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NOTE REGARDING FORWARD-LOOKING STATEMENTS
All statements, other than statements of historical facts, contained in this quarterly report, including statements regarding our business,
operations and financial performance and condition, as well as our plans, objectives and expectations for our business, operations and
financial performance and condition, are forward-looking statements. You can often identify forward-looking statements by words such as
"anticipate," "believe," "continue," "could," "estimate," "expect," "intend," "may," "might," "target," "ongoing," "plan," "potential," "predict,"
"project," "should," "will" or "would," or the negative of these terms or other terms. Forward-looking statements involve known and unknown
risks, uncertainties and other factors, such as the impact of the COVID-19 pandemic, that may cause our results, activity levels, performance
or achievements to be materially different from the information expressed or implied by the forward-looking statements. Forward-looking
statements may include, among other things, statements relating to:
•

our ability to achieve or sustain profitability in the future;

•

our ability to raise additional capital to fund our existing commercial operations, develop and commercialize new products and
expand our operations;

•

our ability to commercialize our products in development and to develop and commercialize additional products through our research
and development efforts, and if we fail to do so we may be unable to compete effectively;

•

our ability to generate sufficient revenue from the commercialization of our products to achieve and sustain profitability;

•

our ability to comply with extensive government regulation and oversight both in the United States and abroad;

•

our ability to maintain and expand our network of third-party independent sales agencies and distributors to market and distribute our
products; and

•

our ability to protect our intellectual property rights or if we are accused of infringing on the intellectual property rights of others;

We cannot assure you that forward-looking statements will prove to be accurate, and you are encouraged not to place undue reliance on
forward-looking statements. Actual results or events could differ materially from the plans, intentions and expectations expressed or implied
by the forward-looking statements. You are urged to carefully review and consider the various disclosures made by us in this quarterly report,
in our Annual Report on Form 10-K filed with the Securities and Exchange Commission (the "SEC") on March 5, 2020 and in other reports
filed with the SEC that discuss the risks and factors that may affect our business. Other than as required by law, we undertake no obligation
to update or revise any forward-looking statements to reflect new information, events or circumstances occurring after the date of this
quarterly report.
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PART I. FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS
ORTHOPEDIATRICS CORP.
CONDENSED CONSOLIDATED BALANCE SHEETS
(Unaudited)
(In Thousands, Except Share Data)
June 30, 2020

December 31, 2019

ASSETS
Current assets:
Cash

$

Restricted Cash
Accounts receivable - trade, less allowance for doubtful accounts of $185 and $506, respectively
Inventories, net
Notes receivable

113,054

$

70,777

1,361

1,250

14,897

16,003

48,875

38,000

656

564

1,534

1,464

180,377

128,058

24,131

21,349

Amortizable intangible assets, net

42,206

14,484

Goodwill

68,420

13,773

Other intangible assets

13,357

4,490

123,983

32,747

Prepaid expenses and other current assets
Total current assets
Property and equipment, net
Other assets:

Total other assets
Total assets

$

328,491

$

182,154

$

6,003

$

6,467

LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
Accounts payable - trade
Accrued compensation and benefits
Current portion of long-term debt with affiliate
Current portion of acquisition installment payable

4,501

4,349

128

124

11,485

—

Other current liabilities

2,654

2,723

Total current liabilities

24,771

13,663

Long-term debt with affiliate, net of current portion

21,017

26,067

Acquisition installment payable, net of current portion

12,021

—

Contingent consideration

28,100

—

Other long-term liabilities

120

63

Total long-term liabilities

61,258

26,130

Total liabilities

86,029

39,793

Long-term liabilities:

Stockholders' equity:
Common stock, $0.00025 par value; 50,000,000 shares authorized; 19,544,008 shares and 16,723,128 shares issued
as of June 30, 2020 (unaudited) and December 31, 2019, respectively
Additional paid-in capital
Accumulated deficit
Accumulated other comprehensive loss
Total stockholders' equity
$

Total liabilities and stockholders' equity

See notes to condensed consolidated financial statements.
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5

4

385,510

271,182

(143,214)

(128,822)

161

(3)

242,462

142,361

328,491

$

182,154

ORTHOPEDIATRICS CORP.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(Unaudited)
(In Thousands, Except Share and Per Share Data)
Three Months Ended June 30,
2020
Net revenue

$

13,593

Cost of revenue
Gross profit

Six Months Ended June 30,

2019
$

2020

18,200

$

2019

29,949

$

32,856

3,532

4,581

7,675

8,582

10,061

13,619

22,274

24,274

Operating expenses:
Sales and marketing

5,620

7,606

13,184

14,153

General and administrative

10,577

6,569

18,458

12,181

Research and development

881

1,234

2,146

2,447

17,078

15,409

33,788

28,781

(7,017)

