option Exercise Date set 
forth in the table above (February 21, 2018); 30,000 options were amended to extend the exercise period until the earlier of the 
date of a “change in control” and January 2, 2012; and 20,546 options will be forfeited on the Resignation Date; (b) of the 
532,732 vested and exercisable options granted on November 20, 2007, 355,155 options will be purchased by the Company for 
$1,999,758.75 within 30 days after the Resignation Date, and the remaining 177,577 options will remain outstanding and 
exercisable until the Option Exercisable Dates reflected in the table above; (c) 59,523 options which represent the unvested 
portion of the Time-Based Tranche of the 2008 Options will be forfeited as of the Resignation Date; and (d) the 251,620 
unvested and unearned options included in the two Market Return Tranches of the 2008 Options will remain outstanding and 
subject to vesting until January 1, 2012, at which point any options which remain unvested and unexercisable shall be forfeited; 
provided, however, if such options vest prior to January 1, 2012, then they will be exercisable until the earlier of 90 days after 
vesting and the Option Expiration Date reflected in the table above (February 21, 2018).
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the Deferred Plan all or a portion of his or her cash compensation that may otherwise be payable in a calendar year. A participant’s 
compensation deferrals are credited to the participant’s account under the Deferred Plan and the trust. Each participant may elect to 
have the amounts in such participant’s account invested in one or more investment options available under the Deferred Plan, which 
investment options are substantially the same investment options available to participants in DJO, LLC’s 401(k) Savings Plan. The 
Deferred Plan also permits DJO, LLC to make contributions to the Deferred Plan, including matching contributions, at its discretion, 
but no such contributions have been made to date. To the extent that Company contributions are made to the Deferred Plan, the 
Committee may impose vesting criteria to aid in the employment retention of participants. A participant’s eventual benefit will depend 
on his or her level of contributions, DJO, LLC’s contributions, if any, and the investment performance of the particular investment 
options selected. The following table sets forth information for each of the NEOs who participated in DJO, LLC’s Nonqualified 
Deferred Compensation Plan during 2010. 

  

  

  
Potential Payments Upon Termination or Change-in-Control 
  

As of December 31, 2010, the NEOs were not party to any employment contracts or arrangements that provided for payment 
at, following or in connection with any termination, including without limitation, resignation, severance, retirement, death or 
constructive termination of the NEO, or a change in control of the Company. On February 25, 2011, the Compensation Committee of 
the Board of Directors approved the forms of a Retention Agreement and a Severance Agreement to be entered into with the 
Company’s executive officers other than Mr. Cross. In January 21, 2011, the Company entered into the Separation Agreement with 
Mr. Cross. In April 2010, DJO, LLC entered into the Retention Agreement with Mr. Holman. The terms of these agreements are 
described in “Retention Agreement for Mr. Holman”, “2011 Retention Agreements and Severance Agreements” and “Future 
Retirement of Mr. Cross” in “Equity Compensation Awards” in “Compensation Disclosure and Analysis” above. 

  
The options granted to our executive officers and other members of management contain change-in-control provisions that 

would result in accelerated vesting of the Time-Based Tranche upon the occurrence of a change-in-control. Specifically, the Time-
Based Tranche would become immediately exercisable upon the occurrence of a change-in-control if the optionee remains in 
continuous employment of the Company until the consummation of the change-in-control. However, this change-in-control provision 
does not apply to the Market Return or Enhanced Market Return Tranches, the vesting of which requires the achievement of the 
minimum IRR and minimum return on MOIC targets following a liquidation by Blackstone of all or a portion of its equity interest in 
DJO. 

  
Compensation of Directors 
  

The Compensation Committee of the DJO Board reviews the compensation of our Directors on an annual basis. Our Board of 
Directors consists of eight persons: Chinh E. Chu, Julia Kahr, Bruce McEvoy, Leslie H. Cross, Sidney Braginsky, Phillip Hildebrand, 
Lesley Howe, and Paul LaViolette. Mr. Chu, Ms. Kahr and Mr. McEvoy are affiliated with Blackstone and are not compensated for 
serving as members of our Board of Directors. Mr. Cross is our Chief Executive Officer and is not separately compensated for serving 
as a member of the Board of Directors. 

  
The standard compensation package for directors who are not employed by the Company or by any Blackstone-controlled 

entity (Eligible Directors), namely Messrs. Braginsky, Hildebrand, Howe, and LaViolette, consists of an annual fee for each such 
director, a per meeting fee and stock option grants. Each of the Eligible Directors is paid an annual fee of $75,000. In addition, the 
Chairman of the Audit Committee receives an annual fee of $25,000 and the other members of the Audit Committee (who are Eligible 
Directors) receive an annual fee of $15,000. The Eligible Directors were also eligible for annual option awards under the 2007 Stock 
Incentive Plan. In February 2010, the Compensation Committee awarded Messrs. Braginsky, Hildebrand, Howe and LaViolette  
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Name 
  

Executive 
Contributions 

in 2010 (1) 
 

Registrant
Contributions 

in 2010
 

Aggregate
Earnings 
in 2010

 

Aggregate 
Withdrawals/ 
Distributions 

  
Aggregate
Balance at 

December 31, 2010
 

Leslie H. Cross  
  $ — $ — $ — $ —

  $ —
Vickie L. Capps  

  —
 

—
 

—
 

—
  —

 

Luke T. Faulstick  
  —

 

—
 

—
 

—
  —

 

Donald M. Roberts  
  24,599

 

—
 

25,283
 

—
  192,785

 

Andrew P. Holman  
  —

 

—
 

—
 

—
  —

 

(1) Amounts deferred by the executive under the Deferred Plan have been reported as 2010 compensation to such executive in 
the “Salary” column in the Summary Compensation Table above. Amounts in the aggregate balance include amounts earned 
as compensation prior to the DJO Merger when Mr. Roberts was an executive officer of DJO Opco. Amounts included in 
aggregate earnings are not required to be included in Summary Compensation table above. 
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options to purchase 4,600 shares of common stock with an exercise price of $16.46 per share, which was determined to be the fair 
market value of such shares on the date of grant. These options are scheduled to vest in one-third annual increments beginning the first 
anniversary of the date of grant and any shares issued on exercise of such options will be subject to a Management Stockholders 
Agreement. 

  
Pursuant to the Separation Agreement with Mr. Cross, upon the effective date of Mr. Cross’ retirement as CEO on the earlier 

of June 30, 2011 or the hiring of a new CEO, Mr. Cross will serve as Chairman of the Board until at least December 31, 2011. The 
Separation Agreement provides for payment of a monthly fee of $49,218.77 for his service as Chairman until December 31, 2011 and 
if he is reappointed Chairman for 2012, an annual fee of $200,000, payable in monthly installments. Mr. Cross will not receive any 
other fees or equity. 

  
The following table sets forth the compensation earned by our non-employee directors for their services in 2010: 

  

  

  
  
Compensation Committee Interlocks and Insider Participation 
  

During 2010, our Compensation Committee consisted of three designees of Blackstone, Mr. Chu, Ms. Kahr and Mr. McEvoy. 
None of the members of the Compensation Committee is or has been an officer or employee of DJO. See “Item 13. Certain 
Relationships and Related Transactions, and Director Independence” below for a description of certain agreements with Blackstone 
and its affiliates. None of our executive officers has served as a director or a member of the compensation committee (or other 
committee serving an equivalent function) of any other entity, which has one or more executive officers serving as a director of DJO 
or member of our Compensation Committee. 

  
Compensation Committee Report 
  

The Compensation Committee of the DJO Board of Directors oversees our company’s compensation program on behalf of 
the Board. In fulfilling its oversight responsibilities, the Compensation Committee reviewed and discussed with management the 
Compensation Discussion and Analysis set forth in this Annual Report. Based upon the review and discussions referred to above, the 
Compensation Committee recommended to the DJO Board that the Compensation Discussion and Analysis be included in this Annual 
Report. 

  
Submitted by the Compensation Committee: 
Chinh E. Chu (Chair) 
Julia Kahr 
Bruce McEvoy 
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  Directors Compensation for 2010

Name 
 

Fees
Earned or 

Paid in 
Cash

 

Option 
Awards (1) 

  Total
 

Chinh E. Chu  $ — $ —
  $ —

Julia Kahr  
 

—
 

—
  —

 

Bruce McEvoy  
 

—
 

—
  —

 

Sidney Braginsky  
 

90,000
 

29,766
  119,766

 

Phillip Hildebrand  
 

75,000
 

29,766
  104,766

 

Lesley Howe  100,000 29,766
  129,766

Paul LaViolette  
 

75,000
 

29,766
  104,776

 

(1) Amounts shown for the option awards to Messrs. Braginsky, Hildebrand, Howe, and LaViolette reflect grant date fair 
value of options granted in 2010. A discussion of the relevant assumptions used in the valuation is contained in Note 15 
to our audited consolidated financial statements contained in this Annual Report. As of December 31, 2010, 
Mr. Braginsky had a total of 16,050 stock options, and each of Messrs. Hildebrand, Howe, and LaViolette had 9,200 
stock options. 
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ITEM 12.  SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED 
STOCKHOLDER MATTERS 
  

DJOFL is a wholly owned subsidiary of DJO, which owns all of our issued and outstanding capital stock. The following table 
sets forth as of March 3, 2011, certain information regarding the beneficial ownership of the voting securities of DJO by each person 
who beneficially owns more than five percent of DJO’s common stock, and by each of the directors and NEOs of DJO, individually, 
and by our directors and executive officers as a group. 
  

  

* Less than 1% 
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Aggregate Number of Shares Beneficially Owned (1)
 

Name and Address of Beneficial Owner 
Number of Issued

Shares
Acquirable within 

60 days (2) 
  Percent of Class

Grand Slam Holdings, LLC (3) 48,098,209 —
  98.63%

Directors and Executive Officers: 
        

Leslie H. Cross 
President, Chief Executive Officer and Director 

 

—
 

701,218
  1.42%

Vickie L. Capps 
Executive Vice President, Chief Financial Officer and Treasurer

 

—
 

452,147
  *

 

Donald M. Roberts, 
Executive Vice President, General Counsel and Secretary — 288,512

  *
Luke T. Faulstick 

Executive Vice President and Chief Operating Officer — 329,286
  *

Andrew Holman 
Executive Vice President, Sales and Marketing, U.S. 
Commercial Businesses 

 

—
 

16,667
  *

 

Chinh E. Chu 
Chairman of the Board (4) 48,098,209 —

  98.63%
Julia Kahr 

Director (5) — —
  —

Sidney Braginsky 
Director 

 

6,076
 

10,350
  *

 

Bruce McEvoy 
Director (5) 

 

—
 

—
  —

 

Phillip J. Hildebrand 
Director 

 

—
 

4,554
  *

 

Lesley Howe 
Director 

 

6,076
 

4,554
  *

 

Paul LaViolette 
Director 

 

—
 

4,554
  *

 

All Directors and executive officers as a group 
 

48,116,437
 

2,072,182
  98.72%

(1)

  

Includes shares held in the beneficial owner’s name or jointly with others, or in the name of a bank, nominee or trustee for 
the beneficial owner’s account. Unless otherwise indicated in the footnotes to this table and subject to community property 
laws where applicable, we believe that each stockholder named in this table has sole voting and investment power with 
respect to the shares indicated as beneficially owned.

     
(2)

  

Includes the number of shares that could be purchased by exercise of options on or within 60 days after March 3, 2011 
under DJO’s stock option plans. For the NEOs, this number includes the DJO Management Rollover Options which are 
fully vested, the portion of the Time-Based Tranche and the portion of the Market Return Tranche (when it was referred to 
as the Performance-Based Tranche) of options that have vested or will vest in 60 days, but no portion of the Enhanced 
Market Return Tranche. 

     
(3)

  

Shares of common stock of DJO held by Grand Slam Holdings, LLC (BCP Holdings) may also be deemed to be 
beneficially owned by the following entities and persons: (i) Blackstone Capital Partners V L.P., a Delaware limited 
partnership (BCP V), Blackstone Family Investment Partnership V L.P., a Delaware limited partnership (BFIP), Blackstone 
Family Investment Partnership V-A L.P., a Delaware limited partnership (BFIP-A), and Blackstone Participation 
Partnership V L.P., a Delaware limited partnership (together with BCP V, BFIP and BFIP-A, the Blackstone 
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Securities Authorized for Issuance Under Equity Compensation Plans 
  

The following table provides information as of December 31, 2010 with respect to the number of shares to be issued upon the 
exercise of outstanding stock options under our 2007 Stock Incentive Plan, which is our only equity compensation plan and has been 
approved by the stockholders: 
  

  
ITEM 13.  CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE 
  
Management Stockholder’s Agreement 
  

All members of DJO’s management who own shares of DJO common stock or options to purchase DJO common stock are 
parties to a Management Stockholders Agreement, dated November 3, 2006, among DJO, Grand Slam Holdings, LLC (BCP 
Holdings), Blackstone Capital Partners V L.P. (Blackstone), certain of its affiliates (BCP Holdings and Blackstone and its affiliates are 
referred to as Blackstone Parent Stockholders), and such members of DJO’s management, as amended by the First Amendment to 
Management Stockholders Agreement (the Management Stockholders Agreement). The Management Stockholders Agreement 
provides that upon termination of a management stockholder’s employment for any reason, DJO and a Blackstone Parent Stockholder 
may collectively exercise the right to purchase all of the shares of DJO common stock held by such management stockholder within 
one year after such termination (or, with respect to shares purchased upon exercise of options after termination of employment, one 
year following such exercise). If a management stockholder is terminated for cause (as defined in the Agreement), or voluntarily 
terminates their employment and such termination would have constituted a termination for cause if it would have been initiated by 
DJO, and DJO or a Blackstone Parent Stockholder exercises its call rights after such termination, the management stockholder would 
receive the lower of fair market value or cost for the management stockholder’s callable shares. In the case of all other terminations of 
employment, the management stockholder would receive fair market value for such shares. 

  
The Management Stockholders Agreement imposes significant restrictions on transfers of shares of DJO’s common stock 

held by management stockholders and provides a right of first refusal to DJO or Blackstone, if DJO fails to exercise such right, on any 
proposed sale of DJO’s common stock held by a management stockholder following the lapse of the transfer restrictions and prior to 
the occurrence of a qualified public offering (as such term is defined in that agreement) of DJO. In addition, prior to a qualified public 
offering, Blackstone will have drag-along rights, and management stockholders will have tag-along rights, in the event of a sale of 
DJO’s common stock by Blackstone to a third party (or in the event of a sale of BCP Holdings’ equity interests to a third party) in the 
same proportion as the shares or equity interests sold by Blackstone. The Management Stockholders Agreement also provides that, 
after the occurrence of a qualified public offering, the management stockholders will receive customary piggyback registration rights 
with respect to shares of DJO common stock held by them. 
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Partnerships), which collectively own all of the equity in BCP Holdings; (ii) Blackstone Management Associates V L.L.C., 
a Delaware limited liability company (BMA), the general partner of the Blackstone Partnerships; (iii) BMA V L.L.C., a 
Delaware limited liability company (BMA V), the sole member of BMA; and (iv) Peter G. Peterson and Stephen A. 
Schwarzman, the founding members and controlling persons of BMA V. Each of Messrs. Peterson and Schwarzman 
disclaims beneficial ownership of such shares, except to the extent of his pecuniary interest therein. The address of BCP 
Holdings and each of the entities and individuals listed in this footnote is c/o The Blackstone Group, L.P., 345 Park 
Avenue, New York, New York 10154. 

     
(4)

  

Mr. Chu, a director of DJO, is a member of BMA V and a senior managing director of The Blackstone Group, L.P. The 
number of shares disclosed for Mr. Chu are also included in the above table in the number of shares disclosed for Grand 
Slam Holdings, LLC. Mr. Chu disclaims beneficial ownership of any shares owned or controlled by BCP Holdings, except 
to the extent of his pecuniary interest therein.

     
(5)

  
Ms. Kahr and Mr. McEvoy are employees of The Blackstone Group, L.P. but do not have any investment or voting control 
over the shares beneficially owned by BCP Holdings.

Plan Category 
 

(a) Number of
securities to be 

issued upon 
exercise of 

outstanding 
options, warrants 

and rights
 

Weighted-average 
exercise price of 

outstanding 
options, warrants 

and rights
  

Number of securities
remaining available for 
future issuance under 

equity compensation plans 
(excluding securities 

reflected in column (a))
 

Equity compensation plans approved by stockholders 7,188,284 $ 14.77
  311,716
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All parties receiving an award of stock options, including all DJO directors who have been granted options, as well as all 
purchasers of common stock in DJO’s private stock offering in 2010, are parties to a Stockholders Agreement which has the same 
material terms and conditions as the Management Stockholders Agreement. 

  
Transaction and Monitoring Fee Agreement 
  

In connection with the DJO Merger, on November 20, 2007, DJO and Blackstone Management Partners V L.L.C. (BMP) 
amended and restated the transaction and monitoring fee agreement in existence at that time (the Old Transaction and Monitoring Fee 
Agreement) between them, with effect from and after the closing of the DJO Merger (such agreement, as amended and restated, the 
New Transaction and Monitoring Fee Agreement). 

  
Under the New Transaction and Monitoring Fee Agreement, DJO paid BMP, at the closing of the DJO Merger, a $15.0 

million transaction fee and $0.6 million for related expenses. Also pursuant to this agreement, at the closing of the DJO Merger, DJO 
paid Blackstone Advisory Services, L.P., an affiliate of BMP (BAS), a $3.0 million advisory fee in consideration of the provision of 
certain strategic and other advice and assistance by BAS on behalf of BMP. 

  
Under the New Transaction and Monitoring Fee Agreement, BMP (including through its affiliates and representatives) will 

continue to provide certain monitoring, advisory and consulting services to DJO, on substantially the same terms and conditions as the 
Old Transaction and Monitoring Fee Agreement, for an annual monitoring fee which has been increased from $3.0 million to the 
greater of $7.0 million or 2.0% of consolidated EBITDA (as defined in the New Transaction and Monitoring Fee Agreement). 

  
The New Transaction and Monitoring Fee Agreement also provides, on substantially the same terms and conditions as the 

Old Transaction and Monitoring Fee Agreement, that: 
  

•                  at any time in connection with or in anticipation of a change of control of DJO, a sale of all or substantially all of its 
assets or an initial public offering of common stock of DJO or its successor, BMP may elect to receive, in lieu of 
remaining annual monitoring fee payments, a single lump sum cash payment equal to the then-present value of all 
then-current and future annual monitoring fees payable under the agreement, assuming a hypothetical termination date 
of the agreement to be November 2019; 

  
•                  the New Transaction and Monitoring Fee Agreement will continue until the earlier of November 2019, or such date as 

DJO and BMP may mutually agree; and 
  
•                  DJO will indemnify BMP and its affiliates, and their respective partners, members, shareholders, directors, officers, 

employees, agents and representatives from and against all liabilities relating to the services performed under the Old 
Transaction and Monitoring Fee Agreement or by the New Transaction and Monitoring Fee Agreement and the 
engagement of BMP pursuant to, and the performance of BMP and its affiliates and their respective representatives of 
the services contemplated by, each such agreement. 

  
Policy and Procedures with Respect to Related Person Transactions 
  

The Board of Directors has not adopted a formal written policy for the review and approval of transactions with related 
persons. However, all such transactions will be reviewed by the Board on an as-needed basis. 

  
Director Independence 
  

As a privately held company, the DJO Board is not required to have a majority of its directors be independent. We believe 
that Messrs. Braginsky, Howe and LaViolette would be deemed independent directors according to the independence definition 
promulgated under the New York Stock Exchange listing standards. 
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ITEM 14.  PRINCIPAL ACCOUNTING FEES AND SERVICES 
  
Fees Paid to the Independent Auditor 
  

The following table sets forth the aggregate fees billed by Ernst & Young LLP for audit services rendered in connection with 
the consolidated financial statements and reports, and for other services rendered during fiscal years 2010 and 2009 on behalf of 
DJOFL and its subsidiaries, as well as all out-of-pocket costs incurred in connection with these services, which have been billed to 
DJOFL. All audit and audit related services were pre-approved by the audit committee. 

  

  
Audit Fees:  Consists of fees billed for professional services rendered for the audit of DJOFL’s consolidated financial 

statements, review of interim condensed consolidated financial statements included in quarterly reports and services that are normally 
provided by auditors in connection with statutory and regulatory filings. In 2010, audit fees included fees related to the sale and 
registered exchange offer of $100.0 million 10.875% Senior Notes, and the sale of $300.0 million of 9.75% Senior Subordinated 
Notes. 

  
Audit-Related Fees:  Consists of fees billed for assurance and related services that are reasonably related to the performance 

of the audit or review of DJOFL’s consolidated financial statements and are not reported under Audit Fees. During 2010 and 2009 all 
audit-related fees were specifically pre-approved pursuant to the Audit Committee Pre-Approval Policy discussed below. 

  
Tax Fees:  Consists of tax compliance and consultation services. 
  
All Other Fees:  Consists of fees for all other services other than those reported above. 
  

Audit Committee Pre-Approval Policy 
  

All services to be performed for us by our independent auditors must be pre-approved by the audit committee, or a designated 
member of the audit committee, to assure that the provision of such services does not impair the auditor’s independence. 

  
The annual audit services engagement terms and fees are subject to the specific pre-approval of the audit committee. The 

audit committee will approve, if necessary, any changes in terms, conditions, and fees resulting from changes in audit scope or other 
matters. All other audit services not otherwise included in the annual audit services engagement must be specifically pre-approved by 
the audit committee. 

  
Audit-related services are services that are reasonably related to the performance of the audit or review of our financial 

statements or traditionally performed by the independent auditors. Examples of audit-related services include employee benefit and 
compensation plan audits, due diligence related to mergers and acquisitions, attestations by the auditors that are not required by statute 
or regulation, consulting on financial accounting and reporting standards, internal controls, and consultations related to compliance 
with Section 404 of the Sarbanes-Oxley Act of 2002. All audit-related services must be specifically pre-approved by the audit 
committee. 

  
The audit committee may grant pre-approval of other services that are permissible under applicable laws and regulations and 

that would not impair the independence of the auditors. All of such permissible services must be specifically pre-approved by the audit 
committee. 

  
Requests or applications for the independent auditors to provide services that require specific approval by the audit 

committee are considered after consultation with management and the auditors. Questions about whether the scope of a proposed 
service requires specific pre-approval, or is permitted by applicable laws and regulations, are to be referred to our legal department. 
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  2010
  2009

     
Audit fees 

 

$ 1,288,116
  $ 1,120,528

 

Audit-related fees 
 

36,820
  25,156

 

Tax fees 
 

—
  25,000

 

All other fees 100,806
  193,759
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PART IV 
  

ITEM 15.  EXHIBITS, FINANCIAL STATEMENT SCHEDULES 
  

(a)       The following documents are filed as part of this Annual Report: 
  

1.         The following consolidated financial statements of DJO Finance LLC, including the reports thereon of Ernst & Young 
LLP, are filed as part of this report under Part II, Item 8. Financial Statements and Supplementary Data: 

  
•                  Report of Independent Registered Public Accounting Firm. 
  
•                  Consolidated Balance Sheets at December 31, 2010 and 2009. 
  
•                  Consolidated Statements of Operations for the Years Ended December 31, 2010, 2009 and 2008. 
  
•                  Consolidated Statements of Equity for the Years Ended December 31, 2010, 2009 and 2008. 
  
•                  Consolidated Statements of Comprehensive Loss for the Years Ended December 31, 2010, 2009 and 2008. 
  
•                  Consolidated Statements of Cash Flows for the Years Ended December 31, 2010, 2009 and 2008. 
  
•                  Notes to Consolidated Financial Statements. 
  

2.         Financial Statement Schedules: 
  

Schedule II — Valuation and Qualifying Accounts 
  
All other financial statement schedules are not required under the related instructions or are inapplicable and therefore have 
been omitted. 
  

3.               Exhibits: 
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2.1 

  

Agreement and Plan of Merger, dated as of July 15, 2007, among DJO Finance LLC (f/k/a ReAble Therapeutics Finance 
LLC and Encore Medical LLC) (DJOFL), Reaction Acquisition Merger Sub, Inc., and DJO Opco Holdings Inc. (f/k/a 
DJO Incorporated) (DJO Opco) (incorporated by reference to Exhibit 2.1 to DJOFL’s Current Report on Form 8-K, filed 
on July 20, 2007). 

      
2.2+ 

  
Stock Purchase Agreement, dated January 4, 2011, among DJO, LLC, Elastic Therapy, Inc., the Sellers listed therein and 
Burke H. Ramsay as Seller Representative.

      
3.1 

  
Certificate of Formation of DJOFL and amendments thereto (incorporated by reference to Exhibit 3.1 to DJOFL’s Annual 
Report on Form 10-K for the fiscal year ended December 31, 2007, filed on March 28, 2008). 

      
3.2 

  
Limited Liability Company Agreement of DJOFL (incorporated by reference to Exhibit 3.2 of DJOFL’s Registration 
Statement on Form S-4, filed on April 18, 2007 (File No. 333-142188)).

      
4.1 

  

Indenture, dated November 20, 2007, among DJOFL, DJO Finance Corporation (DJO Finco), the Guarantors party thereto 
and The Bank of New York, as trustee (incorporated by reference to Exhibit 4.1 to DJOFL’s Current Report on Form 8-K, 
filed on November 27, 2007). 

      
4.2 

  

Credit Agreement, dated November 20, 2007, among DJOFL, as borrower, DJO Holdings, Credit Suisse, as 
administrative agent, the lenders from time to time party thereto and the other agents named therein (incorporated by 
reference to Exhibit 4.3 to DJOFL’s Current Report on Form 8-K, filed on November 27, 2007). 

      
4.3 

  

Security Agreement, dated November 20, 2007, among DJOFL, as borrower, DJO Holdings LLC (DJO Holdings) and 
certain subsidiaries named therein, and Credit Suisse, as collateral agent (incorporated by reference to Exhibit 4.5 to 
DJOFL’s Current Report on Form 8-K, filed on November 27, 2007).
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4.4 

  

Guaranty Agreement, dated November 20, 2007, among DJOFL, as borrower, DJO Holdings and certain subsidiaries 
named therein, and Credit Suisse, as collateral agent (incorporated by reference to Exhibit 4.4 to DJOFL’s Current Report 
on Form 8-K, filed on November 27, 2007).

      
4.5 

  

First Supplemental Indenture, dated as of January 20, 2010, by and among DJOFL, DJO Finco, the guarantors party 
thereto and The Bank of New York Mellon, as Trustee (incorporated by reference to Exhibit 4.1 to DJOFL’s Current 
Report on Form 8-K, filed on January 21, 2010).

      
4.6 

  
Form of 10.875% Senior Notes due 2014 (incorporated by reference to Exhibit 4.2 to DJOFL’s Current Report on Form 8-
K, filed on January 21, 2010). 

      
4.7 

  

Registration Rights Agreement, dated as of January 20, 2010, by and among DJOFL, DJO Finco, the guarantors party 
thereto and Credit Suisse Securities (USA) LLC (incorporated by reference to Exhibit 4.3 to DJOFL’s Current Report on 
Form 8-K, filed on January 21, 2010). 

      
4.8 

  

Indenture, dated October 18, 2010 among DJOFL, DJO Finco, the Guarantors party thereto and the Bank of New York 
Mellon, as Trustee, governing the 9.75% Senior Subordinated Notes (incorporated by reference to Exhibit 4.1 to DJOFL’s 
Current Report on Form 8-K, filed on October 21, 2010).

      
4.9 

  

Registration Rights Agreement, dated October 18, 2010, among DJOFL, DJO Finco, the Guarantors party thereto and 
Credit Suisse Securities (USA) LLC (incorporated by reference to Exhibit 4.2 to DJOFL’s Current Report on Form 8-K, 
filed on October 21, 2010) 

      
10.1* 

  
2007 Incentive Stock Plan, dated November 20, 2007 (incorporated by reference to Exhibit 10.7 to DJOFL’s Current 
Report on Form 8-K, filed on November 27, 2007).

      
10.2* 

  
Amendment to 2007 Incentive Stock Plan, dated April 25, 2008 (incorporated by reference to Exhibit 10.1 to DJOFL’s 
Current Report on Form 8-K, filed on May 1, 2008).

      
10.3* 

  

Form of Nonstatutory Stock Option Agreement under 2007 Incentive Stock Plan for options granted in 2008 (incorporated 
by reference to Exhibit 10.6 to DJOFL’s Annual Report on Form 10-K for the fiscal year ended December 31, 2007, filed 
on March 28, 2008). 

      
10.4*+ 

  Form of Amendment No. 1 to Nonstatutory Stock Option Agreement for options granted in 2008. 
      
10.5*+ 

  Form of Amendment No. 2 to Nonstatutory Stock Option Agreement for options granted in 2008. 
      
10.6*+ 

  Form of Nonstatutory Stock Option Agreement under 2007 Incentive Stock Plan for options granted in 2009.
      
10.7*+ 

  Form of Amendment No. 1 to Nonstatutory Stock Option Agreement for options granted in 2009. 
      
10.8*+ 

  Form of Nonstatutory Stock Option Agreement under 2007 Incentive Stock Plan for options granted in 2010 and later.
      
10.9* 

  

Form of DJO Incorporated Directors’ Nonstatutory Stock Option Agreement under 2007 Incentive Stock Plan 
(incorporated by reference to Exhibit 10.7 to DJOFL’s Annual Report on Form 10-K for the fiscal year ended 
December 31, 2007, filed on March 28, 2008).

      
10.10* 

  

Form of Nonstatutory Stock Option Agreement under 2007 Incentive Stock Plan (Replacement Version) (incorporated by 
reference to Exhibit 10.8 to DJOFL’s Annual Report on Form 10-K for the fiscal year ended December 31, 2007, filed on 
March 28, 2008). 

      
10.11* 

  

Form of Nonstatutory Stock Option Rollover Agreement under 2007 Incentive Stock Plan (incorporated by reference to 
Exhibit 10.9 to DJOFL’s Annual Report on Form 10-K for the fiscal year ended December 31, 2007, filed on March 28, 
2008). 

      
10.12* 

  

Form of Incentive Stock Option Rollover Agreement under 2007 Incentive Stock Plan (incorporated by reference to 
Exhibit 10.10 to DJOFL’s Annual Report on Form 10-K for the fiscal year ended December 31, 2007, filed on March 28, 
2008). 

      
10.13 

  

Management Stockholders Agreement, dated as of November 3, 2006, by and among DJO (f/k/a ReAble Therapeutics 
Inc., and Encore Medical Corporation), certain Blackstone affiliates, and the management stockholders party thereto 
(incorporated by reference to Exhibit 10.22 of DJOFL’s Registration Statement on Form S-4, filed on April 18, 2007 (File 
No. 333-142188)). 

      
10.14 

  

First Amendment to Management Stockholders Agreement, dated November 20, 2007, by and between DJO, certain 
Blackstone affiliates and certain management stockholders (incorporated by reference to Exhibit 10.2 to DJOFL’s Current 
Report on Form 8-K, filed on November 27, 2007).
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10.15 

  

Transaction and Monitoring Fee Agreement, dated November 3, 2006, between DJO and Blackstone Management 
Partners V L.L.C. (incorporated by reference to Exhibit 10.24 of DJOFL’s Registration Statement on Form S-4, filed on 
April 18, 2007 (File No. 333-142188)). 

      
10.16 

  

Amended and Restated Transaction and Monitoring Fee Agreement, dated November 20, 2007, between DJO and 
Blackstone Management Partners V L.L.C. (incorporated by reference to Exhibit 10.1 to DJOFL’s Current Report on 
Form 8-K, filed on November 27, 2007).

      
10.17 

  

Lease Agreement between Professional Real Estate Services, Inc. and dj Orthopedics, LLC (now known as DJO, LLC), 
dated October 20, 2004 (Vista facility) (Incorporated by reference to Exhibit 10.1 to DJO Opco’s Current Report on 
Form 8-K, filed on October 26, 2004). 

      
10.18 

  

Lease Agreement, dated February 17, 2006, between MetroAir Partners, LLC, and dj Orthopedics, LLC (Indianapolis 
facility) (Incorporated by reference to Exhibit 10.2 to DJO Opco’s Quarterly Report on Form 10-Q for the quarter ended 
April 1, 2006) 

      
10.19 

  

Lease Agreement, dated June 11, 1996, between Met 94, Ltd. and Encore Orthopedics, Inc. covering 52,800 sq. ft. facility 
in Austin, Texas, together with amendments thereto (Incorporated by reference to Exhibit 10.27 to DJOFL’s Annual 
Report on Form 10-K for the fiscal year ended December 31, 2008).

      
10.20 

  

Office/Light Manufacturing Lease, dated June 14, 2996, between Cardigan Investments Limited Partnership and 
EMPI, Inc., covering 93,666 sq. ft. facility in St. Paul, Minnesota, together with amendments thereto (Incorporated by 
reference to Exhibit 10.28 to DJOFL’s Annual Report on Form 10-K for the fiscal year ended December 31, 2008, filed 
on March 11, 2009). 

      
10.21 

  

Lease Agreement, dated December 10, 2003, between BBVA Bancomer Servicios, S.A. and DJ Orthopedics de Mexico, 
S.A. de C.V., covering 200,000 sq. ft. facility in Tijuana, Mexico (incorporated by reference to Exhibit 10.29 to DJOFL’s 
Annual Report on Form 10-K for the fiscal year ended December 31, 2008, filed on March 11, 2009). 

      
10.22 

  

Agreement, dated April 4, 2006, between BBVA Bancomer Servicios, S.A. and DJ Orthopedics de Mexico, S.A. de C.V., 
amending Leases covering 200,000 sq. ft., 58,400 sq. ft. and 27,733 sq. ft. facilities in Tijuana Mexico (Incorporated by 
reference to Exhibit 10.30 to DJOFL’s Annual Report on Form 10-K for the fiscal year ended December 31, 2008, filed 
on March 11, 2009). 

      
10.23 

  

Asset Purchase Agreement, dated June 12, 2009, by and between Patterson Medical Supply, Inc. and Empi, Inc. 
(incorporated by reference to Exhibit 2.1 to DJOFL’s Quarterly Report on Form 10-Q, for the quarter ended June 27, 
2009, filed on July 31, 2009). 

      
10.24 

  

Amendment No. 1, dated as of January 13, 2010, to the Credit Agreement dated as of November 20, 2007, among DJO 
Finance LLC (f/k/a ReAble Therapeutics Finance LLC), DJO Holdings LLC (f/k/a/ ReAble Therapeutics Holdings LLC), 
Credit Suisse AG (f/k/a/ Credit Suisse), as Administrative Agent, Collateral Agent, Swing Line Lender and an L/C Issuer 
and the lenders from time to party thereto (incorporated by reference to Exhibit 10.1 to DJOFL’s Current Report on 
Form 8-K, filed on January 21, 2010). 

      
10.25 

  

Amendment No. 2, dated as of October 7, 2010, to the Credit Agreement dated as of November 20, 2007, among DJO 
Finance LLC (f/k/a ReAble Therapeutics Finance LLC), DJO Holdings LLC (f/k/a/ ReAble Therapeutics Holdings LLC), 
Credit Suisse AG (f/k/a/ Credit Suisse), as Administrative Agent, Collateral Agent, Swing Line Lender and an L/C Issuer 
and the lenders from time to party thereto (incorporated by reference to Exhibit 10.1 to DJOFL’s Current Report on 
Form 8-K, filed on October 21, 2010). 

      
10.26+ 

  

Amendment No. 3, dated as of February 18, 2011, to the Credit Agreement dated as of November 20, 2007, among DJO 
Finance LLC (f/k/a ReAble Therapeutics Finance LLC), DJO Holdings LLC (f/k/a/ ReAble Therapeutics Holdings LLC), 
Credit Suisse AG (f/k/a/ Credit Suisse), as Administrative Agent, Collateral Agent, Swing Line Lender and an L/C Issuer 
and the lenders from time to time party thereto.

      
10.27*+ 

  
Director Arrangement, Separation Agreement and General Release, dated January 21, 2011, between DJO and Leslie H. 
Cross. 
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10.28*+ 
  

Amended and Restated Retention and Relocation Bonus Agreement dated as of April 1, 2010, between DJO, LLC and 
Andrew Holman. 

      
10.29*+ 

  
Form of Retention Bonus Agreement approved by Compensation Committee on February 25, 2011, to be entered into 
between DJO and Ms. Capps and Messrs. Faulstick, Roberts, Capizzi, Murphy and Holman. 

      
10.30*+ 

  
Form of Severance Protection Agreement, approved by Compensation Committee on February 25, 2011, to be entered 
into between DJO and Ms. Capps and Messrs. Faulstick, Roberts, Capizzi, Murphy and Holman. 

      
12+ 

  Computation of Ratio of Earnings to Fixed Charges
      
21+ 

  Subsidiaries of DJO Finance LLC 
      
31.1+ 

  Certification (pursuant to Securities Exchange Act Rule 13a-14a) by Chief Executive Officer. 
      
31.2+ 

  Certification (pursuant to Securities Exchange Act Rule 13a-14a) by Chief Financial Officer. 
      
32.1+ 

  Section 1350 — Certification (pursuant to Section 906 of the Sarbanes-Oxley Act of 2002) by Chief Executive Officer.
      
32.2+ 

  Section 1350 — Certification (pursuant to Section 906 of the Sarbanes-Oxley Act of 2002) by Chief Financial Officer.

* 
  constitutes management contract or compensatory arrangement

+ 
  filed herewith 
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DJO FINANCE LLC 
SCHEDULE II—VALUATION AND QUALIFYING ACCOUNTS 

(in thousands) 
  

  

(1)   Amounts are excluded from the provisions included in the consolidated statements of cash flows as the inclusion would not 
provide meaningful information. 
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Allowance for

Doubtful 
Accounts

Allowance 
for Sales 
Returns 

  

Allowance for
Sales 

Discounts and 
Other Allowances (1)

Balance as of December 31, 2007 
 

$ 32,214
 

$ 203
  $ 51,343

 

Provision 
 

26,022
 

255
  161,492

 

Write-offs, net of recoveries 
 

(22,082) (91) (147,334)
Balance as of December 31, 2008 

 

36,154
 

367
  65,501

 

Provision 
 

34,793
 

111
  163,616

 

Write-offs, net of recoveries (22,951) (168) (155,267)
Balance as of December 31, 2009 

 

47,996
 

310
  73,850

 

Provision 
 

33,016
 

61
  176,917

 

Write-offs, net of recoveries 
 

(27,936) (371) (192,069)
Balance as of December 31, 2010 

 

$ 53,076
 

$ —
  $ 58,698
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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. 

  

  
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. 
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Date: March 3, 2011 DJO FINANCE LLC
  
  

By: /s/ Leslie H. Cross
   

Leslie H. Cross
   

President, Chief Executive Officer and Manager

Signature 
  Title

 

Date
        

/s/ Leslie H. Cross 
  President, Chief Executive Officer and Manager

  March 3, 2011
Leslie H. Cross 

  (Principal Executive Officer)
  

 

        
/s/ Vickie L. Capps 

  Executive Vice President, Chief Financial Officer, Treasurer and Manager 
  March 3, 2011

Vickie L. Capps 
  (Principal Financial and Accounting Officer)

  
 

        
/s/ Donald M. Roberts 

  Executive Vice President, General Counsel, Secretary and Manager
  March 3, 2011

Donald M. Roberts 
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This STOCK PURCHASE AGREEMENT (this “Agreement”), dated as of January 4, 2011, is entered into by and among 

Elastic Therapy, Inc., a North Carolina corporation (the “Company”), the Sellers identified on the signature pages hereto (“Sellers” 
and each a “Seller”), DJO, LLC, a Delaware limited liability company (“Purchaser”), and Burke H. Ramsay, solely in his capacity as 
Seller Representative appointed pursuant to Section 12.1. 

  
WHEREAS, the Sellers own, beneficially and of record, all of the issued and outstanding shares of capital stock of the 

Company; and 
  
WHEREAS, the Sellers desire to sell, and Purchaser desires to acquire, all of the Shares on the terms and subject to the 

conditions set forth in this Agreement. 
  
NOW, THEREFORE, in consideration of the foregoing and the mutual representations, warranties, covenants and 

agreements set forth herein, intending to be legally bound hereby, the parties hereto agree as follows: 
  

ARTICLE I 
  

DEFINITIONS 
  
For purposes of this Agreement, the following terms shall have the respective meanings given below: 
  
“Acceptable Regulatory Standards” means those standards with respect to the presence of a Hazardous Substance on the Real 

Property which (A) are sufficient to satisfy the requirements of the Governmental Entities having jurisdiction with respect to the Real 
Property so that such Governmental Entities will issue a letter or other document confirming that no further action is required with 
respect to the investigation, cleanup, remediation and monitoring of the Real Property with respect to such Hazardous Substance or 
(B) where the Governmental Entities do not issue such letters or other documents, satisfy the publicly promulgated requirements of 
Environmental Laws and such Governmental Entities with respect to the satisfactory completion of investigation, remediation, 
cleanup and monitoring of the Real Property with respect to such Hazardous Substance or (C) are otherwise less stringent standards 
that are satisfactory to Purchaser, acting reasonably, provided that the standards must be those that will not unreasonably restrict 
activity at the Real Property. 

  
“Accounts Receivable” means all accounts receivable and notes receivable of the Company. 
  
“Actual Closing Date Cash” is defined in Section 2.4(a). 
  
“Actual Closing Date Debt” is defined in Section 2.4(a). 
  
“Actual Closing Date Net Working Capital” is defined in Section 2.4(a). 

  

 



 
“Actual Company Transaction Expenses” is defined in Section 2.4(a). 
  
“Affiliate” of any Person means a Person that directly or indirectly through one or more intermediaries controls, is controlled 

by, or is under common control with the first Person.  For purposes of this definition, the term “control,” “controlled by” or “under 
common control with” as and with respect to any Person, means the power, directly or indirectly, to direct or cause the direction of the 
management and policies of such Person, whether through the ownership of voting securities, the right to appoint managing directors, 
by contract, as trustee or executor, by proxy or agent or otherwise.  For the avoidance of doubt, Julius McNutt Ramsay, Jr., in his 
capacity as trustee under that certain The Julius McNutt Ramsay, III Grantor Retained Annuity Trust under agreement dated 
October 1, 2010, which is a Seller, shall be deemed to be an Affiliate of Julius McNutt Ramsay, Jr. 

  
“Agency Notification” is defined in Section 6.9(b). 
  
“Agreement” is defined in the introductory paragraph hereof. 
  
“Allocation Percentage” means, with respect to a Seller, the percentage of the Common Stock owned by such Seller 

immediately prior to the Closing, which will be set forth on the Consideration Schedule to be delivered to Purchaser prior to the 
Closing in accordance with Section 2.3(b); provided that at all times the aggregate Allocation Percentages of all of the Sellers shall 
total one hundred percent (100%). 

  
“Applicable Law” means, with respect to any Person, any law, ordinance, regulation, rule, code, resolution, statute, directive, 

or treaty issued, enacted, adopted, promulgated, implemented, entered into or otherwise put into effect by or under the authority of any 
Governmental Entity and applicable to such Person. 

  
“Anti-Bribery Laws” is defined in Section 4.27. 
  
“Audited Financial Statements” means the audited balance sheet of the Company as of November 30, 2009, November 30, 

2008 and November 30, 2007 and the audited statements of earnings and retained earnings, and cash flows for the Company for the 
twelve-month period[s] then ended, together with the report thereon of Cherry, Bekaert & Holland, L.L.P, independent certified public 
accountants, and including the notes thereto. 

  
“Audits” is defined in Section 4.19(d). 
  
“Benefit Plan” means each “employee benefit plan” as such term is defined in Section 3(3) of ERISA covering employees of 

the Company and each other plan, policy, program, practice, agreement, understanding or arrangement (whether written or oral) 
providing compensation or other benefits to any current or former director, officer, employee or consultant (or to any dependent or 
beneficiary thereof of Company or any ERISA Affiliate), which is maintained, sponsored or contributed to by Company or any 
ERISA Affiliate, or under which Company or any ERISA Affiliate has any obligation or liability, whether actual or contingent, 
including all incentive, bonus, deferred compensation, retention, change-in-control, profit 
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sharing, pension, retirement, vacation, severance, holiday, cafeteria, medical, disability, stock purchase, stock option, stock 
appreciation, phantom stock, restricted stock or other stock-based compensation plans, policies, programs, practices or arrangements. 

  
“Business Day” means a day (other than Saturday or Sunday) on which banks are generally open for the ordinary conduct of 

business in the city of New York. 
  
“Cash” means, as of a specified time with respect to the Company, all cash and cash equivalents reflected on the financial 

books of the Company as of such time, determined on a basis in accordance with GAAP. 
  
“Claim Notice” is defined in Section 9.4(b). 
  
“Claim Response Period” is defined in Section 9.4(b). 
  
“Closing” is defined in Section 2.2. 
  
“Closing Consideration” is defined in Section 2.3(a). 
  
“Closing Date” is defined in Section 2.2. 
  
“Closing Date Cash” means the amount of Cash as of the Effective Time. 
  
“Closing Date Debt” means all Indebtedness of the Company as of immediately prior to the Closing. 
  
“Closing Date Net Working Capital” means Current Assets minus Current Liabilities. 
  
“Closing Date Statement” is defined in Section 2.4(a). 
  
“Code” means the United States Internal Revenue Code of 1986, as amended. 
  
“Common Stock” means the common stock of the Company, $1.00 par value per share. 
  
“Company” is defined in the introductory paragraph hereof. 
  
“Company Charter” means the Articles of Incorporation of the Company, as filed with the Secretary of State of the State of 

North Carolina on February 15, 1989. 
  
“Company Intellectual Property” means all material Intellectual Property that is owned by the Company and is currently used 

in the business of the Company. 
  