(1,790)

(11,514)

(4,507)
935

Total operating expenses
Operating loss
Other expenses:
Interest expense, net

1,399

632

1,778

Fair value adjustment of contingent consideration

910

—

910

—

Other expense

121

37

190

37

Total other expenses
Net loss from continuing operations

2,430

669

2,878

972

(9,447)

(2,459)

(14,392)

(5,479)

Net loss from discontinued operations

—

Net loss

$

Weighted average common stock - basic and diluted
Net loss per share - basic and diluted

(9,447)

(159)
$

17,549,118
$

(0.54)

(2,618)
14,451,979

$

(0.18)

See notes to condensed consolidated financial statements.
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—
$

(14,392)

(159)
$

16,986,485
$

(0.85)

(5,638)
14,409,752

$

(0.39)

ORTHOPEDIATRICS CORP.
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS
(Unaudited)
(In Thousands)
Three Months Ended June 30,
2020
Net loss

$

Six Months Ended June 30,

2019
(9,447)

$

2020
(2,618)

$

2019
(14,392)

$

(5,638)

Other comprehensive (loss) income:
Foreign currency translation adjustment
Other comprehensive (loss) income
Comprehensive loss

$

1,522

(133)

164

1,522

(133)

164

(7,925)

$

(2,751)

$

See notes to condensed consolidated financial statements.
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(14,228)

168
168
$

(5,470)

ORTHOPEDIATRICS CORP.
CONDENSED CONSOLIDATED STATEMENT OF STOCKHOLDERS’ EQUITY
(Unaudited)
(In Thousands, Except Share Data)
Three and Six Months Ended June 30, 2020
Accumulated
Additional
Common Stock
Shares
Balance at January 1, 2020

16,723,128

Treasury Stock

Value
$

Shares

Paid-in

Value

4

—

$

Accumulated

Capital

—

$

271,182

Deficit
$

Other

Total

Comprehensive

Stockholders'

Income (Loss)

(128,822)

$

Equity

(3)

$

142,361

Net loss

—

—

—

—

—

(4,945)

—

(4,945)

Other comprehensive income

—

—

—

—

—

—

(1,358)

(1,358)

22,208

—

—

—

688

—

—

688

105,710

—

—

—

958

—

—

958

36,628

—

—

—

1,750

—

—

1,750

—

(4,014)

4

(4,014)

Stock option exercise
Restricted stock
Consideration for Telos Acquisition
Repurchase of common stock
Balance at March 31, 2020

—
16,887,674

$

(187)
$

—

(187)

$

274,578

—
$

—

(133,767)

$

(187)

(1,361)

$

139,267

Net Loss

—

—

—

—

—

(9,447)

—

(9,447)

Other comprehensive loss

—

—

—

—

—

—

1,522

1,522

19,162

—

—

—

593

—

—

593

52,032

—

—

—

2,495

—

—

2,495

989,154

—

—

—

37,638

—

—

37,638

1

4,014

5

—

Stock option exercise
Restricted stock
Consideration for ApiFix acquisition
and Band-Lok intellectual property
purchase
Issuance of common stock, net of
issuance cost
Balance at June 30, 2020

1,595,986
19,544,008

$

187
$

70,206

—

$

385,510

—
$

—

(143,214)

$

70,394

161

$

242,462

Three and Six Months Ended June 30, 2019
Accumulated
Additional
Common Stock
Shares
Balance at January 1, 2019

Paid-in
Value

14,538,202

$

Accumulated

Capital
4

$

Deficit

197,442

$

Other

Total

Comprehensive

Stockholders'

Income (Loss)

(115,091)

$

(623)

Equity
$

81,732

Net loss

—

—

—

(3,020)

—

(3,020)

Other comprehensive income

—

—

—

—

301

301

18,427

—

565

—

—

565

125,769

—

471

—

—

Stock option exercise
Restricted stock
Balance at March 31, 2019

14,682,398

$

4

$

198,478

$

(118,111)

$

(322)

471
$

80,049

Net Loss

—

—

—

(2,618)

—

Other comprehensive loss

—

—

—

—

(133)

(133)

245,352

—

10,000

—

—

10,000

Stock option exercise

2,983

—

92

—

—

92

Restricted stock

8,729

—

692

—

—

692

Acquisition consideration

Balance at June 30, 2019

14,939,462

$

4

$

209,262

$

(120,729)

See notes to condensed consolidated financial statements.
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$

(455)

(2,618)