“Company Material Adverse Effect” means any fact, event, circumstance or development that, individually or in the 

aggregate with all other facts, events, circumstances, or developments, has had or is reasonably likely to have a material adverse effect 
on the business, assets, financial condition, results of operations of the Company; provided, however, that (a) the following 
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changes and events shall not be taken into account in determining whether a Company Material Adverse Effect has occurred:  any 
adverse effect on the Company resulting from (i) any public announcement relating to this Agreement or the Transactions, or (ii) the 
consummation of the Transactions, and (b) to the extent that they do not affect the Company in a disproportionately adverse manner 
relative to other companies in the industries and markets in which the Company operates, the following changes and events shall not 
be taken into account in determining whether a Company Material Adverse Effect has occurred:  (i) changes in Applicable Laws or 
interpretations thereof by any Governmental Entity, and (ii) changes in global, national or regional economic, business, regulatory, 
market or political conditions (including the outbreak of war or acts of terrorism) or in national or global financial markets. 

  
“Company Transaction Expenses” means (a) the fees and expenses owed by the Company to its investment bankers, 

attorneys, accountants and other professionals payable in connection with this Agreement or the consummation of the Transactions 
and not otherwise paid prior to the Closing Date, (b) the Seller Representative Fund, (c) the fees and expenses owed by the Company 
for a transaction cost study in connection with certain Company Transaction Expenses, to be conducted by Cherry, Bekaert & 
Holland, LLP (or another accounting firm selected by the Seller Representative and acceptable to Purchaser), and (d) the aggregate 
amount owed by the Company to any director, officer or employee thereof triggered by this Agreement or the consummation of the 
Transactions. 

  
“Company’s Actual Knowledge” means matters that either are expressly included in a written notice delivered to the 

Company or are actually known by the following persons:  Julius Ramsay III, Chief Executive Officer and Chairman; Burke Ramsay, 
President; Sharon Phagan, Chief Financial Officer; and Christopher Yow, Director of Sales.  For the avoidance of doubt, “Company’s 
Actual Knowledge” shall not include any matters that are not actually known by such persons after reasonable inquiry. 

  
“Company’s Knowledge” and “Knowledge of the Company” each means matters that are actually known after reasonable 

inquiry by the following individuals:  Julius Ramsay III, Chief Executive Officer and Chairman; Burke Ramsay, President; Sharon 
Phagan, Chief Financial Officer; and Christopher Yow, Director of Sales. 

  
“Competing Transaction” means any proposal or offer from any Person (other than Purchaser or its Affiliates) relating to any 

direct or indirect acquisition, in one transaction or a series of transactions, including any merger, consolidation, stock acquisition, asset 
acquisition, share exchange or similar transaction, of all or substantially all of the assets or equity interests of the Company. 

  
“Computer Software” means computer software programs, databases and all documentation related thereto. 
  
“Confidentiality Agreement” means that certain confidentiality agreement entered into by Purchaser (or one of its Affiliates), 

dated as of September 22, 2010, and addressed to McColl Partners LLC (on behalf of the Company). 
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“Consideration Schedule” is defined in Section 2.3(b). 
  
“Contract” means any written agreement, contract, commitment, lease or other instrument to which the Company is a party, 

including any amendments and other modifications thereto. 
  
“Copyrights” means United States and foreign copyrights and all registrations and applications to register the same. 
  
“Current Assets” means all accounts receivable, inventories, prepaid expenses, current Tax receivables and all other current 

assets of the Company as of the Effective Time, in each case to the extent constituting current assets of the Company determined in 
accordance with GAAP, but excluding (i) Cash and other Retained Assets, (ii) deferred Tax assets and (iii) the Customer Note. 

  
“Current Liabilities” means (without duplication) all accounts payable, accrued expenses, wages and related expenses, 

current Tax payables and all other current liabilities of the Company as of the Effective Time, in each case to the extent constituting 
current liabilities of the Company determined in accordance with GAAP, but excluding (i) the Closing Date Debt, (ii) the Company 
Transaction Expenses, (iii) any deferred Tax liabilities and (iv) any accruals or reserves for medical claims incurred but not reported 
by Venosan employees (and their dependents) as of the Closing. 

  
“Customer Note” means that certain Promissory Note issued by Medidynamix LLP (signed by Vyacheslav Zadorozhniy) to 

the Company on April 6, 2010 in the amount of One Hundred Fifty Thousand and No/100 Dollars ($150,000). 
  
“De Minimis Amount” is defined in Section 9.6(a). 
  
“Deductible Amount” is defined in Section 9.6(b). 
  
“Effective Time” means 11:59 p.m. Eastern Standard Time on the Closing Date. 
  
“Encumbrances” means any and all liens, charges, security interests, claims, mortgages, pledges, encumbrances, deeds of 

trust, judgments, restrictions, voting trusts or other restrictions on title or transfer (but excluding restrictions on the transfer of the 
Shares imposed by federal or state securities laws). 

  
“Enterprise Value” is defined in Section 2.3(a). 
  
“Environmental Activity” is defined in Section 6.9(b). 
  
“Environmental Claims” is defined in Section 9.2(b)(v). 
  
“Environmental Laws” means all applicable federal, state or local statutes, laws, rules, ordinances, codes, regulations, 

judgments and orders in effect on the date hereof and relating to 
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pollution or the environment (including ambient air, surface water, groundwater, land surface or subsurface strata), including laws and 
regulations relating to Releases of hazardous or toxic material, substance or waste, or otherwise relating to the use, treatment storage, 
disposal, transportation or handling of hazardous or toxic material, substance or waste. 

  
“ERISA” means the United States Employee Retirement Income Security Act of 1974, as amended. 
  
“ERISA Affiliate” means any entity which is (or at any relevant time was a member of a “controlled group of corporations” 

with or under “common control” with the Company or any subsidiary of the Company, as defined in Section 414(b), (c), (m) or (o) of 
the Code or Section 4001(b)(1) of ERISA. 

  
“Escrow Agent” is defined in Section 2.3(f). 
  
“Escrow Agreements” is defined in Section 2.3(f). 
  
“Escrow Amounts” is defined in Section 2.3(f). 
  
“Estimated Closing Date Cash” is defined in Section 2.3(c). 
  
“Estimated Closing Date Debt” is defined in Section 2.3(c). 
  
“Estimated Closing Date Net Working Capital” is defined in Section 2.3(c). 
  
“Estimated Closing Date Schedule” is defined in Section 2.3(c). 
  
“Estimated Company Transaction Expenses” is defined in Section 2.3(c). 
  
“Export Control Laws” means all statutory and regulatory requirements under the Arms Export Control Act 

(22 U.S.C. 2778), the International Traffic in Arms Regulations (22 C.F.R. § 120 et seq.), the Export Administration Regulations 
(15 C.F.R.  § 730 et seq.) and associated executive orders, and the laws implemented by the Office of Foreign Assets Controls, United 
States Department of Treasury. 

  
“FDA” is defined in Section 4.17(a). 
  
“Fundamental Representations” means the representations and warranties made by a party under Sections 3.2 

(Authorization), 3.5 (Ownership of Shares), 4.2 (Authorization), 4.5 (Capitalization), 4.25 (Brokers or Finders), 5.2 (Authorization) 
and 5.8 (Brokers or Finders). 

  
“GAAP” means United States generally accepted accounting principles in effect as of the date hereof as consistently applied 

by the Company. 
  
“Governmental Entity” means any court, administrative agency, tribunal, arbitrator, authority, agency, commission, official 

or other instrumentality of the United States or any state, 
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county, city or other political subdivision thereof, and all non-U.S. equivalents, including notified bodies designated by the member 
states of the European Union and the European Free Trade Association. 

  
“Hazardous Substances” means any substance, material or waste that is regulated, classified or otherwise characterized under 

or pursuant to any Environmental Law as “hazardous,” “toxic,” “pollutant,” contaminant,” “radioactive,” “medical waste,” 
“biohazard” or words of similar meaning or effect, including petroleum and its by-products, asbestos, polychlorinated biphenyls, 
radon, mold, and urea formaldehyde insulation. 

  
“Health Care Laws” is defined in Section 4.17(a). 
  
“Indebtedness” means (a) all indebtedness for borrowed money or for the deferred purchase price of property or services in 

respect of which the Company is liable, contingently or otherwise, (b) any other indebtedness of the Company that is evidenced by a 
note, bond, debenture or similar instrument or is guaranteed by the Company, (c) all obligations under capital leases in respect of 
which the Company is liable as obligor, guarantor or otherwise, and (d) any interest, prepayment penalties, premiums, fees and 
expenses related to the discharge of any of the items described in clauses (a) through (c) above (to the extent prepaid). 

  
“Indemnified Party” means any Person claiming indemnification under any provision of Article IX. 
  
“Indemnifying Party” means any Person against whom a claim for indemnification is being asserted under any provision of 

Article IX. 
  
“Indemnity Escrow Account” is defined in Section 2.3(f). 
  
“Indemnity Escrow Agreement” is defined in Section 2.3(f). 
  
“Indemnity Escrow Amount” is defined in Section 2.3(f). 
  
“Insurance Policies” is defined in Section 4.14. 
  
“Intellectual Property” means Marks, Patents, Copyrights, Trade Secrets, Computer Software and internet domain names and 

the tangible embodiment of any of the foregoing whether in written, electronic or other form. 
  
“Interim Management Financial Statements” means the unaudited balance sheet of the Company as at October 31, 2010 and 

unaudited statements of net income, earnings and retained earnings, and cash flows for the Company for the interim period then 
ended, in each case prepared by the management of the Company. 

  
“IRS” means the Internal Revenue Service. 
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“Losses” means any and all losses, damages, awards, Taxes, fines, assessments and penalties incurred in defense or 

settlement of actions, suits, claims and proceedings, including reasonable attorneys’ fees and other reasonable expenses of litigation or 
similar proceedings. 

  
“Marks” means United States and foreign trademarks, trade dress, service marks, logos, trade names and all registrations and 

applications to register the same. 
  
“Neutral Accountant” means PricewaterhouseCoopers LLP or another independent certified public accounting firm of 

national or regional reputation mutually satisfactory to Purchaser and the Seller Representative. 
  
“Operating Document” means with respect to any corporation, limited liability company, partnership, or other legally 

authorized incorporated or unincorporated entity, the bylaws, operating agreement, partnership agreement, or other applicable 
documents relating to the operation, governance or management of such entity. 

  
“Organizational Document” means with respect to any corporation, limited liability company, partnership, or other legally 

authorized incorporated or unincorporated entity, the articles of incorporation, certificate of incorporation, articles of organization, 
articles of association, certificate of formation or other applicable organizational or charter documents relating to the creation of such 
entity. 

  
“Owned Real Property” has the meaning set forth in Section 4.11(a). 
  
“Patents” means issued U.S. and foreign patents and pending patent applications, provisionals, patent disclosures, and any 

and all divisions, continuations, continuations-in-part, reissues, reexaminations and extensions thereof. 
  
“Permits” is defined in Section 4.17(b). 
  
“Permitted Encumbrances” means:  (a) statutory liens for Taxes that are not yet due and payable or Taxes that are being 

contested in good faith by appropriate proceedings and for which adequate reserves have been established in accordance with GAAP; 
(b) statutory, common law or civil law liens to secure obligations to landlords, lessors or renters under leases or rental agreements 
confined to the premises rented pursuant to which the Company is not in default in any material respect; (c) deposits or pledges made 
in connection with, or to secure payment of, workers’ compensation, unemployment insurance, old age pension or other social security 
programs mandated under Applicable Laws; (d) statutory, common or civil law liens in favor of carriers, warehousemen, mechanics 
and materialmen to secure claims for labor, materials or supplies and other like liens with respect to amounts not yet due and payable; 
and (e) any minor imperfection of title or recorded easements, covenants, conditions or other restrictions (including rights of way, 
zoning and setback requirements) that individually or in the aggregate with other such items could not reasonably be expected to result 
in a material reduction in the value of, or interfere in any material respect with the use or operation of, the assets of the Company 
affected by such items. 
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“Person” means a natural person, partnership, corporation, limited liability company, trust, unincorporated association, joint 

venture or any other legal entity, including any Governmental Entity. 
  
“Personal Property Leases” is defined in Section 4.12. 
  
“Pre-Closing Tax Periods” is defined in Section 8.1. 
  
“Purchase Price” is defined in Section 2.3(a). 
  
“Purchaser” is defined in the introductory paragraph hereof. 
  
“Purchaser Indemnified Party” is defined in Section 9.2. 
  
“RBCA” is defined in Section 6.9(k). 
  
“Real Property” is defined in Section 4.11(a). 
  
“Registered Intellectual Property” means all United States and foreign (a) Patents, (b) registered Marks, applications to 

register Marks, intent to use applications or other registrations or applications related to Marks, (c) registered Copyrights and 
applications for Copyright registration, and (d) internet domain names. 

  
“Release” shall have the meaning set forth in the Comprehensive Environmental Response, Compensation and Liability Act, 

42 U.S.C. § 9601 et seq. 
  
“Required Consents” is defined in Section 6.3. 
  
“Retained Assets” means the following assets:  (i) all Cash, (ii) those certain four life insurance policies on Mr. Julius 

Ramsay III issued by Berkshire Life (Policy Numbers 1001328, 1016281, 1028132 and 1036873) currently naming the Company as 
the beneficiary, (iii) that certain 2010 Subaru Outback Wagon, and (iv) those other assets listed on Schedule 1. 

  
“Retention Agreement” is defined in Section 2.5(g). 
  
“Retention Escrow Account” is defined in Section 2.3(f). 
  
“Retention Escrow Agreement” is defined in Section 2.3(f). 
  
“Retention Escrow Amount” is defined in Section 2.3(f). 
  
“Review Period” is defined in Section 2.4(a). 
  
“Safety Notices” is defined in Section 4.17(e). 
  
“Scheduled Contracts” is defined in Section 4.13(a). 
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“Securities Act” means the Securities Act of 1933, as amended. 
  
“Seller Indemnified Party” is defined in Section 9.3. 
  
“Seller Representative” is defined in Section 12.1. 
  
“Seller Representative Fund” is defined in Section 12.2. 
  
“Sellers” is defined in the introductory paragraph hereof. 
  
“Shareholders Agreement” means that certain Buy-Sell and Shareholders Agreement, dated as of November 15, 1995, by and 

among the Company and the Sellers party thereto, as amended. 
  
“Shares” means the shares of issued and outstanding Common Stock. 
  
“Straddle Periods” is defined in Section 8.1. 
  
“Survival Period” is defined in Section 9.5. 
  
“Target Net Working Capital” means Three Million Seven Hundred Seventy Seven Thousand Nine Hundred Thirty One and 

No/100 Dollars ($3,777,931). 
  
“Tax Contest” is defined in Section 8.5. 
  
“Tax Return” means any return, declaration, report, claim for refund, or information return or statement filed or required to 

be filed with respect to Taxes, including any schedule or attachment thereto and any amendment thereof. 
  
“Taxes” means any federal, state, local or foreign taxes, including all income, gross receipts, unemployment compensation, 

payroll, social security, workers’ compensation, estimated, transfer, excise, privilege, property, ad valorem, franchise, license, sales, 
use and any other tax or similar governmental charge or imposition under the Applicable Laws of the United States, or any state or 
municipal or political subdivision thereof or any foreign country, together with any interest and penalties, additions to tax or additional 
amounts imposed with respect thereto. 

  
“Third Party Claim” is defined in Section 9.4(a). 
  
“Third Party Claim Notice” is defined in Section 9.4(a). 
  
“Third Party Claim Response Period” is defined in Section 9.4(a). 
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“Title IV Benefit Plan” means a Benefit Plan that is subject to Section 302 or Title IV of ERISA or Section 412 of the Code, 

including any Benefit Plan that is a “multiemployer plan” within the meaning of Section 3(37)(A) of ERISA. 
  
“Trade Secret” means information, including a formula, pattern, compilation, program device, method, technique, or process, 

that derives independent economic value, actual or potential, from not being generally known to, and not being readily ascertainable 
by proper means by, other Persons who can obtain economic value from its disclosure or use. 

  
“Transaction Documents” means, collectively, this Agreement and each other agreement, certificate, instrument and 

document executed and delivered at Closing in connection with the Transactions. 
  
“Transactions” means all of the transactions provided for in, or contemplated by, this Agreement. 
  
“Treasury Regulations” means the United States Treasury regulations promulgated under the Code. 
  
“True-Up Payment” is defined in Section 2.4(d). 
  
“Venosan” means Venosan North America, Inc. 
  
“Venosan Claims” is defined in Section 9.2(b)(iv). 
  
“Venosan IBNR Payment Amount” is defined in Section 6.13. 
  
“Venosan IBNR Reserve Amount” means Fifteen Thousand and No/100 Dollars ($15,000), which amount is the Company’s 

good faith estimate of the Company’s liability for medical claims incurred but not reported by Venosan employees (and their 
dependents) as of the Closing. 

  
“WARN Act” means the United States Worker Adjustment and Retraining Notification Act. 

  
ARTICLE II 

  
PURCHASE AND SALE OF THE SHARES 

  
Section 2.1            Sale and Transfer of Shares. 
  
On the terms and subject to the conditions of this Agreement, at the Closing, each Seller shall sell, transfer and deliver to 

Purchaser all of the Shares owned by such Seller, free and clear of all Encumbrances, and Purchaser shall purchase and acquire all of 
such Shares. 
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Section 2.2            The Closing. 
  
On the terms and subject to the conditions of this Agreement, unless this Agreement has been earlier terminated pursuant to 

Article X, the closing (the “Closing”) of the purchase and sale of the Shares hereunder and the other transactions contemplated by this 
Agreement to occur at the Closing shall take place at the offices of Moore & Van Allen PLLC, 100 North Tryon Street, Suite 4700, 
Charlotte, North Carolina 28202, at 11:00 a.m. (Eastern Standard Time) on the date which is the third Business Day after the 
satisfaction or waiver of all of the conditions set forth in Article VII (excluding conditions that, by their terms, cannot be satisfied until 
the Closing, but the Closing shall be subject to the satisfaction or waiver of such conditions), or at such other place, such other time or 
on such other date as Purchaser, the Seller Representative and the Company may mutually agree in writing (the date on which the 
Closing actually occurs is referred to herein as the “Closing Date”). 

  
Section 2.3            Purchase Price and Related Matters. 
  

(a)           Calculation of Purchase Price and Closing Consideration.  For purposes of this Agreement, the “Purchase 
Price” for the Shares will be equal to (i) Forty Five Million Dollars ($45,000,000) (the “Enterprise Value”), plus (ii) the 
Closing Date Cash, minus (iii) Closing Date Debt, minus (iv) the aggregate amount of Company Transaction Expenses, plus 
(v) the amount, if any, by which Closing Date Net Working Capital exceeds the Target Net Working Capital, minus (vi) the 
amount, if any, by which Closing Date Net Working Capital is less than the Target Net Working Capital and minus (vii) the 
Venosan IBNR Reserve Amount.  The Purchase Price will be payable as follows: 

  
(i)            on the Closing Date, Purchaser shall pay: 
  

(A)          an amount (the “Closing Consideration”) to Sellers equal to (i) the Enterprise Value plus 
(ii) the Estimated Closing Date Cash, minus (iii) Estimated Closing Date Debt, minus (iv) the aggregate 
amount of Estimated Company Transaction Expenses, plus (v) the amount, if any, by which Estimated 
Closing Date Net Working Capital exceeds the Target Net Working Capital, minus (vi) the amount, if any, 
by which Estimated Closing Date Net Working Capital is less than the Target Net Working Capital minus 
(vii) the Venosan IBNR Reserve Amount, and minus (vi) the Escrow Amounts. 

  
(B)           the Escrow Amounts to the Escrow Agent pursuant to the terms and conditions of 

Section 2.3(f), the Retention Agreement and the Escrow Agreements. 
  
(ii)           The Purchase Price paid at Closing to the Sellers for the Shares will be subject to further 

adjustment following the Closing pursuant to the terms of this Agreement, including pursuant to Section 2.3(f), 
Section 2.4 and Section 6.13. 
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(b)           Payment of Closing Consideration.  In consideration of the sale and transfer of the Shares to Purchaser as 

described in Section 2.1, subject to the terms and conditions of this Agreement, at the Closing, Purchaser shall deliver to each 
Seller by wire transfer of immediately available funds to an account specified in writing by the Seller Representative to 
Purchaser, in exchange for such Seller’s Shares, the portion of the Closing Consideration to be delivered to such Seller as set 
forth on a consideration schedule in the form attached hereto as Schedule 2.3, which shall be delivered to the Sellers and 
Purchaser by the Seller Representative not less than one (1) Business Day prior to the Closing (the “Consideration 
Schedule”).  The Consideration Schedule shall include each of the following: 

  
(i)            The calculation of the Closing Consideration pursuant to Section 2.3(a); 
  
(ii)           The portion of the Closing Consideration to be paid by Purchaser to each Seller for such Seller’s 

Shares being sold hereunder, and the Allocation Percentage of each Seller; and 
  
(iii)          The portion of the Closing Consideration to be paid by Purchaser to each Seller for such Seller’s 

Shares at the Closing and the portion of each of the Indemnity Escrow Amount and the Retention Escrow Amount 
relating to such Seller’s Shares. 
  
(c)           Estimates.  Not less than two (2) days prior to the Closing Date, the Company shall provide Purchaser with 

a certificate (the “Estimated Closing Date Schedule”) setting forth the Company’s good faith written estimates of:  
(A) Closing Date Net Working Capital, as estimated on a basis consistent with Exhibit A (“Estimated Closing Date Net 
Working Capital”); (B) the amount of Cash as of the Effective Time, as estimated (“Estimated Closing Date Cash”); (C) the 
Closing Date Debt, as estimated (“Estimated Closing Date Debt”); and (D) the aggregate amount of Company Transaction 
Expenses, as estimated (“Estimated Company Transaction Expenses”).  The Estimated Closing Date Schedule shall also 
include the Company’s good faith calculation of the Venosan IBNR Reserve Amount and of all components (and the 
amounts thereof) necessary to compute the Estimated Closing Date Net Working Capital. 

  
(d)           Payoff of Certain Closing Date Debt.  The Company shall deliver to Purchaser prior to the Closing a payoff 

letter from each lender or creditor that is a payee in respect of any portion of the Estimated Closing Date Debt constituting 
Indebtedness for borrowed money or for which Purchaser has otherwise notified the Company of its intention to have repaid 
or discharged on the Closing Date, which payoff letter shall be in form and substance reasonably satisfactory to Purchaser 
and its lenders and shall state, among other things, the amount of the Closing Date Debt owed to such lender or creditor and 
that, if such amount is paid to such lender on the Closing Date, such lender will release any and all Encumbrances that it may 
have with respect to the Company and its assets.  At the Closing (and without duplication), Purchaser shall pay in full (on 
behalf of the Company), or shall cause the Company to pay in full (and shall provide sufficient 
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funds to the Company to enable it to make such payment) an amount equal to such portions of the Estimated Closing Date 
Debt described in the preceding sentence, by wire transfer of immediately available funds, to the payees thereof in 
accordance with the payoff letters received with respect to such Estimated Closing Date Debt. 

  
(e)           Company Transaction Expenses.  At the Closing (and without duplication), Purchaser shall (on behalf of 

the Company), or shall cause the Company to (and shall provide sufficient funds to the Company to enable it to), pay all of 
the Estimated Company Transaction Expenses to the applicable payees thereof; provided, however, that with respect to any 
such payments to be made to employees of the Company, Purchaser shall provide sufficient funds to the Company to enable 
it (i) to make such payments, which Purchaser shall cause the Company to make on or promptly following the Closing Date 
subject to, and net of, the amount of any applicable employment, payroll and income Tax withholdings and (ii) to pay the 
employer’s portion of any applicable employment and payroll Tax withholdings to the applicable Governmental Entities. 

  
(f)            Escrows. 

  
(i)            At the Closing, Purchaser shall deliver or cause to be delivered to Wells Fargo Bank, National 

Association (the “Escrow Agent”) the sum of Three Million Six Hundred Thousand Dollars ($3,600,000) (the 
“Indemnity Escrow Amount”), for deposit into an escrow account (the “Indemnity Escrow Account”) in accordance 
with the terms of an escrow agreement in form and substance satisfactory to Purchaser, the Company and Sellers 
(the “Indemnity Escrow Agreement”).  The Indemnity Escrow Amount is a portion of the aggregate Purchase Price 
otherwise payable to Sellers.  The Indemnity Escrow Amount so deposited shall be applied by the Escrow Agent in 
accordance with the terms and conditions of this Agreement and the Indemnity Escrow Agreement.  The Indemnity 
Escrow Amount shall, subject to the terms of the Indemnity Escrow Agreement, be paid (less any resolved or 
unresolved indemnification claims made or pending up to such time) to the Sellers on the one (1) year anniversary of 
the Closing Date.  Sellers shall be entitled to all earnings (net of any Purchaser Tax Distributions as defined in the 
Indemnity Escrow Agreement) on the Indemnity Escrow Account.  Any of the Indemnity Escrow Amount not paid 
to Sellers but released to Purchaser shall be deemed to be a reduction in the Purchase Price. 
  

(ii)           At the Closing, Purchaser shall deliver or cause to be delivered to the Escrow Agent the sum of 
One Million Dollars ($1,000,000) (the “Retention Escrow Amount,” and together with the Indemnity Escrow 
Amount, the “Escrow Amounts”), for deposit into an escrow account (the “Retention Escrow Account”) in 
accordance with the terms of an escrow agreement in form and substance satisfactory to Purchaser, the Company 
and Sellers (the “Retention Escrow Agreement,” and together with the Indemnity Escrow Agreement, the “Escrow 
Agreements”).  The Retention Escrow Amount is a portion of the aggregate Purchase Price otherwise payable to 
Sellers.  The Retention Escrow Amount so 
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deposited shall be applied by the Escrow Agent in accordance with the terms and conditions of this Agreement and 
the Retention Escrow Agreement.  The Retention Escrow Amount shall, subject to the terms of the Retention 
Escrow Agreement, be paid in accordance with the terms of the Retention Agreement.  Sellers shall be entitled to all 
earnings (net of any Purchaser Tax Distributions as defined in the Retention Escrow Agreement) on the Retention 
Escrow Account.  Any of the Retention Escrow Amount not paid to Sellers but released to Purchaser shall be 
deemed to be a reduction in the Purchase Price. 
  

(iii)          The fees and expenses of the Escrow Agent shall be borne solely by the Sellers (with the portion 
of the fees due as of the Closing to be treated as Company Transaction Expense, and after Closing, to be paid first 
from any earnings on the Indemnity Escrow Account and then from the Seller Representative Fund). 
  
(g)           Seller Representative Fund.  At the Closing, Purchaser shall transfer the Seller Representative Fund in 

immediately available funds to the Seller Representative. 
  
(h)           Withholding Rights.  Each of the Purchaser, the Escrow Agent and any paying agent shall be entitled to 

deduct and withhold from the consideration otherwise payable pursuant to this Agreement to any Seller or any other Person 
receiving consideration hereunder such amounts as are required to be deducted and withheld under the Code, or any Tax law, 
with respect to the making of such payment.  To the extent that amounts are so withheld, such withheld amounts shall be 
treated for all purposes of this Agreement as having been paid to the Person in respect of whom such deduction and 
withholding was made.  For the avoidance of doubt, to the extent any amounts are required to be so withheld from any 
distributions from the Escrow Amounts, such amounts required to be withheld shall be retained by Purchaser (or distributed 
to an entity designated by Purchaser) to enable Purchaser (or any such designated entity) to comply with its withholding 
obligations (including without limitation, any obligations of the Company). 
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Section 2.4            Post-Closing Adjustment. 
  

(a)           Delivery of Closing Date Schedule.  Within sixty (60) days following the Closing Date, Purchaser, at its 
expense, shall prepare and deliver to the Seller Representative a statement (the “Closing Date Statement”) setting forth 
Purchaser’s good faith calculations of (i) the Closing Date Net Working Capital (the “Actual Closing Date Net Working 
Capital”), (ii) the amount of Cash as of the Effective Time (the “Actual Closing Date Cash”), (iii) the Closing Date Debt 
(“Actual Closing Date Debt”), and (iv) the aggregate amount of Company Transaction Expenses (“Actual Company 
Transaction Expenses”).  The Closing Date Statement shall also include Purchaser’s good faith calculation of all components 
(and the amounts thereof) necessary to compute the Actual Closing Date Net Working Capital.  For the avoidance of doubt, 
the parties hereto agree that Closing Date Net Working Capital, Cash, Closing Date Debt and Company Transaction Expenses 
shall each be calculated in accordance with their respective definitions.  The Seller Representative shall have the right to 
review the Closing Date Statement for a period of thirty (30) days following the delivery of the Closing Date Statement by 
Purchaser (the “Review Period”).  During the Review Period, Purchaser shall make the work papers, back-up materials and 
books and records used in preparing the Closing Date Statement available to the Seller Representative and its accountants at 
reasonable times and upon reasonable notice following the delivery of the Closing Date Schedule by Purchaser to the Seller 
Representative hereunder. 

  
(b)           Objections.  The Seller Representative shall have the right to object to any amount or computation appearing 

in the Closing Date Statement by notifying Purchaser in writing of such objections prior to the expiration of the Review 
Period, which objection notice shall set forth in reasonable detail the nature of such objection and the basis for such objection.  
If the Seller Representative does not make any such objection prior to the expiration of the Review Period, Purchaser’s 
determinations on the Closing Date Statement shall be determinative for purposes of this Section 2.4 and shall be final and 
binding on all of the parties to this Agreement. 

  
(c)           Resolution of Disputes.  If the Seller Representative timely objects to any item or computation appearing in 

the Closing Date Statement prior to the expiration of the Review Period, the Seller Representative and Purchaser shall, during 
the thirty (30) day period following the delivery of the Seller Representative’s objection, attempt in good faith jointly to 
resolve the matters on the Closing Date Statement to which the Seller Representative objected prior to the expiration of the 
Review Period (including any matters with respect thereto that Purchaser is disputing as a result of any objections raised by the 
Seller Representative).  The Seller Representative shall make the work papers, back-up materials and books and records used 
by it in preparing any such objection available to Purchaser and its accountants at reasonable times and upon reasonable notice 
following the delivery of any such objection by the Seller Representative to Purchaser hereunder.  In the event the Seller 
Representative and Purchaser cannot resolve all of such disputed matters by the end of such thirty (30) day period, Purchaser 
and the Seller Representative shall promptly thereafter jointly engage the Neutral Accountant to resolve any disputed items not 
resolved by the Seller Representative and Purchaser with respect 
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to the Closing Date Schedule.  Each of Purchaser and the Seller Representative shall present its position on the disputed items 
to the Neutral Accountant in writing, and the parties shall require the Neutral Accountant, within thirty (30) days thereafter, 
acting as an expert and not an arbitrator, to resolve only such unresolved disputes between the Seller Representative and 
Purchaser with respect to the Closing Date Statement, and the resolution by the Neutral Accountant of such matters shall be 
within the range of the amounts claimed by the Seller Representative and Purchaser in their written submissions to the Neutral 
Accountant.  In resolving each such dispute, the Neutral Accountant shall apply the provisions of this Agreement concerning 
determination of the amounts set forth in the Closing Date Statement and the decision of the Neutral Accountant shall be 
solely based on (x) whether such item objected to was prepared in accordance with the applicable guidelines set forth in this 
Agreement concerning determination of the amounts set forth in the Closing Date Statement (e.g., that Closing Date Net 
Working Capital, Cash, Closing Date Debt and Company Transaction Expenses were calculated in accordance with the their 
respective definitions) or (y) whether the item objected to contains a mathematical or clerical error.  Any such final 
determination of the Neutral Accountant shall be in writing, and such determination shall be deemed to be binding and final on 
the parties.  All fees and expenses of the Neutral Accountant in connection with any dispute under this Section 2.4(c) shall be 
allocated fifty percent (50%) to Purchaser and fifty percent (50%) to the Seller Representative (payable from the Seller 
Representative Fund if any balance thereof remains at such time).  In connection with the resolution of any such dispute 
hereunder with regard to the Closing Date Statement, each party (the Sellers and the Seller Representative, on one hand, and 
Purchaser, on the other) shall pay its own fees and expenses, including legal, accounting and consultant fees and expenses. 

  
(d)           Final Adjustments.  The Actual Closing Date Net Working Capital, Actual Closing Date Cash, Actual 

Closing Date Debt and Actual Closing Date Transaction Expenses as finally determined pursuant to Section 2.4(b) and/or 
(c) shall be determinative for purposes of this Section 2.4 and shall be final and binding on all of the parties to this 
Agreement.  Within five Business Days after the Closing Date Statement (and the calculations of the Actual Closing Date Net 
Working Capital, Actual Closing Date Cash, Actual Closing Date Debt and Actual Closing Date Transaction Expenses set 
forth thereon) are deemed final and binding as provided in this Section 2.4 (after giving effect to any modifications thereto as 
mutually agreed by the Representative and Purchaser (if any) and any modifications thereto resulting from any decision of the 
Neutral Accountant with respect thereto pursuant to clause (c) above): 

  
(i)            If the Estimated Closing Date Net Working Capital is greater than the Actual Closing Date Net 

Working Capital, then the Sellers shall pay to Purchaser an amount equal to the difference between the Estimated 
Closing Date Net Working Capital and the Actual Closing Date Net Working Capital.  If the Actual Closing Date Net 
Working Capital is greater than the Estimated Closing Date Net Working Capital, then Purchaser shall pay to the 
Seller Representative (on behalf of the Sellers) an aggregate amount equal to the difference between the 
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Actual Closing Date Net Working Capital and Estimated Closing Date Net Working Capital. 

  
(ii)           If the Estimated Closing Date Cash is greater than the Actual Closing Date Cash, then the Sellers 

shall pay to Purchaser an amount equal to the difference between the Estimated Closing Date Cash and the Actual 
Closing Date Cash.  If the Actual Closing Date Cash is greater than the Estimated Closing Date Cash, then Purchaser 
shall pay to the Seller Representative (on behalf of the Sellers) an aggregate amount equal to the difference between 
the Actual Closing Date Cash and the Estimated Closing Date Cash. 

  
(iii)          If the Estimated Closing Date Debt is greater than the Actual Closing Date Debt, then Purchaser 

shall pay to the Seller Representative (on behalf of the Sellers) an aggregate amount equal to the difference between 
the Estimated Closing Date Debt and the Actual Closing Date Debt.  If the Actual Closing Date Debt is greater than 
the Estimated Closing Date Debt, then the Sellers shall pay to Purchaser an amount equal to the difference between 
the Actual Closing Date Debt and the Estimated Closing Date Debt. 

  
(iv)          If the Estimated Company Transaction Expenses are greater than the Actual Company Transaction 

Expenses, then Purchaser shall pay to the Seller Representative (on behalf of the Sellers) an aggregate amount equal 
to the difference between the Estimated Company Transaction Expenses and the Actual Company Transaction 
Expenses.  If the Actual Company Transaction Expenses are greater than the Estimated Company Transaction 
Expenses, then the Sellers shall pay to Purchaser an amount equal to the difference between the Actual Company 
Transaction Expenses and the Estimated Company Transaction Expenses. 
  
Without duplication, all payments required pursuant to Sections 2.4(d)(i) through (iv) above shall be aggregated, and 

the net payment (if any) owed by Purchaser to the Seller Representative (on behalf of the Sellers), on the one hand, or the 
Sellers to Purchaser, on the other hand, is referred to herein as the (“True-Up Payment”).  The True-Up Payment shall include 
interest annually from the Closing Date through the date of payment at the prime interest rate as reported by The Wall Street 
Journal as of the Closing Date and shall be paid by wire transfer of immediately available funds to a bank account designated 
by the recipient party.  Notwithstanding anything else herein to the contrary, each of the Sellers and the Seller Representative 
acknowledge and agree that if the True-Up Payment is owed by Purchaser to the Seller Representative, upon Purchaser’s 
delivery of the True-Up Payment to the Seller Representative in accordance with the provisions hereof, all obligations of 
Purchaser to the Seller Representative and the Sellers with respect to the payment of the True-Up Payment shall be deemed to 
be fully satisfied and discharged.  Notwithstanding anything else herein to the contrary, Purchaser acknowledges and agrees 
that if the True-Up Payment is owed by the Sellers, upon the Sellers’ or Seller Representative’s delivery of the True-Up 
Payment to Purchaser in accordance with the provisions hereof, all obligations of the Sellers with 
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respect to the payment of the True-Up Payment shall be deemed to be fully satisfied and discharged, provided that the Sellers’ 
shall not be entitled to use any Escrow Amounts to satisfy any such obligations. 
  
Section 2.5            Closing Deliveries of the Company and the Sellers. 
  
At the Closing, the Company or the Sellers, as applicable, shall deliver to Purchaser the following: 
  

(a)           Stock Certificates and Stock Powers.  Each Seller shall deliver the stock certificate(s) representing the Shares 
owned by such Seller, duly endorsed or accompanied by a duly executed stock power and any applicable consent of spouse. 

  
(b)           Stock Records.  The Company shall deliver the minute books and stock transfer ledgers of the Company. 
  
(c)           Bringdown Certificate.  The Company and each Seller shall deliver a certificate of the Company or such 

Seller, as applicable, in the form attached hereto as Exhibit B, duly executed by an authorized officer of the Company or such 
Seller, as applicable, as of the Closing Date. 

  
(d)           Secretary’s Certificate.  The Company and each Seller that is a corporation, limited partnership or limited 

liability company shall deliver a certificate of the Secretary or an Assistant Secretary of the Company or such Seller, as 
applicable, in the form attached hereto as Exhibit C, duly executed as of the Closing Date. 

  
(e)           Tax Certificates.  Sellers or the Company shall deliver a certification by the Company that meets the 

requirements of Treasury Regulations Section 1.897-2(h)(1)(i), dated within 30 days prior to the Closing Date and in form and 
substance reasonably acceptable to Purchaser along with written authorization for Purchaser to deliver such notice form to the 
IRS on behalf of the Company upon Closing. 

  
(f)            Resignations.  The Company shall deliver resignations of each of the Company’s directors from their 

positions as directors of the Company, in each case effective as of the Closing. 
  
(g)           Retention Agreement.  Each of the Sellers shall deliver the Retention Agreement, in the form attached hereto 

as Exhibit D, to Purchaser, duly executed by each Seller and the Seller Representative. 
  
(h)           Noncompetition Agreements.  Each of Julius McNutt Ramsay, Jr., Julius McNutt Ramsay, III and Burke H. 

Ramsay shall deliver a Noncompetition Agreement, in the form attached hereto as Exhibit E, to Purchaser and Salzmann AG 
St. Gallen shall deliver a Noncompetition Agreement, in the form attached hereto as Exhibit F, to Purchaser, in each case duly 
executed by such persons. 
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(i)            Good Standing Certificates.  The Company shall deliver to Purchaser certificates of existence or of good 

standing, as applicable, dated within ten (10) days prior to the Closing Date, from the Secretary of State of North Carolina and 
each other state listed on Schedule 4.1. 

  
(j)            Opinion of Counsel.  The Company shall deliver to Purchaser an opinion of outside counsel, in form attached 

hereto as Exhibit G, dated as of the Closing Date, addressed to Purchaser. 
  
(k)           Escrow Agreements.  The Company and each of the Sellers shall deliver the Escrow Agreements, duly 

executed by the Company, each Seller and the Seller Representative. 
  

Section 2.6            Closing Deliveries of Purchaser. 
  
At the Closing, Purchaser shall deliver to the Sellers or the other applicable Persons: 
  

(a)           Closing Consideration.  The Closing Consideration and the other amounts required to be paid by Purchaser at 
the Closing pursuant to Article II, to the Sellers and the other applicable Persons identified therein. 

  
(b)           Bringdown Certificate.  A certificate in the form attached hereto as Exhibit H, duly executed by an 

authorized officer of Purchaser as of the Closing Date. 
  
(c)           Secretary’s Certificate.  A certificate of the Secretary or an Assistant Secretary of Purchaser in the form 

attached hereto as Exhibit I, duly executed as of the Closing Date. 
  
(d)           Retention Agreement.  Purchaser shall deliver to the Sellers the Retention Agreement, duly executed by 

Purchaser. 
  
(e)           Noncompetition Agreements.  Purchaser shall deliver to Julius McNutt Ramsay, Jr., Julius McNutt 

Ramsay, III and Burke H. Ramsay a Noncompetition Agreement, duly executed by Purchaser. 
  
(f)            Escrow Agreements.  Purchaser shall deliver to the Sellers the Escrow Agreements, duly executed by 

Purchaser. 
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ARTICLE III 

  
INDIVIDUAL SELLER REPRESENTATIONS AND WARRANTIES 

  
Except as set forth in the Schedules to this Article III, each Seller, on a several and not joint basis, hereby represents and 

warrants to Purchaser that the statements in this Article III are correct and complete as of the date of this Agreement and, at the Closing, 
as of the Closing Date: 

  
Section 3.1            Organization. 
  
If such Seller is an entity, such Seller is a corporation or other business entity duly organized, validly existing and in good 

standing under the Applicable Laws of its state of incorporation or formation and has all requisite power and authority to own, lease and 
operate its properties and to carry on its business as now being conducted, except where the failure to be validly existing and in good 
standing or to have such power and authority would not have, individually or in the aggregate, a material adverse effect on such Seller’s 
ability to consummate the Transactions. 

  
Section 3.2            Authorization. 
  
If such Seller is an entity, (a) such Seller has the requisite power and authority to execute, deliver and perform this Agreement 

and each of the other Transaction Documents to which it is a party and to consummate the Transactions, and (b) the execution, delivery 
and performance by such Seller of this Agreement and each of the other Transaction Documents to which it is a party and the 
consummation of the Transactions by such Seller have been duly authorized by all requisite action on the part of such Seller.  If such 
Seller is an individual, such Seller has full power, authority and legal capacity to execute, deliver and perform this Agreement and each 
of the other Transaction Documents to which such Seller is a party and to consummate the Transactions. 

  
Section 3.3            Execution; Validity of Agreement. 
  
This Agreement has been duly and validly executed and delivered by such Seller and, when executed and delivered by such 

Seller, each other Transaction Document to which such Seller is a party will be duly and validly executed and delivered by such Seller.  
This Agreement constitutes, and, when executed and delivered by such Seller, each other Transaction Document to which such Seller is 
a party will constitute (in each case assuming due and valid authorization, execution and delivery by the other parties thereto), a legal, 
valid and binding obligation of such Seller, enforceable against such Seller in accordance with its terms except (a) as limited by 
applicable bankruptcy, insolvency, reorganization, moratorium, fraudulent conveyance and other similar Applicable Laws of general 
application affecting enforcement of creditors’ rights generally and (b) the availability of the remedy of specific performance or 
injunctive or other forms of equitable relief would be subject to equitable defenses and may be subject to the discretion of the court 
before which any such proceeding may be brought. 
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Section 3.4            Consents and Approvals; No Violations. 
  
Except as set forth in Schedule 3.4, none of the execution, delivery or performance of this Agreement or any other Transaction 

Document by such Seller, the consummation by such Seller of the Transactions or compliance by such Seller with any of the provisions 
hereof or of any other Transaction Document to which such Seller is a party will (a) violate, conflict with or result in any breach of any 
provision of the Operating Documents or Organizational Documents (if applicable) of such Seller, (b) require any filing with or notice 
to, or the obtaining of any material permit, authorization, consent or approval of, any Governmental Entity or other Person by such 
Seller, (c) result in a material violation or material breach of, or constitute (with or without due notice or lapse of time or both) a 
material default (or give rise to any right of termination, cancellation or acceleration) under, any of the terms, conditions or provisions 
of any note, bond, mortgage, indenture, lease, license, contract, agreement or other instrument to which such Seller is a party or by 
which such Seller is bound, or (d) conflict with or violate in any material respect any Applicable Laws applicable to such Seller. 

  
Section 3.5            Ownership of the Shares. 
  
Such Seller is the record and beneficial owner of all right, title and interest in and to all of Shares listed opposite such Seller’s 

name as set forth in Schedule 3.5.  Except for restrictions (a) contained in the Company’s Operating Documents or Organizational 
Documents, or (b) set forth on Schedule 3.5, such Seller owns all of such Shares free and clear of all Encumbrances.  Such Seller has 
the right, authority and power to sell, assign, convey, deliver and transfer its Shares to the Purchaser.  At the Closing, such Seller shall 
transfer, and the Purchaser shall acquire, good and valid title to the Shares free and clear of all Encumbrances.  There are no voting 
trust, member agreements, proxies or other agreements or understandings in effect with respect to the voting or transfer of any such 
Shares. 

  
Section 3.6            Litigation. 
  
There is no action, suit, inquiry, proceeding or investigation by or before any Governmental Entity or any Person pending or, 

to such Seller’s knowledge, threatened against such Seller that questions or challenges the validity of this Agreement or any of the other 
Transaction Documents or any action taken or to be taken by such Seller in connection with this Agreement or any of the other 
Transaction Documents. 

  
Section 3.7            No Other Representations. 
  
EXCEPT FOR THE REPRESENTATIONS AND WARRANTIES EXPRESSLY CONTAINED IN THIS ARTICLE III AND 

IN ANY OTHER TRANSACTION DOCUMENT, NONE OF THE SELLERS OR ANY OTHER PERSON ACTING ON BEHALF 
OF THE SELLERS MAKES ANY REPRESENTATION OR WARRANTY TO PURCHASER, EXPRESS OR IMPLIED; 
PROVIDED THAT THIS SECTION 3.7 SHALL IN NO WAY LIMIT THE SELLERS’ INDEMNIFICATION OBLIGATIONS 
UNDER SECTION 9.2 HEREOF. 
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ARTICLE IV 

  
REPRESENTATIONS AND WARRANTIES OF THE COMPANY 

  
Except as set forth in the Schedules to this Article IV, the Company hereby represents and warrants to Purchaser that the 

statements in this Article IV are correct and complete as of the date of this Agreement, and, at the Closing, as of the Closing Date: 
  
Section 4.1            Organization and Qualification of the Company. 
  
The Company (a) is duly organized, validly existing and in good standing under the laws of its state of incorporation, (b) has 

full power and authority to carry on its business as it is now being conducted and to own, lease and operate its properties and assets, and 
(c) is duly qualified or licensed to do business as a foreign entity and is in good standing in each jurisdiction in which such qualification 
is required, except for those jurisdictions in which the failure to be so qualified would not, individually or in the aggregate, be material 
to the Company.  Copies of the certificate of incorporation and bylaws of the Company, each as amended as of the date of this 
Agreement, have been furnished to the Company and are correct and complete as of the date hereof, and the Company is not in 
violation of any term of its certificate of incorporation or its bylaws.  Schedule 4.1 sets forth all jurisdictions in which the Company is 
qualified to business as a foreign corporation. 

  
Section 4.2            Authorization. 
  
The Company has the requisite corporate power and authority to execute and deliver this Agreement and the other Transaction 

Documents to which it is a party and to consummate the Transactions.  The execution, delivery and performance by the Company of 
this Agreement and the other Transaction Documents to which it is a party and the consummation of the Transactions by the Company 
have been duly and validly authorized by all requisite corporate action, and no other corporate proceedings are necessary on the part of 
the Company. 

  
Section 4.3            Execution; Validity of Agreement. 
  
This Agreement has been duly executed and delivered by the Company.  This Agreement constitutes, and, when executed and 

delivered by the Company, each other Transaction Document to which the Company is a party will constitute (in each case assuming 
due and valid authorization, execution and delivery by the other parties thereto), a legal, valid and binding obligation of the Company, 
enforceable against the Company in accordance with its terms except (a) as limited by applicable bankruptcy, insolvency, 
reorganization, moratorium, fraudulent conveyance and other similar Applicable Laws of general application affecting enforcement of 
creditors’ rights generally and (b) the availability of the remedy of specific performance or injunctive or other forms of equitable relief 
may be subject to equitable defenses and would be subject to the discretion of the court before which any such proceeding may be 
brought. 
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Section 4.4            Consents and Approvals; No Violations. 
  
Except as set forth in Schedule 4.4, none of the execution, delivery or performance of this Agreement or any other Transaction 

Document by the Company, the consummation by the Company of the Transactions or compliance by the Company with any of the 
provisions hereof or of any other Transaction Document to which the Company is a party will (a) violate, conflict with or result in any 
breach of any provision of the Organizational Documents or Operating Documents of the Company, (b) require any filing with or notice 
to, or the obtaining of any material permit, authorization, consent or approval of, any Governmental Entity or other Person by the 
Company, (c) result in a violation or breach of, constitute (with or without due notice or lapse of time or both) a default (or give rise to 
any right of termination, cancellation or acceleration) under, or require the consent of any Person pursuant to, any of the terms, 
conditions or provisions of any material Contract to which the Company is a party, or (d) violate in any material respect any Applicable 
Law applicable to the Company. 

  
Section 4.5            Capitalization. 
  

(a)           Capitalization.  Schedule 4.5(a) sets forth (i) the total number of authorized shares of each class of capital 
stock or other equity interests of the Company, (ii) the number of shares of each class of capital stock or other equity interests 
of the Company issued and outstanding, and (iii) the record owner of all the issued and outstanding shares of capital stock or 
other equity interests of the Company.  All of the outstanding shares of capital stock or other equity interests of the Company 
have been duly authorized, validly issued, fully paid and non-assessable, free and clear of any preemptive or similar rights. 

  
(b)           Other Securities.  Except as set forth in Schedule 4.5(b), (i) there are no outstanding securities or obligations 

convertible into or exchangeable for capital stock or other equity interests of the Company, (ii) there are no outstanding or 
authorized options, warrants, call rights or other similar rights obligating the Company to issue, transfer or sell or cause to be 
issued, transferred or sold any shares of its capital stock or other equity interests, (iii) there are no outstanding or authorized 
stock appreciation, phantom stock or similar rights with respect to the Company, and (iv) there are no Contracts to which the 
Company is a party relating to the voting, issuance, purchase, redemption, registration, repurchase or transfer of any of the 
capital stock or other equity interests of the Company. 
  
Section 4.6            Subsidiaries. 
  
The Company does not own, directly or indirectly, or hold the right to acquire, any shares of capital stock or other equity 

interests in any corporation, association, trust, limited liability company, partnership, joint venture or other entity.  The Company is not 
a participant in any joint venture, legal partnership, limited liability company entity or similar arrangement. 
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Section 4.7            Financial Statements. 
  

(a)           Schedule 4.7 contains true and complete copies of the Audited Financial Statements and the Interim 
Management Financial Statements.  The Audited Financial Statements have been prepared from, are in accordance with and 
accurately reflect the books and records of the Company, have been prepared in accordance with GAAP (except as may be 
stated in the notes thereto) and present fairly, in all material respects, the financial position of the Company as of the date 
thereof and its results of operations and cash flows for the period covered thereby.  The Interim Management Financial 
Statements are subject to normal recurring year-end audit adjustments and (except as otherwise noted therein) have been 
prepared on a consistent basis with the Audited Financial Statements, except they do not contain the disclosures to be found in 
notes to audited financial statements prepared in accordance with GAAP.  The Interim Management Financial Statements 
present fairly, in all material respects, the financial position of the Company as of the date of such statements and its results of 
operations and cash flows for the period covered thereby. 

  
(b)           The Company maintains internal accounting controls sufficient (i) to provide reasonable assurances that 

transactions are recorded as necessary to permit preparation of financial statements in conformity with GAAP and (ii) to 
permit the Company’s independent auditors to issue an unqualified opinion with respect to the Audited Financial Statements. 
  
Section 4.8            No Undisclosed Liabilities. 
  
Except as set forth on Schedule 4.8, the Company has no liabilities or obligations of any kind, whether accrued, absolute, 

contingent or otherwise, that would be required to be reflected on a balance sheet of the Company prepared in accordance with GAAP, 
except for (a) liabilities and obligations set forth on, or reserved against in, the Interim Management Financial Statements, (b) liabilities 
and obligations incurred in the ordinary course of business consistent with past practice subsequent to the date of the Interim 
Management Financial Statements, and (c) liabilities and obligations that have not had and would not reasonably be expected to have a 
Company Material Adverse Effect. 

  
Section 4.9            Absence of Certain Changes. 
  
Except as set forth in Schedule 4.9 and except as expressly contemplated by this Agreement, since the date of the Interim 

Financial Statements, the Company (a) has conducted operations in the ordinary course of business consistent with past practice in all 
material respects, (b) has not taken any action, or series of actions that, if taken during the period from the date of this Agreement 
through the Closing Date, would, unless consented by Purchaser, constitute a breach of Section 6.1, and (c) the Company has not 
suffered any damage, destruction or loss to any of its tangible assets, whether or not covered by insurance, that is reasonably expected 
to be material to the Company. 
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Section 4.10         Title to and Conditions of Assets. 
  
Except for property sold since the date of the Interim Management Financial Statements in the ordinary course of business 

consistent with past practices, the Company owns good title to, or hold a valid leasehold interest in, all the personal properties and 
assets used in the conduct of the business, free and clear of all Encumbrances, except for (i) Permitted Encumbrances, 
(ii) Encumbrances disclosed in the Interim Management Financial Statements and (iii) Encumbrances set forth on Schedule 4.10.  The 
material items of tangible personal property owned or leased by the Company, taken as a whole, are in good working order and good 
condition for their age and intended use, have been reasonably maintained, ordinary wear and tear excepted.  The property and assets 
owned or leased by the Company, or which the Company otherwise has the right to use, are sufficient for the conduct of the business 
as currently conducted, except for Retained Assets which are immaterial to the conduct of the business. 

  
Section 4.11         Real Property. 
  

(a)           Owned Real Property. 
  

(i)            The Company has good and marketable fee simple title to the real properties set forth on 
Schedule 4.11(a)(i) (the “Owned Real Property” or the “Real Property”) and the improvements located thereon, free 
and clear of Encumbrances, except for Permitted Encumbrances. 

  
(ii)           There are no leases, subleases, options or other agreements, written or oral, granting to any party 

or parties the right of use or occupancy or the right to otherwise obtain title of any parcel of Owned Real Property or 
any portion thereto (except for which public notice has been provided or has been disclosed in a survey) and there 
are no parties (other than the Company) which are in possession of or which are using any such parcel of Owned 
Real Property. 

  
(iii)          All of the buildings, fixtures and other improvements constituting a part of the Owned Real 

Property, taken as a whole, are in good operating condition and repair for the purposes for which they are now being 
used (ordinary wear and tear excepted), have been reasonably maintained, and the operation thereof as conducted 
during the twelve (12) month period prior to the Closing Date, and as presently conducted, are not in violation in 
any material respect of any applicable building code, zoning ordinance or other Applicable Law. 

  
(iv)          The Owned Real Property comprises all of the real property currently used by the Company in 

connection with the conduct of the business of the Company. 
  
(b)           Real Property Leases.  The Company is not a party to any leases or subleases of any real property. 
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(c)           Utilities; Proceedings.  The Real Property is supplied with utilities suitable for the present operation of the 

businesses presently conducted thereon.  There does not exist any pending or, to the Company’s Knowledge, threatened 
condemnation, eminent domain or expropriation proceeding with respect to any of the Real Property. 
  
Section 4.12         Personal Property Leases. 
  
Schedule 4.12 contains a true and complete list of each lease pursuant to which the Company leases any personal property, 

including any finance or operating lease, but excluding leases relating solely to personal property calling for rental or similar periodic 
payments of less than $25,000 per year (the “Personal Property Leases”).  Each of the Personal Property Leases is (a) a legal, valid 
and binding obligation of the Company, and (b) is enforceable against the Company and, to the Company’s Knowledge, the other 
party or parties thereto in accordance with its terms, in each case except (i) as limited by applicable bankruptcy, insolvency, 
reorganization, moratorium, fraudulent conveyance and other similar Applicable Laws of general application affecting enforcement of 
creditors’ rights generally and (ii) the availability of the remedy of specific performance or injunctive or other forms of equitable relief 
may be subject to equitable defenses and would be subject to the discretion of the court before which any such proceeding may be 
brought.  Neither the Company, nor, to the Company’s Knowledge, any other party to a Personal Property Lease, is in material 
noncompliance, breach of or default under any Personal Property Lease.  The Company has not received any written notice of 
termination, cancellation or non-renewal with respect to any Personal Property Lease. 

  
Section 4.13         Contracts and Commitments. 
  

(a)           Scheduled Contracts.  Schedule 4.13(a) sets forth, as of the date hereof (except with respect to purchase 
orders, which list is as of December 31, 2010), a true and complete list of each Contract (excluding the Personal Property 
Leases) to which the Company is a party that: 

  
(i)            provides for aggregate payments or receipt after the date hereof by the Company or to the 

Company of more than $25,000 annually; 
  
(ii)           involves an instrument evidencing or securing any Indebtedness or an agreement with any bank, 

finance company or similar organization relating to Indebtedness of the Company, including any Contracts for 
future loans, credit or financing and any guaranty of any obligation for borrowed money or other guaranty of any 
obligation of any third Person; 

  
(iii)          restricts the Company in any material respect from freely engaging in any business or activity 

anywhere in the world or with any Person, including restrictions on the Company’s ability to compete or limits the 
Company’s rights to develop, market or sell its products or services; 
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(iv)          is a distributor, consultant, representative or broker Contract that is not terminable by the 

Company at will or by giving notice of ninety (90) days or less; 
  
(v)           is with an officer, individual employee or independent contractor on a full-time, part-time, 

consulting or other basis, including Contracts with respect to employment, severance, separation, change in control, 
retention or similar Contracts for the provision of services to the Company on a full or part time basis; 

  
(vi)          is a joint venture, limited liability company, partnership, manufacturer, development or supply 

agreement or other agreement that involves a sharing of revenues, profits, losses, costs or liabilities by the Company 
with any other Person; 

  
(vii)         relates to the disposition or acquisition by the Company of a material amount of assets not in the 

ordinary course of business consistent with past practice; 
  
(viii)        is a collective bargaining agreement, labor Contract or other Contract with any labor union or any 

employee organization; 
  
(ix)           is a power of attorney (other than a power of attorney given in the ordinary course of business 

consistent with past practices with respect to routine Tax matters); 
  
(x)            relates to settlement, conciliation, or similar Contract with any Governmental Entity or arbitration 

authority or pursuant to which the Company is required, after the date of this Agreement, to pay consideration in 
excess of $25,000; 

  
(xi)           contains any currently effective provision pursuant to which the Company is obligated to 

indemnify or make any indemnification payments to any Person (other than Contracts otherwise listed on Schedule 
4.13(a) in response to the other subsections of this Section 4.13(a)); 

  
(xii)          provides any customer with pricing, discounts or benefits that change based on the pricing, 

discounts or benefits offered to other customers of the Company, including any Contract which contains a “most 
favored nation” provision; 

  
(xiii)         involving sales commissions; 
  
(xiv)        involves the in-licensing of any Intellectual Property (other than any commercially available off-

the-shelf software purchased or licensed for less than $10,000); 
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(xv)         involves the out-licensing of any Company Intellectual Property or the provision of any covenant 

not to sue or assert or waiver with respect to any Company Intellectual Property; 
  
(xvi)        is material to the Company, whether or not entered into in the ordinary course of business; or 
  
(xvii)       is a binding oral agreement that if in writing would otherwise require disclosure as being 

responsive to items (i) through (xvi) above. 
  

(such items referred to in subsections (i) through (xvii) above, collectively, the “Scheduled Contracts”).  Except as set forth in 
Schedule 4.13(a), no notice to nor any approval, authorization, consent or waiver is required from any counterparty to a 
Scheduled Contract in connection with the consummation of the Transactions. 

  
(b)           Validity.  The Company has delivered to Purchaser accurate and complete copies of the Scheduled 

Contracts, including all amendments thereto.  Schedule 4.13(b) provides an accurate description of the terms of any Contract 
that is not in written form.  Each of the Scheduled Contracts is (i) a legal, valid and binding obligation of the Company, and 
to the Knowledge of the Company, the other parties thereto and (ii) is enforceable against the Company and, to the 
Company’s Knowledge, the other party or parties thereto in accordance with its terms, in each case except (A) as limited by 
applicable bankruptcy, insolvency, reorganization, moratorium, fraudulent conveyance and other similar Applicable Laws of 
general application affecting enforcement of creditors’ rights generally and (B) the availability of the remedy of specific 
performance or injunctive or other forms of equitable relief may be subject to equitable defenses and would be subject to the 
discretion of the court before which any such proceeding may be brought. 

  
(c)           Defaults.  Except as set forth on Schedule 4.13(c), neither the Company, nor to the Company’s Knowledge, 

any other party to a Scheduled Contract, is in breach of or default under any Scheduled Contract.  The Company has not 
received any written notice of termination, cancellation or non-renewal with respect to any Scheduled Contract. 
  
Section 4.14         Insurance. 
  
Schedule 4.14 contains a true and complete list of each insurance policy maintained by the Company with respect to its 

properties, assets or operations, excluding those insurance policies listed on Schedule 4.18(a) that insure benefits provided under a 
Benefit Plan (the “Insurance Policies”).  All of the Insurance Policies are in full force and effect, all premiums due thereon prior to the 
date hereof have been paid, the Company is not in default with respect to its other obligations under any Insurance Policy, has not 
failed to give any notice or present any material claim under any Insurance Policy in due and timely fashion, and, to the Company’s 
Knowledge, there is no threatened termination or cancellation of any Insurance Policy.  There are 
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currently no claims pending by the Company under any Insurance Policy, nor are there any material claims or matters pending against 
the Company in connection with which the Company intends to make a claim under any Insurance Policy. 

  
Section 4.15         Litigation. 
  
Except as set forth in Schedule 4.15, there is no action, suit, inquiry, proceeding or investigation at law or in equity, or by or 

before any Governmental Entity, pending or, to the Company’s Actual Knowledge, threatened against the Company (a) affecting the 
properties or assets of the Company, or, as to matters related to the Company, against its officers, directors, shareholders or key 
employees in their respective capacities in such positions, nor, to the Company’s Knowledge, has there occurred any event, nor does 
there exist any condition, on the basis of which any such claim is reasonably likely to be asserted and which would be material to the 
Company or (b) questioning or challenging the validity of this Agreement or any of the other Transaction Documents, or any action 
taken or to be taken by the Company in connection with this Agreement or any of the Transaction Documents.  Schedule 4.15 includes 
a description of all litigation, claims, proceedings by or before a Governmental Entity, or, to the Company’s Actual Knowledge, 
investigations by a Governmental Entity involving the Company or any of its officers, directors, shareholders or key employees in 
connection with the business of the Company occurring, arising or existing during the past three (3) years.  Except as set forth on the 
Schedule 4.15, the Company is not subject to any outstanding judgment, order or decree of any Governmental Entity. 

  
Section 4.16         Environmental Matters. 
  

(a)           Compliance.  Except as set forth in Schedule 4.16(a), (i) the Company is, and at all times has been, in 
material compliance with all, and, to the Company’s Knowledge, is not subject to any material liability under, applicable 
Environmental Laws, and (ii) the Company has not received any written notice, demand, letter, claim or request for 
information from any Governmental Entity or third party alleging that the Company may be in violation of, or otherwise may 
have liability or obligation (corrective, remedial or otherwise) under, any Environmental Law. 

  
(b)           Hazardous Substances.  Except as set forth in Schedule 4.16(b), neither the Company nor any of its 

Affiliates, or, to the Company’s Knowledge, any of the Company’s predecessors, (A) has engaged in the treatment, storage or 
disposal of any Hazardous Substances at any real property or other facility currently or formerly owned or leased by the 
Company other than in the ordinary course of business in compliance in all material respects with all Environmental Laws, 
(B) has had a Release or threatened Release of any Hazardous Substances at, on or under any such property or facility which 
Release or threatened Release would require reporting, investigative, removal response or cleanup actions pursuant to 
applicable Environmental Law, (C) arranged for the disposal of any Hazardous Substance at any real property or other 
facility of any third party for which the Company is reasonably likely to have liability under any Environmental Law, 
(D) owns or operates any real property or facility (1) at which are (or to the Company’s Knowledge, were during the period 
prior to the Company’s ownership or operation) 
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located any underground storage tanks that contain (or to the Company’s Knowledge, contained during the period prior to the 
Company’s ownership or operation) any Hazardous Substance at any such property or facility, or (2) that contains (or to the 
Company’s Knowledge, contained during the period prior to the Company’s ownership or operation) any friable asbestos-
containing materials, radon in excess of action levels under Environmental Laws, or urea formaldehyde foam insulation, or 
(3) at which are (or to the Company’s Knowledge, were during the period prior to the Company’s ownership or operation) 
previously located any equipment containing polychlorinated biphenyls, or treatment or disposal area for Hazardous 
Substances, or(E) has previously owned or operated any real property or facility (1) at which was during the period of the 
Company’s ownership or operation (or to the Company’s Knowledge, during the period prior to the Company’s ownership or 
operation) located any underground storage tanks that contained (during the period of the Company’s ownership or operation, 
or to the Company’s Knowledge, during the period prior to the Company’s ownership or operation) any Hazardous Substance 
at any such property or facility, or (2) that contained during the period of the Company’s ownership or operation (or to the 
Company’s Knowledge, during the period prior to the Company’s ownership or operation) any friable asbestos-containing 
materials, radon in excess of action levels under Environmental Laws, or urea formaldehyde foam insulation, or (3) at which 
were during the period of the Company’s ownership or operation (or to the Company’s Knowledge, during the period prior to 
the Company’s ownership or operation) located any equipment containing polychlorinated biphenyls, or treatment or disposal 
area for Hazardous Substances. 

  
(c)           Approvals.  Schedule 4.16(c) contains a true and complete list of all permits, licenses and approvals issued 

by any Governmental Entity under applicable Environmental Laws with respect to the use of the Company’s properties or the 
operation of its businesses (“Environmental Permits”).  The Environmental Permits are valid and in full force and effect and 
constitute all permits required under Environmental Laws to use of the Company’s properties or the operation of its 
businesses. 

  
(d)           National Priorities List.  Except as set forth on Schedule 4.16(d), none of the real property owned or leased 

by the Company is listed or, to the Knowledge of the Company, proposed for listing on the “National Priorities List” under 
CERCLA or any similar state or foreign list of sites requiring investigation or cleanup. 

  
(e)           Orders.  The Company has not entered into or agreed to any consent decree or order or is subject to any 

judgment, decree or judicial order relating to compliance with Environmental Laws, Environmental Permits or the 
investigation, sampling, monitoring, treatment, remediation, removal or cleanup of Hazardous Substances, in each case that is 
still in effect, and, to the Knowledge of the Company, no investigation, litigation or other proceeding is pending or threatened 
in writing with respect thereto.  The Company is not an express indemnitor, nor has it otherwise assumed by contract or 
operation of law, any threatened, asserted or pending claim, or any other liability under any Environmental Law or otherwise 
relating to any Hazardous Substances. 
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(f)            Studies and Reports.  The Company has made available to Purchaser copies and final results of any written 

reports, studies, analyses, tests or monitoring results possessed by the Company that either (A) pertain to Hazardous 
Substances that are present or are potentially present in, on or under any real property or other facility currently or formerly 
owned or leased by the Company or (B) otherwise concern compliance by the Company with any Environmental Laws. 

  
(g)           No Liens.  There are no state or federal liens on any of the real property currently or formerly owned by the 

Company resulting from an environmental cleanup by any Governmental Entity or other Person. 
  
(h)           No Other Conditions or Liabilities.  To the Company’s Knowledge, except as set forth on Schedule 4.16(h), 

no facts, events or conditions exist with respect to any real property or other facility currently or formerly owned or leased by 
the Company, or the business of the Company which could reasonably be expected to interfere with or prevent continued 
material compliance by the Company with Environmental Laws, or give rise to any material common law or statutory 
liability or otherwise form the basis of any material claim, action, suit, proceeding, hearing, or investigation related to 
violations of or obligations under Environmental Laws. 

  
(i)            Sole Representations.  Notwithstanding any other provision of this Agreement, the representations set forth 

in this Section 4.16 are the sole representations of the Company in this Agreement with respect to Environmental Laws and 
Hazardous Substances. 
  
Section 4.17         Compliance with Laws. 
  

(a)            The Company and its directors, officers, employees, and agents (while acting in such capacity) are, and at 
all times have been, in material compliance with, all health care laws applicable to the Company and its operations as 
currently conducted, including any applicable federal or state fraud and abuse prohibitions, the Federal Food Drug and 
Cosmetic Act (21 U.S.C. §§ 301 et seq.), the regulations promulgated pursuant to such laws, including, without limitation, 
FDA’s current good manufacturing practice regulations at 21 C.F.R. Part 820, and comparable state Applicable Laws, and all 
other local, state, federal, national, supranational, and foreign Applicable Laws regulating the manufacturing, development, 
testing, and labeling of the Company’s medical device products (collectively, “Health Care Laws”).  The Company has not 
received any notification, correspondence or any other written communication, including notification of any pending or 
threatened claim, suit, proceeding, hearing, enforcement, audit, investigation, arbitration or other action from any 
Governmental Entity, including the United States Food and Drug Administration (“FDA”) and the U.S. Department of Health 
and Human Services Office of Inspector General, of potential or actual material non-compliance by, or material liability of, 
the Company under any Health Care Laws. 

  
(b)           The Company has obtained and maintained each federal, state, county, local and non-U.S. application, 

license, permit, approval, clearance, registration, 
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certificate, filing, consent or order, and all supplements and amendments thereto filed with or issued or granted by, any 
Governmental Entity (including the FDA and any other Governmental Entity engaged in the regulation of the Company’s 
properties and business), which is presently required for and material to, the operation of the Company’s business as 
currently conducted, the holding of any interest in any of the Company’s properties and assets, and the current operation of 
its facilities (collectively, “Permits”), and all of such material Permits are in full force and effect.  The Company has not 
received any written notice from any Governmental Entity regarding, and, to the Company’s Actual Knowledge, there are no 
facts or circumstances that are reasonably likely to give rise to, (i) any material adverse change in any Permit, or any failure 
to materially comply in all material respects with any Applicable Laws or any term or requirement of any Permit or (ii) any 
revocation, withdrawal, suspension, cancellation, limitation, termination or material modification of any Permit.  All 
applications, notifications, submissions, information, claims, reports and statistics and other data and conclusions derived 
therefrom, utilized as the basis for or submitted in connection with any and all requests for a Permit from the FDA or other 
Governmental Entity relating to the Company or its business, when submitted to the FDA or other Governmental Entity were 
true, complete and correct in all material respects as of the date of submission and any necessary or required updates, 
changes, corrections or modification to such applications, submissions, information and data have been submitted to the FDA 
or other Governmental Entity. 

  
(c)           Except as set forth in Schedule 4.17(c), during the past three (3) years, the Company has not had any 

manufacturing site subject to a Governmental Entity (including FDA) shutdown or import or export prohibition, nor received 
any FDA Form 483 or other Governmental Entity written notice of inspectional observations, “warning letters,” “untitled 
letters” or similar correspondence or notice from the FDA or other Governmental Entity in respect of the business and 
alleging or asserting noncompliance with any Health Care Laws, Permits, and, to the Company’s Actual Knowledge, neither 
the FDA nor any Governmental Entity is considering such action. 

  
(d)           Except as set forth in Schedule 4.17(d), there have been no (i) recalls, field notifications, field corrections, 

market withdrawals or replacements, warnings, “dear doctor” letters, safety alerts or other notice of action from any 
Governmental Entity relating to an alleged lack of safety, efficacy, or regulatory compliance of the products manufactured by 
or on behalf of the Company (“Safety Notices”) during the past three (3) years.  Schedule 4.17(e) lists (i) all such Safety 
Notices, (ii) if applicable, the dates such Safety Notices, if any, were resolved or closed, and (iii) all material complaints 
received by the Company with respect to the products manufactured by or on behalf of the Company that are currently 
unresolved.  To the Company’s Actual Knowledge, there are no facts that would be reasonably likely to result in (i) a 
material Safety Notice with respect to the products manufactured by or on behalf of the Company, (ii) a change in the 
marketing classification or a material change in labeling of any such products; or (iii) a termination or suspension of 
marketing or testing of any such products. 
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Section 4.18         Employee Benefit Plans. 
  

(a)           Benefit Plans.  Schedule 4.18(a) contains a true and complete list of all Benefit Plans.  With respect to each 
Benefit Plan, the Company has made available to Purchaser:  (i) a true and complete copy of each Benefit Plan and any 
amendments thereto (or, if not written a written summary of its material terms), including all plan documents, trust 
agreements, insurance contracts or other funding vehicles and all amendments thereto, (ii) any summaries and summary plan 
descriptions, including any summary of material modifications, (iii) the most recent annual reports (Form 5500 series), if any, 
filed with respect to such Benefit Plan, (iv) the most recent actuarial report or other financial statement, if any, relating to 
such Benefit Plan, and (v) the most recent determination or opinion letter, if any, issued by the IRS with respect to any 
Benefit Plan and any pending request for such a determination or opinion letter.  The Company has no express or implied 
commitment, whether legally enforceable or not, to modify, change or terminate any Benefit Plan, other than with respect to 
a modification, change or termination required by ERISA or the Code. 

  
(b)           Effect of Transaction.  Except as provided in Schedule 4.18(b), no Benefit Plan contains any provision that 

would give rise to any acceleration, vesting, obligation to fund, increase in benefits, severance, termination or other payments 
as a result of the Transactions.  Except as provided in Schedule 4.18(b), no amount that could be received (whether in cash or 
property or the vesting of property) as a result of the consummation of the transactions contemplated by this Agreement by 
any employee, officer or director of Company who is a “disqualified individual” (as such term is defined in proposed 
Treasury Regulation Section 1.280G-1) under any such Employee Benefit Plan could be characterized as an “excess 
parachute payment” (as defined in Section 280G(b)(1) of the Code). 

  
(c)           No Post-Employment Obligations.  Except as provided in Schedule 4.18(c), no Benefit Plan provides for 

continuing benefits or coverage for any participant or beneficiary of a participant after such participant’s termination of 
employment, except to the extent required by Applicable Law.  The Company has complied in all material respects with the 
requirements of Section 4980B of the Code and Sections 601-608 of ERISA. 

  
(d)           Title IV Benefit Plans.  Neither the Company nor any ERISA Affiliate maintains a Title IV Benefit Plan, 

and no liability under Title IV or Section 302 of ERISA has been incurred by the Company or any ERISA Affiliate that has 
not been satisfied in full. 

  
(e)           Tax Qualified Status.  Each Benefit Plan intended to be “qualified” within the meaning of Section 401(a) of 

the Code is so qualified and is the subject of a favorable unrevoked determination, opinion or notification letter issued by the 
IRS as to its qualified status under the Code, and to the Company’s Actual Knowledge, no circumstances have occurred that 
would reasonably be expected to adversely affect the tax qualified status of any such Benefit Plan.  To the Knowledge of the 
Company, there 
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has been no prohibited transaction (within the meaning of Section 406 of ERISA or Section 4975 of the Code and other than 
a transaction that is exempt under a statutory or administrative exemption) with respect to any Benefit Plan that could result 
in liability to Company or an ERISA Affiliate. 

  
(f)            Payments and Compliance.  With respect to each Benefit Plan, (i) all contributions required to be made 

under the terms of any of the Benefit Plans as of the date of this Agreement have been timely made or, if not yet due, have 
been properly accrued as liabilities of the Company on the Recent Balance Sheet; (ii) the Company has complied with, and 
each such Benefit Plan conforms in form and operation to, and has been administered in compliance with, all Applicable 
Laws in all material respects, and all reports and information relating to such Benefit Plans required to be filed with any 
Governmental Entity have been timely filed; and (iii) all reports and information relating to each such Benefit Plan required 
to be disclosed or provided to participants or their beneficiaries have been timely disclosed or provided.  With respect to the 
Employee Benefit Plans, no event has occurred and, to the Company’s Actual Knowledge, there exists no condition or set of 
circumstances in connection with which Company could be reasonably be subject to any liability (except liability for benefits 
claims and funding obligations payable in the ordinary course of the Company’s business) under the terms of, or with respect 
to, such Benefit Plans, ERISA, the Code or any other Applicable Law. 

  
(g)           No Foreign Plans.  The Company does not maintain, sponsor, contribute to or have any liability with 

respect to any employee benefit plan program or arrangement that provides benefits to non-resident aliens with no U.S. 
source income outside of the United States. 

  
(h)           409A.  No Benefit Plan between the Company and any “service provider” (as such term is defined in 

Section 409A of the Code and the Treasury Regulations and Internal Revenue Service guidance thereunder) provides for the 
deferral of compensation subject to Section 409A of the Code.  The execution and delivery of this Agreement by Company 
and the other parties hereto and the consummation of the transactions contemplated hereby will not (either alone or upon the 
occurrence of any additional or subsequent events) constitute an event under any Benefit Plan that will or may result in any 
payment of deferred compensation subject to Section 409A of the Code. 
  
Section 4.19         Tax Matters. 
  

(a)           Tax Returns.  The Company has timely filed (or has had timely filed on its behalf) all Tax Returns required 
to be filed by it.  All such Tax Returns are true, complete and accurate in all material respects and disclose all applicable 
Taxes required to be paid for the periods covered thereby. 

  
(b)           Payment.  The Company has paid (or has withheld and paid or has had paid on its behalf) all Taxes due and 

payable by it, whether or not shown on any Tax Return.  The amounts accrued as a liability for Taxes (including Taxes 
accrued as currently payable, but excluding any accrual to reflect timing differences between book 
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and tax income) on the Interim Management Financial Statements shall be adequate to satisfy all liabilities for unpaid Taxes 
for the Company through the date thereof.  Since the date of the Interim Management Financial Statements, the Company has 
not incurred any liability for Taxes outside the ordinary course of business or otherwise inconsistent with past custom and 
practice. 

  
(c)           Liens.  There are no liens for Taxes upon any property or assets of the Company, except for liens for 

Permitted Encumbrances. 
  
(d)           Deficiencies; Audits.  No deficiencies for Taxes with respect to the Company have been claimed, proposed 

or assessed, in writing, by any Tax authority.  Except as set forth in Schedule 4.19(d), no federal, state, local or foreign 
audits, examinations, investigations or other administrative proceedings (“Audits”) or court proceedings are presently 
pending or threatened in writing with regard to any Tax Returns filed by or on behalf of the Company or relating to any 
material liability in respect of Taxes of the Company. 

  
(e)           Extensions.  There are no outstanding requests, agreements, consents or waivers to extend the statutory 

period of limitations applicable to the assessment of any Taxes or deficiencies against the Company. 
  
(f)            Jurisdictions.  No written claim has been made by a Tax authority in a jurisdiction where the Company does 

not pay Taxes or file Tax Returns that the Company is subject to Taxes assessed by such jurisdiction. 
  
(g)           Affiliations.  The Company is not and has not been a member of an affiliated group of corporations (within 

the meaning of Section 1504(a) of the Code) filing a consolidated federal income Tax Return or any similar group for federal, 
state, local or foreign Tax purposes.  The Company has no liability for the Taxes of any Person (other than Taxes of the 
Company) (i) under Treasury Regulations Section 1.1502-6 (or any similar provision of any applicable state, local or foreign 
law), (ii) as a transferee or successor, (iii) by Contract or (iv) otherwise.  The Company is not and has not been a party to any 
Tax allocation, sharing or indemnity agreement or similar Contract that obligates it to make any payment with respect to 
Taxes of any other Person. 

  
(h)           Delivery of Tax Returns.  The Company has delivered or made available to Purchaser complete and 

accurate copies of all federal, state, local and foreign Tax Returns of the Company (and any predecessor of the Company) for 
all taxable years beginning after December 31, 2005, and complete and accurate copies of all Audit or examination reports 
and statements of deficiencies assessed against or agreed to by the Company (or any predecessors of the Company) since 
December 31, 2005. 

  
(i)            Adjustments.  The Company has neither agreed, nor is required, to make any adjustment under Section 481

(a) of the Code by reason of a change in accounting method or otherwise. 
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(j)            Foreign Tax Matters.  The Company (i) has not been a shareholder of a “controlled foreign corporation” as 

defined in Section 957 of the Code (or any similar provision of applicable state, local or foreign law); (ii) has not been a 
shareholder of a “passive foreign investment company” within the meaning of Section 1297 of the Code; (iii) has not 
participated in or cooperated with, or agreed to participate in or cooperate with, an international boycott within the meaning 
of Section 999 of the Code and (iv) has not engaged in a trade or business, had a permanent establishment (within the 
meaning of an applicable Tax treaty), or otherwise become subject to Tax jurisdiction in a country other than the United 
States. 

  
(k)           Partnerships.  The Company is not a partner for Tax purposes with respect to any joint venture, partnership, 

or other arrangement or Contract which is treated as a partnership for Tax purposes. 
  
(l)            Indebtedness.  None of the outstanding indebtedness of the Company constitutes indebtedness with respect 

to which any interest deductions may be disallowed under Sections 163(i) or 163(l) or 279 of the Code or under any other 
provision of Applicable Law. 

  
(m)          Real Property Transfers.  The Company does not own an interest in real property in any jurisdiction (i) in 

which a material amount of Tax is imposed, or the value of the interest is materially reassessed, on the transfer of an interest 
in real property resulting from the Transactions and (ii) which treats the transfer of an interest (resulting from the 
Transactions) in an entity that owns an interest in real property as a transfer of the interest in real property. 

  
(n)           Withholding.  The Company has withheld and paid all Taxes required to have been withheld and paid in 

connection with amounts paid or owing to any employee, independent contractor, creditor, stockholders of the Company or 
other Person. 

  
(o)           Spin-Offs.  None of the Company and any of its Affiliates or predecessors by merger or consolidation has 

been a party to any transaction intended to qualify under Section 355 of the Code. 
  
(p)           Reportable Transactions; Amnesty Programs.  The Company has not been a party to a transaction requiring 

disclosure under Treasury Regulations Section 1.6011-4 or under analogous provisions of state, local or foreign Tax law.  
The Company has not participated in any Tax amnesty program. 
  
Section 4.20         Intellectual Property. 
  

(a)           Registered Intellectual Property.  Schedule 4.20(a) contains a true and complete list of all Company 
Intellectual Property that is Registered Intellectual Property.  Except as set forth in Schedule 4.20(a), all necessary 
registration, maintenance and renewal fees currently due in connection with the Registered Intellectual Property identified on 
Schedule 4.20(a) have been timely paid and all necessary or appropriate 
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assignments and affidavits have been filed, including without limitation, affidavits of continuing use. To the Company’s 
Knowledge, there are no oppositions, cancellations, invalidity proceedings, interferences or re-examination proceedings 
presently pending with respect to the Registered Intellectual Property or threatened, the adverse resolution of which would be 
reasonably likely to have a Company Material Adverse Effect. 

  
(b)           Sufficiency of Company Intellectual Property.  Except as set forth in Schedule 4.20(b), (i) the Company 

Intellectual Property and the Intellectual Property that is licensed by the Company pursuant to a Scheduled Contract set forth 
in Schedule 4.13(a)(xiv) consists of all the Intellectual Property that is necessary to operate the business of the Company, as it 
was operated by the Company prior to the Closing Date; (ii) Company has good and valid title to all material Company 
Intellectual Property free and clear of any Encumbrances (other than Permitted Encumbrances) and the Company has the 
right to exploit, without payment to any other Person, all of the material Company Intellectual Property, and the 
consummation of the transactions contemplated by the Agreement do not and will not conflict with, alter or impair any such 
rights, and (iii) Company has not received any written communication from any Person asserting any ownership interest in 
any material Company Intellectual Property.  Purchaser shall not be required pursuant to the terms and conditions of any 
Contract to which the Company is a party to assign, transfer, license, distribute or otherwise covenant not to assert any 
Intellectual Property of Purchaser as a result of the consummation of the transactions contemplated hereunder other than the 
Company Intellectual Property acquired hereunder. 
  

(c)           Non-Infringement.  To the Company’s Actual Knowledge, the operation of the business of the Company as 
currently conducted does not infringe or misappropriate any Intellectual Property rights of any other Person.  The Company 
has not received any written notice from any other Person claiming the Company has infringed such Person’s Intellectual 
Property.  To the Company’s Knowledge, no third party is infringing or misappropriating any of the Company’s rights in any 
of the Company Intellectual Property. 

  
(d)           Trade Secrets.  All current employees, consultants and contractors of the Company and those employees, 

consultants and contractors of the Company that have been employed or engaged by the Company within the past two years, 
that have created any material Intellectual Property or have had access to Company Trade Secrets or confidential information 
used or held for use by the Company have executed such agreements wherein they have agreed to maintain the 
confidentiality of the Company Trade Secrets or confidential information, as applicable.  To the Company’s Knowledge, no 
party to any such agreement is in material breach thereof.  No complaint alleging improper use, access to or disclosure of any 
confidential or proprietary information or Trade Secrets has been threatened or made by the Company, nor to the Company’s 
Knowledge, has been threatened or made against the Company.  To the Company’s Knowledge, there has been no: 
(i) unauthorized disclosure of or access to any third party’s proprietary or confidential information or Trade Secret while in 
the possession, custody or control of Company, or (ii) material breach of Company’ security procedures 
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wherein confidential or proprietary information or a Trade Secret of Company has been disclosed to or accessed by an 
unauthorized third Person or unauthorized employee.  Company has not licensed, distributed or disclosed the source code for 
any Computer Software which constitutes Company Intellectual Property to any Person. 

  
Section 4.21         Labor Matters. 
  

(a)           Labor Difficulties.  There is no labor strike, slowdown, stoppage or lockout actually pending, or to the 
Company’s Knowledge, threatened against the Company.  The Company has not experienced any material labor strike, 
slowdown, stoppage or lockout since January 1, 2007. 

  
(b)           Collective Bargaining Agreements.  There are no collective bargaining agreements with any labor 

organization to which the Company is a party. 
  
(c)           Certification.  No labor union is certified by the National Labor Relations Board as bargaining agent for any 

employees of the Company. 
  
(d)           Charges.  There is no unfair labor practice charge or complaint against the Company pending or, to the 

Company’s Knowledge, threatened before the National Labor Relations Board. 
  
(e)           Closings; Layoffs.  Since January 1, 2007, the Company has not effectuated a “plant closing” (as defined in 

the WARN Act) affecting any site of employment or one or more facilities or operating units within any site of employment, 
and there has not occurred a “mass layoff” (as defined in the WARN Act) affecting any site of employment or facility of the 
Company. 

  
(f)            Compliance.  The Company is in material compliance with all Applicable Laws respecting employment 

practices, terms and conditions of employment, workers’ compensation, wages and hours, equal employment opportunity, 
plant closing, occupational safety and the payment of social security and similar taxes.  The Company is not liable for any 
arrears of wages.  The Company is not liable for any payment to any trust or other fund or to any Governmental Entity with 
respect to unemployment compensation benefits, social security or other benefits or obligations for employees (other than 
routine payments to be made in the ordinary course of the Company’s business). 

  
(g)           Schedule 4.21(g) lists all Company employees and their current title and duties.  The Company previously 

delivered to Purchaser a list of all salary and other compensation (including benefits) information for such employees by way 
of email sent on December 27, 2010 by Burke H. Ramsay, President of the Company, to Don Roberts, Executive Vice 
President, General Counsel of Purchaser.  The employment of all Company employees is terminable at-will, at any time and 
without advance notice (except as required by Applicable Law). 
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Section 4.22         Top Customers and Suppliers. 
  

(a)           Schedule 4.22(a) sets forth a true and complete list of all of the customers of the Company which accounted 
for $25,000 or more in revenues for the fiscal year ended November 30, 2010 and for the fiscal year ended November 30, 
2009.  Except as set forth on Schedule 4.22(a), no such customer has notified the Company in writing that it (i) will stop 
buying products from the Company or otherwise cease doing business with the Company in each case in any material respect 
or (ii) requires a material price reduction for products of the Company purchased by such customer in order to retain such 
customer’s business.  All sales made by the Company to customers and distributors in the past year have been made in the 
ordinary course of business and the Company has not increased its level of sales during such period for the primary purpose 
of increasing the amount of accounts receivable for conversion into cash prior to the Closing or decreasing the demand for 
the products of the Company in the distribution chain of customers or distributors following the Closing. 

  
(b)           Schedule 4.22(b) sets forth a true and complete list of (i) the names and addresses of all suppliers from 

which the Company ordered raw materials, supplies, merchandise and other goods and services for Company’s business with 
an aggregate purchase price for each such supplier of $50,000 or more during the current fiscal year or the fiscal year ended 
November 30, 2009; and (ii) the amount for which each such supplier invoiced the Company during such periods.  The 
Company has not received any written notice from any supplier listed on Schedule 4.22(b) of any planned material adverse 
changes in the current price of such raw materials, supplies, merchandise or other goods or services. 
  
Section 4.23         Bank Accounts. 
  
Schedule 4.23 sets forth a true and complete list of all bank accounts of the Company and the names of all Persons authorized 

to draw thereon or make withdrawals therefrom. 
  
Section 4.24         Affiliate Transactions. 
  
Except as set forth on Schedule 4.24, and other than with respect to services provided to, and compensation and benefits 

owed by, the Company to employees in the ordinary course of business consistent with past practices, no Affiliate, employee, officer 
or director of the Company or holder of the capital stock of the Company (a) has any material financial interest in any property used 
by the Company, (b) has any material business dealings, a material financial interest in any transaction with the Company or a 
Contract with the Company, (c) has any outstanding Indebtedness owed to the Company, or (d) has received any funds from the 
Company since the Interim Management Financial Statements. 

  
Section 4.25         Brokers or Finders. 
  
Neither the Company nor any Seller has entered into any agreement or arrangement entitling any agent, broker, investment 

banker, financial advisor or other Person to any brokers’ 
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or finder’s fee or any other commission or similar fee in connection with any of the Transactions, except for advisory fees payable to 
McColl Partners LLC, which shall be included in the Company Transaction Expenses. 

  
Section 4.26         Accounts Receivable. 
  
All Accounts Receivable reflected in the Interim Management Financial Statements and all Accounts Receivable existing as 

of the Closing Date were, as of the date thereof, and are, as of the Closing Date, valid receivables arising out of sales in the ordinary 
course of business consistent with past practices.  All Accounts Receivable reflected on the Closing Date Statement as finally 
determined are fully collectable in the ordinary course of business (subject to any reserves that have been established in accordance 
with GAAP) and are subject to no setoffs or counterclaims; provided, however, Purchaser agrees it will not be a breach of this 
representation and warranty with respect to any such Accounts Receivable not collected from the applicable obligor in the ordinary 
course of business if, within ninety days following the Closing, Purchaser or the Company (based on direction or authorization from 
Purchaser) changes any of the terms and conditions of any accounts receivable owed by such obligor.  All Accounts Receivable are 
owned by the Company free and clear of any Encumbrances or commissions or other compensation payable other than as may be 
reflected in the Closing Date Statement as finally determined. 

  
Section 4.27         Foreign Corrupt Practices Act; Export Control Laws. 
  

(a)           The Company is in compliance in all material respects with all Applicable Laws under (i) the Foreign 
Corrupt Practices Act (15 U.S.C. §§ 78dd-1, et seq.) and the Organization for Economic Cooperation and Development 
Convention Against Bribery of Foreign Public Officials in International Business Transactions and legislation implementing 
such Convention and (ii) international anti-bribery conventions (other than the convention described in clause (i)) and local 
anti-corruption and bribery laws (i.e., of foreign countries) (collectively, the “Anti-Bribery Laws”), and the Company has not 
received any written communication that alleges that the Company or any representative or sales consultant thereof is, or may 
be, in violation of, or has, or may have, any material liability under, the Anti-Bribery Laws. 

  
(b)           The Company does not have any pending or currently anticipated disclosures to any Governmental Entity 

for potential violations of any Anti-Bribery Laws.  There have been no potential violations of Anti-Bribery Laws that have 
been discovered by or brought to the attention of the Company in the past five (5) years. 