$

88,082

ORTHOPEDIATRICS CORP.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)
(In Thousands)
Six Months Ended
June 30,
2020

2019

OPERATING ACTIVITIES
Net loss

$

(14,392)

$

(5,638)

Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization

3,285

1,912

Stock-based compensation

3,453

1,163

Fair value adjustment of contingent consideration

910

—

Acquisition installment payable

886

—

1,609

(5,499)

(9,599)

(5,139)

Changes in certain current assets and liabilities:
Accounts receivable - trade
Inventories
Prepaid expenses and other current assets

66

(14)

Accounts payable - trade

(746)

1,934

Accrued expenses and other liabilities

(129)

357

Other
Net cash used in operating activities - continuing operations
Net cash provided by operating activities - discontinued operations

(50)

139

(14,707)

(10,785)

—

371

(14,707)

(10,414)

Acquisition of Telos, net of cash acquired

(1,670)

—

Acquisition of ApiFix, net of cash acquired

(1,723)

—

Net cash used in operating activities
INVESTING ACTIVITIES

Acquisition of Band-Lok intangible assets
Acquisition of Vilex and Orthex, net of cash acquired
Purchases of licenses

(796)

—

—

(49,926)

—

(170)

Purchases of property and equipment

(5,160)

(8,514)

Net cash used in investing activities - continuing operations

(9,349)

(58,610)

Net cash used in investing activities - discontinued operations
Net cash used in investing activities

—

(47)

(9,349)

(58,657)

FINANCING ACTIVITIES
Proceeds from issuance of debt with affiliate

—

30,000

Payments on note with affiliate

(5,000)

—

Proceeds from issuance of common stock, net of issuance costs

70,207

—

1,281

657

Proceeds from exercise of stock options
Payments on mortgage notes

(61)

(59)

66,427

30,598

Effect of exchange rate changes on cash

17

—

NET INCREASE (DECREASE) IN CASH

42,388

(38,473)

Net cash provided by financing activities

Cash and restricted cash, beginning of year

$

72,027

$

60,691

Cash and restricted cash, end of period

$

114,415

$

22,218

Less cash of discontinued operations, end of period

$

—

$

360

Cash of continuing operations, end of period

$

114,415

$

21,858
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SUPPLEMENTAL DISCLOSURES
Cash paid for interest

$

513

$

Transfer of instruments from property and equipment to inventory

$

229

$

Issuance of common shares to acquire Vilex and Orthex

$

—

Issuance of common shares to acquire Telos

$

1,568

$

—

Issuance of common shares to acquire ApiFix

$

35,176

$

—

Issuance of common shares to acquire Band-Lok

$

2,644

$

—

See notes to condensed consolidated financial statements.
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935
267
10,000

ORTHOPEDIATRICS CORP.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
(Dollars In Thousands, Except Share and Per Share data)
NOTE 1 – BUSINESS
OrthoPediatrics Corp., a Delaware corporation, is a medical device company committed to designing, developing and marketing
anatomically appropriate implants and devices for children with orthopedic conditions, giving pediatric orthopedic surgeons and caregivers
the ability to treat children with technologies specifically designed to meet their needs. We sell our specialized products, including
TM
TM
PediLoc®, PediPlates®, Cannulated Screws, PediFlex nail, PediNail , PediLoc® Tibia, ACL Reconstruction System, Locking Cannulated
Blade, Locking Proximal Femur, Spica Tables, RESPONSE Spine, Bandloc, Pediguard, Pediatric Nailing Platform | Femur, Orthex,
QuickPackTM and ApiFix to various hospitals and medical facilities throughout the United States and various international markets. We
currently use a contract manufacturing model for the manufacturing of implants and related surgical instrumentation.
In 2017, we expanded operations and established legal entities in the United Kingdom, Australia and New Zealand, permitting us to sell
under an agency model direct to local hospitals in these countries. In September 2018, we further expanded operations in Canada selling
direct to local hospitals, and in January 2019 we expanded to Belgium and the Netherlands. Additionally, in March 2019 we established a
holding company and an operating company in the Netherlands and began selling direct to Italy in March 2020 enhancing our operations in
Europe.
On June 4, 2019, we purchased all the issued and outstanding shares of stock of Vilex in Tennessee, Inc. ("Vilex") and all the issued and
outstanding units of membership interests in Orthex, LLC ("Orthex") for $60,000 in total consideration. Vilex and Orthex (the "Vilex
Companies") are primarily manufacturers of foot and ankle surgical implants, including cannulated screws, fusion devices, surgical staples
and bone plates, as well as Orthex Hexapod technology which is used to treat pediatrics congenital deformities and limb length
discrepancies.
On December 31, 2019, we divested substantially all of the assets relating to Vilex's adult product offerings to a wholly-owned subsidiary of
Squadron Capital LLC ("Squadron") in exchange for a $25,000 reduction in a Term Note owed to Squadron in connection with the initial
acquisition. As part of the sale, we also executed an exclusive license arrangement with Squadron providing for perpetual access to certain
intellectual property and a mutual distribution agreement.
On March 9, 2020, we purchased all the issued and outstanding membership interest of Telos Partners, LLC ("Telos") for $3,300 in total
consideration. Telos is a boutique regulatory consulting firm formed in Colorado.
On April 1, 2020, we purchased all the issued and outstanding membership interest of ApiFix, Ltd. ("ApiFix") for (a) $2,000 in cash, and (b)
934,783 shares of the Company's common stock, $0.00025 par value per share, representing approximately $35,000 (based on a closing
share price of $37.63 on April 1, 2020. ApiFix, a corporation organized under the laws of Israel, has developed a minimally invasive deformity
correction system for patients with Adolescent Idiopathic Scoliosis ("ApiFix System"). In addition, we have also agreed to pay as part of the
purchase price the following anniversary payments: (i) $13,000 on the second anniversary of the closing date, provided that such payment
will be paid earlier if 150 clinical procedures using the ApiFix System are completed in the United States before such anniversary date, (ii)
$8,000 on the third anniversary of the closing date; and (iii) $9,000 on the fourth anniversary of the closing date. In addition, to the extent that
the product of our revenues from the ApiFix System for the twelve months ended June 30, 2024 multiplied by 2.25 exceeds the anniversary
payments