  
(c)           The Company is in compliance in all material respects with all Export Control Laws and has not received 

any written communication that alleges that the Company is not, or may not be, in compliance in all material respects with, or 
is, or may become, subject to any action under Export Control Laws. 
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Section 4.28         Products. 
  

(a)           Schedule 4.28(a) sets forth a list of all styles of products (by style number with brief description) 
manufactured, sold, marketed or distributed by the Company in 2010. 

  
(b)           Schedule 4.28(b) sets forth all forms of express guaranty, warranty, right of return, right of credit or other 

indemnity that legally bind the Company in connection with the products manufactured, sold or delivered by the Company, 
the Company’s third party manufacturers or its agents.  No product of the Company manufactured, sold or delivered by the 
Company or the Company’s third party manufacturers or agents is subject to any guaranty, warranty or other indemnity 
beyond the applicable standard terms and conditions of sale set forth in Schedule 4.28(b) except as required by Applicable 
Law.  Each product manufactured, sold or delivered by the Company or the Company’s third party manufacturers or agents 
has been in conformity, in all material respects, with all applicable contractual commitments and all express and implied 
warranties, and Company has no material liability (and, to the Company’s Actual Knowledge, no event has occurred or 
circumstance exists that is reasonably likely to give rise to any material Losses, claim or demand against the Company giving 
rise to any liability) for damages in connection therewith. 

  
(c)           In no rolling 12 (twelve) month period since January 1, 2005, have the returns of the products of the 

Company ever exceeded 0.5% of gross sales of the products of the Company. 
  
(d)           To the Knowledge of Company, except as set forth in 4.28(d), the Company does not have any liabilities 

arising out of any injury to individuals or property as a result of the ownership, possession or use of any product 
manufactured, sold or delivered by the Company or the Company’s third party manufacturers or agents. 
  
Section 4.29         Full Disclosure. 
  
This Agreement and the Disclosure Schedule do not (i) contain any representation, warranty or information that is false or 

misleading with respect to any material fact, or (ii) omit to state any material fact necessary in order to make the representations, 
warranties and information contained herein and therein, in the light of the circumstances under which such representations, 
warranties and information were or are made or provided, not false or misleading. 
  

Section 4.30         No Other Representations. 
  
EXCEPT FOR THE REPRESENTATIONS AND WARRANTIES EXPRESSLY CONTAINED IN THIS ARTICLE IV 

AND IN ANY OTHER TRANSACTION DOCUMENT, NEITHER THE COMPANY NOR ANY OTHER PERSON ACTING ON 
BEHALF OF THE COMPANY MAKES ANY REPRESENTATION OR WARRANTY TO PURCHASER, EXPRESS OR 
IMPLIED. 
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ARTICLE V 

  
REPRESENTATIONS AND WARRANTIES OF PURCHASER 

  
Except as set forth in the Schedules to this Article V, Purchaser hereby represents and warrants to the Company and the 

Sellers as follows: 
  
Section 5.1            Organization. 
  
Purchaser is a limited liability company, validly existing and in good standing under the Applicable Laws of the State of 

Delaware.  Purchaser has the requisite power and authority to carry on its business as it is now being conducted and to own, lease and 
operate its properties and other assets. 

  
Section 5.2            Authorization. 
  
Purchaser has the requisite power and authority to execute, deliver and perform this Agreement and each of the other 

Transaction Documents to which it is a party and to consummate the Transactions.  The execution, delivery and performance by 
Purchaser of this Agreement and each other Transaction Document to which it is a party and the consummation of the Transactions by 
Purchaser have been duly authorized by all requisite action on the part of Purchaser. 

  
Section 5.3            Execution; Validity of Agreement. 
  
This Agreement has been duly executed and delivered by Purchaser and, when executed and delivered by Purchaser, each 

other Transaction Document to which Purchaser is a party will be duly executed and delivered by Purchaser.  This Agreement 
constitutes, and when executed and delivered by Purchaser, each other Transaction Document to which Purchaser is a party, will 
constitute (in each case assuming due and valid authorization, execution and delivery by the other parties hereto or thereto), a legal, 
valid and binding obligation of Purchaser, enforceable against Purchaser in accordance with its terms except (a) as limited by 
applicable bankruptcy, insolvency, reorganization, moratorium, fraudulent conveyance and other similar Applicable Laws of general 
application affecting enforcement of creditors’ rights generally and (b) the availability of the remedy of specific performance or 
injunctive or other forms of equitable relief may be subject to equitable defenses and would be subject to the discretion of the court 
before which any such proceeding may be brought. 

  
Section 5.4            Consents and Approvals; No Violations. 
  
Except as set forth in Schedule 5.4 none of the execution, delivery or performance of this Agreement or any other 

Transaction Document by Purchaser, the consummation by Purchaser of the Transactions or compliance by Purchaser with any of the 
provisions hereof or of any other Transaction Documents will (a) violate, conflict with or result in any breach of any provision of the 
Organizational Documents or Operating Documents of Purchaser, (b) require any material 
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filing with or notice to, or the obtaining of any material permit, authorization, consent or approval of, any Governmental Entity or 
other Person by Purchaser, (c) result in a violation or breach of, or constitute (with or without due notice or lapse of time or both) a 
default (or give rise to any right of termination, cancellation or acceleration) under, any of the terms, conditions or provisions of any 
note, bond, mortgage, indenture, lease, license, contract, agreement or other instrument or obligation to which Purchaser or any of its 
Affiliates is a party or by which any of them may be bound, or (d) violate in any material respect any Applicable Laws applicable to 
Purchaser, excluding from the foregoing clause (c) such violations, breaches or defaults that would not, individually or in the 
aggregate, have a material adverse effect on Purchaser’s ability to consummate the Transactions. 

  
Section 5.5            Acquisition of Shares for Investment. 
  
Purchaser is acquiring the Shares for its own account, for investment only, and not with a view to any resale or public 

distribution thereof.  Purchaser shall not offer to sell or otherwise dispose of the Shares in violation of any Applicable Law.  Purchaser 
acknowledges that (a) the Shares have not been registered under the Securities Act or any state securities laws, (b) there is no public 
market for the Shares and there can be no assurance that a public market will develop, and (c) it must bear the economic risk of its 
investment in the Shares for an indefinite period of time.  Purchaser is an “Accredited Investor” within the meaning of Rule 501 of 
Regulation D promulgated under the Securities Act. 

  
Section 5.6            Availability of Funds; Solvency. 
  
Purchaser has sufficient immediately available funds in cash or cash equivalents to pay the Purchase Price and all other 

amounts payable by Purchaser pursuant to this Agreement and to effect the Transactions.  Purchaser is solvent on the date hereof, will 
not be rendered insolvent by performance of the Transactions, will not be undercapitalized upon consummation of the Transactions, 
and will not, as a result of the Transactions, incur debts beyond its ability to pay as such debts mature. 

  
Section 5.7            Litigation. 
  
There is no action, suit, inquiry, proceeding or investigation by or before any Governmental Entity pending or, to Purchaser’s 

knowledge, threatened against Purchaser that questions or challenges the validity of this Agreement or any of the other Transaction 
Documents or any action taken or to be taken by Purchaser in connection with this Agreement or any of the other Transaction 
Documents. 

  
Section 5.8            Brokers or Finders. 
  
Neither Purchaser nor any of its Affiliates has entered into any agreement or arrangement entitling any agent, broker, 

investment banker, financial advisor or other Person to any broker’s or finder’s fee or any other commission or similar fee in 
connection with any of the Transactions except those fees and expenses that will be paid solely by Purchaser. 
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Section 5.9            No Other Representations. 
  
EXCEPT FOR THE REPRESENTATIONS AND WARRANTIES EXPRESSLY CONTAINED IN THIS ARTICLE V 

AND IN ANY OTHER TRANSACTION DOCUMENT, NEITHER PURCHASER NOR ANY OTHER PERSON ACTING ON 
BEHALF OF PURCHASER MAKES ANY REPRESENTATION OR WARRANTY TO THE SELLERS OR THE COMPANY, 
EXPRESS OR IMPLIED. 
  

ARTICLE VI 
  

CERTAIN COVENANTS AND AGREEMENTS 
  

Section 6.1            Interim Operations of the Company. 
  
During the period from the date hereof to the earlier of the date of termination of this Agreement pursuant to Section 10.1 or 

the Closing Date, except as contemplated or permitted by this Agreement, as described in Schedule 6.1 or Section 6.12 or as consented 
to by Purchaser in writing (such consent not to be unreasonably withheld, conditioned or delayed), the Company shall use 
commercially reasonable efforts to operate in all material respects in the ordinary course of business consistent with past practice, and 
the Company shall not do any of the following: 

  
(a)           amend or modify its Organizational Documents or Operating Documents; 
  
(b)           issue, sell, transfer, dispose of, pledge or encumber any of its capital stock or other equity interests, or 

securities convertible or exchangeable for, or options, warrants, calls, commitments or rights of any kind to acquire, any of its 
capital stock or other equity interests; 

  
(c)           redeem, purchase or otherwise acquire, directly or indirectly, any of its capital stock or other equity 

interests, or any instrument or security which consists of or includes a right to acquire such capital stock or other equity 
interest or declare, set aside, pay or make any distributions or payment to its stockholders with respect to any shares of its 
capital stock or other equity interests or make any payments with respect to any stock appreciation rights, phantom stock 
plans or similar arrangements (other than cash dividends or distributions, dividends or transfers of Retained Assets made 
prior to the Closing); 

  
(d)           incur, assume, endorse, or otherwise become liable for any Indebtedness, modify in any material respect the 

terms of any Indebtedness (other than modifications of short-term debt in the ordinary course of business consistent with past 
practice), or assume or guarantee the obligations of any other Person, except in the ordinary course of business; 

  
(e)           create any Encumbrance (other than a Permitted Encumbrance) on any of its assets that materially detracts 

from the value of such asset; 
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(f)            make any change in the compensation or benefits payable to any of its directors, officers or employees, 

other than (i) normal recurring salary increases or bonuses, in each case made in the ordinary course of business consistent 
with past practice, or (ii) pursuant to the terms of any Benefit Plan; 

  
(g)           enter into, adopt or amend or make any commitment to enter into, adopt or amend any Benefit Plan; 
  
(h)           hire employees or retain consultants other than in the ordinary course of business consistent with past 

practice; 
  
(i)            terminate any employee or otherwise cause any employee to resign, in each case other than (i) in the 

ordinary course of business consistent with past practice, or (ii) for cause or poor performance (in either case which is 
documented in accordance with the Company’s past practices); 

  
(j)            voluntarily permit any material insurance policy naming it as a beneficiary or a loss payable payee to be 

canceled or terminated without giving notice to Purchaser; 
  
(k)           commence or settle any litigation or arbitration; 
  
(l)            sell, lease, license, assign, transfer or otherwise dispose of any properties or assets of the Company, 

including any of its Intellectual Property or other intangible assets, except in the ordinary course of business consistent with 
past practices; 

  
(m)          adopt a plan of liquidation, dissolution, merger, consolidation or other reorganization; 
  
(n)           make any acquisition of all or any significant part of the assets, properties, capital stock or business of any 

other Person, whether by merger, stock or asset purchase or otherwise; 
  
(o)           terminate or remove any officer or plan, announce, implement or effect any reduction in force, lay off, early 

retirement program or similar program applicable generally across the Company’s employee base; 
  
(p)           enter into any Contract or other agreement with any labor union; 
  
(q)           make, change or revoke any material Tax election; settle or compromise any material Tax claim, notice, 

audit report or assessment; file an amended material Tax Return; enter into any Tax allocation, sharing or indemnity 
agreement or closing agreement relating to any Tax; surrender any right to claim a material Tax refund; or consent to extend 
or waive the statute of limitations for any material Tax claim or assessment; 
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(r)            make any change in its accounting, auditing or tax reporting methods, principles or practices, except as 

required by changes in GAAP; or 
  
(s)           agree, authorize, resolve, arrange or commit to do any of the things described in subsections (a) through 

(r) above. 
  
Section 6.2            Access; Confidentiality. 
  

(a)           Access to Books and Records.  During the period from the date hereof to the earlier of the date of 
termination of this Agreement pursuant to Section 10.1 or the Closing Date, the Company shall (i) give Purchaser and its 
authorized representatives reasonable access to all books, records, personnel, offices and other facilities and properties of the 
Company, (ii) permit Purchaser to make such copies and inspections thereof as Purchaser may reasonably request and 
(iii) cause the officers of the Company to furnish Purchaser with such financial and operating data and other information with 
respect to the business of the Company as Purchaser may from time to time reasonably request; provided that any such 
access, copies and inspections shall be at Purchaser’s expense, at a reasonable time, under the supervision of the Company’s 
personnel and in such a manner as to maintain the confidentiality of this Agreement and the Transactions and not to interfere 
with the normal operation of the business of the Company.  Notwithstanding the foregoing, Purchaser and its Affiliates, 
directly or indirectly through their respective representatives, shall not contact customers, suppliers, employees or other 
stakeholders or business partners of the Company without the express written consent of the Company; provided that 
Purchaser and its Affiliates, to the extent they have independent relations with any such third parties at the date hereof, may 
continue to have contact with such third parties in the normal course of business consistent with past practice.  Nothing 
herein shall require the Company to disclose any information to Purchaser if such disclosure would in the Company’s sole 
and absolute discretion (i) cause significant competitive harm to the Company or its Affiliates if the transactions 
contemplated by this Agreement are not consummated, (ii) jeopardize any attorney-client or other legal privilege, 
(iii) contravene any Applicable Law, fiduciary duty or binding agreement entered into prior to the date of this Agreement 
(including any confidentiality agreement to which the Company or any of its Affiliates is a party) or (iv) contravene any 
obligation of secrecy or confidentiality to any Governmental Entity. 

  
(b)           Confidentiality.  The provisions of the Confidentiality Agreement shall remain binding and in full force and 

effect on and after the date hereof.  The information contained herein or delivered to Purchaser or its authorized 
representatives pursuant hereto shall be deemed to be subject to the restrictions contained in the Confidentiality Agreement 
until the Closing.  Purchaser shall cause its consultants, advisors, co-investors, financing sources and representatives to treat 
the existence of and the terms of this Agreement after the date hereof as strictly confidential (unless compelled to disclose by 
judicial or administrative process or, based upon the advice of legal counsel, by other requirements of Applicable Law, and 
then subject to the provisions of the Confidentiality Agreement). 
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Section 6.3            Efforts and Actions to Cause Closing to Occur. 
  
Prior to the Closing, upon the terms and subject to the conditions of this Agreement, the Sellers, the Company and Purchaser 

shall use commercially reasonable efforts to take, or cause to be taken, all actions, and to do, or cause to be done, and cooperate with 
each other in order to do, all things necessary, proper or advisable (subject to any Applicable Laws) to consummate the Closing as 
promptly as practicable, including (i) the preparation and filing of all forms, registrations and notices required to be filed to 
consummate the Closing, (ii) the obtaining of all approvals, authorizations, consents, orders, licenses, permits, qualifications, 
exemptions or waivers from any Governmental Entity or other Person as may be required or appropriate in connection with the 
consummation of the Transactions, including all approvals and consents listed on Schedule 6.3 (the consents listed on Schedule 6.3 are 
referred to herein as the “Required Consents”), and (iii) the execution and delivery of any additional instruments necessary to 
consummate the Transactions and to fully carry out the purposes of this Agreement.  In addition, no party hereto shall take any action 
after the date hereof that is reasonably expected to materially delay the obtaining of, or result in not obtaining, any permission, 
approval or consent from any Governmental Entity or other Person required to be obtained prior to Closing.  Nothing contained in this 
Agreement shall require any party hereto to pay any consideration (except filing and application fees) to any other Person from whom 
any such approvals, authorizations, consents, orders, licenses, permits, qualifications, exemptions or waivers are requested. 

  
Section 6.4            Reserved. 
  
Section 6.5            Publicity. 
  
The parties agree to provide each other with a reasonable opportunity to comment on the initial press release, if any, with 

respect to the execution of this Agreement and/or consummation of the Transactions proposed by a party.  Until the termination of this 
Agreement pursuant to Section 10.1 or the Closing, each of the Sellers, the Company and Purchaser shall not (and each shall not 
permit any of its Affiliates to) issue or cause the publication of any press release or other external announcement with respect to this 
Agreement or the Transactions without prior approval of the other parties hereto, except as may be required by Applicable Law or the 
requirements of any securities exchange or quotation system. 

  
Section 6.6            Employees; Employee Benefits. 
  

(a)           Purchaser shall be liable and responsible for any notification required under the WARN Act (or under any 
similar state or local Applicable Laws), and Purchaser shall indemnify and hold the Seller Indemnified Parties harmless from 
and against any Losses incurred by any Seller Indemnified Party as a result of Purchaser’s or the Company’s failure to 
comply with the provisions of the WARN Act on or after the Closing Date or Purchaser’s failure to comply with the 
provisions of this Section 6.6(a). 

  
(b)           Effective for a period of one year from and after the Closing Date, Purchaser shall, and/or shall cause the 

Company to, provide to the employees of the 
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Company benefits, including group medical coverage, that are no less favorable, in the aggregate, than the benefits provided 
to similarly-situated employees of Purchaser. 

  
(c)           Effective from and after the Closing Date, employees of the Company who are employed by Purchaser or 

the Company shall be given credit for all purposes (other than benefit accrual) under the employee benefit plans, programs, 
policies and arrangements maintained from time to time by Purchaser or the Company for such employees’ service with the 
Company (including any deductibles, or co-insurance limits under any employee welfare benefit plan, as defined in Section 3
(1) of ERISA), to the same extent and for the same purposes that such service was taken into account under a corresponding 
Benefit Plan of the Company as of the Closing Date; provided, however, that no such service shall be credited to the extent 
that it would result in a duplication of benefits. 
  

(d)           Effective from and after the Closing Date, Purchaser and the Company shall be solely responsible for 
providing continuing benefits or coverage for any participant or any beneficiary of a participant who is or becomes a 
qualified beneficiary prior to, on or after the Closing Date under any Benefit Plan that as of the Closing Date is subject to the 
requirements of Code Section 4980B or Section 601 et seq. of ERISA, or mandated by other Applicable Law, whether such 
obligation to provide continuing benefits or coverage under any such Benefit Plan arises prior to, on or after the Closing 
Date. 

  
(e)           All provisions contained in this Agreement with respect to employee benefit plans or employee 

compensation are included for the sole benefit of the respective parties hereto and shall not create any right in any other 
Person, including any employee or former employee of the Company or any participant or beneficiary in any Benefit Plan. 

  
(f)            Purchaser shall cause the Company to continue to provide coverage under the Company’s group medical 

plan to D. Neal Hughes and his eligible dependents and Holmes Bridgers Ramsay until the termination of such group medical 
plan (and such individuals shall not be eligible for coverage under any circumstances under any plan maintained by 
Purchaser, the Company or its affiliates following such termination).  The Sellers shall be responsible for the total cost of 
such coverage and shall reimburse the Company for all premiums, claims, costs and/or benefits incurred or paid by the 
Company with respect to the coverage for such individuals within 10 days of the Seller Representative’s receipt of written 
documentation thereof from the Company.  Purchaser shall cause the Company to continue the Company’s group medical 
plan in full force and effect until at least March 1, 2011.  The individuals named in this paragraph are intended third-party 
beneficiaries of the benefits of this Section 6.6(f). 

  
(g)           Effective as of the Closing Date, the Company will cause Venosan to withdraw as a participating employer 

from each Benefit Plan, including the Company’s group medical plan. 
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Section 6.7            Termination of Certain Arrangements. 
  
Except as set forth on Schedule 6.7, all agreements between the Company and any Seller, including the Shareholders 

Agreement and the oral sales commission agreement with Daniel Künzli shall be terminated and be of no further effect upon the 
consummation of the Closing without any further action or liability on the part of the parties thereto unless earlier terminated by the 
parties thereto. 

  
Section 6.8            Maintenance of Books and Records. 
  
Each of the Company and Purchaser shall preserve, for a period of six (6) years following the Closing Date, all pre-Closing 

Date records possessed by or under the control of such party relating to the Company.  During the six (6)-year period following the 
Closing Date, upon any reasonable request from another party hereto or its representatives, the party holding such records shall 
(a) provide to the requesting party or its representatives reasonable access to such records during normal business hours and (b) permit 
the requesting party or its representatives to make copies of such records, in each case at the cost of the requesting party or its 
representatives; provided that nothing herein shall require any party to disclose any information to the other if such disclosure would 
jeopardize any attorney-client or other legal privilege or contravene any Applicable Law.  Records may be sought under this 
Section 6.8 for any reasonable purpose, including to the extent reasonably required in connection with the audit, accounting, Tax, 
litigation, federal securities disclosure or other similar proper business purpose of the party seeking such records.  Notwithstanding the 
foregoing, any and all such records may be destroyed by a party if such destroying party sends to the other parties hereto written 
notice of its intent to destroy such records, specifying in reasonable detail the contents of the records to be destroyed.  Such records 
may then be destroyed at any time after the thirtieth (30 ) day following such notice unless another party hereto notifies the destroying 
party during such thirty (30)-day period that such other party desires to obtain possession of such records, in which event the proposed 
destroying party shall transfer the records to such requesting party and such requesting party shall pay all reasonable shipping and 
other expenses of the destroying party in connection therewith. 

  
Section 6.9            Environmental Matters. 

  
(a)           Except as expressly set forth herein in subsection (k) below, Sellers shall have no obligation to indemnify 

Purchaser for any Environmental Claims unless a claim or demand is asserted against a Purchaser Indemnified Party, by a 
Person other than Purchaser (or one of its Affiliates), with respect to the circumstances underlying such Environmental 
Claim. 

  
(b)           Sellers shall determine in consultation with Purchaser whether applicable Environmental Laws require that 

any matter for which any Purchaser Indemnified Party seeks indemnification be reported to a Governmental Entity charged 
with protecting the environment (an “Agency Notification”).  To the extent an Agency Notification is required, then Sellers 
shall, in a form, manner and time specified by applicable Environmental Laws and reasonably acceptable to Purchaser:  
(i) make such Agency 
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Notification, and (ii) perform, or cause to be performed, such actions as are necessary under applicable Environmental Laws 
(the “Environmental Activity”) to achieve Acceptable Regulatory Standards. 

  
(c)           In the event an Agency Notification is not required by applicable Environmental Laws, then Sellers shall, 

with Purchaser’s consent (which consent shall not be unreasonably withheld or delayed), perform, or cause to be performed, 
such Environmental Activity as is necessary under and in a form, manner and time specified by applicable Environmental 
Laws with respect to such matter to achieve Acceptable Regulatory Standards. 

  
(d)           Subject to the terms and conditions of this Agreement, Purchaser hereby grants Sellers and their authorized 

employees, agents, representatives, consultants, contractors and subcontractors a license to enter the Real Property at 
reasonable times after Sellers provide Purchaser at least two (2) Business Days notice for the purpose of performing the 
Environmental Activities at the Real Property, unless conditions create an emergency requiring Sellers to arrange such access 
upon less than two (2) Business Days notice to Purchaser. 

  
(e)           Purchaser shall reasonably cooperate with Sellers in performing the Environmental Activities, including 

providing space at the Real Property for the installation and operation of any system necessary to implement such 
Environmental Activities; provided, however, that Purchaser does not have to take any actions that, in Purchaser’s reasonable 
judgment, would unreasonably interfere with its business operations at the Real Property. 

  
(f)            The parties agree that Sellers shall reasonably control and lead the Environmental Activities and shall 

coordinate all communications with any Governmental Entity regarding the same.  Sellers shall have the right to choose 
consultants and contractors to perform the Environmental Activities with Purchaser’s approval, which approval shall not be 
unreasonably withheld or delayed.  Any Environmental Activities conducted by Sellers or Sellers’ authorized employees, 
agents, representatives, consultants, contractors and subcontractors shall be done in a safe, workmanlike and non-negligent 
manner and in accordance with all requirements of any applicable Environmental Laws or any other standards which may 
apply to the performance of such work, including, but not limited to, any professional engineering standards.  
Notwithstanding Sellers’ indemnity obligations set forth in Article IX of this Agreement, Sellers agree to defend, indemnify 
and hold harmless Purchaser from and against any Losses incurred as a result of claims arising out of loss of life, injury to 
persons, property or business, or damage to the environment or natural resources, arising out of or caused by the performance 
or improper performance of any activities at or on the Real Property by Sellers and their authorized employees, agents, 
representatives, consultants, contractors and subcontractors. 

  
(g)           Sellers and their authorized employees, agents, representatives, consultants, contractors and subcontractors 

shall not unreasonably interfere with the use and enjoyment of the Real Property or with Purchaser’s business operations.  
Upon 

  
51 

 



 
completion of any Environmental Activity, Sellers shall remove all materials and equipment utilized or installed on the Real 
Property in connection with such Environmental Activity, and restore to the extent possible the Real Property to a condition 
as near as reasonably possible to the condition in which it existed as of the date such Environmental Activity was 
commenced. 

  
(h)           Purchaser shall not communicate with any Governmental Entity regarding the Environmental Activities 

without the prior notice to, consultation with and obtaining the prior consent of Seller Representative, which shall not be 
unreasonably withheld or delayed, unless such communication is required by Applicable Laws or such communication is 
necessary to properly protect health, safety or property in an emergency situation. 

  
(i)            Sellers shall provide to Purchaser copies of all correspondence between Sellers and any Governmental 

Entity or third party concerning the Environmental Activities, and all measurements, data, samplings, analysis and/or other 
materials resulting from, or produced pursuant to, the Environmental Activities as soon as the same are available to Sellers.  
Prior to submission to Governmental Entities or third parties, Purchaser shall have a reasonable opportunity, at its sole cost 
and expense, to review and comment upon drafts of any material reports, remedial action plans, reliance letters, or 
submissions to Governmental Entities or third parties and Sellers agree to reasonably reflect such comments in the final 
version of such documents. 

  
(j)            Sellers shall pursue all Environmental Activities required by this Section 6.9 until completion with 

reasonable diligence.  In the event that Sellers do not commence Environmental Activities required by this Section 6.9 in a 
form, manner and time specified by Environmental Laws, or timely commence Environmental Activities required by this 
Section 6.9 in a form, manner and time specified by Environmental Laws but fail thereafter to pursue such Environmental 
Activities to completion with reasonable diligence, Purchaser, at its sole option, may elect to (1) pursue the Environmental 
Activities to completion or (2) pursue any and all legal remedies available to it to require Sellers to perform their obligations 
under this Agreement.  In either situation, Sellers agree that their failure to perform the Environmental Activities as required 
by, and in accordance with the terms and conditions in, this Agreement shall be included as an Environmental Claim under 
Section 9.2(b)(v). 

  
(k)           If North Carolina law changes so as to allow use of risk-based corrective action (“RBCA”) or analogous 

standards to attain Acceptable Regulatory Standards with respect to the conditions identified in Item 1, 3 or 4 of Schedule 
4.16(a) without requiring any groundwater remediation (including remediation by monitored natural degradation or 
attenuation), the parties agree to take such action as is necessary pursuant to such RBCA or analogous standards to attain a 
written determination of appropriate regulatory authorities that no further action is required with respect to such conditions; 
provided, however, that Purchaser may, in its sole discretion, reject the form and content of any proposed land use restriction 
on the Real Property unless such land use restriction only prohibits (i) the use of groundwater at the Real Property, and 
(ii) the use of the Real Property for residential purposes including schools, daycare centers, nursing homes, and 

  
52 

 



 
playgrounds.  The parties further agree that the fees and expenses of so complying with such RBCA or analogous standards 
shall constitute an Environmental Claim for which Sellers shall indemnify Purchaser regardless whether a Person other than 
Purchaser has asserted a claim or demand against a Purchaser Indemnified Party with respect to the circumstances underlying 
such Environmental Claim. 

  
(l)            The specific indemnity obligations set forth in Section 9.2(b)(v) hereof with respect to conditions identified 

in Items 1, 3 and 4 of Schedule 4.16(a) shall terminate with respect to each such item upon the earlier of (i) receipt of a 
written determination by appropriate Governmental Entities that no further action is required with respect to such item, or 
(ii) ten (10) years from the Closing Date.  The remedies provided in this Section 6.9 and Article IX shall constitute the sole 
and exclusive remedies available to any party hereto with respect to any claim relating to the conditions identified in Items 1, 
3 and 4 of Schedule 4.16(a) (whether any such claim shall be made in contract, breach of warranty, tort or otherwise); it 
being agreed and acknowledged that no Purchaser Indemnified Party may bring a claim under Section 9.2(a) or 9.2(b) (other 
than pursuant to Section 9.2(b)(v)) with respect to any of the conditions identified in Items 1, 3 and 4 of Schedule 4.16(a) or 
the matters set forth in this Section 6.9, provided, however, that, the foregoing shall not limit the availability to any party of 
injunctive and other equitable relief, including specific performance. 
  
Section 6.10         Customer Note. 
  
From and after the Closing Date until the date that is one (1) year from the maturity date of the Customer Note, Purchaser 

shall use commercially reasonable efforts in the ordinary course of business to collect amounts due to the Company under the 
Customer Note and shall not, without the prior written consent of the Seller Representative, (i) materially change any of the terms and 
conditions of such Customer Note, or (ii) transfer or assign such Customer Note to any Person other than to an Affiliate of Purchaser 
or the Company or to a successor in interest to all or substantially all of the assets or equity interests of the Company, whether by 
merger, consolidation, stock acquisition, asset acquisition, share exchange or similar transaction.  If and when cash is received by the 
Company, the Purchaser or their Affiliates under the Customer Note, such amounts shall be promptly remitted to the Seller 
Representative for disbursement to the Sellers. 

  
Section 6.11         Schedule Updates. 
  
From and after the date of this Agreement until the Closing, the Company shall be entitled to supplement the 

Schedules relating to the representations and warranties in Article IV to reflect any facts, circumstances or events first arising or, in 
the case of representations given to the Company’s Knowledge or Company’s Actual Knowledge, becoming known to the Company 
during the period subsequent to the date hereof, by providing Purchaser with written notice setting forth the proposed supplement and 
specifying the Schedule or Schedules affected thereby.  No information provided by the Company pursuant to this Section 6.11 shall 
be deemed to cure any breach of any representation, warranty or covenant made in this Agreement or limit the Purchaser’s ability to 
terminate this Agreement purchase to Section 10.1(e). 
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Section 6.12         Pre-Closing Transfer of Retained Assets. 
  
Prior to the Closing, the Company shall be permitted to distribute, dividend or otherwise transfer to Sellers or any other 

Person the Retained Assets. 
  
Section 6.13         Venosan IBNR Reserve Amount. 
  
By no later than the six month anniversary of the Closing Date, Purchaser shall deliver to the Seller Representative a 

certificate detailing the aggregate amount of payments made by the Company after Closing for medical claims of Venosan employees 
(and their dependents) relating to any pre-Closing period (such aggregate amount, the “Venosan IBNR Payment Amount”).  Seller 
Representative shall have the right to review Purchaser’s calculation of the Venosan IBNR Payment Amount for a period of thirty (30) 
days following receipt of such certificate.  During such review period, Purchaser shall make the work papers, back-up materials and 
books and records relating to its calculation of the Venosan IBNR Payment Amount available to the Seller Representative and its 
accountants at reasonable times and upon reasonable notice following the delivery of such certificate by Purchaser to the Seller 
Representative hereunder.  In the event Seller Representative shall object to Purchaser’s calculation of the Venosan IBNR Payment 
Amount, and Seller Representative and Purchaser are subsequently unable to resolve all of such disputed matters within thirty (30) 
days following such objection, Purchaser and the Seller Representative shall promptly thereafter jointly engage the Neutral 
Accountant to resolve any disputed items not resolved by the Seller Representative and Purchaser with respect to the calculation of the 
Venosan IBNR Payment Amount.  In the event the Venosan IBNR Reserve Amount exceeds the Venosan IBNR Payment Amount, 
Purchaser or the Company shall pay Sellers, in accordance with the Seller Allocation Percentages, to the extent of such excess.  In the 
event the Venosan IBNR Payment Amount exceeds the Venosan IBNR Reserve Amount, the excess payment shall be payable to the 
Purchaser by the Sellers. 
  

ARTICLE VII 
  

CONDITIONS TO OBLIGATIONS OF THE PARTIES 
  

Section 7.1            Conditions to Purchaser’s Obligations. 
  
The obligations of Purchaser to consummate the Transactions shall be subject to the satisfaction on or prior to the Closing 

Date of each of the following conditions, any of which may be waived, if legally permissible, by Purchaser in writing: 
  

(a)           Statutes; Court Orders.  No statute, rule or regulation shall have been enacted or promulgated by any 
Governmental Entity that prohibits or restrains the consummation of the Closing; there shall be no order or injunction of a 
court of competent jurisdiction in effect precluding consummation of the Closing, provided that the parties shall use their 
commercially reasonable efforts to have any such order or injunction vacated or lifted; and there shall not be pending any 
suit, action or proceeding 
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by any Governmental Entity or any third party seeking to restrain or prohibit the consummation of the Closing or the 
performance of any of the other Transactions or which, if unfavorably adjudicated, would materially and adversely affect the 
right of Purchaser to own the assets or operate the business of the Company. 

  
(b)           Regulatory Approval.  All relevant statutory, regulatory or other governmental waiting periods whether 

domestic, foreign or supranational, if applicable, in connection with the Transactions shall have expired or been terminated 
and any approvals required thereby in connection with the Transactions shall have been obtained and shall be in full force 
and effect. 

  
(c)           Representations and Warranties.  Each of the representations and warranties of the Sellers set forth in 

Article III and of the Company set forth in Article IV that are qualified by “material,” “Company Material Adverse Effect,” 
or words of similar meaning shall be true and correct in all respects and each such other representations and warranties shall 
be true and correct in all material respects, in each case as of the date of this Agreement and as of the Closing Date (or in the 
case of representations and warranties that are made as of a specified date, shall be true and correct as of such specified date).

  
(d)           Covenants and Obligations.  The Company and the Sellers shall have performed and complied in all 

material respects with each of the covenants and obligations to be performed and complied with by such parties at or before 
the Closing under this Agreement. 

  
(e)           Deliveries by the Company and the Sellers.  The Company and the Sellers shall have delivered to Purchaser 

those items required to be delivered by them pursuant to Section 2.5. 
  
(f)            Required Consents.  All Required Consents set forth in Schedule 6.3 shall have been obtained or received, 

as the case may be, and shall be in full force and effect. 
  
(g)           No Material Adverse Effect.  There shall not have occurred any event, fact or circumstance which has 

resulted in, or could reasonably be expected to result in, a Material Adverse Effect on the Company. 
  
(h)           Termination of Rights and Certain Securities.  Any registration rights, rights of first refusal, voting rights, 

or other rights relating to any equity security of the Company shall have been terminated, waived or satisfied. 
  
Section 7.2            Conditions to Obligations of the Sellers and the Company. 
  
The obligations of the Sellers and the Company to consummate the Transactions shall be subject to the satisfaction on or 

prior to the Closing Date of each of the following conditions, any of which may be waived, if legally permissible, by the Sellers and 
the Company in writing: 
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(a)           Statutes; Court Orders.  No statute, rule or regulation shall have been enacted or promulgated by any 

Governmental Entity that prohibits or restrains the consummation of the Closing; there shall be no order or injunction of a 
court of competent jurisdiction in effect precluding consummation of the Closing, provided that the parties shall use their 
commercially reasonable efforts to have any such order or injunction vacated or lifted; and there shall not be pending any 
suit, action or proceeding by any Governmental Entity seeking to restrain or prohibit the consummation of the Closing or the 
performance of any of the other Transactions. 

  
(b)           Representations and Warranties.  The representations and warranties of Purchaser set forth in Article V 

shall be true and correct in all material respects as of the Closing Date (or in the case of representations and warranties that 
are made as of a specified date, shall be true and correct as of such specified date), except to the extent that the failure of such 
representations and warranties to be so true and correct would not have a material adverse effect on the ability of Purchaser to 
consummate the Transactions. 

  
(c)           Covenants and Obligations.  Purchaser shall have performed and complied in all material respects with each 

of the covenants and obligations to be performed and complied with by it at or before the Closing under this Agreement. 
  
(d)           Deliveries by Purchaser.  Purchaser shall have delivered to the Company or other applicable Persons those 

items required by Section 2.6. 
  

ARTICLE VIII 
  

TAX MATTERS 
  

Section 8.1            Tax Indemnity. 
  
Subject to the remainder of this Article VIII, Section 9.6(b) and the rest of Article IX (but only to the extent it does not 

conflict with this Article VIII), (i) Sellers shall be liable for and shall indemnify and hold Purchaser harmless against any Losses 
incurred resulting from or arising out of (A) any Taxes of, or with respect to, the Company, with respect to any Tax period or portion 
thereof ending on or before the Closing Date (“Pre-Closing Tax Periods”), except to the extent such Taxes are both accrued for on the 
Closing Date Statement as finally determined and taken into account in finally determining the Actual Closing Date Net Working 
Capital or paid to Purchaser pursuant to Section 8.2(b), (B) Taxes of Sellers (including capital gains Taxes arising as a result of the 
Transactions) or any of their Affiliates (excluding the Company) for any Tax period; (C) Taxes attributable to any breach or 
inaccuracy of any representation in Section 4.19 or any failure to comply with any covenant or agreement of Sellers or (prior to the 
Closing) the Company with respect to Taxes (including any obligation to cause the Company to take, or refrain from taking, any 
action under this Agreement with respect to Taxes); or (D) the unpaid Taxes of any Person (other than the Company) imposed on the 
Company (or any predecessor) under Treasury Regulations Section 1.1502-6 (or any similar provision of state, local or foreign 
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law), as a transferee or successor, by Contract, or otherwise; and (ii) Purchaser shall be liable for and shall hold the Sellers harmless 
against any Losses incurred resulting from or arising out of Taxes of, or with respect to, the Company with respect to any Tax Period 
or portion thereof beginning after the Closing Date.  With respect to any periods beginning on or before the Closing Date and ending 
after the Closing Date (“Straddle Periods”), the allocation of such Taxes shall be determined on an interim closing of the books as of 
the close of business on the Closing Date, except for ad valorem Taxes and other Taxes due without regard to income or receipts 
which shall be prorated on a daily basis.  Any deductions attributable to any of the Company Transaction Expenses or the Closing 
Date Debt being repaid pursuant to Section 2.3 shall be allocated to the Pre-Closing Tax Period ending on the Closing Date.  The 
Deductible Amount (as defined in Section 9.6(a)) shall not apply to the indemnity under this Section 8.1.  In the event of a claim by a 
Purchaser Indemnified Party pursuant to this Section 8.1, such Purchaser Indemnified Party shall seek payment first from the 
Indemnity Escrow Account in accordance with the Indemnity Escrow Agreement, and then to the extent of any excess, the 
Indemnifying Parties shall deliver such payment in immediately available funds to an account specified in writing by Purchaser. 

  
Section 8.2            Tax Returns. 
  

(a)           The Seller Representative shall prepare and timely file, or shall cause to be prepared and timely filed, all 
Tax Returns in respect of the Company that are required to be filed (taking into account any extension) on or before the 
Closing Date, and Sellers shall pay, or cause to be paid, all Taxes of the Company due on or before the Closing Date.  Such 
Tax Returns shall be prepared by treating items on such Tax Returns in a manner consistent with the past practice of the 
Company with respect to such items (except as otherwise required by Applicable Law).  At least twenty (20) days prior to 
filing any such Tax Return, the Seller Representative shall submit a copy of such Tax Return to Purchaser for Purchaser’s 
review and approval, which approval shall not be unreasonably withheld. 

  
(b)           Purchaser shall prepare or cause to be prepared, and timely file, or cause to be timely filed, all Tax Returns 

for the Company required to be filed after the Closing Date with respect to any Tax period that ends before or includes the 
Closing Date.  All such Tax Returns shall be prepared on a basis consistent with past practice (except as otherwise required 
by Applicable Law).  At least twenty (20) days prior to the date (including extensions) on which each such Tax Return to be 
prepared by Purchaser is filed, Purchaser shall submit such Tax Return to the Seller Representative for its review and 
comment, and Purchaser shall incorporate all reasonable changes requested by the Seller Representative at least ten (10) days 
prior to the due date of such Tax Return.  The Sellers shall be liable for and shall promptly reimburse Purchaser for the 
amount of unpaid Tax reflected on such Tax Returns attributable to the period or portion thereof ending on or before the 
Closing Date except to the extent such Taxes are both accrued for on the Closing Date Statement as finally determined and 
taken into account in finally determining the Actual Closing Date Net Working Capital.  Purchaser or the Company shall 
promptly reimburse the Sellers to the extent (i) the amount of income Taxes paid (whether as payments of estimated income 
Tax, credits of prior years’ income Tax 
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refunds in lieu of payment of such refunds or otherwise) by the Company on or before the Closing Date with respect to any 
Pre-Closing Tax Period for which an income Tax Return is filed after the Closing by Purchaser under this Section 8.2
(b) (except to the extent such income Taxes paid are both accrued for on the Closing Date Statement as finally determined 
and taken into account in finally determining the Actual Closing Date Net Working Capital) plus the amount of liabilities and 
reserves for such income Taxes reflected on the Closing Date Statement as finally determined and taken into account in 
determining the Actual Closing Date Net Working Capital exceed (ii) the amount of the Company’s income Taxes 
attributable to such Pre-Closing Tax Period, but only to the extent such excess neither arises from the carryback of a loss or 
other Tax benefit from a subsequent Tax period nor can be received in cash as a Tax benefit (if at all) only in a subsequent 
Tax period.  Purchaser shall not take any action, or allow the Company to take any action, in each case other than in the 
ordinary course of business, on the Closing Date that would increase the indemnification obligation of the Sellers hereunder 
for Taxes attributable to any Pre-Closing Tax Period. 
  
Section 8.3            Disputes Over Tax Returns. 
  
If the Seller Representative objects to the Purchaser’s failure to incorporate proposed changes (submitted to the Purchaser 

under Section 8.2(b)) to a return to be filed by the Purchaser under Section 8.2(b), the Seller Representative shall furnish the Purchaser 
with a statement setting forth in reasonable detail the basis for such objection.  If the parties are unable to resolve such dispute within 
ten (10) days following the date the Purchaser receives notice of such objection and such statement, then, to the extent the item to 
which such dispute relates would result in the Sellers incurring an indemnification obligation to Purchaser under Section 8.1, such 
dispute shall be submitted to the Neutral Accountant for resolution regarding whether such Tax Return has been prepared in 
accordance with Applicable Laws and generally consistent with prior Tax Returns of the Company.  The Purchaser and the Seller 
Representative shall use their reasonable efforts to cause the Neutral Accountant to resolve the dispute in sufficient time to permit the 
timely filing of such Tax Return; provided, that if a draft Tax Return is subject to an ongoing dispute under this Section 8.3 at the time 
that it is required to be filed, then such Tax Return shall be filed as initially prepared by the filing party, subject to amendment or 
adjustment following resolution of the dispute.  All fees and expenses of the Neutral Accountant in connection with any dispute under 
this Section 8.3 shall be paid equally by Purchaser and the Sellers (first from the Seller Representative Fund), and each party shall pay 
all fees and expenses of the attorneys, accountants and other representatives engaged by such party in connection therewith. 

  
Section 8.4            Cooperation on Tax Matters. 
  
After the Closing, upon reasonable written notice, Purchaser (or the Company) and the Sellers shall furnish or cause to be 

furnished to each other, as promptly as practicable, such information and assistance (to the extent within the control of such party) 
relating to the Company (including access to books, records and personnel) as is reasonably requested for the filing of all Tax Returns 
(including any extensions thereof), the making of any election related to Taxes, the preparation for any Audit, and the prosecution or 
defense of any action related to any 
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Tax or Tax Return.  Purchaser, the Company and the Sellers agree to retain all books and records with respect to Tax matters and 
pertinent to the Company relating to any taxable period beginning before the Closing Date for a period of six (6) years following the 
Closing Date, and to abide by all record retention agreements entered into with any Governmental Entity. 

  
Section 8.5            Tax Contests. 
  
Purchaser or the Company, on the one hand, and the Seller Representative on behalf of the Sellers, on the other hand, shall 

notify each other within ten (10) days of either (a) their receipt of any notice of any Tax audit, assessment, adjustment, examination or 
proceeding with respect to Taxes relating to a taxable period ending on or prior to the Closing Date or to a Straddle Period (“Tax 
Contest”) or (b) their receipt of a written notice threatening any Tax Contest, in either case relating in whole or in part to Taxes for 
which any of the Purchaser Indemnified Parties may be entitled to indemnification from the Sellers hereunder.  Purchaser shall have 
the right (at its expense, provided that the Sellers shall bear the expense of any third-party advisors engaged in connection therewith, 
which advisors shall be mutually agreeable to Purchaser and the Seller Representative) to control the conduct and resolution of any 
such Tax Contests with respect to the Company; provided, however, that the Seller Representative shall have the right (at its expense) 
to participate in the conduct of such Tax Contest (including the right to receive copies of all related correspondence, the right to 
review and comment to all responses, protests and other submissions, and the right to attend meetings with any Tax authority) as long 
as the Seller Representative delivers to the Purchaser the Seller Representative’s written acknowledgment of the Sellers’ obligation to 
indemnify the Purchaser Indemnified Parties with respect to such Tax Contest.  Notwithstanding any failure of the Seller 
Representative to exercise such right, Purchaser shall keep the Seller Representative reasonably informed of all developments on a 
timely basis and Purchaser shall not agree to settle any Tax liability or compromise any claim with respect to Taxes involving the 
Company, which settlement or compromise could reasonably be expected to adversely affect the Sellers’ liability for indemnification 
for Taxes hereunder, without the prior written consent of the Seller Representative (which consent may not be unreasonably withheld 
or delayed).  The parties each agree to consult with and to keep the other parties hereto informed on a regular basis regarding the 
status of any Tax Contest to the extent that such Tax Contest could affect a liability of such other parties (including indemnity 
obligations hereunder).  To the extent of any conflict between the provisions of this Section 8.5 and Section 9.4, this Section 8.5 shall 
govern. 

  
Section 8.6            Amended Tax Returns. 
  
Neither Purchaser nor the Company may amend a Tax Return of the Company with respect to a taxable period beginning 

before the Closing Date, or (subject to Section 8.8) file or amend any tax election with respect to the Company with respect to a 
taxable period beginning before the Closing Date, in each case, without the prior written consent of the Seller Representative (which 
consent may not be unreasonably withheld or delayed). 
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Section 8.7            Refunds. 
  
Except as otherwise provided in Section 8.2(b) or this Section 8.7, to the extent any determination of the Tax liability of the 

Company, whether as a result of an Audit, a claim for refund, the filing of an amended Tax Return, or otherwise, results in any refund 
of Taxes paid by the Company on or prior to the Closing Date or by the Sellers after the Closing Date pursuant to this Agreement with 
respect to any Pre-Closing Tax Period, then, to the extent not reflected in the Closing Date Statement as finally determined and taken 
into account in finally determining the Actual Closing Date Net Working Capital, Purchaser shall cause the Company to promptly pay 
any such refund and any interest received thereon, net of any third party out of pocket cost to Purchaser and its Affiliates attributable 
to the obtaining and receipt of such refund, to the Seller Representative (for distribution to the applicable Sellers in accordance with 
the Company Charter as in effect immediately prior to the Closing) upon receipt thereof (or upon application of such refund to other 
amounts of Taxes owed) by the Company.  Purchaser and the Company shall not be required to pay such refund to the Seller 
Representative to the extent such refund arises as the result of a carryback of a loss or other Tax benefit from a taxable period (or 
portion thereof) beginning after the Closing Date.  To the extent such refund is subsequently disallowed or required to be returned to 
the applicable Tax authority, the Seller Representative and Sellers agree promptly to repay the amount of such refund, together with 
any interest, penalties or other additional amounts imposed by such Tax authority, to Purchaser (or, if directed by Purchaser, the 
Company).  Purchaser shall, and shall cause the Company to, reasonably cooperate with the Seller Representative in obtaining any 
Tax refunds to which the Sellers would be entitled pursuant to this Section 8.7, as reasonably requested by the Seller Representative, 
including filing any amended Tax Returns necessary to claim any such refunds. 

  
Section 8.8            Transfer Taxes; No Election; Tax Sharing Agreements. 
  
Notwithstanding anything herein to the contrary, all transfer, documentary, sales, use, stamp, registration, value added, real 

estate transfer and other such Taxes (including any penalties and interest) incurred in connection with the consummation of the 
Transactions (“Transfer Taxes”) shall be borne by Sellers, and Sellers Representative will, at its expense, timely file all necessary Tax 
Returns and other documentation required with respect to all such Transfer Taxes and will provide Purchaser with evidence 
satisfactory to Purchaser that such Transfer Taxes have been paid by Sellers.  Except as otherwise agreed by Purchaser and the Seller 
Representative after the Closing, no election under Section 338 of the Code (or any similar provision under state, foreign or local 
Applicable Law) shall be made in respect of the Company and the Transactions.  All Tax allocation, sharing, indemnity or similar 
agreements between the Company, on the one hand, and any of the Sellers and their Affiliates, on the other hand, shall be terminated 
on or prior to the Closing Date, and, after the Closing Date, the Company shall not be bound thereby or have any liability thereunder. 

  
60 

 



 
Section 8.9            Survival. 
  
Notwithstanding anything to the contrary herein, (i) each provision of this Article VIII and the representations and warranties 

set forth in Section 4.19 shall survive until sixty (60) days after the expiration of the statute of limitations applicable thereto (including 
extensions), and (ii) the indemnification obligations set forth in this Article VIII shall be the sole and exclusive indemnification 
obligations of the parties hereto with respect to Tax-related Losses.  Notwithstanding the preceding portion of this Section 8.9, any 
claim relating to Tax-related Losses that is asserted pursuant to this Article VIII prior to the applicable survival end date described 
above shall survive until such claim is finally resolved and satisfied in accordance with this Article VIII.  To the extent the provisions 
of this Article VIII and Article IX conflict, the provisions of this Article VIII shall control. 
  

ARTICLE IX 
  

SURVIVAL AND INDEMNIFICATION 
  

Section 9.1            Survival. 
  
Subject to Section 9.5, the parties hereto agree that their respective representations, warranties, covenants and agreements 

contained in this Agreement shall survive the Closing. 
  
Section 9.2            Indemnification by Sellers. 
  

(a)           Individual Seller Breach.  Subject to the other provisions of this Article IX, from and after the Closing, each 
Seller, on a several (and not joint) basis, shall indemnify Purchaser, its officers, directors and stockholders, and the respective 
successors of each of the foregoing (each, a “Purchaser Indemnified Party”), from and against any and all Losses incurred by 
any Purchaser Indemnified Party after the Closing as a result of or arising out of: 

  
(i)            The breach of any representation or warranty made by such Seller to Purchaser in Article III or in 

any certificate furnished by such Seller to Purchaser pursuant to this Agreement; or 
  
(ii)           The failure of such Seller to perform any covenant or agreement of such Seller under this 

Agreement. 
  
(b)           Company Breach.  Subject to the other provisions of this Article IX, from and after the Closing, the Sellers 

shall, on a several (and not joint) basis in accordance with and limited to their respective Allocation Percentages, indemnify 
each Purchaser Indemnified Party from and against any and all Losses incurred by any Purchaser Indemnified Party after the 
Closing as a result of or arising out of: 

  
(i)            The breach of any representation or warranty made by the Company to Purchaser in Article IV 

(other than in Section 4.19, the breach of 
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which shall be governed by Section 8.1) or in any certificate furnished by the Company to Purchaser pursuant to this 
Agreement; 

  
(ii)           The failure of the Company to perform any covenant or agreement of the Company under this 

Agreement (other than in Article VIII, the breach of which shall be governed by Section 8.1); 
  
(iii)          The Retained Assets; 
  
(iv)          The obligations of the Sellers for Venosan IBNR Payment Amount as set forth in Section 6.13 and 

any other liabilities of the Company arising out of the participation in, or any claim made under, any Benefit Plan by 
a Venosan employee (“Venosan Claims”); 

  
(v)           Subject to the terms and conditions of Section 6.9, the environmental issues described in Item 1, 3 

or 4 of Schedule 4.16(a) and any liability or demand to conduct Environmental Activities with respect to the 
environmental issues described in Item 1, 3 or 4 of Schedule 4.16(a) (“Environmental Claims”); or 

  
(vii)         Any Company Transaction Expenses and Indebtedness which are not provided for in either the 

Estimated Closing Date Schedule or in the Closing Date Schedule provided for in Section 2.4. 
  
Section 9.3            Indemnification by Purchaser. 
  
Subject to the other provisions of this Article IX, from and after the Closing, Purchaser shall indemnify each Seller and the 

Seller Representative and their respective officers, directors, stockholders, members and managers, and the respective successors of 
each of the foregoing (each, a “Seller Indemnified Party”) from and against any and all Losses incurred by any Seller Indemnified 
Party after the Closing as a result of or arising out of: 

  
(a)           The breach of any representation or warranty made by Purchaser herein or in any certificate furnished by 

Purchaser pursuant to this Agreement; or 
  
(b)           The failure of Purchaser to perform any covenant or agreement of Purchaser under this Agreement. 

  
Section 9.4            Method of Asserting Claims. 
  
All claims for indemnification by any Indemnified Party under this Article IX shall be asserted and resolved as follows: 
  

(a)           Third Party Claims.  If any claim or demand in respect of which an Indemnified Party might seek indemnity 
under this Article IX is asserted against such Indemnified Party by a Person other than a Seller or Purchaser (a “Third Party 
Claim”), 
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the Indemnified Party shall give written notice (the “Third Party Claim Notice”) and the details thereof including an estimate 
of the claimed Losses and copies of all relevant pleadings, documents and information to the Indemnifying Party within a 
period of thirty (30) days following the assertion of the Third Party Claim against the Indemnified Party; provided that the 
failure to so notify the Indemnifying Party shall not relieve the Indemnifying Party of its obligations hereunder except to the 
extent such failure shall have prejudiced the Indemnifying Party or shall have resulted in the expiration of the relevant time 
period set forth in Section 9.5.  Within thirty (30) days after its receipt of the Third Party Claim Notice (the “Third Party 
Claim Response Period”), the Indemnifying Party shall give notice to the Indemnified Party, in writing, either acknowledging 
or denying its obligations to indemnify and defend under this Article IX. 

  
(i)            If the Indemnifying Party notifies the Indemnified Party that it acknowledges its obligations to 

indemnify and defend the Indemnified Party against the Third Party Claim, in the event such Third Party Claim will 
have a continuing effect in any material respect on the businesses of the Company or Purchaser and is not primarily 
for money damages, the Indemnified Party shall have the right to conduct and control, through counsel of its 
choosing, the defense, compromise or settlement of any Third Party Claim against such Indemnified Party as to 
which indemnification will be sought by the Indemnified Party from the Indemnifying Party hereunder; provided 
that unless consented to by the Indemnifying Party (which consent shall not be unreasonably withheld), the 
Indemnified Party shall not pay, compromise or settle any such Third Party Claim.  The Indemnifying Party shall 
cooperate fully in such defense, including making available to the Indemnified Party all books, records and 
documents within the Indemnifying Party’s control or that it can reasonably obtain relating to the Third Party 
Claim.  The Indemnifying Party may at any time file any pleadings or take any other action that the Indemnifying 
Party reasonably believes to be necessary to protect its interests due to the failure of the Indemnified Party to 
diligently defend such action.  The Indemnifying Party, at its expense, may participate in, but not control, any 
defense or settlement of any Third Party Claim conducted by the Indemnifying Party pursuant to this Section 9.4(a)
(i). 

  
(ii)           If the Indemnifying Party notifies the Indemnified Party that it acknowledges its obligations to 

indemnify and defend the Indemnified Party against the Third Party Claim, and the Third Party Claim is solely for 
money damages or where there will be no continuing effect in any respect on the businesses of the Company or 
Purchaser, then the Indemnifying Party shall at its expense defend such Third Party Claim by all appropriate 
proceedings, which proceedings will be diligently prosecuted to a final conclusion or will be settled, at the discretion 
of the Indemnifying Party, and shall pay all Losses of the Indemnified Party resulting or arising from such Third 
Party Claim, subject to Section 9.6; provided that unless consented to by the Indemnified Party (which consent shall 
not be unreasonably withheld), the Indemnifying Party shall not enter into any settlement that requires a non-
monetary commitment by the Indemnified Party.  The Indemnified Party will cooperate fully in such defense, 
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including making available to the Indemnifying Party all books, records and documents within the Indemnified 
Party’s control or that it can reasonably obtain relating to the Third Party Claim.  The Indemnified Party may at any 
time file any pleadings or take any other action that the Indemnified Party reasonably believes to be necessary to 
protect its interests due to the failure of the Indemnifying Party to diligently defend such action.  The Indemnified 
Party, at its expense, may participate in, but not control, any defense or settlement of any Third Party Claim 
conducted by the Indemnifying Party pursuant to this Section 9.4(a)(ii). 

  
(iii)          If the Indemnifying Party notifies the Indemnified Party that it acknowledges its obligation to 

indemnify and defend the Indemnified Party with respect to a Third Party Claim, then, subject to Section 9.6, the 
Losses of the Indemnified Party resulting from or arising out of such Third Party Claim in the amount finally 
determined will be deemed a liability of the Indemnifying Party under this Article IX, and the Indemnifying Party 
shall pay the amount of such Losses to the Indemnified Party on demand. 
  

(iv)          If the Indemnifying Party notifies the Indemnified Party within the Third Party Claim Response 
Period that the Indemnifying Party denies its obligation to indemnify and defend the Indemnified Party with respect 
to such Third Party Claim (provided that the failure of the Indemnifying Party to notify the Indemnified Party within 
the Third Party Claim Response Period whether the Indemnifying Party acknowledges its obligation to indemnify 
and defend the Indemnified Party with respect to such Third Party Claim shall be deemed to be notice of such a 
denial), the Indemnifying Party and the Indemnified Party will proceed in good faith to negotiate a resolution of 
such dispute, and if not resolved through negotiations within a period of thirty (30) days from the date of such 
notice, either party may resort to litigation in accordance with Section 9.4(c). 
  
(b)           Other Claims.  In the event any Indemnified Party has a claim under this Article IX against any 

Indemnifying Party that does not involve a Third Party Claim, the Indemnified Party shall give written notice (the “Claim 
Notice”) and the details thereof, including an estimate of the claimed Losses and copies of all relevant information and 
documents, to the Indemnifying Party within a period of thirty (30) days following the discovery or receipt of notification of 
the claim by the Indemnified Party; provided that the failure to so notify the Indemnifying Party shall not relieve the 
Indemnifying Party of its obligations hereunder except to the extent such failure shall have prejudiced the Indemnifying Party 
or shall have resulted in the expiration of the time period set forth in Section 9.5.  The Indemnifying Party will notify the 
Indemnified Party within a period of thirty (30) days after the receipt of the Claim Notice by the Indemnifying Party (the 
“Claim Response Period”) whether the Indemnifying Party disputes its liability to the Indemnified Party under this Article IX
with respect to such claim. 
  

If the Indemnifying Party notifies the Indemnified Party that it does not dispute the claim described in such Claim 
Notice, then, subject to Section 9.6, the Losses of the Indemnified Party resulting from or arising out of such claim in the 
amount finally 
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determined will be deemed to be a liability of the Indemnifying Party under this Article IX, and the Indemnifying Party shall 
pay the amount of such Losses to the Indemnified Party on demand.  If the Indemnifying Party notifies the Indemnified Party 
within the Claim Response Period that the Indemnifying Party disputes its liability with respect to such claim (provided that 
the failure of the Indemnifying Party to notify the Indemnified Party within the Claim Response Period whether the 
Indemnifying Party disputes the claim described in such Claim Notice shall be deemed to be notice of such a dispute), the 
Indemnifying Party and the Indemnified Party will proceed in good faith to negotiate a resolution of such dispute, and if not 
resolved through negotiations within a period of thirty (30) days from the date of such notice, either party may resort to 
litigation in accordance with Section 9.4(c). 
  

(c)           Resolution of Disputes.  Any dispute submitted to litigation pursuant to this Section 9.4(c) shall be finally 
and conclusively determined by litigation in a court of competent jurisdiction.  Each party to this Agreement agrees that the 
state and federal courts located in the State of New York shall have exclusive jurisdiction to hear and determine any suit, 
action or proceeding, and to settle any disputes, which may arise out of or in connection with this Agreement and, for such 
purposes, consents to submit itself to the personal jurisdiction of such courts.  Each of the parties hereto (a) agrees that it shall 
not attempt to deny or defeat such personal jurisdiction by motion or other request for leave from any such court, and 
(b) agrees that it shall not bring any action relating to this Agreement or any of the Transactions in any court other than courts 
set forth above.  Purchaser agrees that the process by which any suit, action or proceeding is begun may be served on 
Purchaser by being given to Purchaser in accordance with Section 11.3. 
  
Section 9.5            Time Limits on Claims. 
  
Except as otherwise provided in this Section 9.5, the representations and warranties of each of the parties hereto set forth in 

this Agreement or in any certificate delivered by any party at the Closing shall survive the Closing and the consummation of the 
Transactions and continue until the date that is twelve (12) months after the Closing Date, at which time they shall expire and be of no 
further force and effect (the “Survival Period”); provided, however, that the Survival Period for breaches of any Fundamental 
Representations and Section 4.18 (Employee Benefits) shall be until the expiration of the statute of limitations plus sixty (60) days.  
No claim or action shall be brought under this Article IX for breach of a covenant or agreement more than twelve (12) months 
following the last day on which such covenant or agreement is required to be performed; provided, however, that (i) any Venosan 
Claims or claims related to the Retained Assets may be made at any time until the expiration of the statute of limitations plus 
sixty (60) days and (ii) any Environmental Claims shall be until such date as described in Section 6.9(l).  The parties intend to shorten 
the statute of limitations and agree that no claims or causes of action (other than those (A) relating to fraud by a party or (B) relating to 
breaches any Fundamental Representation or Section 4.18 (Employee Benefits) or any Venosan Claims, Environmental Claims or 
claims related to the Retained Assets) may be brought against a party based upon, directly or indirectly, (i) any of the representations 
or warranties contained in this Agreement or any certificate delivered by a party at the Closing after the expiration of Survival Period 
and (ii) any of the covenants and agreements made by a party under this Agreement after 
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the date that is twelve (12) months following the last day on which such covenant or agreement was required to be performed.  
Notwithstanding the preceding portion of this Section 9.5, any claim relating to the breach of a representation, warranty, covenant or 
agreement set forth herein that is asserted in writing pursuant to Section 9.4 prior to the applicable survival end date described above 
shall survive until such claim is finally resolved and satisfied in accordance with this Article IX. 

  
Section 9.6            Additional Limitations on Indemnification. 
  
Notwithstanding any other provision of this Agreement: 
  

(a)           Deductible Amount.  No Purchaser Indemnified Party shall be entitled to recover for an indemnification 
claim under Section 9.2 unless, until and only to the extent that the Purchaser Indemnified Parties (collectively) have suffered 
or incurred actual Losses under such Section aggregating in excess of Four Hundred Thousand and No/100 Dollars 
($400,000) (the “Deductible Amount”), whereupon the Purchaser Indemnified Parties shall be entitled to claim 
indemnification only for the amount of such Losses in excess of the Deductible Amount, subject to the other limitations set 
forth herein.  No Seller Indemnified Party shall be entitled to recover for an indemnification claim under Section 9.3 unless, 
until and only to the extent that the Seller Indemnified Parties (collectively) have suffered or incurred actual Losses under 
such Section aggregating in excess of the Deductible Amount, whereupon the Seller Indemnified Parties shall be entitled to 
claim indemnification only for the amount of such Losses in excess of the Deductible Amount, subject to the other limitations 
set forth herein.  Notwithstanding the foregoing, the Deductible Amount shall not apply to breaches of any Fundamental 
Representations, breaches of Section 4.19 (Tax Matters) or Article VIII, or any Venosan Claims, Environmental Claims or 
claims related to the Retained Assets, but instead the applicable indemnified party shall be entitled to recover for such 
indemnification claims from the first dollar. 

  
(b)           Cap.  Notwithstanding anything to the contrary contained in this Agreement, the aggregate maximum 

liability of the Sellers to the Purchaser Indemnified Parties under this Agreement shall be limited (in the aggregate) to an 
amount equal to Eleven Million Two Hundred Fifty Thousand and No/100 Dollars ($11,250,000) (the “Cap”), and no Seller 
(individually) shall have any liability to the Purchaser Indemnified Parties for any amount in excess of its Allocation 
Percentage multiplied by the Cap; provided, however, that the Cap shall not apply for breaches of any Fundamental 
Representations but shall instead be unlimited; provided, further, that the aggregate maximum liability of the Sellers under 
this Agreement with respect to Environmental Claims shall be limited to an amount equal to One Million and No/100 Dollars 
($1,000,000); provided, further, that the aggregate maximum liability of the Sellers under this Agreement with respect to 
Taxes or any Venosan Claims or claims related to the Retained Assets shall not be limited to the Cap but shall instead be 
limited (in the aggregate with all other claims under this Agreement) to an amount equal to the portion of the Purchase Price 
actually received by the Sellers (as may be adjusted pursuant to Section 2.4), and no Seller (individually) shall have any 
liability under this Agreement 
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with respect to Taxes, Venosan Claims and claims related to the Retained Assets (in the aggregate with all other claims under 
this Agreement) for any amount in excess of the Purchase Price actually received by such Seller (as may be adjusted pursuant 
to Section 2.4); provided, further that the limitations in this Section 9.6(c) shall not apply to claims based on fraud.  For the 
avoidance of doubt, the maximum amounts payable under any clause of this Section 9.6(c) shall be reduced by any amounts 
previously paid by Sellers pursuant to Section 9.2 or Article VIII. 

  
(c)           Special Damages.  AS BETWEEN BUYER AND SELLER, NO CLAIMS OR CAUSES OF ACTION 

ARISING UNDER OR RESULTING FROM THIS AGREEMENT OR ANY OF THE TRANSACTIONS 
CONTEMPLATED BY THIS AGREEMENT MAY BE ASSERTED BY ANY PERSON FOR PUNITIVE, SPECIAL, 
EXEMPLARY, CONTINGENT, INCIDENTAL, SPECULATIVE OR CONSEQUENTIAL DAMAGES (INCLUDING 
LOST PROFITS OR REVENUE), FOR DIMINUTION IN VALUE, OR FOR ANY OTHER DAMAGES OTHER THAN 
ACTUAL OUT-OF-POCKET DAMAGES.  NOTWITHSTANDING ANYTHING ELSE HEREIN TO THE CONTRARY, 
THE LIMITATIONS SET FORTH IN THIS SECTION 9.6(C) SHALL NOT APPLY TO ANY THIRD PARTY CLAIMS. 
  

(d)           Indemnity Escrow Account.  In the event of a claim by a Purchaser Indemnified Party pursuant to 
Section 9.2(a) or Section 9.2(b), such Purchaser Indemnified Party shall seek payment first from the Indemnity Escrow 
Account in accordance with the Indemnity Escrow Agreement, provided, however, if any claim by a Purchaser Indemnified 
Party is made pursuant to Section 9.2(a) or Section 9.2(b) and sufficient amounts do not remain in the Indemnity Escrow 
Account to satisfy such claim, then subject to the other applicable limitations set forth in this Article IX (including the Cap 
limitation), such Purchaser Indemnified Party shall be entitled to seek recourse directly from the Sellers for the amount of 
Losses arising from such claim that are in excess of the amounts remaining in the Indemnity Escrow Account. 

  
(e)           Other Limitations. 
  

(i)            The amount an Indemnified Party shall be entitled to receive from the Indemnifying Party with 
respect to a Loss shall be reduced by and net of (A) any recovery actually received by such Indemnified Party from 
any other Person with respect to such Loss (including insurance proceeds, indemnification rights, counterclaims, 
warranties, subrogation actions and the like) and (B) any Tax benefit actually realized by such Indemnified Party as 
a result of such Loss in the year of incurrence or payment of such Loss.  Purchaser and the Company shall seek full 
recovery under all insurance policies covering any Losses to the same extent as they would if such Losses were not 
subject to indemnification hereunder.  In the event that an insurance recovery is made by Purchaser, the Company, 
or any of their Affiliates with respect to any Losses for which any Purchaser Indemnified Party has been 
indemnified by one or more Seller(s) hereunder, then a refund equal to the aggregate amount of the recovery (net of 
all direct collection expenses, including attorneys fees) shall be made promptly to the 
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Seller(s) acting as the Indemnifying Party.  The Indemnifying Party shall be subrogated to all rights of the 
Indemnified Party against other Persons in respect of any Losses indemnified by the Indemnifying Party hereunder. 

  
(ii)           No Purchaser Indemnified Party shall be entitled to receive indemnification for any Loss to the 

extent such Loss is reserved or provided for in the Closing Date Statement as finally determined or in the 
determination of the Actual Closing Date Net Working Capital. 

  
(iii)          Any indemnification obligation under this Agreement shall be determined without duplication of 

recovery by reason of the state of facts giving rise to such obligation constituting a breach of more than one 
representation, warranty, covenant or agreement hereunder. 
  
(f)            The obligations of the Sellers to indemnify the Purchaser Indemnified Parties shall not be subject to any 

limitations set forth in this Agreement (including Sections 9.5, 9.6(a) through (e) and 9.7) if such Losses are attributable to 
fraud or intentional misconduct. 
  
Section 9.7            Exclusive Remedies. 
  
If the Closing occurs, the remedies provided in this Article IX shall constitute the sole and exclusive remedies available to 

any party hereto with respect to any claim relating to this Agreement or the Transactions and the facts and circumstances relating and 
pertaining hereto (whether any such claim shall be made in contract, breach of warranty, tort or otherwise); provided, however, that, 
the foregoing shall not limit the availability to any party hereof of injunctive and other equitable relief, including specific 
performance. 

  
Section 9.8            Specific Performance. 
  
Each of the parties hereto acknowledges that the rights of each other party to consummate the Transactions are special, 

unique and of extraordinary character and that, in the event that a party violates or fails and refuses to perform any covenant or 
agreement made by it in this Agreement, then each other party may be without an adequate remedy at law.  Each party agrees, 
therefore, that in the event it violates or fails and refuses to perform any covenant or agreement made by it in this Agreement, each 
other party may, in addition to any remedies hereunder for damages or other relief, institute and prosecute an action in any court 
specified in Section 9.4(c) to enforce specific performance of such covenant or agreement or seek any other equitable relief. 

  
Section 9.9            Treatment of Indemnification Payment. 
  
Any payment made after the Closing pursuant to indemnification obligations arising under this Agreement shall be treated as 

an adjustment to the Purchase Price for all purposes. 
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ARTICLE X 

  
TERMINATION 

  
Section 10.1         Termination. 
  
This Agreement may be terminated at any time prior to the Closing Date: 
  

(a)           By the mutual written consent of Purchaser, the Company and the Seller Representative; 
  
(b)           By Purchaser, on the one hand, or the Company and the Seller Representative, on the other hand, if the 

Closing has not occurred on or prior to January 31, 2011; provided that no party may terminate this Agreement pursuant to 
this Section 10.1(b) if such party’s failure to fulfill any of its obligations hereunder has contributed in any material manner to 
the Closing having not occurred on or before such date; 

  
(c)           By the Company and the Seller Representative if Purchaser has breached any of its representations, 

warranties, covenants or other agreements contained in this Agreement that would give rise to the failure of a condition set 
forth in Section 7.2, which breach has not been waived by the Company and cannot be or has not been cured within 
thirty (30) days after the giving of written notice by the Company to Purchaser specifying such breach; provided that the 
Company may not terminate this Agreement pursuant to this Section 10.1(c) at any time when the Company is in material 
breach of this Agreement; 

  
(d)           By Purchaser if the Company or any Seller shall have breached any of its representations, warranties, 

covenants or other agreements contained in this Agreement that would give rise to the failure of a condition set forth in 
Section 7.1, which breach has not been waived by Purchaser and cannot be or has not been cured within thirty (30) days after 
the giving of written notice by Purchaser to the Company and such Seller specifying such breach; provided that Purchaser 
may not terminate this Agreement pursuant to this Section 10.1(d) at any time when Purchaser is in material breach of this 
Agreement; or 

  
(e)           By Purchaser within five (5) days following the date (if any) on which Purchaser acquires the right to 

terminate this Agreement pursuant to Section 6.11. 
  
Section 10.2         Effect of Termination. 
  
In the event of the termination of this Agreement by any party hereto pursuant to this Article X, the party seeking termination 

shall deliver written notice to the other parties specifying the provision hereof pursuant to which this Agreement is being terminated, 
and this Agreement shall become void and shall be deemed to have terminated without liability or obligation thereafter on the part of 
any party hereto except (a) for breach of this Agreement prior to any termination pursuant to Section 10.1(b), Section 10.1(c), 
Section 10.1(d) or 
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Section 10.1(e), and (b) pursuant to the provisions of this Section 10.2 and Article XI, each of which shall survive the termination of 
this Agreement.  No termination of this Agreement shall affect the obligations of the parties under the Confidentiality Agreement, 
which shall survive termination of this Agreement in accordance with its terms. 

  
ARTICLE XI 

  
MISCELLANEOUS 

  
Section 11.1         Fees and Expenses. 
  
All costs and expenses incurred in connection with this Agreement and the consummation of the Transactions shall be paid 

by the party incurring such expenses whether or not the Transactions are consummated, except as specifically provided to the contrary 
in this Agreement. 

  
Section 11.2         Amendment and Modification. 
  
This Agreement may be amended, modified and supplemented in any and all respects, but only by a written instrument 

signed by all of the parties hereto expressly stating such instrument is intended to amend, modify or supplement this Agreement. 
  
Section 11.3         Notices. 
  
All notices, requests, instructions, demands, documents and other communications to be given pursuant to this Agreement 

shall be in writing and shall be delivered personally, faxed, or sent by nationally-recognized overnight courier to a party at the 
addresses set forth below for such party or to such other address as the party to whom notice is to be given may have furnished to the 
other parties hereto in writing in accordance herewith.  Any such notice or communication shall be deemed to have been delivered and 
received (i) in the case of personal delivery, on the date of such delivery, (ii) in the case of delivery by fax, on the date sent (or on the 
first Business Day following the date sent if the date sent is not a Business Day) if confirmation of successful transmission is received, 
and (ii) in the case of a nationally-recognized courier service that guarantees overnight delivery, on the Business Day after the date 
when sent for overnight delivery: 

  
IF TO PURCHASER, TO: 
  

DJO Incorporated 
1430 Decision Street 
Vista, CA 92081 
Fax:  (760) 734-5644 
Attention:  General Counsel 
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and a copy (which will not constitute notice) to: 
  

Latham & Watkins LLP 
12636 High Bluff Drive, Suite 400 
San Diego, CA 92130 
Fax:  (858) 523-5450 
Attention:  Scott N. Wolfe, Esq. 

  
IF TO THE COMPANY, TO: 

  
Elastic Therapy, Inc. 
Attn:  President and Chief Executive Officer 
718 Industrial Park Avenue 
Asheboro, NC 27205-7336 
  
IF TO THE SELLER REPRESENTATIVE OR THE SELLERS, TO: 
  
Seller Representative: 
  

Burke H Ramsay 
207 North Park Drive 
Greensboro, NC 27401 

  
Sellers: 
  

Julius M. Ramsay III 
4623 Chesterfield Place 
Jamestown, NC 27282 
  
Burke H Ramsay 
207 North Park Drive 
Greensboro, NC 27401 
  
Julius M Ramsay, Jr. 
1131 Lexington Commons Drive 
Asheboro NC 27205 
  
Salzmann AG St. Gallen 
Attn:  Daniel Künzli 
Unterstrasse 52 
CH-9001 St. Gallen 
Switzerland 
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Julius McNutt Ramsay, Jr., as Trustee of The Julius McNutt Ramsay, III Grantor Retained Annuity Trust u/a dated 
October 1, 2010 
1131 Lexington Commons Drive 
Asheboro NC 27205 
  
Ramsay Investments Limited Partnership 
c/o Julius M. Ramsay III 
4623 Chesterfield Place 
Jamestown, NC 27282 

  
and, in the case of notices to the Seller Representative and, prior to the Closing, the Company, a copy (which will not constitute 
notice) to: 

  
Moore & Van Allen PLLC 
100 North Tryon Street, Suite 4700 
Charlotte, North Carolina 28202-4003 
Attention:              Hal A. Levinson 
Telephone:            (704) 331-1050 
Fax:                         (704) 331-1159 

  
Section 11.4         Counterparts. 
  
This Agreement may be executed in one or more counterparts (including by electronic delivery, such as .pdf or facsimile), 

each of which shall be deemed to be an original but all of which shall constitute one and the same agreement. 
  
Section 11.5         Entire Agreement; No Third Party Beneficiaries. 
  
This Agreement and the other Transaction Documents constitute the final, complete and exclusive statement of the agreement 

between the parties with respect to the subject matter hereof and supersede all prior written agreements and all prior or 
contemporaneous oral agreements with respect to the subject matter hereof.  Except as expressly provided herein (including in 
Section 6.6 and Article IX), this Agreement shall not confer any third-party beneficiary rights or remedies upon any Person other than 
the parties hereto and their respective successors and permitted assigns. 

  
Section 11.6         Severability. 
  
Any term or provision of this Agreement that is held by a court of competent jurisdiction or other authority to be invalid, void 

or unenforceable in any situation in any jurisdiction shall not affect the validity or enforceability of the remaining terms and provisions 
hereof or the validity or enforceability of the offending term or provision in any other situation or in any other jurisdiction.  If the final 
judgment of a court of competent jurisdiction or other authority declares that any term or provision hereof is invalid, void or 
unenforceable, the parties agree that the court making such determination shall have the power to reduce the scope, duration, area or 
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applicability of the term or provision, to delete specific words or phrases, or to replace any invalid, void or unenforceable term or 
provision with a term or provision that is valid and enforceable and that comes closest to expressing the intention of the invalid or 
unenforceable term or provision. 

  
Section 11.7         Governing Law. 
  
This Agreement shall be construed, interpreted, enforced and governed by and under the laws of the State of New York 

without regard to its choice of law rules. 
  
Section 11.8         Waiver of Jury Trial. 
  
EACH PARTY ACKNOWLEDGES AND AGREES THAT ANY CONTROVERSY WHICH MAY ARISE UNDER THIS 

AGREEMENT IS LIKELY TO INVOLVE COMPLICATED AND DIFFICULT ISSUES, AND THEREFORE EACH SUCH 
PARTY HEREBY IRREVOCABLY AND UNCONDITIONALLY WAIVES ANY RIGHT SUCH PARTY MAY HAVE TO A 
TRIAL BY JURY IN RESPECT OF ANY LITIGATION ARISING OUT OF OR RELATING TO THIS AGREEMENT OR THE 
TRANSACTIONS.  EACH PARTY CERTIFIES AND ACKNOWLEDGES THAT (A) NO REPRESENTATIVE, AGENT OR 
ATTORNEY OF ANY OTHER PARTY HAS REPRESENTED, EXPRESSLY OR OTHERWISE, THAT SUCH OTHER PARTY 
WOULD NOT, IN THE EVENT OF LITIGATION, SEEK TO ENFORCE THE FOREGOING WAIVER, (B) EACH SUCH PARTY 
UNDERSTANDS AND HAS CONSIDERED THE IMPLICATIONS OF THIS WAIVER, (C) EACH SUCH PARTY MAKES THIS 
WAIVER VOLUNTARILY, AND (D) EACH SUCH PARTY HAS BEEN INDUCED TO ENTER INTO THIS AGREEMENT BY, 
AMONG OTHER THINGS, THE WAIVERS AND CERTIFICATION IN THIS SECTION 11.8. 

  
Section 11.9         Waiver. 
  
Any term or condition of this Agreement may be waived at any time by the party that is entitled to the benefit thereof, but no 

such waiver shall be effective unless set forth in a written instrument duly executed by or on behalf of the party waiving such term or 
condition.  No waiver by any party of any term or condition of this Agreement, in any one or more instances, shall be deemed to be or 
construed as a waiver of the same or any other term or condition of this Agreement on any future occasion. 

  
Section 11.10       Assignment. 
  
Neither this Agreement nor any of the rights, interests or obligations hereunder shall be assigned by any of the parties hereto 

(whether by operation of law or otherwise) without the prior written consent of the other parties.  Subject to the preceding sentence, 
this Agreement shall be binding upon, inure to the benefit of and be enforceable by the parties and their respective successors and 
assigns. 
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Section 11.11       Exhibits and Schedules. 
  
Each Schedule and Exhibit hereto referred to in this Agreement is hereby incorporated herein by reference and shall be 

deemed and construed to be a part of this Agreement for all purposes.  Any disclosure of a party made in any Schedule that may be 
applicable to another Schedule shall be deemed to be made with respect to such other Schedule, so long as it is reasonably apparent 
that such disclosure would also apply to such other Schedule, notwithstanding the presence or absence of any reference in this 
Agreement to the existence of such other Schedule in the representation or warranty in which such a reference would appear, and 
notwithstanding the presence or absence of any cross-reference thereto.  The inclusion of any information in any Schedule shall not be 
deemed to be an admission or evidence of the materiality of such item, nor shall it establish a standard of materiality for any purpose 
whatsoever. 

  
Section 11.12       Further Assurances. 
  
From time to time at or after the Closing Date, at the request of the other, the Company, Purchaser and the Sellers each will 

execute and deliver such other instruments of conveyance, assignment, transfer and delivery and take such actions as the other 
reasonably may request in order to consummate, complete and carry out the Transactions. 

  
Section 11.13       Interpretation. 
  

(a)           Headings.  The headings contained in this Agreement are for reference purposes only and shall not affect in 
any way the meaning or interpretation of this Agreement. 

  
(b)           Use of Includes or Including; Ordinary Course of Business.  Whenever the words “include,” “includes” or 

“including” are used in this Agreement, they shall be deemed to be followed by the words “without limitation.”  Whenever 
the words “ordinary course of business” or “ordinary course of business consistent with past practice” are used in this 
Agreement, they shall be deemed to mean “ordinary course of business, consistent with past practices in all material 
respects.” 

  
(c)           References to this Agreement, Sections or Exhibits.  The words “hereof,” “herein” and “herewith” and 

words of similar import shall, unless otherwise stated, be construed to refer to this Agreement as a whole and not to any 
particular provision of this Agreement, and article, section, paragraph, exhibit and schedule references in this Agreement are 
to the articles, sections, paragraphs, exhibits and schedules of this Agreement unless otherwise specified. 

  
(d)           Grammatical Forms.  The meaning assigned to each term defined herein shall be equally applicable to both 

the singular and the plural forms of such term, and words denoting any gender shall include all genders.  Where a word or 
phrase is defined herein, each of its other grammatical forms shall have a corresponding meaning.  The conjunction “or” 
when used herein includes both the conjunctive and the disjunctive. 
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(e)           References to Parties.  A reference to any party to this Agreement or any other agreement or document shall 

include such party’s successors and permitted assigns. 
  
(f)            References to Legislation.  A reference to any legislation or to any provision of any legislation shall include 

any amendment to, and any modification or re-enactment thereof, any legislative provision substituted therefor and all 
regulations and statutory instruments issued thereunder or pursuant thereto. 

  
(g)           Drafting of this Agreement.  The parties to this Agreement and their counsel have mutually contributed to 

its drafting.  Consequently, no provision of this Agreement shall be construed against any party on the ground that such party 
drafted the provision or caused it to be drafted. 

  
ARTICLE XII 

  
SELLER REPRESENTATIVE 

  
Section 12.1         Appointment. 
  
Each of the Sellers authorizes and irrevocably appoints Burke H. Ramsay, as the Seller Representative, to serve as exclusive 

agent for and attorney-in-fact of such Seller (the individual or entity fulfilling such role, as determined by this Section 12.1, the “Seller 
Representative”), with full power and authority, including power of substitution, acting in the name of, or for and on behalf of, each 
Seller, to do the following:  (a) deliver and receive notices, including service of process, with respect to any matter under this 
Agreement; (b) execute and deliver any and all documents and take any and all such actions as shall be required or permitted of the 
Seller Representative pursuant to this Agreement, including any and all such documents and actions with respect to the estimated and 
the final determination of the Closing Date Net Working Capital, the Closing Date Debt, the Company Transaction Expenses and 
Closing Date Cash pursuant to Section 2.3 and Section 2.4; (c) provide notice of, demand, pursue and enforce, in its discretion, any 
claim against Purchaser for a breach of this Agreement including any claim for indemnification pursuant to Article IX; (d) take, in its 
discretion, any and all actions, and deliver and receive any and all notices hereunder in respect of or in connection with any claim for 
indemnification by any Purchaser Indemnified Parties pursuant to Article IX, including the negotiation, settlement or compromise of 
any disagreement or dispute with Purchaser Indemnified Parties in respect thereof; (e) withhold funds to pay expenses and obligations 
arising in his capacity as Seller Representative; (f) execute and deliver, on behalf of the Sellers, any contract, agreement, amendment 
or other document or certificate, including any settlement agreement or release of claims, to effectuate any of the foregoing or as may 
otherwise be specifically permitted by this Agreement, any such contract, agreement, amendment or other document or certificate to 
have the effect of binding the Sellers as if the Sellers had personally entered into such agreement; (g) take all such other actions as the 
Seller Representative shall deem necessary or appropriate, in its discretion, for the accomplishment of the foregoing and the 
Transactions, and (h) engage such attorneys, accountants, consultants and other Persons as the 
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Seller Representative, in its discretion, deems necessary or appropriate to accomplish any action required or permitted of it hereunder. 

  
Any decision, act, consent, approval or instruction of the Seller Representative given or made pursuant to this Section 12.1 

shall constitute a decision, act, consent, approval or instruction of the Sellers, and Purchaser and the Company shall be entitled to 
conclusively rely upon any representation of the Seller Representative with respect to any such act, decision, consent, approval or 
instruction of the Sellers.  Purchaser and the Company shall have the right to rely upon any agreement entered into with the Seller 
Representative and all actions taken or omitted to be taken by the Seller Representative pursuant to this Agreement. 

  
The appointment and power of attorney made in this Section 12.1 shall to the fullest extent permitted by Applicable Laws be 

deemed an agency coupled with an interest and all authority conferred hereby shall to the fullest extent permitted by law be 
irrevocable and not be subject to termination by operation of Applicable Laws, whether by the death or incapacity or liquidation or 
dissolution of any Seller or the occurrence of any other event or events.  Any action taken by the Seller Representative on behalf of the 
Sellers pursuant to this Agreement shall be as valid as if any such death, incapacity, liquidation, dissolution or other event had not 
occurred, regardless or whether or not the Seller Representative, the Company or Purchaser shall have received notice of any such 
death, incapacity, liquidation, dissolution or other event. 

  
The Seller Representative shall have the sole and exclusive right to handle the foregoing matters for which the Seller 

Representative has been appointed the exclusive agent and attorney-in-fact of the Sellers.  No Seller (other than, if applicable, the 
Seller Representative) shall have any right to participate in the resolution of such matters in any manner. 

  
Section 12.2         Seller Representative Fund. 
  
The Company Transaction Expenses shall include the sum of One Hundred Fifty Thousand and No/100 Dollars ($150,000) 

(the “Seller Representative Fund”) to be withheld by the Seller Representative at the Closing and available for use by the Seller 
Representative in its discretion following the Closing for the payment of all costs and expenses incurred by the Seller Representative 
in connection with the exercise by it of the authority granted to it herein (including reasonable attorneys fees and expenses, the fees 
and expenses of any accountants or other professional advisors retained by the Seller Representative and any portion of the fees and 
expenses of the Neutral Accountant for which the Seller Representative is liable hereunder).  Any portion of the Seller Representative 
Fund remaining after the final resolution of all claims asserted hereunder, shall be distributed to the Sellers in accordance with the 
Company Charter (as in effect immediately prior to the Closing) as if such amount had been included in the Purchase Price. 

  
Section 12.3         Substitute Appointment. 
  
In the event of the dissolution or liquidation of the Seller Representative, the Seller Representative (or its trustee, receiver or 

personal representative) shall promptly designate a substitute and provide written notice to Purchaser and the Sellers of such 
substitute, which 
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substitute shall from the time of such designation have all the rights and responsibilities of the Seller Representative hereunder. 

  
Section 12.4         Reliance by Seller Representative. 
  
As between the Seller Representative and the other Sellers, the Seller Representative shall be entitled to rely, and shall be 

fully protected against the other Sellers in relying, upon any statements furnished to it by any Seller, Purchaser or, following the 
Closing, the Company, and the Seller Representative shall be entitled to act on the advice of counsel selected by it and shall not be 
liable for any action or inaction done in good faith by the Seller Representative based on such advice. 

  
Section 12.5         No Liability of Seller Representative. 
  
The Seller Representative will not be liable to the Sellers for any action taken by the Seller Representative in good faith 

without gross negligence or willful misconduct, and the Sellers hereby agree to jointly and severally indemnify the Seller 
Representative from any Losses arising out of service in his capacity as the Seller Representative hereunder.  The Seller 
Representative is serving in such capacity solely for purposes of administrative convenience, and is not personally liable in such 
capacity for any of the obligations of the Sellers hereunder, and Purchaser agrees on behalf of itself and all Purchaser Indemnified 
Parties not to look to the assets of the Seller Representative, in such capacity, for the satisfaction of any obligations of the Sellers 
hereunder.  Notwithstanding the foregoing, in the event that the Seller Representative is a Seller, in no event shall this Section 12.5 
limit the Purchaser Indemnified Parties rights to indemnification from the Seller Representative in his capacity as a Seller.  In no event 
shall the Seller Representative be liable to any Seller for indirect, punitive, special or consequential damages. 
  

[SIGNATURES ON FOLLOWING PAGES] 
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IN WITNESS WHEREOF, the undersigned parties have executed this Stock Purchase Agreement as of the date first written 

above. 
  

  
  

[Signature Page to Stock Purchase Agreement] 
  

 

  
COMPANY:

  
  

Elastic Therapy, Inc.
  
  

By: /s/ JULIUS McNUTT RAMSEY III 
  

Name: Julius McNutt Ramsey III 
  

Title: Chairman & CEO
  
  
  

PURCHASER:
  
  

DJO, LLC
  
  

By: /s/ DONALD M. ROBERTS 
  

Name: Donald M. Roberts
  

Title: EVP, General Counsel 
  
  
  

SELLER REPRESENTATIVE: 
  
  

Burke H. Ramsay, solely in his capacity as Seller Representative
  
  
  

By : /s/ BURKE H. RAMSEY 
  

Name: Burke H. Ramsay
  

Title: Seller Representative
  
  
  

SELLERS:
  
  
  

/s/ JULIUS McNUTT RAMSEY, JR. 
  

Julius McNutt Ramsay, Jr.
  
  
  

/s/ JULIUS McNUTT RAMSEY III 
  

Julius McNutt Ramsay, III
  
  
  

/s/ BURKE H. RAMSEY
  

Burke H. Ramsay
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SELLERS (cont.)

  
  
  

SALZMANN AG ST. GALLEN 
  
  
  

By: /s/ DANIEL KUNZLI
  

Name: Daniel Kunzli
  

Title: President
  
  
  

RAMSAY INVESTMENTS LIMITED PARTNERSHIP
  
  

By: Ramsay Management LLC, its general partner
  
  

By: /s/ JULIUS McNUTT RAMSEY III 
  

Name: Julius McNutt Ramsay, III 
  

Title: Manager
  
  
  

JULIUS MCNUTT RAMSAY, JR., AS TRUSTEE OF THE 
JULIUS MCNUTT RAMSAY, III GRANTOR RETAINED 
ANNUITY TRUST U/A DATED OCTOBER 1, 2010

  
  
  

By: /s/ JULIUS McNUTT RAMSEY, JR. 
  

Name: Julius McNutt Ramsay, Jr. 
  

Title: Trustee



Exhibit 10.4
 

AMENDMENT NUMBER ONE 
TO 

NONSTATUTORY STOCK OPTION AGREEMENT 
(2008 Version) 

  
This Amendment Number One to Nonstatutory Stock Option Agreement (“Amendment”), dated as of March 7, 2009, is 

made by and between DJO Incorporated, a Delaware corporation (the “Company”) and                                    (the “Optionee”). 
  

WHEREAS, the Company and Optionee have previously entered into that certain Nonstatutory Stock Option Agreement 
(the “Agreement”) dated                           , 2008 under which the Company granted Optionee an option to purchase shares of Common 
Stock on terms and conditions set forth therein; 
  

WHEREAS, the Company and Optionee desire to amend the Agreement and thereby amend the terms of the option granted 
pursuant to the Agreement in the manner set forth in this Amendment; 
  

NOW, THEREFORE, the parties hereby agree as follows.  Capitalized terms used but not defined herein shall have the 
meanings ascribed to them in the Agreement. 
  

1.              Amendment of Certain Definitions. 
  

(a)           A new Section 1(n) is hereby inserted to read as follows: 
  
“(n)         “IRR” shall mean, as determined by the Board based on an analysis provided by the Company’s 

management, Blackstone’s annually compounded internal rate of return based on the applicable sale price of Blackstone’s aggregate 
investment in the Company taking into account all dividends, distributions, and other proceeds received by Blackstone, but excluding 
any fees paid to Blackstone pursuant to that certain Monitoring Agreement by and between the Company and Blackstone dated 
November 3, 2006, as amended from time to time, or any successor thereto, and based on the assumption that all shares available for 
or subject to award under the Plan are outstanding shares of Company common stock.” 

  
(b)           A new Section 1(o) is hereby inserted to read as follows: 
  
“(o)         “MOIC” shall mean the multiple of Blackstone’s aggregate invested equity capital in the Company since 

its initial investment in the Company through the date of determination as determined by the Board based on an analysis provided by 
the Company’s management.  It being understood that the invested capital on the date hereof equals $792 million.” 

  

 



 
(c)           Sections 1(n) and (o) and all other subsections of Section 1 as they existed prior to the preceding 

amendments shall not be deleted, but are hereby “renumbered” in an appropriate fashion. 
  

2.              Amendment to First Performance-Based Tranche of Vesting. 
  

(a)           Section 4(b) of the Agreement is hereby amended to substitute the attached version of Attachment A for 
the version thereof previously attached to the Agreement.  Each reference in Section 4(b) of the Agreement to 
“Attachment A” shall be considered as a reference to Attachment A attached to this Amendment. 

  
(b)           The last paragraph in section 4(b) is hereby amended in its entirety to read as follows: 
  

“Any Option Shares in the First Performance-Based Tranche which the Optionee does not earn the right to 
exercise at any of the dates set forth above shall remain capable of vesting at any of the later dates set forth above in 
the following manner.  If the Option Shares in the First Performance-Based Tranche on any of the dates set forth 
above (the “Current Date”) vest in any percentage between 80% and 100% on such date (the “Current Vesting 
Percentage”), then the Option Shares in the First Performance-Based Tranche that were subject to vesting at any 
earlier date set forth above that did not vest at such earlier date in the same or a greater percentage as the Current 
Vesting Percentage shall vest and be exercisable on the Current Date at the same percentage as the Current Vesting 
Percentage.  Any Option Shares in the First Performance-Based Tranche that have not vested by the latest date set 
forth above shall thereupon expire and terminate.” 

  
3.             Amendment to Second Performance-Based Tranche of Vesting.  Section 4(c) of the Agreement is hereby amended 

in its entirety to read as follows: 
  

“(c)         The Option Shares in the Second Performance-Based Tranche shall become vested and exercisable on such 
date, if any, prior to the expiration of the term hereof, that all of the following three conditions are satisfied:  (i)  Blackstone 
shall have disposed of some or all of its holdings of common stock in the Company; (ii) Blackstone shall have realized an 
IRR on its aggregate investment in the common stock of the Company of at least       %; and (iii) Blackstone shall have 
realized a MOIC in the Company of at least        times.” 

  
3.             Section 4(d) of the Agreement is hereby amended in its entirety to read as follows: 

  
“(d)  Notwithstanding the foregoing, (i) the Option Shares of the Time-Based Tranche granted hereby shall become 

immediately exercisable upon the occurrence of a Change in Control if Optionee remains in the continuous employ of the Company or 
any Subsidiary until the date of the consummation of such Change in 
  

 



  
Control, and (ii) the Option Shares of the First Performance-Based Tranche for the year in which such Change of Control is 
consummated and for any subsequent year in the Performance Period shall become immediately exercisable if the Optionee remains in 
the continuous employ of the Company or any Subsidiary until the date of consummation of such Change in Control.” 

  
4.             Section 4(g) of the Agreement is hereby amended in its entirety to read as follows: 

  
“(g) All of the financial factors utilized to establish the vesting of the Option Shares in the First Performance-Based 

Tranche shall be determined by the Board based on an analysis provided by the Company’s management and any such determination 
shall be final and binding on Optionee for all purposes under this Agreement.” 

  
5.             Counterparts.  This Amendment may be executed in one or more counterparts, each of which shall be deemed to be 

an original but all of which together will constitute one and the same agreement. 
  
6.             Effect of Amendment.  Except as specifically amended by this Amendment, the Agreement remains in force and 

unmodified and its terms and provisions, as amended hereby, remain in full force and effect. 
  

 



 
IN WITNESS WHEREOF, the Company has caused this Amendment to be executed on its behalf by its duly authorized 

officer and the Optionee has executed this Amendment, as of the day and year first above written. 
  
  

  
I hereby agree to be bound by the terms of the Plan, the Agreement as amended by this Amendment and the Stockholder’s 
Agreement.  I hereby further agree that all the decisions and determinations of the Board or an officer of the Company as provided in 
the Agreement as amended by this Amendment shall be final and binding. 
  
  

  

  
DJO INCORPORATED:

  
  
  
  

DONALD ROBERTS
  

Executive Vice President, General Counsel and
  

Secretary

  
OPTIONEE:
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AMENDMENT NUMBER TWO 
TO 

NONSTATUTORY STOCK OPTION AGREEMENT 
(2008 Version) 

  
This Amendment Number Two to Nonstatutory Stock Option Agreement (2008 Version) (“Amendment”), dated as of 

                          , 2011, is made by and between DJO Incorporated, a Delaware corporation (the “Company”) and 
                                   (the “Optionee”). 
  

WHEREAS, the Company and Optionee have previously entered into that certain Nonstatutory Stock Option Agreement 
(the “2008 Agreement”) under which the Company granted Optionee an option to purchase shares of Common Stock on terms and 
conditions set forth therein, and the Company and Optionee subsequently entered into that certain Amendment Number One to 
Nonstatutory Stock Option Agreement (“2008 Amendment Number One”) which amended certain provisions of the 2008 Agreement 
(the 2008 Agreement as amended by the 2008 Amendment Number One is hereinafter called the “2008 Amended Agreement”); 
  

WHEREAS, the Company and Optionee desire to reflect herein a further amendment to the 2008 Amended Agreement 
approved by the Compensation Committee to modify the performance requirements for the First Performance-Based Tranche for years 
subsequent to 2009; 
  

NOW, THEREFORE, the parties hereby agree as follows.  Capitalized terms used but not defined herein shall have the 
meanings ascribed to them in the Agreement. 
  

1.              Amendment of Certain Definitions. 
  

(a)           The defined term “First Performance-Based Tranche” in Section 1(k) is hereby amended each place it 
appears in the 2008 Amended Agreement to be the new defined term “First Market Return Tranche” and the definition thereof in 
Section 1(k) is unchanged. 

  
(b)          The defined term “Second Performance-Based Tranche” in Section 1(t) is hereby amended each place it 

appears in the 2008 Amended Agreement to be the new defined term “Second Market Return Tranche” and the definition thereof in 
Section 1(t) is unchanged. 

  
(c)           Section 1(i) “EBITDA, Section 1(l) “Free Cash Flow” and Section 1(n) “Operating Working Capital” are 

hereby deleted in their entirety and the remaining subsections of Section 1 are hereby renumbered accordingly. 
  

 



 
2.     Amendment reflecting First Market Return Tranche (formerly First Performance-Based Tranche) of Vesting.  Section 4

(b) of the 2008 Amended Agreement is hereby amended in its entirety to read as follows: 
  

“(b)       The Option Shares in the First Market Return Tranche which have not become vested and exercisable prior 
to the date of this Amendment shall become vested and exercisable on such date, if any, prior to the expiration of the term 
hereof, that all of the following three conditions are satisfied:  (i)  Blackstone shall have disposed of some or all of its 
holdings of common stock in the Company; (ii) Blackstone shall have realized an IRR on its aggregate investment in the 
common stock of the Company of at least       %; and (iii) Blackstone shall have realized a MOIC in the Company of at least 
       times.” 

  
3.             Amendment to Change in Control vesting provision.  Section 4(d) of the 2008 Amended Agreement is hereby 

amended in its entirety to read as follows: 
  

“(d) Notwithstanding the foregoing, the Option Shares of the Time-Based Tranche granted hereby shall become 
immediately exercisable upon the occurrence of a Change in Control if Optionee remains in the continuous employ of the Company or 
any Subsidiary until the date of the consummation of such Change in Control.” 

  
4.             Amendment deleting determination of financial factors.  Section 4(g) of the 2008 Amended Agreement is hereby 

deleted in its entirety. 
  

5.             Amendment deleting Attachment A.  Attachment A to the 2008 Amended Agreement is hereby deleted in its 
entirety. 
  

6.             Counterparts.  This Amendment may be executed in one or more counterparts, each of which shall be deemed to be 
an original but all of which together will constitute one and the same agreement. 

  
7.             Effect of Amendment.  Except as specifically amended by this Amendment, the 2008 Amended Agreement 

remains in force and unmodified and its terms and provisions, as amended hereby, remain in full force and effect. 
  

 



 
IN WITNESS WHEREOF, the Company has caused this Amendment to be executed on its behalf by its duly authorized 

officer and the Optionee has executed this Amendment, as of the day and year first above written. 
  
  

  
I hereby agree to be bound by the terms of the Plan, the 2008 Amended Agreement as amended by this Amendment and the 
Stockholder’s Agreement.  I hereby further agree that all the decisions and determinations of the Board or an officer of the Company 
as provided in the 2008 Amended Agreement as amended by this Amendment shall be final and binding. 
  
  

  

  
DJO INCORPORATED:

  
  
  
  

DONALD ROBERTS
  

Executive Vice President, General Counsel and
  

Secretary

  
OPTIONEE:
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NONSTATUTORY STOCK OPTION AGREEMENT 
  

This NONSTATUTORY STOCK OPTION AGREEMENT (this “Agreement”), dated as of March7, 2009 (the “Effective 
Date”), is made by and between DJO Incorporated, a Delaware corporation (the “Company”), and [                        ] (the “Optionee”). 

  
WHEREAS, the Company desires to grant the Optionee a nonqualified stock option in recognition of the Optionee’s service 

to the Company and to further align the Optionee’s interests with those of the Company’s stockholders. 
  
NOW THEREFORE, the parties to this Agreement, hereby agree as follows: 
  
1.             Certain Definitions.  Capitalized terms used, but not otherwise defined, in this Agreement will have the meanings 

given to such terms in the Company’s 2007 Incentive Stock Plan (the “Plan”).  As used in this Agreement: 
  

(a)           “Board” means the Board of Directors of the Company. 
  
(b)           “Blackstone” means each of Blackstone Capital Partners V L.P. a Cayman Islands limited partnership, 

Blackstone Family Investment Partnership V L.P., a Cayman Islands limited partnership, Blackstone Family Investment Partnership 
V-A L.P., a Cayman Islands limited partnership, Blackstone Participation Partnership V L.P., a Cayman Islands limited partnership 
and each of their respective Affiliates. 

  
(c)           “Change in Control” means (i) the sale or disposition, in one or a series of related transactions, of all or 

substantially all of the assets of the Company to any “person” or “group” (as such terms are defined in Sections 13(d)(3) and 14(d)
(2) of the Exchange Act) other than a sale or disposition where Blackstone retains all or substantially all of the assets of the 
Company, or (ii) any person or group, other than Blackstone, is or becomes the ‘beneficial owner” (as defined in Rules 13d-3 and 
13d-5 under the Exchange Act), directly or indirectly, of more than 50% of the total voting power of the voting stock of the 
Company, including by way of merger, consolidation or otherwise (other than an offering of stock to the general public through a 
registration statement filed with the Securities and Exchange Commission); or (iii) the approval by the stockholders of the Company 
of a plan of complete liquidation of the Company. 

  
(d)           “Code” means the Internal Revenue Code of 1986, as amended. 
  
(e)           “Company” has the meaning specified in the introductory paragraph of this Agreement or its successors; 

provided, that to the extent that any class of equity securities of a member of the Company’s controlled group becomes publicly 
traded on an established securities market, the term “Company” shall be deemed to refer to such publicly traded entity. 

  
(f)            “Compensation Committee” means the Executive Compensation Committee of the Board. 
  
(g)           “Credit Agreement” means that certain Credit Agreement dated November 20, 2007, by and between 

DJO Finance LLC (f/k/a ReAble Therapeutics Finance LLC), DJO Holdings LLC (f/k/a ReAble Therapeutics Holdings LLC), 
Credit Suisse and certain other lenders. 

  

 



 
(h)           “Disability” shall mean the Optionee is disabled as determined under Section 409A(a)(2)(C) of the 

Code. 
  
(i)            “EBITDA” shall mean, for any applicable period, “Consolidated EBITDA” as defined in the Credit 

Agreement for such period, excluding forward cost savings as determined by the Board. 
  
(j)            “Fair Market Value” has the meaning specified in the Plan, except as expressly set forth herein. 
  
(k)           “First Performance-Based Tranche” has the meaning specified in Section 2 of this Agreement. 
  
(l)        “Free Cash Flow” shall mean, for any applicable period, EBITDA (as defined above) for such period 

minus capital expenditures during such period and increased or decreased, as the case may be, by the change in Operating Working 
Capital during such period. 

  
(m)          “Good Reason” shall mean a material reduction in the Optionee’s compensation below the amount of 

compensation in effect on the date of this Agreement which is not cured within thirty (30) days following the Company’s or its 
subsidiary’s, as applicable, receipt of written notice from such Optionee describing the event constituting Good Reason. 

  
(n)           “IRR” shall mean, as determined by the Board based on an analysis provided by the Company’s 

management, Blackstone’s annually compounded internal rate of return based on the applicable sale price of Blackstone’s aggregate 
investment in the Company taking into account all dividends, distributions, and other proceeds received by Blackstone, but 
excluding any fees paid to Blackstone pursuant to that certain Monitoring Agreement by and between the Company and Blackstone 
dated November 3, 2006, as amended from time to time, or any successor thereto, and based on the assumption that all shares 
available for or subject to award under the Plan are outstanding shares of Company common stock. 

  
(o)           “MOIC” shall mean the multiple of Blackstone’s aggregate invested equity capital in the Company since 

its initial investment in the Company through the date of determination as determined by the Board based on an analysis provided 
by the Company’s management.  It being understood that the invested capital on the date here of equals $792 million. 

  
(p)           “Operating Working Capital” as of any date shall mean the difference between current assets (excluding 

cash and investments, interest and tax accounts) and current liabilities (excluding debt, interest and tax accounts).  Accrued 
liabilities related to restructuring charges added back for the purposes of computing EBITDA are also excluded from current 
liabilities to compute Operating Working Capital. 

  
(q)           “Option” has the meaning specified in Section 2 of this Agreement. 
  
(r)            “Option Price” has the meaning specified in Section 2 of this Agreement. 
  
(s)           “Option Shares” has the meaning specified in Section 2 of this Agreement. 
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(t)            “Second Performance-Based Tranche” has the meaning specified in Section 2 of this Agreement. 
  
(u)           “Stockholders Agreement” shall mean that certain stockholders agreement applicable to the Optionee, as 

amended from time to time. 
  
(v)           “Termination for Cause” shall mean the termination by the Company of Optionee’s employment with 

the Company as a result of (i) the Optionee’s willful and continued failure to substantially perform Optionee’s duties (other than any 
such failure resulting from the Optionee’s Disability or any such failure subsequent to the Optionee being delivered notice of the 
Company’s intent to terminate the Optionee’s employment without Cause), (ii) conviction of, or a plea of nolo contendere to, (A) a 
felony (other than traffic-related) under the laws of the United States or any state thereof or any similar criminal act in a jurisdiction 
outside the United States or (B) a crime involving moral turpitude that could be injurious to the Company or its reputation, (iii) the 
Optionee’s willful malfeasance or willful misconduct which is materially and demonstrably injurious to the Company, or (iv) any 
act of fraud by the Optionee in the performance of the Optionee’s duties. 

  
2.             Grant of Stock Option.  Subject to and upon the terms, conditions, and restrictions set forth in this Agreement and 

in the Plan, the Company has granted to Optionee an option (the “Option”) to purchase [        ] shares of the Company’s common stock 
(the “Option Shares”) at a price (the “Option Price”) of $[        ] per share, which is the Fair Market Value per share on the Effective 
Date.  The Option may be exercised from time to time in accordance with the terms of this Agreement.  Subject to adjustment as 
hereinafter provided, (a) [        ] of the Option Shares constitute the “Time-Based Tranche”, (b) [        ] of the Option Shares constitute 
the First Performance-Based Tranche, and (c) [        ] of the Option Shares constitute the Second Performance-Based Tranche. 

  
3.             Term of Option.  The term of the Option shall commence on the Effective Date and, unless earlier terminated in 

accordance with Section 7 hereof, shall expire ten (10) years from the Effective Date. 
  
4.             Right to Exercise.  Unless terminated as hereinafter provided, the Option shall become exercisable only as 

follows: 
  

(a)           The Option Shares in the Time-Based Tranche shall become vested and exercisable in accordance with 
the schedule set forth immediately below, provided the Optionee remains in the continuous employ of the Company, any Subsidiary 
or Affiliate as of each such date. 
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Vesting Date 
 

Percentage of Time-Based Tranche Option
Shares that Vest 

 

March 7, 2010 
 

25%
March 7, 2011 

 

20%
March 7, 2012 

 

18.33%
March 7, 2013 18.33%
March 7, 2014 

 

18.34%



  
(b)           The Option Shares in the First Performance-Based Tranche shall become vested and exercisable as of 

the date of the certification of the satisfaction of each such Annual Performance Target in accordance with the schedule set forth 
immediately below: 

  

  
For purposes of the foregoing schedule, the Performance Percentage is the weighted average of the EBITDA Factor, 

weighted at seventy percent (70%), and the Free Cash Flow Factor, weighted at thirty percent (30%), where the EBITDA Factor and 
Free Cash Flow Factor are determined as follows: 
  

(i) The EBITDA Factor.  The EBITDA Factor is determined in accordance with the schedule set forth on 
Attachment A.  If the actual EBITDA achieved is less than the EBITDA Base Case for the applicable year set forth on Attachment A, 
then the EBITDA Factor is zero percent (0%).  If the actual EBITDA achieved is equal to or exceeds the EBITDA Base Case for the 
applicable year as set forth on Attachment A, then the EBITDA Factor shall equal eighty percent (80%) plus an additional percentage 
between zero percent (0%) and twenty percent (20%) determined in linear proportion to the portion of the difference between the 
EBITDA Base Case and the EBITDA Target that is actually achieved.  For example, for 2009 the EBITDA Base Case is $             
million and the EBIDTA Target is $           million.  If the actual EBITDA achieved for 2009 was $             million, then the EBITDA 
Factor would equal eighty percent (80%) for achieving the EBITDA Base Case plus ten percent (10%) because half of the difference 
between the EBITDA Base Case and the EBITDA Target was actually achieved.  Accordingly, the EBITDA Factor in this example 
would be ninety percent (90%). 
  

(ii) Free Cash Flow Factor.  The Free Cash Flow Factor is determined in the same manner as the EBITDA 
Factor as described in Section (c)(i) above using the Free Cash Flow Base Case and Free Cash Flow Target set forth on Attachment A.
  

Any Option Shares in the First Performance-Based Tranche which the Optionee does not earn the right to exercise at 
any of the dates set forth above shall remain capable of vesting at any of the later dates set forth above in the following manner.  If the 
Option Shares in the First Performance-Based Tranche on any of the dates set forth above (the “Current Date”) vest in any percentage 
between 80% and 100% on such date (the “Current Vesting Percentage”), then the Option Shares in the First Performance-Based 
Tranche that were subject to vesting at any earlier date set forth above that did not vest at such earlier date in the same or a greater 
percentage as the Current Vesting Percentage shall vest and be exercisable on the Current Date at the same percentage as the Current 
Vesting Percentage.  Any Option Shares in the First 
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Vesting Date if First Performance-Based 
Target is Satisfied 

Percentage of First Performance-Based
Tranche Option Shares that Vest

December 31, 2009 25% times Performance Percentage
December 31, 2010 

 

20% times Performance Percentage
December 31, 2011 18.33% times Performance Percentage
December 31, 2012 

 

18.33% times Performance Percentage
December 31, 2013 

 

18.33% times Performance Percentage



  
Performance-Based Tranche that have not vested by the latest date set forth above shall thereupon expire and terminate. 
  

(c)           The Option Shares in the Second Performance-Based Tranche shall become vested and exercisable on 
such date, if any, prior to the expiration of the term hereof, that all of the following three conditions are satisfied:  (i)  Blackstone 
shall have disposed of some or all of its holdings of common stock in the Company; (ii) Blackstone shall have realized an IRR on its 
aggregate investment in the common stock of the Company of at least       %; and (iii) Blackstone shall have realized a MOIC in the 
Company of at least        times. 

  
(d)           Notwithstanding the foregoing, (i) the Option Shares of the Time-Based Tranche granted hereby shall 

become immediately exercisable upon the occurrence of a Change in Control if Optionee remains in the continuous employ of the 
Company or any Subsidiary until the date of the consummation of such Change in Control, and (ii) the Option Shares of the First 
Performance-Based Tranche for the year in which such Change of Control is consummated and for any subsequent year in 
Attachment A shall become immediately exercisable if the Optionee remains in the continuous employ of the Company or any 
Subsidiary until the date of consummation of such Change in Control. 

  
(e) Notwithstanding anything herein to the contrary, if the Optionee is on an approved leave of absence, as provided 

in the last paragraph of Section 7 hereof, the Optionee will be considered as still in continuous employ of the Company, a Subsidiary 
or an Affiliate for purposes of this Plan. 

  
(f) The Optionee shall be entitled to the privileges of ownership with respect to Option shares purchased and 

delivered to Optionee upon the exercise of all or part of this Option, subject to Section 8 hereof. 
  
(g) All of the financial factors utilized to establish the vesting of the Option Shares in the First Performance-Based 

Tranche shall be determined by the Board based on an analysis provided by the Company’s management and any such determination 
shall be final and binding on Optionee for all purposes under this Agreement. 

  
5.             Option Nontransferable.  The Optionee may not transfer or assign all or any part of the Option other than by will 

or by the laws of descent and distribution.  This Option may be exercised, during the lifetime of the Optionee, only by the Optionee, or 
in the event of the Optionee’s legal incapacity, by the Optionee’s guardian or legal representative acting on behalf of the Optionee in a 
fiduciary capacity under state law and court supervision.  Notwithstanding anything herein to the contrary, the Optionee may transfer 
or assign all or any part of the Option to “family members” (as defined in the General Instructions to Form S-8 of the Securities Act of 
1933) or trusts, partnerships or similar entities for the benefit of such family members, for estate planning purposes or in connection 
with the disposition of Optionee’s estate. 

  
6.             Notice of Exercise; Payment. 
  

(a)           To the extent then exercisable, the Option may be exercised in whole or in part by written notice to the 
Company stating the number of Option Shares for which the Option is being exercised and the intended manner of payment.  The 
date of such notice shall be the exercise date.  Payment equal to the aggregate Option Price of the Option Shares being purchased 
pursuant to an exercise of the Option must be tendered in full with the notice of 
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exercise to the Company in one or a combination of the following methods as specified by the Optionee in the notice of exercise:  
(i) cash in the form of currency or check or by wire transfer as directed by the Company, (ii) solely following an IPO in Shares 
otherwise being traded on an established securities market, through the surrender to the Company of Shares owned by the Optionee 
for at least six months as valued at their Fair Market Value on the date of exercise, (iii) through net exercise, using Shares to be 
acquired upon exercise of the Option, such Shares being valued at their Fair Market Value (which for such purpose shall have the 
meaning set forth in the Stockholders Agreement) on the date of exercise, or (iv) through such other form of consideration as is 
deemed acceptable by the Board. 
  

(b)           As soon as practicable upon the Company’s receipt of the Optionee’s notice of exercise and payment, 
the Company shall direct the due issuance of the Option Shares so purchased. 

  
(c)           As a further condition precedent to the exercise of this Option in whole or in part, the Optionee shall 

comply with all regulations and the requirements of any regulatory authority having control of, or supervision over, the issuance of 
the shares of common stock and in connection therewith shall execute any documents which the Board shall in its sole discretion 
deem necessary or advisable. 

  
7.             Termination of Agreement.  The Agreement and the Option granted hereby shall terminate automatically and 

without further notice on the earliest of the following dates: 
  

(a)           After the Optionee’s termination due to the Optionee’s death or Disability, all unvested Time-Based 
Options will be forfeited immediately and terminate and all vested Options from any Tranche shall remain exercisable until the 
lesser of (i) one (1) year following the Optionee’s date of termination or (ii) the remaining term of the Option; provided, however, 
that it shall be a condition to the exercise of the Option in the event of the Optionee’s death that the Person exercising the Option 
shall (i) have agreed in a form satisfactory to the Company to be bound by the provisions of this Agreement and the Stockholders 
Agreement and (ii) comply with all regulations and the requirements of any regulatory authority having control of, or supervision 
over, the issuance of the shares of common stock and in connection therewith shall execute any documents which the Board shall in 
its sole discretion deem necessary or advisable.  Unvested Options from the First and Second Performance-Based Tranches shall 
remain outstanding for the twelve (12) month period following the date of such termination by reason of death or Disability.  To the 
extent applicable performance targets are achieved, or a Change in Control occurs, within such twelve (12) month period following 
the date of termination due to the Optionee’s death or Disability (each, a “Post-Termination Vesting Event”), the appropriate 
number of Options will vest as of such Post-Termination Vesting Event, and remain exercisable for twelve (12) months following 
such Post-Termination Vesting Event (but not beyond the remaining term of the Option).  On the twelve (12) month anniversary of 
the date of termination of employment by reason of death or Disability, all remaining unvested options from the First and Second 
Performance-Based Tranches will be forfeited; 

  
(b)           After the Optionee’s termination by the Company without Cause or by the Optionee for Good Reason, 

all unvested Time-Based Options will be forfeited immediately and terminate and all vested Options from any Tranche shall remain 
exercisable until the lesser of (i) ninety (90) calendar days following the Optionee’s date of termination or (ii) the remaining term of 
the Option.  Unvested options from the First and Second Performance-Based Tranches shall remain outstanding for the twelve (12) 
month period following the date of such termination by reason of termination by the Company without Cause or by the Optionee for 
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Good Reason.  To the extent a Post-Termination Vesting Event occurs within such twelve (12) month period, the appropriate 
number of Options will vest as of such Post-Termination Vesting Event, and remain exercisable for ninety (90) calendar days 
following such Post-Termination Vesting Event (but not beyond the remaining term of the Option).  On the twelve (12) month 
anniversary of the date of termination of employment by reason of termination by the Company without Cause or by the Executive 
with Good Reason, all remaining unvested options from the First and Second Performance-Based Tranches will be forfeited; 

  
(c)           The date of the Optionee’s Termination for Cause, upon which all vested and unvested Options will be 

forfeited immediately and terminate; 
  
(d)           After the Optionee’s termination without Good Reason, all unvested options will be forfeited 

immediately and terminate and all vested Options from any Tranche shall remain exercisable until the lesser of (i) ninety (90) 
calendar days following the Optionee’s date of termination or (ii) the remaining term of the Option; or 

  
(e)           Ten (10) years from the Effective Date. 
  

Notwithstanding the foregoing, in all termination events other than a termination of the Optionee’s employment for Cause, if 
the last day to exercise vested Options occurs after the date on which the Company’s common stock is publicly traded on a national 
stock exchange and during a lock-up period or securities law blackout period, the otherwise applicable post-termination Option 
exercise period shall continue, but not beyond the remaining term of the Option, until thirty (30) calendar days after the first day when 
the terminating Optionee is no longer precluded from selling stock acquired upon exercise of Options for either of such reasons.  
Notwithstanding anything to the contrary herein, nothing herein shall prohibit the Optionee from exercising his or her vested Options 
through net exercise, using Shares to be acquired upon exercise of the Option, during any lock-up or securities law blackout period to 
the extent not prohibited by law. 

  
In the event that the Optionee’s employment is terminated in the circumstances described in Section 7(c) hereof, this 

Agreement shall terminate at the time of such termination notwithstanding any other provision of this Agreement and the Optionee’s 
Option will cease to be exercisable to the extent exercisable as of such termination and will not be or become exercisable after such 
termination.  The Optionee shall be deemed to be an employee of the Company or any Subsidiary if on a leave of absence approved in 
writing by the Board or the Chief Executive Officer of the Company to the extent consistent with Section 409A of the Code. 

  
8.             Stockholders Agreement.  The Optionee agrees that any Option Shares that the Optionee receives pursuant to this 

Agreement or under the Plan are subject to the terms and conditions set forth in the Stockholders Agreement. 
  
9.             No Employment Contract.  Nothing contained in this Agreement shall (a) confer upon the Optionee any right to 

be employed by or remain employed by the Company or any Subsidiary, or (b) limit or affect in any manner the right of the Company 
or any Subsidiary to terminate the employment or adjust the compensation of the Optionee. 
  

10.           Dividend Equivalents.  Upon the payment of any ordinary or extraordinary cash dividend (or similar distributions) 
to holders of Company common stock, the Optionee will be credited with dividend equivalent rights with respect to the Options as 
follows.  Dividend equivalents relating to vested Options shall be paid to the Optionee in cash at the same time dividends are paid to 
holders of Company common stock.  Dividend equivalents relating to 
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unvested Options will be credited to a notional account maintained on the books of the Company for the benefit of the Optionee, 
which account shall not accrue interest.  The Optionee will become vested in such account at the same time as the Options to which 
the dividend equivalents relate vest and become exercisable, and such vested amounts shall be payable in cash upon the applicable 
vesting date, and in no event later than 2½ months following the end of the calendar year in which the applicable vesting date occurs.  
Unvested amounts held in such account shall be forfeited by the Optionee upon the date of any termination of employment; provided, 
however, that if such termination results in the continuation of unvested Options from the First and Second Performance-Based 
Tranches, as provided in Sections 7(a) and 7(b), above, forfeiture of dividend equivalents shall be delayed until the twelve (12) month 
anniversary of such termination, and to the extent that any Options vest during such twelve (12) month period, such related dividend 
equivalents shall also vest and be paid to the Optionee in cash on the twelve (12) month anniversary of such termination or, if the 
Options are forfeited, such related dividend equivalents shall also be forfeited. 

  
11.           Taxes and Withholding.  The Company or any Subsidiary may withhold, or require the Optionee to remit to the 

Company or any Subsidiary, an amount sufficient to satisfy federal, state, local or foreign taxes (including the Optionee’s FICA 
obligation) in connection with any payment made or benefit realized by the Optionee or other person under this Agreement or 
otherwise, and if the amounts available to the Company or any Subsidiary for such withholding are insufficient, it shall be a condition 
to the receipt of such payment or the realization of such benefit that Optionee or such other person make arrangements satisfactory to 
the Company or any Subsidiary for payment of the balance of such taxes required to be withheld.  The Optionee may elect to have 
such withholding obligation satisfied by surrendering to the Company or any Subsidiary a portion of the Option Shares that are issued 
or transferred to the Optionee upon the exercise of an Option (but only to the extent of the minimum withholding required by law), 
and the Option Shares so surrendered by Optionee shall be credited against any such withholding obligation at the Fair Market Value 
(which for such purpose shall have the meaning set forth in the Stockholders Agreement) of such Shares on the date of such surrender.

  
12.           Compliance with Law.  The Company shall make reasonable efforts to comply with all applicable federal and 

state securities laws; provided, however, that notwithstanding any other provision of this Agreement, the Option shall not be 
exercisable if the exercise thereof would result in a violation of any such law. 

  
13.           Adjustments. 
  

(a)           The Board shall make or provide for such substitution or adjustments in the number of Option Shares 
covered by this Option, in the Option Price applicable to such Option, and in the kind of shares covered thereby and/or such other 
equitable substitution or adjustments as the Board may determine to prevent dilution or enlargement of the Optionee’s rights that 
otherwise would result from (i) any stock dividend, extraordinary cash-dividend, stock split, combination of shares, recapitalization, 
or other change in the capital structure of the Company, (ii) any merger, consolidation, spin-off, split-off, spin-out, split-up, 
reclassification, reorganization, partial or complete liquidation, or other distribution of assets or issuance of rights or warrants to 
purchase securities, or (iii) any other corporate transaction or event having an effect similar to any of the foregoing.  In the case of a 
Change in Control, such substitutions and adjustments include, without limitation, canceling any and all Options in exchange for 
cash payments equal to the excess, if any, of the value of the consideration paid to a shareholder of an Option Share over the Option 
Price per share subject to such Option in connection with such an adjustment event. 

  
8 

 



  
(b)           To the extent that any equity securities of any member of the Company’s controlled group become 

publicly traded, at such time all Options shall be exchanged, in a manner consistent with Sections 409A and 424 of the Code, for 
options with the same intrinsic value in the publicly-traded entity, and all Shares shall be exchanged for shares of common stock 
with the same aggregate value of the publicly-traded entity. 

  
14.           Relation to Other Benefits.  Any economic or other benefit to Optionee under this Agreement shall not be taken 

into account in determining any benefits to which Optionee may be entitled under any profit-sharing, retirement or other benefit or 
compensation plan maintained by the Company or any Subsidiary and shall not affect the amount of any life insurance coverage 
available to any beneficiary under any life insurance plan covering employees of the Company or any Subsidiary. 

  
15.           Amendments.  Any amendment to the Plan shall be deemed to be an amendment to this Agreement to the extent 

that the amendment is applicable hereto. 
  
16.           Severability.  If one or more of the provisions of this Agreement is invalidated for any reason by a court of 

competent jurisdiction, any provision so invalidated shall be deemed to be separable from the other provisions hereof, and the 
remaining provisions hereof shall continue to be valid and fully enforceable. 

  
17.           Relation to Plan.  This Agreement is subject to the terms and conditions of the Plan.  In the event of any 

inconsistent provisions between this Agreement and the Plan, the Plan shall govern.  The Board acting pursuant to the Plan, as 
constituted from time to time, shall, except as expressly provided otherwise herein, have the right to determine any questions which 
arise in connection with the Option or its exercise. 

  
18.           Successors and Assigns.  The provisions of this Agreement shall inure to the benefit of, and be binding upon, the 

successors, administrators, heirs, legal representatives and assigns of Optionee, and the successors and assigns of the Company. 
  
19.           Governing Law.  The interpretation, performance, and enforcement of this Agreement shall be governed by the 

laws of the State of New York, without giving effect to the principles of conflict of laws thereof and all parties, including their 
successors and assigns, consent to the jurisdiction of the state and federal courts of New York. 

  
20.           Prior Agreement.  As of the Effective Date, this Agreement supersedes any and all prior and/or contemporaneous 

agreements, either oral or in writing, between the parties hereto, or between either or both of the parties hereto and the Company, with 
respect to the subject matter hereof.  Each party to this Agreement acknowledges that no representations, inducements, promises, or 
other agreements, orally or otherwise, have been made by any party, or anyone acting on behalf of any party, pertaining to the subject 
matter hereof, which are not embodied herein, and that no prior and/or contemporaneous agreement, statement or promise pertaining 
to the subject matter hereof that is not contained in this Agreement shall be valid or binding on either party. 

  
21.           Notices.  For all purposes of this Agreement, all communications, including without limitation notices, consents, 

requests or approvals, required or permitted to be given hereunder will be in writing and will be deemed to have been duly given when 
hand delivered or dispatched by electronic facsimile transmission (with receipt thereof confirmed), or five business days after having 
been mailed by United States registered or certified mail, return receipt requested, postage prepaid, or three business days after having 
been sent by a nationally 
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recognized overnight courier service such as Federal Express, UPS, or Purolator, addressed to the Company (to the attention of the 
Secretary of the Company) at its principal executive offices and to Optionee at his principal residence, or to such other address as any 
party may have furnished to the other in writing and in accordance herewith, except that notices of changes of address shall be 
effective only upon receipt. 

  
22.           Counterparts.  This Agreement may be executed in one or more counterparts, each of which shall be deemed to be 

an original but all of which together will constitute one and the same agreement. 
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IN WITNESS WHEREOF, the Company has caused this Agreement to be executed on its behalf by its duly authorized 

officer and the Optionee has executed this Agreement, as of the day and year first above written. 
  
  

  
  
I hereby agree to be bound by the terms of the Plan, this Agreement and the Stockholder’s Agreement.  I hereby further agree that all 
the decisions and determinations of the Board or an officer as provided in this Agreement shall be final and binding. 
  
  

  

  
DJO INCORPORATED:

  
  
  
  

DONALD ROBERTS
  

Executive Vice President, General Counsel and Secretary

  
OPTIONEE:

  
  
  



Exhibit 10.7
 

AMENDMENT NUMBER ONE 
TO 

NONSTATUTORY STOCK OPTION AGREEMENT 
(2009 Version) 

  
This Amendment Number One to Nonstatutory Stock Option Agreement (2009 Version) (“Amendment”), dated as of 

                          , 2011, is made by and between DJO Incorporated, a Delaware corporation (the “Company”) and                                
(the “Optionee”). 
  

WHEREAS, the Company and Optionee have previously entered into that certain Nonstatutory Stock Option Agreement 
(the “2009 Agreement”) under which the Company granted Optionee an option to purchase shares of Common Stock on terms and 
conditions set forth therein; 
  

WHEREAS, the Company and Optionee also desire to reflect herein a further amendment to the 2009 Agreement approved 
by the Compensation Committee to modify the performance requirements for the First Performance Based Tranche for years 
subsequent to 2009; 
  

NOW, THEREFORE, the parties hereby agree as follows.  Capitalized terms used but not defined herein shall have the 
meanings ascribed to them in the Agreement. 
  

1.              Amendment of Certain Definitions. 
  

(a)           The defined term “First Performance Based Tranche” in Section 1(k) is hereby amended each place it 
appears in the 2009 Agreement to be the new defined term “First Market Return Tranche” and the definition thereof in Section 1(k) is 
unchanged. 

  
(b)          The defined term “Second Performance Based Tranche” in Section 1(t) is amended each place it appears 

in the 2009 Agreement to be the new defined term “Second Market Return Tranche” and the definition thereof in Section 1(t) is 
unchanged. 

  
(c)           Section 1(i) “EBITDA, Section 1(l) “Free Cash Flow” and Section 1(p) “Operating Working Capital” are 

hereby deleted in their entirety and the remaining subsections of Section 1 are hereby renumbered accordingly. 
  

2.     Amendment reflecting First Market Return Tranche (formerly First Performance-Based Tranche) of Vesting.  Section 4
(b) of the 2009 Agreement is hereby amended in its entirety to read as follows: 

  
“(b)       The Option Shares in the First Market Return Tranche which have not become vested and exercisable prior 

to the date of this Amendment shall become vested and exercisable on such date, if any, prior to the expiration of the term 
hereof, that all of the following three conditions are satisfied:  (i) 
  

 



 
Blackstone shall have disposed of some or all of its holdings of common stock in the Company; (ii) Blackstone shall have 
realized an IRR on its aggregate investment in the common stock of the Company of at least       %; and (iii) Blackstone 
shall have realized a MOIC in the Company of at least        times.” 

  
3.             Amendment to Change in Control vesting provision.  Section 4(d) of the 2009 Agreement is hereby amended in its 

entirety to read as follows: 
  

“(d) Notwithstanding the foregoing, the Option Shares of the Time-Based Tranche granted hereby shall become 
immediately exercisable upon the occurrence of a Change in Control if Optionee remains in the continuous employ of the Company or 
any Subsidiary until the date of the consummation of such Change in Control.” 

  
4.             Amendment deleting determination of financial factors.  Section 4(g) of the 2009 Agreement is hereby deleted in 

its entirety. 
  

5.             Amendment deleting Attachment A.  Attachment A to the 2009 Agreement is hereby deleted in its entirety. 
  

6.             Counterparts.  This Amendment may be executed in one or more counterparts, each of which shall be deemed to be 
an original but all of which together will constitute one and the same agreement. 

  
7.             Effect of Amendment.  Except as specifically amended by this Amendment, the 2009 Agreement remains in force 

and unmodified and its terms and provisions, as amended hereby, remain in full force and effect. 
  

 



 
IN WITNESS WHEREOF, the Company has caused this Amendment to be executed on its behalf by its duly authorized 

officer and the Optionee has executed this Amendment, as of the day and year first above written. 
  
  

  
  

I hereby agree to be bound by the terms of the Plan, the 2009 Agreement as amended by this Amendment and the Stockholder’s 
Agreement.  I hereby further agree that all the decisions and determinations of the Board or an officer of the Company as provided in 
the 2009 Agreement as amended by this Amendment shall be final and binding. 
  
  

  

  
DJO INCORPORATED:

  
  
  
  

DONALD ROBERTS
  

Executive Vice President, General Counsel and
  

Secretary

  
OPTIONEE:

  
  
  



Exhibit 10.8
 

NONSTATUTORY STOCK OPTION AGREEMENT 
  

This NONSTATUTORY STOCK OPTION AGREEMENT (this “Agreement”), dated as of                             , 2010 (the 
“Effective Date”), is made by and between DJO Incorporated, a Delaware corporation (the “Company”), and [                        ] (the 
“Optionee”). 

  
WHEREAS, the Company desires to grant the Optionee a nonqualified stock option in recognition of the Optionee’s service 

to the Company and to further align the Optionee’s interests with those of the Company’s stockholders. 
  
NOW THEREFORE, the parties to this Agreement, hereby agree as follows: 
  
1.             Certain Definitions.  Capitalized terms used, but not otherwise defined, in this Agreement will have the meanings 

given to such terms in the Company’s 2007 Incentive Stock Plan (the “Plan”).  As used in this Agreement: 
  

(a)           “Board” means the Board of Directors of the Company. 
  
(b)           “Blackstone” means each of Blackstone Capital Partners V L.P. a Cayman Islands limited partnership, 

Blackstone Family Investment Partnership V L.P., a Cayman Islands limited partnership, Blackstone Family Investment 
Partnership V-A L.P., a Cayman Islands limited partnership, Blackstone Participation Partnership V L.P., a Cayman Islands 
limited partnership and each of their respective Affiliates. 

  
(c)           “Change in Control” means (i) the sale or disposition, in one or a series of related transactions, of all 

or substantially all of the assets of the Company to any “person” or “group” (as such terms are defined in Sections 13(d)(3) and 14
(d)(2) of the Exchange Act) other than a sale or disposition where Blackstone retains all or substantially all of the assets of the 
Company, or (ii) any person or group, other than Blackstone, is or becomes the ‘beneficial owner” (as defined in Rules 13d-3 and 
13d-5 under the Exchange Act), directly or indirectly, of more than 50% of the total voting power of the voting stock of the 
Company, including by way of merger, consolidation or otherwise (other than an offering of stock to the general public through a 
registration statement filed with the Securities and Exchange Commission); or (iii) the approval by the stockholders of the 
Company of a plan of complete liquidation of the Company. 

  
(d)           “Code” means the Internal Revenue Code of 1986, as amended. 
  
(e)           “Company” has the meaning specified in the introductory paragraph of this Agreement or its 

successors; provided, that to the extent that any class of equity securities of a member of the Company’s controlled group 
becomes publicly traded on an established securities market, the term “Company” shall be deemed to refer to such publicly traded 
entity. 

  
(f)            “Compensation Committee” means the Executive Compensation Committee of the Board. 
  
(g)           “Credit Agreement” means that certain Credit Agreement dated November 20, 2007, by and between 

DJO Finance LLC (f/k/a ReAble Therapeutics Finance LLC), DJO Holdings LLC (f/k/a ReAble Therapeutics Holdings LLC), 
Credit Suisse and certain other lenders. 

  

 



 
(h)           “Disability” shall mean the Optionee is disabled as determined under Section 409A(a)(2)(C) of the 

Code. 
  
(i)            “Fair Market Value” has the meaning specified in the Plan, except as expressly set forth herein. 
  
(j)            “First Market Return Tranche” has the meaning specified in Section 2 of this Agreement. 
  
(k)           “Good Reason” shall mean a material reduction in the Optionee’s compensation below the amount of 

compensation in effect on the date of this Agreement which is not cured within thirty (30) days following the Company’s or its 
subsidiary’s, as applicable, receipt of written notice from such Optionee describing the event constituting Good Reason. 

  
(l)            “IRR” shall mean, as determined by the Board based on an analysis provided by the Company’s 

management, Blackstone’s annually compounded internal rate of return based on the applicable sale price of Blackstone’s 
aggregate investment in the Company taking into account all dividends, distributions, and other proceeds received by Blackstone, 
but excluding any fees paid to Blackstone pursuant to that certain Monitoring Agreement by and between the Company and 
Blackstone dated November 3, 2006, as amended from time to time, or any successor thereto, and based on the assumption that all 
shares available for or subject to award under the Plan are outstanding shares of Company common stock. 

  
(m)          “MOIC” shall mean the multiple of Blackstone’s aggregate invested equity capital in the Company 

since its initial investment in the Company through the date of determination as determined by the Board based on an analysis 
provided by the Company’s management.  It being understood that the invested capital on the date here of equals $792 million. 

  
(n)           “Option” has the meaning specified in Section 2 of this Agreement. 
  
(o)           “Option Price” has the meaning specified in Section 2 of this Agreement. 
  
(p)           “Option Shares” has the meaning specified in Section 2 of this Agreement. 
  
(q)           “Second Market Return Tranche” has the meaning specified in Section 2 of this Agreement. 
  
(r)            “Stockholders Agreement” shall mean that certain stockholders agreement applicable to the Optionee, 

as amended from time to time. 
  
(s)           “Termination for Cause” shall mean the termination by the Company of Optionee’s employment with 

the Company as a result of (i) the Optionee’s willful and continued failure to substantially perform Optionee’s duties (other than 
any such failure resulting from the Optionee’s Disability or any such failure subsequent to the Optionee being delivered notice of 
the Company’s intent to terminate the Optionee’s employment without Cause), (ii) conviction of, or a plea of nolo contendere to, 
(A) a felony (other than traffic- 
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related) under the laws of the United States or any state thereof or any similar criminal act in a jurisdiction outside the United 
States or (B) a crime involving moral turpitude that could be injurious to the Company or its reputation, (iii) the Optionee’s 
willful malfeasance or willful misconduct which is materially and demonstrably injurious to the Company, or (iv) any act of fraud 
by the Optionee in the performance of the Optionee’s duties. 

  
2.             Grant of Stock Option.  Subject to and upon the terms, conditions, and restrictions set forth in this Agreement and 

in the Plan, the Company has granted to Optionee an option (the “Option”) to purchase [        ] shares of the Company’s common stock 
(the “Option Shares”) at a price (the “Option Price”) of $[        ] per share, which is the Fair Market Value per share on the Effective 
Date.  The Option may be exercised from time to time in accordance with the terms of this Agreement.  Subject to adjustment as 
hereinafter provided, (a) [        ] of the Option Shares constitute the “Time-Based Tranche”, (b) [        ] of the Option Shares constitute 
the First Market Return Tranche, and (c) [        ] of the Option Shares constitute the Second Market Return Tranche. 

  
3.             Term of Option.  The term of the Option shall commence on the Effective Date and, unless earlier terminated in 

accordance with Section 7 hereof, shall expire ten (10) years from the Effective Date. 
  
4.             Right to Exercise.  Unless terminated as hereinafter provided, the Option shall become exercisable only as 

follows: 
  

(a)           The Option Shares in the Time-Based Tranche shall become vested and exercisable in increments of 
20% each on the first through fifth anniversary dates of the Effective Date, provided the Optionee remains in the continuous 
employ of the Company, any Subsidiary or Affiliate as of the applicable anniversary date. 

  
(b)           The Option Shares in the First Market Return Tranche shall become vested and exercisable on such 

date, if any, prior to the expiration of the term hereof, that all of the following three conditions are satisfied:  (i)  Blackstone shall 
have disposed of some or all of its holdings of common stock in the Company; (ii) Blackstone shall have realized an IRR on its 
aggregate investment in the common stock of the Company of at least       %; and (iii) Blackstone shall have realized a MOIC in 
the Company of at least        times. 

  
(c)           The Option Shares in the Second Market Return Tranche shall become vested and exercisable on such 

date, if any, prior to the expiration of the term hereof, that all of the following three conditions are satisfied:  (i)  Blackstone shall 
have disposed of some or all of its holdings of common stock in the Company; (ii) Blackstone shall have realized an IRR on its 
aggregate investment in the common stock of the Company of at least       %; and (iii) Blackstone shall have realized a MOIC in 
the Company of at least        times. 

  
(d)           Notwithstanding the foregoing, the Option Shares of the Time-Based Tranche granted hereby shall 

become immediately exercisable upon the occurrence of a Change in Control if Optionee remains in the continuous employ of the 
Company or any Subsidiary until the date of the consummation of such Change in Control. 

  
(e) Notwithstanding anything herein to the contrary, if the Optionee is on an approved leave of absence, as 

provided in the last paragraph of Section 7 hereof, the Optionee 
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will be considered as still in continuous employ of the Company, a Subsidiary or an Affiliate for purposes of this Plan. 
  

(f) The Optionee shall be entitled to the privileges of ownership with respect to Option shares purchased and 
delivered to Optionee upon the exercise of all or part of this Option, subject to Section 8 hereof. 

  
5.             Option Nontransferable.  The Optionee may not transfer or assign all or any part of the Option other than by will 

or by the laws of descent and distribution.  This Option may be exercised, during the lifetime of the Optionee, only by the Optionee, or 
in the event of the Optionee’s legal incapacity, by the Optionee’s guardian or legal representative acting on behalf of the Optionee in a 
fiduciary capacity under state law and court supervision.  Notwithstanding anything herein to the contrary, the Optionee may transfer 
or assign all or any part of the Option to “family members” (as defined in the General Instructions to Form S-8 of the Securities Act of 
1933) or trusts, partnerships or similar entities for the benefit of such family members, for estate planning purposes or in connection 
with the disposition of Optionee’s estate. 

  
6.             Notice of Exercise; Payment. 
  

(a)           To the extent then exercisable, the Option may be exercised in whole or in part by written notice to the 
Company stating the number of Option Shares for which the Option is being exercised and the intended manner of payment.  The 
date of such notice shall be the exercise date.  Payment equal to the aggregate Option Price of the Option Shares being purchased 
pursuant to an exercise of the Option must be tendered in full with the notice of exercise to the Company in one or a combination 
of the following methods as specified by the Optionee in the notice of exercise:  (i) cash in the form of currency or check or by 
wire transfer as directed by the Company, (ii) solely following an IPO in Shares otherwise being traded on an established 
securities market, through the surrender to the Company of Shares owned by the Optionee for at least six months as valued at 
their Fair Market Value on the date of exercise, (iii) through net exercise, using Shares to be acquired upon exercise of the Option, 
such Shares being valued at their Fair Market Value (which for such purpose shall have the meaning set forth in the Stockholders 
Agreement) on the date of exercise, or (iv) through such other form of consideration as is deemed acceptable by the Board. 

  
(b)           As soon as practicable upon the Company’s receipt of the Optionee’s notice of exercise and payment, 

the Company shall direct the due issuance of the Option Shares so purchased. 
  
(c)           As a further condition precedent to the exercise of this Option in whole or in part, the Optionee shall 

comply with all regulations and the requirements of any regulatory authority having control of, or supervision over, the issuance 
of the shares of common stock and in connection therewith shall execute any documents which the Board shall in its sole 
discretion deem necessary or advisable. 

  
7.             Termination of Agreement.  The Agreement and the Option granted hereby shall terminate automatically and 

without further notice on the earliest of the following dates: 
  

(a)           After the Optionee’s termination due to the Optionee’s death or Disability, all unvested Time-Based 
Options will be forfeited immediately and terminate and all vested Options from any Tranche shall remain exercisable until the 
lesser of (i) one (1) year following the Optionee’s date of termination or (ii) the remaining term of the Option; 
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provided, however, that it shall be a condition to the exercise of the Option in the event of the Optionee’s death that the Person 
exercising the Option shall (i) have agreed in a form satisfactory to the Company to be bound by the provisions of this Agreement 
and the Stockholders Agreement and (ii) comply with all regulations and the requirements of any regulatory authority having 
control of, or supervision over, the issuance of the shares of common stock and in connection therewith shall execute any 
documents which the Board shall in its sole discretion deem necessary or advisable.  Unvested Options from the First and Second 
Market Return Tranches shall remain outstanding for the twelve (12) month period following the date of such termination by 
reason of death or Disability.  To the extent applicable market return targets are achieved within such twelve (12) month period 
following the date of termination due to the Optionee’s death or Disability ( a “Post-Termination Vesting Event”), the appropriate 
number of Options will vest as of such Post-Termination Vesting Event, and remain exercisable for twelve (12) months following 
such Post-Termination Vesting Event (but not beyond the remaining term of the Option).  On the twelve (12) month anniversary 
of the date of termination of employment by reason of death or Disability, all remaining unvested options from the First and 
Second Market Return Tranches will be forfeited; 

  
(b)           After the Optionee’s termination by the Company without Cause or by the Optionee for Good Reason, 

all unvested Time-Based Options will be forfeited immediately and terminate and all vested Options from any Tranche shall 
remain exercisable until the lesser of (i) ninety (90) calendar days following the Optionee’s date of termination or (ii) the 
remaining term of the Option.  Unvested options from the First and Second Market Return Tranches shall remain outstanding for 
the twelve (12) month period following the date of such termination by reason of termination by the Company without Cause or 
by the Optionee for Good Reason.  To the extent a Post-Termination Vesting Event occurs within such twelve (12) month period, 
the appropriate number of Options will vest as of such Post-Termination Vesting Event, and remain exercisable for ninety (90) 
calendar days following such Post-Termination Vesting Event (but not beyond the remaining term of the Option).  On the twelve 
(12) month anniversary of the date of termination of employment by reason of termination by the Company without Cause or by 
the Executive with Good Reason, all remaining unvested options from the First and Second Market Return Tranches will be 
forfeited; 

  
(c)           The date of the Optionee’s Termination for Cause, upon which all vested and unvested Options will be 

forfeited immediately and terminate; 
  
(d)           After the Optionee’s termination without Good Reason, all unvested options will be forfeited 

immediately and terminate and all vested Options from any Tranche shall remain exercisable until the lesser of (i) ninety (90) 
calendar days following the Optionee’s date of termination or (ii) the remaining term of the Option; or 

  
(e)           Ten (10) years from the Effective Date. 
  

Notwithstanding the foregoing, in all termination events other than a termination of the Optionee’s employment for Cause, if 
the last day to exercise vested Options occurs after the date on which the Company’s common stock is publicly traded on a national 
stock exchange and during a lock-up period or securities law blackout period, the otherwise applicable post-termination Option 
exercise period shall continue, but not beyond the remaining term of the Option, until thirty (30) calendar days after the first day when 
the terminating Optionee is no longer precluded from selling stock acquired upon exercise of Options for either of such reasons.  
Notwithstanding anything to the contrary herein, nothing herein shall prohibit the Optionee from 
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exercising his or her vested Options through net exercise, using Shares to be acquired upon exercise of the Option, during any lock-up 
or securities law blackout period to the extent not prohibited by law. 
  

In the event that the Optionee’s employment is terminated in the circumstances described in Section 7(c) hereof, this 
Agreement shall terminate at the time of such termination notwithstanding any other provision of this Agreement and the Optionee’s 
Option will cease to be exercisable to the extent exercisable as of such termination and will not be or become exercisable after such 
termination.  The Optionee shall be deemed to be an employee of the Company or any Subsidiary if on a leave of absence approved in 
writing by the Board or the Chief Executive Officer of the Company to the extent consistent with Section 409A of the Code. 

  
8.             Stockholders Agreement.  The Optionee agrees that any Option Shares that the Optionee receives pursuant to this 

Agreement or under the Plan are subject to the terms and conditions set forth in the Stockholders Agreement. 
  
9.             No Employment Contract.  Nothing contained in this Agreement shall (a) confer upon the Optionee any right to 

be employed by or remain employed by the Company or any Subsidiary, or (b) limit or affect in any manner the right of the Company 
or any Subsidiary to terminate the employment or adjust the compensation of the Optionee. 

  
10.           Dividend Equivalents.  Upon the payment of any ordinary or extraordinary cash dividend (or similar distributions) 

to holders of Company common stock, the Optionee will be credited with dividend equivalent rights with respect to the Options as 
follows.  Dividend equivalents relating to vested Options shall be paid to the Optionee in cash at the same time dividends are paid to 
holders of Company common stock.  Dividend equivalents relating to unvested Options will be credited to a notional account 
maintained on the books of the Company for the benefit of the Optionee, which account shall not accrue interest.  The Optionee will 
become vested in such account at the same time as the Options to which the dividend equivalents relate vest and become exercisable, 
and such vested amounts shall be payable in cash upon the applicable vesting date, and in no event later than 2½ months following the 
end of the calendar year in which the applicable vesting date occurs.  Unvested amounts held in such account shall be forfeited by the 
Optionee upon the date of any termination of employment; provided, however, that if such termination results in the continuation of 
unvested Options from the First and Second Market Return Tranches, as provided in Sections 7(a) and 7(b), above, forfeiture of 
dividend equivalents shall be delayed until the twelve (12) month anniversary of such termination, and to the extent that any Options 
vest during such twelve (12) month period, such related dividend equivalents shall also vest and be paid to the Optionee in cash on the 
twelve (12) month anniversary of such termination or, if the Options are forfeited, such related dividend equivalents shall also be 
forfeited. 

  
11.           Taxes and Withholding.  The Company or any Subsidiary may withhold, or require the Optionee to remit to the 

Company or any Subsidiary, an amount sufficient to satisfy federal, state, local or foreign taxes (including the Optionee’s FICA 
obligation) in connection with any payment made or benefit realized by the Optionee or other person under this Agreement or 
otherwise, and if the amounts available to the Company or any Subsidiary for such withholding are insufficient, it shall be a condition 
to the receipt of such payment or the realization of such benefit that Optionee or such other person make arrangements satisfactory to 
the Company or any Subsidiary for payment of the balance of such taxes required to be withheld.  The Optionee may elect to have 
such withholding obligation satisfied by surrendering to the Company or any Subsidiary a portion of the Option Shares that are issued 
or transferred to the Optionee upon the exercise of an Option (but only to the extent of the minimum withholding 
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required by law), and the Option Shares so surrendered by Optionee shall be credited against any such withholding obligation at the 
Fair Market Value (which for such purpose shall have the meaning set forth in the Stockholders Agreement) of such Shares on the 
date of such surrender. 
  

12.           Compliance with Law.  The Company shall make reasonable efforts to comply with all applicable federal and 
state securities laws; provided, however, that notwithstanding any other provision of this Agreement, the Option shall not be 
exercisable if the exercise thereof would result in a violation of any such law. 

  
13.           Adjustments. 
  

(a)           The Board shall make or provide for such substitution or adjustments in the number of Option Shares 
covered by this Option, in the Option Price applicable to such Option, and in the kind of shares covered thereby and/or such other 
equitable substitution or adjustments as the Board may determine to prevent dilution or enlargement of the Optionee’s rights that 
otherwise would result from (i) any stock dividend, extraordinary cash-dividend, stock split, combination of shares, 
recapitalization, or other change in the capital structure of the Company, (ii) any merger, consolidation, spin-off, split-off, spin-
out, split-up, reclassification, reorganization, partial or complete liquidation, or other distribution of assets or issuance of rights or 
warrants to purchase securities, or (iii) any other corporate transaction or event having an effect similar to any of the foregoing.  
In the case of a Change in Control, such substitutions and adjustments include, without limitation, canceling any and all Options 
in exchange for cash payments equal to the excess, if any, of the value of the consideration paid to a shareholder of an Option 
Share over the Option Price per share subject to such Option in connection with such an adjustment event. 

  
(b)           To the extent that any equity securities of any member of the Company’s controlled group become 

publicly traded, at such time all Options shall be exchanged, in a manner consistent with Sections 409A and 424 of the Code, for 
options with the same intrinsic value in the publicly-traded entity, and all Shares shall be exchanged for shares of common stock 
with the same aggregate value of the publicly-traded entity. 

  
14.           Relation to Other Benefits.  Any economic or other benefit to Optionee under this Agreement shall not be taken 

into account in determining any benefits to which Optionee may be entitled under any profit-sharing, retirement or other benefit or 
compensation plan maintained by the Company or any Subsidiary and shall not affect the amount of any life insurance coverage 
available to any beneficiary under any life insurance plan covering employees of the Company or any Subsidiary. 

  
15.           Amendments.  Any amendment to the Plan shall be deemed to be an amendment to this Agreement to the extent 

that the amendment is applicable hereto. 
  
16.           Severability.  If one or more of the provisions of this Agreement is invalidated for any reason by a court of 

competent jurisdiction, any provision so invalidated shall be deemed to be separable from the other provisions hereof, and the 
remaining provisions hereof shall continue to be valid and fully enforceable. 

  
17.           Relation to Plan.  This Agreement is subject to the terms and conditions of the Plan.  In the event of any 

inconsistent provisions between this Agreement and the Plan, the Plan shall govern.  The Board acting pursuant to the Plan, as 
constituted from time to time, shall, except as expressly provided otherwise herein, have the right to determine any questions which 
arise in connection with the Option or its exercise. 
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18.           Successors and Assigns.  The provisions of this Agreement shall inure to the benefit of, and be binding upon, the 

successors, administrators, heirs, legal representatives and assigns of Optionee, and the successors and assigns of the Company. 
  
19.           Governing Law.  The interpretation, performance, and enforcement of this Agreement shall be governed by the 

laws of the State of New York, without giving effect to the principles of conflict of laws thereof and all parties, including their 
successors and assigns, consent to the jurisdiction of the state and federal courts of New York. 

  
20.           Prior Agreement.  As of the Effective Date, this Agreement supersedes any and all prior and/or contemporaneous 

agreements, either oral or in writing, between the parties hereto, or between either or both of the parties hereto and the Company, with 
respect to the subject matter hereof.  Each party to this Agreement acknowledges that no representations, inducements, promises, or 
other agreements, orally or otherwise, have been made by any party, or anyone acting on behalf of any party, pertaining to the subject 
matter hereof, which are not embodied herein, and that no prior and/or contemporaneous agreement, statement or promise pertaining 
to the subject matter hereof that is not contained in this Agreement shall be valid or binding on either party. 

  
21.           Notices.  For all purposes of this Agreement, all communications, including without limitation notices, consents, 

requests or approvals, required or permitted to be given hereunder will be in writing and will be deemed to have been duly given when 
hand delivered or dispatched by electronic facsimile transmission (with receipt thereof confirmed), or five business days after having 
been mailed by United States registered or certified mail, return receipt requested, postage prepaid, or three business days after having 
been sent by a nationally recognized overnight courier service such as Federal Express, UPS, or Purolator, addressed to the Company 
(to the attention of the Secretary of the Company) at its principal executive offices and to Optionee at his principal residence, or to 
such other address as any party may have furnished to the other in writing and in accordance herewith, except that notices of changes 
of address shall be effective only upon receipt. 

  
22.           Counterparts.  This Agreement may be executed in one or more counterparts, each of which shall be deemed to be 

an original but all of which together will constitute one and the same agreement. 
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IN WITNESS WHEREOF, the Company has caused this Agreement to be executed on its behalf by its duly authorized 

officer and the Optionee has executed this Agreement, as of the day and year first above written. 
  

  

  
  

I hereby agree to be bound by the terms of the Plan, this Agreement and the Stockholder’s Agreement.  I hereby further agree that all 
the decisions and determinations of the Board or an officer as provided in this Agreement shall be final and binding. 
  

  

  

  
DJO INCORPORATED:

  
  
  
  

DONALD ROBERTS
  

Executive Vice President, General Counsel and Secretary

  
OPTIONEE:
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EXECUTION VERSION
 

AMENDMENT NO. 3 dated as of February 18, 2011 (this “Amendment”), to the Credit 
Agreement dated as of November 20, 2007, as amended by Amendment No. 1 dated as of January 14, 2010 
and Amendment No. 2 dated as of October 7, 2010 (the “Credit Agreement”), among DJO FINANCE 
LLC (f/k/a REABLE THERAPEUTICS FINANCE LLC), a Delaware limited liability company (the 
“Company”), DJO HOLDINGS LLC (f/k/a REABLE THERAPEUTICS HOLDINGS LLC), a Delaware 
limited liability company (“Holdings”), CREDIT SUISSE AG (f/k/a Credit Suisse), as Administrative 
Agent, Collateral Agent, Swing Line Lender and an L/C Issuer and each lender from time to time party 
thereto (collectively, the “Lenders” and individually, a “Lender”). 

  
A.            Pursuant to the Credit Agreement, the Lenders have extended credit to the Company. 
  
B.            The Company has requested that the Lenders agree to amend the Credit Agreement in the manner set forth 

herein in order to modify the Total Leverage Ratio set forth in Section 7.02(i) and Section 7.03(h) of the Credit Agreement, 
compliance with which is required as a condition to the making of a Permitted Acquisition and the related incurrence of Indebtedness 
pursuant to such sections. 

  
C.            The Lenders are willing to so amend the Credit Agreement, on the terms and subject to the conditions set 

forth herein. 
  
Accordingly, in consideration of the premises contained herein and other good and valuable consideration, the 

sufficiency and receipt of which are hereby acknowledged, the parties hereto agree as follows: 
  
SECTION 1.  Definitions.  Capitalized terms used but not defined in this Amendment have the meanings assigned 

thereto in the Credit Agreement.  The provisions of Section 1.02 of the Credit Agreement are hereby incorporated by reference herein, 
mutatis mutandis.  As used herein, the following terms shall have the meanings set forth below: 

  
SECTION 2.  Amendments to Credit Agreement.  (a)  Section 7.02(i)(E) of the Credit Agreement is hereby 

amended by replacing “6:00:1” therein with “7:00:1”. 
  
(b)  Section 7.03(h) of the Credit Agreement is hereby amended replacing “6:00:1” therein with “7:00:1”. 

  
SECTION 3.  Other Agreements.  The parties hereto hereby acknowledge and agree that (i) as of the Amendment 

Effective Date, the acquisition of Elastic Therapy, LLC (f/k/a Elastic Therapy, Inc.) by DJO, LLC shall be deemed to be a Permitted 
Acquisition made pursuant to Section 7.02(i) of the Credit Agreement and shall no longer constitute an investment made pursuant to 
Section 7.02(n) thereof and (ii) no certification pursuant to Section 7.02(i) shall be required in connection therewith.  The Company 
hereby represents and warrants that immediately after giving effect to the acquisition of 
  

 



 
Elastic Therapy, LLC, the Total Leverage Ratio (calculated on a Pro Forma Basis) as of the last day of the Test Period immediately 
preceding the acquisition of Elastic Therapy LLC was not greater than 7.00:1. 

  
SECTION 4.  Representations and Warranties.  To induce the other parties hereto to enter into this Amendment, the 

Company represents and warrants to each of the Lenders and the Administrative Agent that, after giving effect to this Amendment, 
(a) the representations and warranties of the Company and each other Loan Party contained in Article V of the Credit Agreement or in 
any other Loan Document shall be true and correct in all material respects on and as of the Amendment Effective Date (as defined 
below); provided that, to the extent that such representations and warranties expressly relate to a specified earlier date, they shall be 
true and correct in all material respects as of such earlier date; provided, further, that, any representation and warranty that is qualified 
as to “materiality,” “Material Adverse Effect” or similar language shall be true and correct in all respects on such respective dates and 
(b) no Default or Event of Default has occurred and is continuing. 

  
SECTION 5.  Amendment Fee.  The Company agrees to pay to the Administrative Agent, for the account of each 

Lender that executes and delivers a copy of this Amendment to the Administrative Agent (or its counsel) at or prior to 12:00 noon, 
New York City time, on February 18, 2011, an amendment fee (the “Amendment Fees”) in an amount equal to 0.20% of the sum of 
the aggregate principal amount of such Lender’s Term Loans outstanding as of such date and the Revolving Credit Commitment 
(whether used or unused) of such Lender as of such date; provided, that the Company shall have no liability for any such Amendment 
Fees if this Amendment does not become effective in accordance with Section 6 below.  Such Amendment Fees shall be payable in 
immediately available funds on, and subject to the occurrence of, the Amendment Effective Date, shall not be subject to setoff or 
counterclaim, and shall be in addition to any other fees or amounts referred to in Section 6 below. 

  
SECTION 6.  Effectiveness.  This Amendment shall become effective as of the date (the “Amendment Effective 

Date”) on which the Administrative Agent shall have received (a) counterparts of this Amendment that, when taken together, bear the 
signatures of (i) the Company, (ii) Holdings, and (iii) the Required Lenders, and (b) (i) the Amendment Fees, (ii) any fees separately 
agreed in writing by the Company and Credit Suisse Securities (USA) LLC and (iii) to the extent invoiced (such invoice to be received 
by the Company no later than one Business Day prior to the Amendment Effective Date), reimbursement or payment of all reasonable 
and documented out of pocket costs and expenses of the Administrative Agent and its Affiliates required by Section 10.04 of the 
Credit Agreement or by any other Loan Document to be reimbursed or paid by the Company in connection with this Amendment. 

  
SECTION 7.  Effect of this Amendment.  Except as expressly set forth herein, this Amendment shall not by 

implication or otherwise limit, impair, constitute a waiver of, or otherwise affect the rights and remedies of the Lenders or the Agents 
under the Credit Agreement or any other Loan Document, and shall not alter, modify, amend or in any way affect any of the terms, 
conditions, obligations, covenants or agreements contained in the Credit Agreement or any other Loan Document, all of which are 
ratified 
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and affirmed in all respects and shall continue in full force and effect.  Nothing herein shall be deemed to entitle any Loan Party to a 
consent to, or a waiver, amendment, modification or other change of, any of the terms, conditions, obligations, covenants or 
agreements contained in the Credit Agreement or any other Loan Document in similar or different circumstances.  This Amendment 
shall apply and be effective only with respect to the provisions of the Credit Agreement specifically referred to herein.  This 
Amendment shall constitute a “Loan Document” for all purposes of the Credit Agreement and the other Loan Documents. 

 
SECTION 8.  Counterparts.  This Amendment may be executed in one or more counterparts, each of which shall be 

deemed an original, but all of which together shall constitute one and the same instrument. Delivery by electronic transmission of an 
executed counterpart of a signature page to this Amendment shall be effective as delivery of an original executed counterpart of this 
Amendment. 

  
SECTION 9.  GOVERNING LAW.  (a)  THIS AMENDMENT SHALL BE GOVERNED BY, AND 

CONSTRUED IN ACCORDANCE WITH, THE LAW OF THE STATE OF NEW YORK. 
  
(b)  ANY LEGAL ACTION OR PROCEEDING ARISING UNDER THIS AMENDMENT OR IN ANY WAY 

CONNECTED WITH OR RELATED OR INCIDENTAL TO THE DEALINGS OF THE PARTIES HERETO OR ANY OF THEM 
WITH RESPECT TO THIS AMENDMENT, IN EACH CASE WHETHER NOW EXISTING OR HEREAFTER ARISING, 
MAY BE BROUGHT IN THE COURTS OF THE STATE OF NEW YORK SITTING IN NEW YORK CITY OR OF THE 
UNITED STATES FOR THE SOUTHERN DISTRICT OF SUCH STATE, AND BY EXECUTION AND DELIVERY OF THIS 
AMENDMENT, EACH PARTY HERETO CONSENTS, FOR ITSELF AND IN RESPECT OF ITS PROPERTY, TO THE NON-
EXCLUSIVE JURISDICTION OF THOSE COURTS.  EACH PARTY HERETO IRREVOCABLY WAIVES ANY 
OBJECTION, INCLUDING ANY OBJECTION TO THE LAYING OF VENUE OR BASED ON THE GROUNDS OF FORUM 
NON CONVENIENS, WHICH IT MAY NOW OR HEREAFTER HAVE TO THE BRINGING OF ANY ACTION OR 
PROCEEDING IN SUCH JURISDICTION IN RESPECT OF THIS AMENDMENT. 

  
(c)  Each party to this Amendment irrevocably consents to service of process in the manner provided for notices in 

Section 10.02 of the Credit Agreement.  Nothing in this Amendment will affect the right of any party to this Amendment to serve 
process in any other manner permitted by law. 

  
SECTION 10.  Headings.  Section headings used herein are for convenience of reference only, are not part of this 

Amendment and shall not affect the construction of, or be taken into consideration in interpreting, this Amendment. 
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IN WITNESS WHEREOF, the parties hereto have caused this Amendment to be duly executed by their respective 

authorized officers as of the day and year first above written. 
  

  
  

[Amendment No. 3 to the Credit Agreement] 
  

 

  
DJO FINANCE LLC,

  
  

by /s/ VICKIE L. CAPPS 
   
   

Name: Vickie L. Capps 
   

Title: EVP & CFO
  
  
  

DJO HOLDINGS LLC,
  
  

by /s/ VICKIE L. CAPPS 
   
   

Name: Vickie L. Capps 
   

Title: EVP & CFO



 

  
  

[Amendment No. 3 to the Credit Agreement- DJO] 
  

 

  
CREDIT SUISSE AG, CAYMAN ISLANDS BRANCH 
(formerly known as Credit Suisse, Cayman Islands Branch), as 
Administrative Agent,

  
  

by /s/ JUDITH E. SMITH 
   
  

Name: Judith E. Smith 
   

Title: Managing Director 
  
  
  

by /s/ CHRISTOPHER ROO DAY 
   
   

Name: Christopher Roo Day 
   

Title: Vice President 
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SIGNATURE PAGE TO AMENDMENT NO. 3

  
DATED AS OF THE DATE FIRST WRITTEN

  
ABOVE, TO THE DJO FINANCE LLC 
CREDIT AGREEMENT

  
  
Name of Institution: 

    

  
  
  

By
 

   
   

Name:
   

Title:
  
  
  

For any Lender requiring a second signature line:
  
  

By
 

   
   

Name:
   

Title:
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DJO INCORPORATED 
  

Director Arrangement, Separation Agreement and General Release 
  

WHEREAS, Leslie H. Cross (“Executive”) and DJO Incorporated (formerly named ReAble Therapeutics, Inc.), a Delaware 
corporation (the “Company”) have entered into this Director Arrangement, Separation Agreement and General Release (the 
“Agreement”) as of January 21, 2011; 

  
WHEREAS, Executive desires to resign his employment with the Company effective on the earlier of (x) June 30, 2011 and 

(y) the date on which the Company commences the employment of a new successor as Chief Executive Officer of the Company (such 
date, the “Termination Date”); 

  
WHEREAS, Executive and the Company mutually desire to enter into this Agreement in order to resolve all disputes and 

controversies with respect to the various agreements and all other disputes and controversies arising from Executive’s employment 
relationship with the Company and the termination of that relationship, and to settle fully and finally all differences between them; and

  
WHEREAS, the Company desires to retain Executive to serve as Chairman of the Board of Directors of the Company, and 

Executive desires to be so retained by the Company, on the terms and subject to the conditions more fully set forth in this Agreement; 
  
IT IS HEREBY AGREED, by and between Executive and the Company as follows: 
  

1.             Termination of Employment. 
  

(a)           Employment Through Termination Date.  Executive shall remain employed as President and Chief Executive Officer 
of the Company until the Termination Date.  Executive shall receive a monthly salary of $98,437.66 during the period beginning on 
January 1, 2011 and ending on the Termination Date, such amount representing a pro-rated portion of Executive’s base salary and a 
pro-rated bonus for 2011.  Such amounts shall be payable in equal installments over the normal payroll cycle during the period 
commencing on January 1, 2011 and ending on the Termination Date. 
  

 



 
(b)           Resignation of Positions with the Company.  Executive resigns as President, Chief Executive Officer of the 

Company and all other positions Executive may hold with the Company, effective as of the Termination Date, except as specifically 
set forth in Section 2(a) below. 

  
(c)           Executive acknowledges that Executive will receive Executive’s closing paycheck, including payment for all 

accrued and unused vacation, if any.  Executive acknowledges that the Company will pay Executive in full for all labor or services 
performed, and that the Company will pay Executive in full for all vacation or paid time off owed to Executive as of the Termination 
Date. 

  
2.             Director Arrangement. 
  

(a)           Chairman of the Board Arrangement.  The Company hereby appoints Executive and Executive hereby agrees to 
serve as the Chairman of the Board of Directors of the Company (“Chairman”), effective as of the Termination Date, on the terms and 
subject to the conditions of this Agreement.  Executive shall serve as non-employee Chairman of the Board of Directors of the 
Company (the “Board”) and shall do so in accordance with the fiduciary duties of a director of a Delaware corporation.  The term of 
Executive’s service as Chairman under this Agreement (the “Initial Chairman Term”) shall commence on the Termination Date and 
shall expire on December 31, 2011 (the “Initial Chairman Termination Date”); provided that, with the consent of the Chief Executive 
Officer of the Company as of the Initial Chairman Termination Date, the term of Executive’s service as Chairman under this 
Agreement may be extended (such extended term, the “Extended Chairman Term”) for the period commencing on January 1, 2012 
and ending on December 31, 2012. 

  
(b)           Compensation.  The Company shall pay Executive a monthly fee of $49,218.77 for Executive’s service as Chairman 

during the Initial Chairman Term, payable in arrears during the Initial Chairman Term.  In the event Executive continues as Chairman 
during the Extended Chairman Term, the Company shall pay Executive an annual fee of $200,000 for Executive’s service as 
Chairman, payable in monthly installments during the Extended Chairman Term.  Executive shall not receive any additional fees 
during the Initial Chairman Term or the Extended  
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Chairman Term for his service as Chairman and shall not receive any equity or equity-based awards during such service. 
  

(c)           Status of Director. During the Initial Chairman Term and the Extended Chairman Term, Executive shall not be an 
employee of the Company or any of its affiliates and shall not be entitled to participate in any employee benefit plans or other benefits 
or conditions of employment available to the employees of the Company (except benefits provided for the benefit of directors, which 
the Company anticipates will include medical and dental coverage on an after-tax basis).  Executive shall have no authority to act as 
an agent of the Company, except on authority specifically so delegated, and he shall not represent to the contrary to any person.  
Executive shall only consult, render advice and perform such tasks as Executive determines are necessary to achieve the results 
specified by the Company.  He shall not direct the work of any employee of the Company, or make any management decisions, or 
undertake to commit the Company to any course of action in relation to third persons. Although the Company may specify the results 
to be achieved by Executive and may control and direct him in that regard, the Company shall not control or direct Executive as to the 
details or means by which such results are accomplished.  The Company shall maintain directors and officers insurance and will limit 
the liability of Executive in accordance with the relevant terms of the Company’s bylaws. 

  
(d)           Taxes. It is intended that the fees paid under this Section 2 shall constitute revenues to Executive. To the extent 

consistent with applicable law, the Company shall not withhold any amounts therefrom as federal income tax withholding from wages 
or as employee contributions under the Federal Insurance Contributions Act or any other state or federal laws.  Executive shall be 
solely responsible for the withholding and/or payment of any federal, state or local income or payroll taxes and shall hold the 
Company, its officers, directors and employees harmless from any liability arising from the failure to withhold such amounts. 

  
3.             Release of Claims.  In consideration of the promises of the Company set forth in Section 7 below, Executive, for himself and 
on behalf of his heirs, executors, administrators, and assigns (the “Executive Parties”) intending to be legally bound, hereby 
permanently and irrevocably agrees that Executive’s employment with the Company will terminate on the Termination Date and 
hereby REMISES, RELEASES and FOREVER DISCHARGES the Company and its  
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parents, subsidiaries, successors, operating units, assigns, affiliates, related corporations and entities and all of their respective 
partners, shareholders, employees, supervisors, officers, directors, and agents, officials, insurers, attorneys and any person or entity 
which can be held jointly and severally liable with any of them (collectively the “Company Released Parties”) from any and all 
claims, including attorney fees and costs, liabilities, demands, and causes of action, known or unknown, fixed or contingent, which 
Executive may have or ever claim to have against the Company Released Parties including, without limitation, claims arising out of or 
in any way connected to Executive’s employment, separation from employment or termination of employment with the Company or 
the other Company Released Parties.  By this Agreement, Executive knowingly and voluntarily waives any and all claims under any 
and all laws which provide legal restrictions on the Company’s or the other Company Released Parties’ right to terminate Executive’s 
employment or to affect the terms and conditions of Executive’s employment, including but not limited to claims under any federal, 
state or other governmental statute, regulation or ordinance, including without limitation:  (i) Title VII of the Civil Rights Act of 1964 
and the Civil Rights Act of 1991; (ii) the Americans With Disabilities Act; (iii) Title 2 of the Texas Labor Code; (iv) the Age 
Discrimination in Employment Act (“ADEA”); (v) the Older Workers Benefit Protection Act; (vi) the Family and Medical Leave Act 
(“FMLA”); (vii) Sections 1981 through 1988 of Title 42 of the United States Code; (viii) the Employee Retirement Income Security 
Act of 1974 (“ERISA”); and (ix) all other federal, state, or local laws of a similar nature to any of the foregoing enumerated laws and 
any amendments to the foregoing statutes.  Executive also waives any other common law or statutory claims against the Company 
Released Parties, including but not limited to any claim for personal injury, wrongful discharge, public policy, negligence, infliction of 
emotional distress, whistleblower, retaliation, negligent hiring or retention, or any form of tort, whether negligent, reckless or 
intentional.  Executive agrees and covenants that should any other person, organization, or other entity file, charge, claim, sue, or 
cause or permit to be filed any civil action, suit or legal proceeding involving any matter occurring at any time in the past, up to and 
including the date of this Agreement, Executive will not seek or accept any personal relief in such civil action, suit or legal 
proceeding.  This release does not give up Executive’s rights, if any, to the following claims that Executive has or may have (the 
“Executive Release Exclusions”): (1) to seek indemnification pursuant to applicable state law and the Company’s By-Laws; (2) to 
seek coverage under  
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directors’ and officers’ liability insurance policies maintained or required to be maintained by the Company; (3) regarding any rights 
or claims which cannot legally be waived by this Agreement, including without limitation, unemployment compensation claims, 
workers’ compensation claims and the ability to file certain administrative claims; and (4) to enforce the terms and provisions of this 
Agreement.  Subject to the foregoing, this Agreement shall operate as a general release of any and all claims to the fullest extent of 
applicable law.  In addition to the foregoing, Executive shall deliver (and not revoke) a release (the “Release”) within 21 days 
following the Termination Date that is substantially in the form attached as Exhibit A as a condition to the receipt of the payments and 
benefits in Section 7. 
  
4.             Executive, for the Executive Parties, shall promptly take all steps necessary to dismiss with prejudice any and all pending 
complaints, charges and grievances against the Company Released Parties (except to the extent related to an Executive Release 
Exclusion), regardless of whether they are or have been filed internally or externally. 
  
5.             Except (a) as set forth in this Agreement and/or (b) as set forth in any subsequent agreement between Executive or any 
Executive Parties and the Company or any Company Released Parties, Executive expressly agrees that by accepting the payments set 
forth in Section 7 of this Agreement: (i) such payments are in full satisfaction of any liability or obligation to Executive under all 
agreements between Executive and the Company (or any Company Released Party) that were effective on or prior to the date of this 
Agreement, (ii) payment has been made in full for all hours worked and that Executive is not owed or entitled to any additional 
compensation in the form of salary, wages, overtime, vacation pay, fringe benefits or otherwise, related to any employment with the 
Company or the Company Released Parties as of the date of this Agreement and (iii) other than as set forth in Section 7 of this 
Agreement, Executive waives any and all rights relating to any stock option or other equity grants awarded to Executive by the 
Company or any Company Released Parties. 
  
6.             Except (a) as set forth in this Agreement and/or (b) as set forth in any subsequent agreement between Executive or Executive 
Parties and the Company or any Company Released Parties, it is expressly agreed and understood that neither the Company nor any of 
the Company Released Parties has (or will have) any obligation to provide Executive at any time in the future  
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with any payments, benefits or considerations. 
  
7.             Separation Payments. In full consideration of Executive’s execution of this Agreement and delivery of the Release, and his 
agreement to be legally bound by the terms thereof, the Company shall provide Executive the following benefits and payments: 
  

(a)           Cash Payment.  A cash payment of $1,181,250, less all payroll taxes and any other legally required or authorized 
withholdings or deductions, payable in equal installments over the normal payroll cycle during the 12-month period following the 
Termination Date. 

  
(b)           2010 Bonus Payment.  Payment of Executive’s bonus under the 2010 Bonus Plan based on the Company’s actual 

achievement of performance targets through December 31, 2010 and paid at such time as amounts under the 2010 Bonus Plan are paid 
to other plan participants. 

  
(c)           Health Benefits. Executive and his qualified beneficiaries may have the right to elect to continue his group 

healthcare insurance coverage pursuant to the provisions of the Consolidated Omnibus Budget Reconciliation Act, 29 U.S.C. § 1161, 
et seq. (“COBRA”) at such time as he ceases to be eligible for the Company’s group healthcare coverage.  During the first eighteen 
(18) months following the date on which such coverage ceases, the Company agrees to be responsible for the full COBRA premium 
with respect to continuation of group healthcare insurance coverage for Executive and his qualified beneficiaries. Executive agrees to 
hold harmless the Company Released Parties from any and all claims arising directly or indirectly, from the group medical insurance 
coverage referenced above.  The benefits provided hereunder will be on an after-tax basis to the extent necessary to avoid any non-
discrimination issues with respect to the Company’s health plans and will be subject to all required taxes, tax withholdings and 
deductions.  Additional information regarding Executive’s COBRA rights and election forms will be provided under separate cover. 

  
(d)           Unvested Time-Based Stock Options.  The 59,523 stock options granted to Executive on February 20, 2008 and 

subject to time-based vesting (the “Time-Based Options”) which had not yet vested as of December 31, 2010 shall expire and be 
forfeited on the Termination Date. 
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(e)           Vested Time-Based and Performance-Based Options. 

  
(i)            Long-Term Extended Options. A total of 71,969 Time-Based Options and the 45,971 stock options granted 

to Executive on February 20, 2008 and subject to performance-based vesting pursuant to the “First Performance-Based Tranche” (as 
defined in the applicable grant agreement, as amended in March, 2010) (the “Performance-Based Options”) which were vested and 
exercisable as of December 31, 2010 shall remain exercisable until the earlier of (i) the date of consummation of a Change in Control 
(as defined in the applicable grant agreement), (ii) the date they are exercised in accordance with their terms and (ii) the original 
expiration of their term. This amount represents 70% of the Time-Based Options and Performance-Based Options that were vested 
and exercisable as of December 31, 2010. 

  
(ii)           Short-Term Extended Options. A total of 30,000 Time-Based Options which were vested and exercisable as 

of December 31, 2010 shall remain exercisable until the earlier of (i) the date of consummation of a Change in Control (as defined in 
the applicable grant agreement), (ii) the date they are exercised in accordance with their terms and (ii) the close of business on January 
2, 2012. 

  
(iii)          Remaining Options. The remaining 844 Time-Based Options and 19,702 Performance-Based Options 

which were vested and exercisable as of December 31, 2010 will expire and be forfeited on the Termination Date. 
  

(f)            MOIC Options. Notwithstanding any provision in the applicable grant agreement, the 251,620 outstanding stock 
options granted to Executive on February 20, 2008 and subject to the “First Market Return Tranche” and the “Second Market Return 
Tranche” (as defined in the applicable grant agreement, as amended) (the “MOIC Options”) shall remain outstanding and subject to 
the applicable vesting criteria until January 1, 2012.  On January 1, 2012, the MOIC Options which have not become vested and 
exercisable shall expire and be forfeited.  Upon vesting of the MOIC Options, they shall remain exercisable until the earlier of (i) 90 
days following the date that such MOIC Options become vested and exercisable; (ii) the date they are exercised in accordance with 
their terms; and (iii) the expiration of their term. 

  
(g)           Rollover Options. The Company will make a cash payment of $1,999,758.75 to Executive within 30 days of the 

Termination Date, which represents the excess of $16.46 over the exercise price of 2/3 of each tranche of stock options granted to 
Executive on November 20,  
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2007, as set forth on Schedule A attached hereto. The remaining 1/3 of each tranche of stock options granted to Executive on 
November 20, 2007 will remain exercisable until the earlier of (i) the date they are exercised in accordance with their terms and (ii) 
the expiration of their terms. 
  

(h)           Other Benefits.  All benefits arising under the terms of any written qualified retirement plan, which, by their terms 
will entitle Executive to benefits or payments by virtue of his status as a former employee. 

  
8.             The payment of any amount pursuant to Section 7 of this Agreement shall not begin sooner than the 8th day following the 
date that the Release is executed by Executive without revocation (the “Release Date”). 
  
9.             Executive shall return to the Company all Company property, including but not limited to computers, printers, phones, fax 
machines, copiers, furniture, files and records, keys, electronic keys, identification cards, and phone cards. 
  
10.           Restrictive Covenants.  Executive agrees that in consideration of receiving from the Company the payments and benefits 
provided for in this Agreement, certain of which payments and benefits Executive was not otherwise entitled to receive, Executive 
agrees to the following: 
  

(a)           For a period of one year following the Termination Date (the “Restricted Period”), Executive will not, whether on 
Executive’s own behalf or on behalf of or in conjunction with any person, firm, partnership, joint venture, association, corporation or 
other business organization, entity or enterprise whatsoever (“Person”), directly or indirectly solicit or assist in soliciting in 
competition with the Company, the business of any client or prospective client (i) with whom Executive had personal contact or 
dealings on behalf of the Company during the one-year period preceding the Termination Date or (ii) for whom Executive had direct 
or indirect responsibility during the one-year period preceding the Termination Date. 

  
(b)           During the Restricted Period, Executive will not directly or indirectly (i) engage in any business that competes with 

the business of the Company or its subsidiaries (including, without limitation, businesses which the Company or its subsidiaries have 
specific plans to conduct in the future and as to which Executive is aware of such planning) (a “Competitive Business”); (ii) enter the 
employ of, or render any services to, any Person (or any division or  
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controlled or controlling affiliate of any Person) who or which engages in a Competitive Business; (iii) acquire a financial interest in, 
or otherwise become actively involved with, any Competitive Business, directly or indirectly, as an individual, partner, shareholder, 
officer, director, principal, agent, trustee or consultant; or (iv) interfere with, or attempt to interfere with, business relationships 
(whether formed before, on or after the date of this Agreement) between the Company or any of its affiliates and customers, clients, 
suppliers partners, members or investors of the Company or its affiliates. 
  

(c)           Notwithstanding anything to the contrary in this Agreement, Executive may directly or indirectly own, solely as an 
investment, securities of any Person engaged in the business of the Company or its subsidiaries which are publicly traded on a national 
or regional stock exchange or on the over-the-counter market if Executive (i) is not a controlling person of, or a member of a group 
which controls, such person and (ii) does not, directly or indirectly, own five percent (5%) or more of any class of securities of such 
Person. 

  
(d)           During the Restricted Period, Executive will not, whether on Executive’s own behalf or on behalf of or in 

conjunction with any Person, directly or indirectly (i) solicit or encourage any employee of the Company or its affiliates to leave the 
employment of the Company or its affiliates (other than as a result of a general advertisement of employment made by Executive’s 
subsequent employer or business, not directed at any such employee); or (ii) hire any such employee who was employed by the 
Company or its affiliates as of Termination Date or who left the employment of the Company or its affiliates coincident with, or 
within one year prior to or after, the Termination Date. 

  
(e)           During the Restricted Period, Executive will not, directly or indirectly, solicit or encourage to cease work with the 

Company or its affiliates any consultant then under contract with the Company or its affiliates. 
  
(f)            It is expressly understood and agreed that although Executive and the Company consider the restrictions contained 

in this Section 10 to be reasonable, if a final judicial determination is made by a court of competent jurisdiction that the time or 
territory or any other restriction contained in this Agreement is an unenforceable restriction against Executive, the provisions of this 
Agreement shall not be rendered void but shall be deemed amended to apply as  
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to such maximum time and territory and to such maximum extent as such court may judicially determine or indicate to be 
enforceable.  Alternatively, if any court of competent jurisdiction finds that any restriction contained in this Agreement is 
unenforceable, and such restriction cannot be amended so as to make it enforceable, such finding shall not affect the enforceability of 
any of the other restrictions contained herein. 
  
11.           Confidentiality. 
  

(a)           Executive will not at any time (i) retain or use for the benefit, purposes or account of Executive or any other Person 
(other than the Company or its affiliates); or (ii) disclose, divulge, reveal, communicate, share, transfer or provide access to any 
Person outside the Company (other than its professional advisers who are bound by confidentiality obligations), any non-public, 
proprietary or confidential information — including without limitation trade secrets, know-how, research and development, software, 
databases, inventions, processes, formulae, technology, designs and other intellectual property, information concerning finances, 
investments, profits, pricing, costs, products, services, vendors, customers, clients, partners, investors, personnel, compensation, 
recruiting, training, advertising, sales, marketing, promotions, government and regulatory activities and approvals — concerning the 
past, current or future business, activities and operations of the Company, its subsidiaries or affiliates and/or any third party that has 
disclosed or provided any of same to the Company on a confidential basis (“Confidential Information”) without the prior written 
authorization of the Board. 

  
(b)           “Confidential Information” shall not include any information that is (i) generally known to the industry or the public 

other than as a result of Executive’s breach of this covenant; (ii) made available to Executive by a third party without, to Executive’s 
knowledge, breach of any confidentiality obligation; or (iii) required by law to be disclosed; provided that Executive shall give prompt 
written notice to the Company of such requirement, disclose no more information than is so required, and cooperate with any attempts 
by the Company to obtain a protective order or similar treatment. 

  
12.           Executive hereby agrees that Executive will continue to be available and cooperate in a reasonable manner in providing 
assistance to the Company in concluding any matters which are reasonably related to the duties and responsibilities which Executive 
had while employed by the 
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Company, provided that such cooperation and assistance does not interfere with any subsequent employment obtained by Executive.  
Upon presentment of satisfactory documentation, the Company will reimburse Executive for reasonable out-of-pocket travel, lodging 
and other related expenses incurred in providing the assistance to the Company as contemplated hereunder. 
  
13.           Executive agrees and acknowledges that this Agreement is not and shall not be construed to be an admission of any violation 
of any federal, state or local statute or regulation, or of any duty owed by the Company or any Company Released Parties, and the 
Company agrees and acknowledges that this Agreement is not and shall not be construed to be an admission of any violation of any 
federal, state or local statute or regulation, or of any duty owed by Executive or any Executive Released Parties. 
  
14.           This Agreement and the Release constitute the complete and entire understanding between the parties, and supersedes any 
and all prior agreements and understandings between the parties to the extent they are inconsistent with this Agreement and the 
Release. 
  
15.           Executive hereby certifies that Executive has read the terms of this Agreement, that Executive has been hereby advised by 
the Company to consult with an attorney of his own choice prior to executing this Agreement, that Executive has had an opportunity 
to do so, and that Executive understands this Agreement’s terms and effects.  Executive further certifies that neither the Company nor 
any of the Company Released Parties nor any representative of the Company Released Parties has made any representations to 
Executive concerning this Agreement other than those contained herein. 
  
16.           Executive acknowledges that Executive has been informed that this Agreement includes a waiver of claims under the 
ADEA, and that Executive has the right to consider this Agreement for a period of 21 days.  Executive also understands that he has the 
right to revoke this Agreement for a period of 7 days following his execution of this Agreement by giving written notice to the 
Company in care of Tom Capizzi. 
  
17.           If any provision of this Agreement is deemed invalid, the remaining provisions shall not be affected. 
  
18.           The provisions of this Agreement shall be governed by the laws of the State of New 
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York, without regard to any choice of law provisions. 
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IN WITNESS WHEREOF, and intending to be legally bound hereby, the parties have executed the foregoing Separation of 

Employment Agreement and General Release on the dates indicated below. 
  

  

  
  

[Signature Page to Leslie Cross Transition and Separation Agreement] 
  

 

  
Leslie Cross

  
  

/s/ LESLIE H. CROSS
  
  

DATE: 1/21/11
  
  
  

DJO Incorporated
  
  

/s/ THOMAS A. CAPIZZI
  
  
  

BY: Thomas A. Capizzi
  
  

ITS: Executive Vice President, Global Human Resources
  
  

DATE: 1/25/11



 
SCHEDULE A 

  

  

 

Total Shares 
Underlying 

Rollover Option 
  

Option Exercise 
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Number of
Options to be 
Cashed Out

 

Payment for 
Cash-Out 

  

Number of
Options to 

Remain 
Outstanding

 

213,700
  $ 13.10 142,467 $ 478,689.12

  71,233
82,427

  $ 12.91
 

54,951
 

$ 195,076.05
  27,476

 

188,724
  $ 8.29

 

125,816
 

$ 1,027,916.72
  62,908

 

43,351
  $ 7.00

 

28,901
 

$ 273,403.46
  14,450

 

4,530
  $ 8.29

 

3,020
 

$ 24,673.40
  1,510

 

532,732
    

355,155
 

$ 1,999,758.75
  177,577
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Release 

  
THIS RELEASE OF CLAIMS (this “Release”) is entered into as of [date], 2011, by Leslie H. Cross (the “Executive”). 

Capitalized terms used but not defined herein shall have the meanings ascribed to such terms in the Director Arrangement, Separation 
Agreement and General Release by and between DJO Incorporated (formerly named ReAble Therapeutics, Inc.), a Delaware 
corporation, (the “Company”) and the Executive, dated as of January    , 2011 (the “Separation Agreement”). 

  
In consideration of the promises of the Company set forth in Section 7 of the Separation Agreement, Executive, for himself 

and on behalf of his heirs, executors, administrators, and assigns (the “Executive Parties”) intending to be legally bound, hereby 
permanently and irrevocably agrees that Executive’s employment with the Company terminated on the Termination Date and hereby 
REMISES, RELEASES and FOREVER DISCHARGES the Company and its parents, subsidiaries, successors, operating units, 
assigns, affiliates, related corporations and entities and all of their respective partners, shareholders, employees, supervisors, officers, 
directors, and agents, officials, insurers, attorneys and any person or entity which can be held jointly and severally liable with any of 
them (collectively the “Company Released Parties”) from any and all claims, including attorney fees and costs, liabilities, demands, 
and causes of action, known or unknown, fixed or contingent, which Executive may have or ever claim to have against the Company 
Released Parties including, without limitation, claims arising out of or in any way connected to Executive’s employment, separation 
from employment or termination of employment with the Company or the other Company Released Parties.  By this Agreement, 
Executive knowingly and voluntarily waives any and all claims under any and all laws which provide legal restrictions on the 
Company’s or the other Company Released Parties’ right to terminate Executive’s employment or to affect the terms and conditions of 
Executive’s employment, including but not limited to claims under any federal, state or other governmental statute, regulation or 
ordinance, including without limitation:  (i) Title VII of the Civil Rights Act of 1964 and the Civil Rights Act of 1991; (ii) the 
Americans With Disabilities Act; (iii) Title 2 of the Texas Labor Code; (iv) the Age Discrimination in Employment Act (“ADEA”); 
(v) the Older Workers Benefit Protection Act; (vi) the Family and Medical Leave Act (“FMLA”); (vii) Sections 1981 through 1988 of 
Title 42 of the United States Code; (viii) the Employee Retirement Income Security Act of 1974 (“ERISA”); and (ix) all other federal, 
state, or local laws of a similar nature to any of the foregoing enumerated laws and any amendments to the foregoing statutes.  
Executive also waives any other common law or statutory claims against the Company Released Parties, including but not limited to 
any claim for personal injury, wrongful discharge, public policy, negligence, infliction of emotional distress, whistleblower, 
retaliation, negligent hiring or retention, or any form of tort, whether negligent, reckless or intentional.  Executive agrees and 
covenants that should any other person, organization, or other entity file, charge, claim, sue, or cause or permit to be filed any civil 
action, suit or legal proceeding involving any matter occurring at any time in the past, up to and including the date of this Agreement, 
Executive will not seek or accept any personal relief in such civil action, suit or legal proceeding.  This release does not give up 
Executive’s rights, if any, to the following claims that Executive has or may have (the “Executive Release Exclusions”): (1) to seek 
indemnification pursuant to applicable state law and the Company’s By-Laws; (2) to seek coverage under directors’ and officers’ 
liability insurance policies 
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maintained or required to be maintained by the Company; (3) regarding any rights or claims which cannot legally be waived by this 
Agreement, including without limitation, unemployment compensation claims, workers’ compensation claims and the ability to file 
certain administrative claims; and (4) to enforce the terms and provisions of this Agreement.  Subject to the foregoing, this Agreement 
shall operate as a general release of any and all claims to the fullest extent of applicable law.  In addition to the foregoing, Executive 
shall deliver (and not revoke) a release (the “Release”) within 45 days following the Termination Date that is substantially in the form 
attached as Exhibit A as a condition to the receipt of the payments and benefits in Section 7 of the Separation Agreement. 
  

The Executive hereby represents that he has read this Release carefully and fully understands the terms hereof, and that he 
has been advised to consult with an attorney and has had the opportunity to consult with an attorney prior to signing this Release. The 
Executive acknowledges that he is executing this Release voluntarily and knowingly, without duress or coercion, and that he has not 
relied on any representations, promises or agreements of any kind, other than those set forth in this Release. The Executive further 
represents that he has had 21 days to review this Release. If the Executive has executed this Release in fewer than 21 days after its 
delivery, the Executive hereby acknowledges that his decision to execute this Release prior to the expiration of such 21-day period 
was entirely voluntary. The Executive may revoke his acceptance of this Release within seven days after it is signed by sending 
written notice to Marc Levin, the General Counsel of the Company, that the Executive wishes to revoke his acceptance of it and not be 
bound by it, which revocation must be actually delivered to the Company in accordance with this paragraph within such seven day 
period. In those circumstances, the Company shall have no obligation to provide to the Executive the benefits contained in this 
Release or in the specific provisions of the Separation Agreement that are provided on condition of the Executive’s signing and not 
timely revoking a release. This Release shall become effective on the 7th day after the Executive signs it unless revoked in accordance 
with the procedure set forth in the prior sentence. 

  
IN WITNESS WHEREOF, the Executive has executed this Release as of the date and year first above written. 
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LESLIE H. CROSS

  
  

/s/ LESLIE H. CROSS
  

Date: January 21, 2011
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AMENDED AND RESTATED 
  

RETENTION AND RELOCATION BONUS AGREEMENT 
  

Preamble.  DJO, LLC, a Delaware limited liability company (together with its direct and indirect subsidiaries, parents and 
affiliated entities, the “Company”) and Andrew Holman (“Employee”) have previously entered into a Retention and Relocation Bonus 
Agreement dated April 1, 2010, and the Company and Employee desire to amend and restate such agreement in its entirety, with effect 
as of the original date of April 1, 2010, as set forth in this Amended and Restated Retention and Relocation Bonus Agreement 
(“Agreement”). 
  
1.                                       Purpose. 
  

This Agreement is entered into as of April 1, 2010 by the Company and Employee for the purpose of setting forth the 
requirements for the Employee to receive additional compensation in the form of a retention bonus (the “Retention Bonus”) and a 
relocation bonus (the “Relocation Bonus” and together with the Retention Bonus, the “Bonus”) as an incentive to continue 
employment with the Company during a transition period from the Employee’s prior employment and relocation to the Company’s 
headquarters in Vista, California. 

  
2.                                       Retention Bonus. 
  

Employee will be paid the Retention Bonus in an amount equal to $300,000, and such bonus will be paid to Employee, less 
all applicable withholding taxes and payroll deductions, within ten (10) business days after the date of this Agreement.  If Employee’s 
employment with the Company is terminated prior to January 1, 2012 by the Company for “Cause” or by Employee for a reason other 
than death or “Disability” (as “Cause” and “Disability” are defined below), Employee must repay to the Company, within 30 days of 
such termination, the amount of the Retention Bonus. On the other hand, Employee will be entitled to retain the Retention Bonus and 
will not be required to repay such bonus if he remains employed by the Company through December 31, 2011 or if his employment is 
terminated prior to January 1, 2012 by the Company without Cause or as a result of his death or Disability. 

  
3.             Relocation Bonus. 
  

Employee will be paid the Relocation Bonus in the amount of $100,000, and such bonus will be paid to Employee, less all 
applicable withholding taxes and payroll deductions, within ten (10) business days after the date of this Agreement.  The Relocation 
Bonus will be considered a prepayment of Employee’s management cash incentive bonus, and Employee understands and agrees that 
the Relocation Bonus will be credited against and considered an offset to each payment to which Employee may be entitled under the 
management cash incentive bonus plan that occurs after the date hereof until the entire amount of such Relocation Bonus has been 
credited and offset in that manner.  Other than such crediting and offset treatment, Employee shall not be required to repay all or any 
portion of the Relocation Bonus. 

  
4.                                       Definition of Cause and Disability. 
  

For purposes of this Agreement, “Cause” means (i) “Cause” as that term may be defined in any written employment 
agreement between Employee and the Company or any of its affiliates, which may at any time be in effect, (ii) Employee’s willful and 
continued failure to substantially perform his duties hereunder (other than any such failure resulting from his disability or any such 
failure subsequent to Employee being delivered notice of the Company’s intent to terminate his employment without Cause or 
delivering to the Company a notice of 
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Employee’s intent to terminate) following written notice by the Company to Employee that specifically identifies such failure and 
following a thirty (30) day period after receipt of such notice in which Employee does not cure such failure (for the avoidance of 
doubt, unsatisfactory performance by Employee of his duties shall not, in and of itself, be deemed to be a failure to substantially 
perform those duties); (iii) conviction of, or a plea of nolo contendere to, (A) any criminal activity  (other than traffic-related) under 
Federal or state laws, or (B) a crime involving moral turpitude that could be injurious to the Company or its reputation; 
(iv) Employee’s willful malfeasance or willful misconduct which is materially and demonstrably injurious to the Company; or (v) any 
act of fraud by Employee in the performance of his duties. 

  
For purposes of this Agreement, “Disability” means a disability which renders Employee unable to perform the full extent of 

his duties and responsibilities by reason of illness or incapacity which would entitle Employee to receive disability income under the 
Company’s long term disability program 

  
5.                                       Effect of Bonus on Other Benefits. 
  

Except as provided in section 3 above with respect to bonus awards to Employee under the management cash incentive bonus 
program, the payment of the Bonus will not alter Employee’s entitlement to or the amount of any severance or other payment 
Employee is entitled to under any other plans, policies or arrangements of the Company. 

  
6.                                       Confidentiality. 
  

Employee shall keep confidential and may not discuss with or disclose to anyone (other than his spouse, or as may be 
required by law or any court order, provided they also keep confidential) the fact that he has been offered a Bonus as provided 
hereunder or any provisions of this Agreement, unless prior written consent from the Company is given. 

  
7.                                       No Change in Legal Employment Status. 
  

This Agreement and the Bonus are not a contract or guarantee of employment with the Company and they are not intended to 
change in any way Employee’s status as an at-will employee subject to all applicable terms and conditions of his employment. 

  
8.                                       Successors. 
  

This Agreement is binding on the Company and any direct corporate successor to the Company or its business, and on 
Employee’s estate, personal representative, guardian or any other person acting in his interest. 

  
9.             Governing Law. 
  

This Agreement will be governed by and interpreted under California law. 
  

10.         Entire Agreement. 
  

This Agreement is the entire agreement between Employee and the Company concerning the terms of the Retention Bonus 
and Relocation Bonus, and it supersedes any other agreement or statement made to Employee in this regard. 
  

 



 
In witness whereof, the Company and Employee have hereunto signed this Agreement effective as of the date first mentioned 

above. 
  

  

  

EMPOYEE 
  

DJO, LLC
  

/s/ ANDREW P. HOLMAN 
 

By /s/ DONALD M. ROBERTS 
Andrew P. Holman 

  

Donald M. Roberts
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DJO Incorporated 
  

  
[Vickie Capps/Luke Faulstick/Don Roberts/Tom Capizzi/Andrew Holman/Stephen Murphy] 
[address] 

  
DJO Incorporated (the “Company”) hereby grants to you (the “Executive”) the opportunity to earn a cash bonus 

award (the “Bonus”) described in this letter agreement (this “Agreement”).  In consideration of the premises and mutual covenants 
herein and for other good and valuable consideration, the parties agree as follows: 

  
1.             Target Amount.  You shall be eligible to receive a cash bonus award equal to [500,000][250,000](1) (the “Target 
Amount”). 
  
2.             Bonus Conditions. 
  

(a)           Employment Through January 31, 2012.  An amount equal to sixty-five percent (65%) of the Target 
Amount will be payable to you if you are employed by the Company continuously through January 31, 2012.  This portion of 
the bonus will be payable in the Company’s first regular payroll after such date. 

  
(b)           EBITDA Target.  An additional amount equal to up to seventeen and one-half percent (17.5%) of the 

Target Amount will be payable to you if both (i) you are employed by the Company continuously through January 31, 2012 
and (ii) the Company and its consolidated subsidiaries achieve an Adjusted EBITDA for calendar year 2011 of [performance 
metrics established by Compensation Committee for 2011 plan].  This portion of the bonus will be payable in the Company’s 
first regular payroll after the date on which the board of directors of the Company (the “Board”) determines whether or not 
the performance target was achieved based on the completion of the Company’s audit (but no later than March 15, 2012). 

  
(c)           Revenue Target. An additional amount equal to up to seventeen and one-half percent (17.5%) of the Target 

Amount will be payable to you if both (i) you are employed by the Company continuously through January 31, 2012 and 
(ii) the Company and its consolidated subsidiaries achieve revenues for calendar year 2011 of [performance metrics 
established by Compensation Committee for 2011 plan].  This portion of the bonus will be payable in the Company’s first 
regular payroll after the date on which the Board determines whether or not the performance target was achieved based on the 
completion of the Company’s audit (but no later than March 15, 2012). 

  

(1)  Bonus Amount of $500,000 each for Vickie Capps/Luke Faulstick.  Bonus amount of $250,000 for Don Roberts/Tom 
Capizzi/Andrew Holman/Stephen Murphy. 
  

 

  
February [    ], 2011 



 
(d)           Calculations. All calculations hereunder shall be made in the sole discretion of the Board based on the 

audited financial statements of the Company. 
  

3.             Termination of Employment. 
  

(a)           Termination for Cause. If your employment with the Company or its subsidiaries is terminated by the 
Company or its subsidiaries for Cause (as defined below) prior to the making of all payments hereunder, you shall forfeit any 
unpaid portion of the Bonus. 

  
(b)           Resignation. If your employment with the Company or its subsidiaries is terminated by you for any reason 

prior to the making of all payments hereunder, you shall forfeit any unpaid portion of the Bonus. 
  
(c)           Other Terminations. If your employment with the Company or its subsidiaries is terminated (i) by the 

Company or its subsidiaries without Cause or (ii) due to your death or Disability (as defined below), you (or in the event of 
your death, your estate) shall be entitled to the payment of the Bonus if the other conditions set forth herein are satisfied (with 
payment at such times as the Bonus would otherwise be paid), excluding the requirement that you remain employed through 
January 31, 2012. 

  
(d)           Definitions. For purposes of this Agreement: 
  
“Cause” shall mean (i) your willful and continued failure to substantially perform your duties as an employee of the 
Company (other than any such failure resulting from your Disability or any such failure subsequent to your being 
delivered notice of the Company’s intent to terminate your employment without Cause) following written notice by 
the Company to you that specifically identifies such failure and your refusal to cure such failure within 30 days 
following receipt of such notice (for the avoidance of doubt, your unsatisfactory performance of your duties shall 
not be deemed to be a failure to substantially perform); (ii) conviction of, or a plea of nolo contendere to, (A) any 
criminal activity  (other than traffic-related) under the laws of the appropriate country of residence, or (B) a crime 
involving moral turpitude that could be injurious to the Company or its reputation; (iii) your willful malfeasance or 
willful misconduct which is materially and demonstrably injurious to the Company; or (iv) any act of fraud by you 
in the performance of your duties as an employee of the Company. 
  
“Disability” shall mean you become physically or mentally incapacitated and are therefore reasonably expected to 
be unable for a period of at least 12 consecutive months to perform your duties. The determination of Disability 
shall be made by the Board. 
  

4.             Entire Agreement/Amendments.  This Agreement contains the entire understanding of the parties with respect to the 
subject matter contained herein.  There are no restrictions, agreements, promises, warranties, covenants or undertakings between the 
parties with respect to the subject matter herein other than those expressly set forth herein.  This Agreement may not be altered, 
modified, or amended except by written instrument signed by the parties hereto. 
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5.             Withholding and Section 409A.  The Company shall be authorized to withhold from any amounts payable under this 
Agreement such federal, state and local taxes as may be required to be withheld pursuant to any applicable law or regulation.  
Notwithstanding any other provision of this Agreement, any payment due under this Agreement shall be made in a manner that is 
intended to provide that any such payment shall not be subject to any tax or interest under Section 409A of the Internal Revenue Code 
of 1986, as amended (the “Code”) such that the Company may delay or otherwise alter the terms of payment of the Bonus (including, 
for the avoidance of doubt, by requiring that any such payment be deferred until the date that is six months and one day following the 
termination of your employment, to the extent such delay is required to comply with Section 409A of the Code). 
  
6.             No Right to Employment.  This Agreement shall not be construed as giving you the right to be retained in the employ of, or 
in any consulting relationship to, the Company or any of its affiliates.  Further, the Company or its subsidiaries may at any time 
dismiss you from employment or discontinue any consulting relationship, free from any liability of any claim under this Agreement. 
  
7.             Other Agreements.  Unless otherwise determined by the Company’s Board of Directors, any payments made hereunder shall 
not be taken into account in computing your salary or compensation for purposes of determining any benefits or compensation under 
(i) any pension, retirement, life insurance or other benefit plan of the Company or its subsidiaries or (ii) any agreement between the 
Company or its subsidiaries and you. 
  
8.             Governing Law.  This Agreement shall be governed by and construed and interpreted in accordance with the laws of the 
State of New York (without regard to principles of conflicts of laws that would direct the application of the laws of any other 
jurisdiction). 
  
9.             Counterparts.  This Agreement may be signed in counterparts, each of which shall be an original, with the same effect as if 
the signatures thereto and hereto were upon the same instrument. 
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Please sign the enclosed copy of this Agreement confirming your agreement to the above. 
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Yours sincerely,

  
  
  
  
Agreed and Accepted 
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SEVERANCE PROTECTION AGREEMENT 
  

THIS SEVERANCE PROTECTION AGREEMENT (the “Agreement”) was entered into this          day of             , 2011 
(the “Effective Date”) by and between DJO Incorporated, a Delaware corporation (the “Company”) and [Vickie Capps/Luke 
Faulstick/Don Roberts/Tom Capizzi/Andrew Holman/Stephen Murphy] (the “Employee”) (together, the “Parties”). 
  

RECITALS: 
  

WHEREAS, the Employee is currently employed by the Company; 
  

WHEREAS, the Company desires to retain the Employee as an employee; and, 
  

WHEREAS, as an inducement for the Employee to remain in the employ of the Company, the Company has agreed to enter 
into this Agreement. 
  

AGREEMENT: 
  

NOW THEREFORE, in consideration of the promises and covenants set out below, the receipt and sufficiency of which are 
hereby acknowledged, the Parties agree as follows: 

  
1.                            Restrictive Covenant Payments. 
  

(a)                Subject to Section 2(c), upon termination of the Employee’s employment by the Company without Cause (as 
defined below) and for so long as the Employee is in strict compliance with the terms of this Agreement (including without limitation, 
Section 3), the Employee shall be entitled to receive the following (collectively, the “Restrictive Covenant Payments”): 
  

(i)            Cash Payment.  A monthly cash compliance payment in the amount of the sum of (A) the 
Employee’s monthly base salary and (B) one-twelfth of the Employee’s target annual performance-based cash bonus, each as 
in effect on the date of termination, for a period of [18] [12](1) months from the date of termination, which payments will 
commence on the 60  day following the Employee’s termination of employment (with payments in arrears for the first two 
months from the termination date), 

  
(ii)           Pro Rata Bonuses. 
  

(A) The pro rata portion of any quarterly performance-based cash bonus based on the achievement 
of certain performance metrics established by the Board of Directors of Company (the “Quarterly Bonus”), if 
  

(1)  18 months for Vickie Capps and Luke Faulstick; 12 for all others 
  

 

th



 
any, that the Employee would have been entitled to receive in the quarter in which the termination date occurs based upon the 
percentage of the fiscal quarter that shall have elapsed through the date of the Employee’s termination of employment, 
payable when the Quarterly Bonus would have otherwise been payable to the Employee had the Employee’s employment not 
terminated, and 

  
(B) The pro rata portion of any annual performance-based cash bonus based on the achievement of 

certain performance metrics established by the Board of Directors of Company (the “Annual Bonus”), if any, that the 
Employee would have been entitled to receive in the year in which the termination date occurs based upon the percentage of 
the fiscal year that shall have elapsed through the date of the Employee’s termination of employment, payable when the 
Annual Bonus would have otherwise been payable to the Employee had the Employee’s employment not terminated, and 

  
(iii)          Health Benefits.  Continued participation in the health benefit plan or program maintained by the 

Company, as the case may be, from time to time for a period of [18] [12](2) months from the date of termination (or, if 
earlier, until the Employee becomes eligible for comparable coverage with a new employer) on substantially the same terms 
as the Employee participated in such plans or programs immediately prior to termination (contingent on the Employee’s 
election to receive COBRA continuation coverage); provided, however, that the Company shall pay the entire cost of such 
health benefits. 

  
In addition, the Company will, upon such termination of employment, pay Employee an amount, in exchange for the cancellation of 
the Rollover Options (as described below) equal to the product of (i) the number of shares underlying the stock options as set forth on 
Schedule A attached hereto (the “Rollover Options”) and (ii) the excess of (A) the fair market value (as determined in good faith by 
the Board of Directors of Company (the “Board”)) of a share of common stock at the close of the date of termination over (B) the 
exercise price of each Rollover Option. 
  

(b)           As used herein, “Cause” means (i) Employee’s willful and continued failure to substantially perform Employee’s 
duties as an employee of the Company (other than any such failure resulting from Employee’s long-term disability or any such failure 
subsequent to Employee being delivered notice of the Company’s intent to terminate Employee’s employment without Cause) 
following written notice by the Company to Employee that specifically identifies such failure and Employee’s refusal to cure such 
failure within 30 days following receipt of such notice (for the avoidance of doubt, the unsatisfactory performance by Employee of his 
duties shall not be deemed to be a failure to substantially perform); (ii) conviction of, or a plea of nolo contendere to, (A) any criminal 
activity  (other than traffic-related) under the laws of the appropriate country of residence or (B) a crime involving moral turpitude that 
could be injurious to the Company or its reputation; (iii) willful malfeasance or willful misconduct by the 
  

(2)  18 months for Vickie Capps and Luke Faulstick; 12 for all others 
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Employee which is materially and demonstrably injurious to the Company; or (iv) any act of fraud by Employee in the performance of 
his duties as an employee of the Company. 
  

(c)           The Restrictive Covenant Payments shall not be provided to the Employee in the event the Employee’s termination 
of employment is the result of the Employee’s death or following Employee’s disability (as defined in the Company’s long-term 
disability policy). 

  
2.               Payment Procedures. 
  

(a)           The cash portion of the Restrictive Covenant Payments provided under Section 1(a)(i) shall be payable in accordance 
with the normal payroll cycle of the Company. 

  
(b)           The Restrictive Covenant Payments shall constitute the exclusive payment due the Employee by reason of the 

termination of employment, including any payment which may otherwise be payable pursuant to any other separation or severance 
policy established or maintained by the Company, but shall have no effect on any other fully vested and non-forfeitable benefits which 
may be due the Employee under any plan of the Company which provides benefits (other than separation or severance pay) after 
termination of employment or plans such as any retirement, vacation-pay or stock incentive plans. 

  
(c)           As an express condition precedent to the Restrictive Covenant Payments, the Employee must execute and deliver to 

the Company (and not revoke during any mandated or agreed upon revocation period) the Company’s standard general release of all 
claims against the Company and its affiliates form no later than the 52  day following the Employee’s termination of employment. 

  
(d)           The Company shall deduct from the Restrictive Covenant Payments all amounts required by law to be withheld. 
  

3.               Non-Competition; Non-Disclosure of Proprietary Information, Surrender of Records; Inventions and Patents. 
  

3.1           Non-Competition. 
  
(a)           The Employee acknowledges that in the course of the Employee’s employment with the Company, the Employee 

will become familiar with trade secrets and other confidential information of the Company and that the Employee’s services will be of 
special, unique and extraordinary value to the Company.  Therefore, the Employee agrees that, during the Period of Employment and 
for the [18] [12](3) months thereafter (the “Restricted Period”), the Employee shall not directly or indirectly own, manage, control, 
participate in, consult with, or in any manner engage in any business competing with any business of the Company within the United 
States and any other geographical 
  

(3)  18 months for Vickie Capps and Luke Faulstick; 12 for all others 
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area in which the Company then engages in business or engaged in business at any time during the Employee’s employment with the 
Company (a “Competitor”).  Nothing herein shall prohibit the Employee from being a passive owner of not more than 2% of the 
outstanding stock of any class of a corporation that is publicly traded so long as the Employee has no direct or indirect active 
participation in the business of such corporation. 

  
(b)           During the Restricted Period, the Employee shall not directly or indirectly (i) induce or attempt to induce any 

employee of the Company to terminate such employment, or in any way interfere with the employee relationship between the 
Company and any such employee, (ii) hire any person who is, or at any time during the Period of Employment was, an employee of 
the Company or (iii) induce or attempt to induce any customer, licensor, licensee or supplier of the Company having a business 
relationship with the Company to cease doing business with the Company or interfere materially with the relationship between any 
such person and the Company. 

  
3.2           Proprietary Information.  The Employee agrees that the Employee shall not use for the Employee’s own purpose or 

for the benefit of any person or entity other than the Company or its shareholders or affiliates, nor shall the Employee otherwise 
disclose to any individual or entity at any time while the Employee is employed by the Company or thereafter any proprietary 
information of the Company unless such disclosure (a) has been authorized by the Board, (b) is reasonably required within the course 
and scope of the Employee’s employment hereunder or (c) is required by law, a court of competent jurisdiction or a governmental or 
regulatory agency.  For purposes of this Agreement, “proprietary information” shall mean:  (i) the name or address of any customer, 
supplier or affiliate of the Company or any information concerning the transactions or relations of any customer, supplier or affiliate 
of the Company; (ii) any information concerning any product, service, technology or procedure offered or used by the Company, or 
under development by or being considered for use by the Company; (iii) any information relating to marketing or pricing plans or 
methods, capital structure, or any business or strategic plans of the Company; (iv) any inventions, innovations, trade secrets or other 
items covered by Section 3.4 below; and (v) any other information which the Board has determined by resolution and communicated 
to the Employee in writing to be proprietary information for purposes hereof.  However, proprietary information shall not include any 
information that is or becomes generally known to the public other than through actions of the Employee in violation of Section 3.1, 
3.2 or 3.3. 

  
3.3           Surrender of Records.  The Employee agrees that the Employee shall not retain and shall promptly surrender to the 

Company all correspondence, memoranda, files, manuals, financial, operating or marketing records, magnetic tape, or electronic or 
other media of any kind which may be in the Employee’s possession or under the Employee’s control or accessible to the Employee 
which contain any proprietary information as defined in Section 3.2. 

  
3.4           Inventions and Patents.  The Employee agrees that all inventions, innovations, trade secrets, patents and processes in 

any way relating, directly or indirectly, to the Company’s business developed by the Employee alone or in conjunction 
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with others at any time during the Employee’s employment by the Company shall belong to the Company.  The Employee will use the 
Employee’s best efforts to perform all actions reasonably requested by the Board to establish and confirm such ownership by the 
Company. 

  
3.5           Definition of Company.  For purposes of this Section 3, the term “Company” shall mean the Company and its 

subsidiaries as the same may exist from time to time, and nothing herein shall be construed to extend the definition of Company to 
affiliated entities of the Company by mere virtue of the identity of shareholders. 

  
3.6           Enforcement.  The parties hereto agree that the duration and area for which the covenants set forth in this Section 3 

are to be effective and are reasonable.  In the event that any court or arbitrator determines that the time period or the area, or both of 
them, are unreasonable and that any of the covenants are to that extent unenforceable, the parties hereto agree that such covenants will 
remain in full force and effect, first, for the greatest time period, and second, in the greatest geographical area that would not render 
them unenforceable.  The parties intend that this Agreement will be deemed to be a series of separate covenants, one for each and 
every county of each and every state of the United States of America. 

  
4.             Available Remedies.  In the event the Employee breaches their obligations under this Agreement in any way, in 

addition to any other rights or remedies available at law or in equity, the Company’s obligations hereunder (including provision of the 
Restrictive Covenant Payments) shall cease.  Nothing herein shall be construed as prohibiting the Company from pursuing any other 
remedies available to it for such breach or threatened breach. 

  
5.             No Contract of Employment.  The Company shall employ the Employee on an “At Will” basis.  Nothing herein shall 

create a contract of employment, confer upon the Employee a right to continue as an Employee of the Company or affect any rights of 
the Company to terminate the employment of the Employee for any reason whatsoever. 

  
6.             Binding Nature.  This Agreement is personal in nature to the Employee and may not be assigned or transferred by 

the Employee in any way, and no heir, estate, spouse, trust, guardian receiver or any other successor to the Employee shall have an 
enforceable interest in this Agreement or any right to payment. 

  
7.             Governing Law.  This Agreement shall be governed by and construed and interpreted in accordance with the laws of 

the State of New York (without regard to principles of conflicts of laws that would direct the application of the laws of any other 
jurisdiction). 

  
8.             Notices.  Any notice required or permitted to be given hereunder shall be deemed sufficiently given if sent by 

registered or certified mail, postage prepaid, addressed to the addressee at the address last provided to the sender in writing by the 
addressee for purposes of receiving notices hereunder or, unless or until such address shall be so furnished, to the address indicated 
below.  Each party may also provide notice 
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by sending the other party a facsimile at the number provided below. 

  
If to the Company, to: 
  

DJO Incorporated 
[Address 1] 
[Address 2] 
Facsimile: [(   )    -    ] 
Attn. [                   ] 
Copy to:  [                   ] 
  

If to the Employee, at the address set forth on the Company’s personnel records or to such other address or 
to the attention of such other person as the recipient party will have specified by prior written notice to the 
sending party. 
  

9.             Merger & Non-Oral Modification.  This Agreement contains the entire understanding and agreement between the 
parties hereto with respect to the subject matter hereof, and merges all prior and contemporaneous agreements, negotiations and 
discussions regarding the subject matter of this Agreement into this integrated document.  This Agreement may not be modified or 
amended in any way except in writing signed by the parties hereto. 

  
10.           Compliance with IRC Section 409A.  This Agreement is intended to comply with Section 409A of the Internal 

Revenue Code of 1986, as amended (the “Code”) and will be interpreted accordingly.  Notwithstanding anything herein to the 
contrary, (i) if at the time of the Employee’s termination of employment with the Company Employee is a “specified employee” as 
defined in Section 409A of the Code and the deferral of the commencement of any payments or benefits otherwise payable hereunder 
as a result of such termination of employment is necessary in order to prevent any accelerated or additional tax under Section 409A of 
the Code, then the Company will defer the commencement of the payment of any such payments or benefits hereunder (without any 
reduction in such payments or benefits ultimately paid or provided to the Employee) until the date that is six months and one day 
following the Employee’s termination of employment with the Company (or the earliest date as is permitted under Section 409A of 
the Code); and all payments due thereafter shall be made as provided in this Agreement and (ii) if any other payments of money or 
other benefits due to the Employee hereunder could cause the application of an accelerated or additional tax under Section 409A of the 
Code, such payments or other benefits shall be deferred if deferral will make such payment or other benefits compliant under 
Section 409A of the Code, or otherwise such payment or other benefits shall be restructured, to the extent possible, in a manner, 
determined by the Board, that does not cause such an accelerated or additional tax.  The Company shall consult with the Employee in 
good faith regarding the implementation of the provisions of this section; provided that neither the Company nor any of its employees 
or representatives shall have any liability to the Employee with respect to thereto.  For purposes of Section 409A of the Code, each 
payment made under this Agreement shall be designated as a “separate payment” within the meaning of the 
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Section 409A of the Code, and references herein to the Employee’s “termination of employment” shall refer to the Employee’s 
separation from service with the Company within the meaning of Section 409A.  To the extent any reimbursements or in-kind benefits 
due to the Employee under this Agreement constitute “deferred compensation” under Section 409A of the Code, any such 
reimbursements or in-kind benefits shall be paid to the Employee in a manner consistent with Treas. Reg. Section 1.409A-3(i)(1)(iv). 
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WITNESS our hands and seals the day first above written. 
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EMPLOYEE: DJO Incorporated
  
   

By:
 

[                        ] Office:
 



 
SCHEDULE A: Rollover Options 
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Computation of Ratio of Earnings to Fixed Charges 
(in thousands) 

  
  

  

    Successor Predecessor

    
Year Ended 

December 31, 
  

Year Ended
December 31,

 

Year Ended
December 31,

 

Year Ended 
December 31, 

  
November 4,
2006 through 
December 31

 

January 1,
2006 through 
November 3,

 

    2010 
  2009 2008 2007

  2006 2006
Earnings: 

                

Loss from continuing 
operations before income 
taxes and noncontrolling 
interests 

  $  (85,930) $ (71,069) $ (147,364) $ (126,911) $  (50,490) $ (59,040)
Plus: Fixed charges 

  159,169
  161,512

 

177,324
 

88,558
  8,853

 

36,106
 

Less: Interest expense 
capitalized 

  —
  —

 

(19) (160) (36) (85)
Less: Noncontrolling interests 

  (857) (723) (1,049) (415) (39) (158)
Earnings (loss) from continuing 

operations, adjusted 
  $  72,382

  $ 89,720
 

$ 28,892
 

$ (38,928) $  (41,712) $ (23,177)
          
Fixed Charges: 

                

Interest expensed and 
capitalized 

  $  155,181
  $ 157,032 $ 173,181 $ 87,108

  $  8,647 $ 35,247
Estimated interest within rental 

expense 
  3,988

  4,480 4,143 1,450
  206 859

Total fixed charges 
  $  159,169

  $ 161,512
 

$ 177,324
 

$ 88,558
  $  8,853

 

$ 36,106
 

          
Ratio of earnings to fixed 

charges 
  —

  — — —
  — —

          
Shortfall 

  (86,787) (71,792) (148,432) (127,486) (50,565) (59,283)
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Subsidiaries of DJO Finance LLC 
  

  

Name Jurisdiction of Incorporation/Organization
DJO, LLC 

 

Delaware
DJO Finance Corporation 

 

Delaware
Encore Medical, L.P. 

 

Delaware
Encore Medical GP, LLC 

 

Nevada
Encore Medical Partners, LLC Nevada
Empi, Inc. 

 

Minnesota
Encore Medical Asset Corporation Nevada
Elastic Therapy, LLC 

 

North Carolina
ReAble Therapeutics Europe GmbH 

 

Germany
Ormed GmbH 

 

Germany
Cefar-Compex Medical AB 

 

Sweden
Compex SARL Switzerland
Compex Medical, GmbH 

 

Germany
Compex Switzerland SARL Switzerland
Compex Italia SRL 

 

Italy
DJO Nordic AB 

 

Sweden
Compex Medical SA 

 

Switzerland
dj orthopedics de Mexico S.A. de C.V. 

 

Mexico
DJO Deutschland GmbH Germany
DJO Asia-Pacific Ltd. 

 

Hong Kong
DJO Canada Inc. Canada
DJO UK Ltd. 

 

United Kingdom
DJO Austria GmbH 

 

Austria
DJO Italia SRL 

 

Italian
DJO Benelux B.V.B.A. 

 

Belgium
Chattanooga Europe, B.V.B.A. Belgium
DJO France S.A.S. 

 

France
DJO Iberica Productos Ortopedicos S.L. Spain
Fabrique Tunisienne Orthopedique SARL 

 

Tunisia
DJO Australasia Pty. Ltd. 

 

Australia
DJO Orthopaedic South Africa Pty. Ltd. 

 

South Africa
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CERTIFICATION 
  

I, Leslie H. Cross, certify that: 
  

(1)          I have reviewed this Annual Report on Form 10-K for the year ended December 31, 2010 of DJO Finance LLC (the 
“registrant”); 

  
(2)          Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact 

necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading 
with respect to the period covered by this report; 

  
(3)          Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all 

material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods 
presented in this report; 

  
(4)          The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and 

procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as 
defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have: 

  
(a)          Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed 

under our supervision, to ensure that material information relating to the registrant, including its consolidated 
subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is 
being prepared; 

  
(b)         Designed such internal control over financial reporting, or caused such internal control over financial reporting to be 

designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the 
preparation of financial statements for external purposes in accordance with generally accepted accounting principles; 

  
(c)          Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our 

conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this 
report based on such evaluation; and 

  
(d)         Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the 

registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has 
materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; 
and 

  
(5)          The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over 

financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons 
performing the equivalent functions): 
  
(a)          All significant deficiencies and material weaknesses in the design or operation of internal control over financial 

reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report 
financial information; and 

  
(b)         Any fraud, whether or not material, that involves management or other employees who have a significant role in the 

registrant’s internal control over financial reporting. 
  

  

Date: March 3, 2011 
  
/s/ Leslie H. Cross 

 

Leslie H. Cross 
 

President, Chief Executive Officer and Manager 
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CERTIFICATION 
  

I, Vickie L. Capps, certify that: 
  
(1)          I have reviewed this Annual Report on Form 10-K for the year ended December 31, 2010 of DJO Finance LLC (the “registrant”);
  
(2)          Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact 

necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading 
with respect to the period covered by this report; 

  
(3)          Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all 

material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented 
in this report; 

  
(4)          The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and 

procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined 
in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have: 

  
(a)          Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under 

our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made 
known to us by others within those entities, particularly during the period in which this report is being prepared; 

  
(b)         Designed such internal control over financial reporting, or caused such internal control over financial reporting to be 

designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the 
preparation of financial statements for external purposes in accordance with generally accepted accounting principles; 

  
(c)          Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions 

about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on 
such evaluation; and 

  
(d)         Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the 

registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially 
affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and 

  
(5)          The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over 

financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons 
performing the equivalent functions): 

  
(a)          All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting 

which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial 
information; and 

  
(b)         Any fraud, whether or not material, that involves management or other employees who have a significant role in the 

registrant’s internal control over financial reporting. 
  

  

Date: March 3, 2011 
 

  
/s/ Vickie L. Capps 

 

Vickie L. Capps 
 

Executive Vice President, Chief Financial Officer, Treasurer and 
Manager 
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Certification 
Pursuant to 18 U.S.C. Section 1350 

As adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 
  

In connection with the Annual Report of DJO Finance LLC (the “Company”) on Form 10-K for the fiscal year ended December 31, 
2010, as filed with the Securities and Exchange Commission on March 3, 2011 (the “Report”), I, Leslie H. Cross, President, Chief 
Executive Officer and Manager of the Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of 
the Sarbanes-Oxley Act of 2002, that: 
  

(i) This Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and 
  
(ii) the information contained in the Report fairly presents, in all material respects, the financial condition and results of operations 
of the Company. 

  

  

Date: March 3, 2011 
 

  
/s/ Leslie H. Cross 

 

Leslie H. Cross 
 

President, Chief Executive Officer and Manager 
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Certification 
Pursuant to 18 U.S.C. Section 1350 

As adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 
  

In connection with the Annual Report of DJO Finance LLC (the “Company”) on Form 10-K for the fiscal year ended December 31, 
2010, as filed with the Securities and Exchange Commission on March 3, 2011 (the “Report”), I, Vickie L. Capps, Executive Vice 
President, Chief Financial Officer , Treasurer , and Manager of the Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted 
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that: 
  

(i) This Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and 
  
(ii) the information contained in the Report fairly presents, in all material respects, the financial condition and results of operations 
of the Company. 

  

  

Date: March 3, 2011 
 

  
/s/ Vickie L. Capps 

 

Vickie L. Capps 
 

Executive Vice President, Chief Financial Officer, Treasurer and 
Manager 

 