10

actually made for the third and fourth years, we have agreed to pay the selling shareholders a system sales payment in the amount of such
excess. The anniversary payments and system sales payment may each be made in cash or cash and common stock.
On June 10, 2020, we purchased certain intellectual property assets from Band-Lok, LLC, a North Carolina limited liability company ("BandLok"), related to its Tether Clamp and Implantation System ("Tether Clamp System") for approximately $3,400 in total consideration. We use
the Tether Clamp System in connection with our Bandloc 5.5/6.0 System. We were previously the sole licensee of the purchased assets
under a license agreement with Band-Lok.
Our largest investor is Squadron, a private investment firm based in Granby, Connecticut.

NOTE 2 – SIGNIFICANT ACCOUNTING POLICIES
Basis of Presentation
The accompanying condensed consolidated financial statements include the accounts of OrthoPediatrics Corp. and its wholly-owned
subsidiaries, OrthoPediatrics US Distribution Corp., OrthoPediatrics EU Limited, OrthoPediatrics AUS PTY LTD, OrthoPediatrics NZ Limited,
OP EU B.V., OP Netherlands B.V., Vilex in Tennessee, Inc., Orthex, LLC, Telos Partners, LLC, ApiFix Ltd. and ApiFix Inc. (collectively, the
“Company,” “we,” “our” or “us”). All intercompany balances and transactions have been eliminated.
Unaudited Interim Condensed Consolidated Financial Statements
We have prepared the accompanying condensed consolidated financial statements in conformity with accounting principles generally
accepted in the United States of America (“GAAP”). The accompanying condensed consolidated balance sheets as of June 30, 2020 and
December 31, 2019, the condensed consolidated statements of operations for the three and six months ended June 30, 2020 and 2019, the
condensed consolidated statements of comprehensive loss for the three and six months ended June 30, 2020 and 2019, the condensed
consolidated statements of stockholders’ equity for the three and six months ended June 30, 2020 and 2019 and the condensed
consolidated statements of cash flows for the six months ended June 30, 2020 and 2019 are unaudited and should be read in conjunction
with the annual consolidated financial statements as of and for the year ended December 31, 2019 and related notes thereto contained in our
Annual Report on Form 10-K filed with the Securities and Exchange Commission ("SEC") on March 5, 2020. The financial data and other
financial information disclosed in the notes to the accompanying condensed consolidated financial statements are also unaudited. As such,
certain information and footnote disclosures normally included in financial statements prepared in accordance with GAAP have been
condensed or omitted pursuant to applicable rules and regulations thereunder.
The unaudited condensed consolidated financial statements have been prepared on the same basis as the audited consolidated financial
statements as of and for the year ended December 31, 2019 and, in management’s opinion, include all adjustments, consisting of only
normal recurring adjustments, necessary for the fair presentation of the financial statements for the interim periods. The results of operations
for the three and six months ended June 30, 2020 are not necessarily indicative of the results to be expected for the full fiscal year or for any
other period.
The accompanying condensed consolidated financial statements have been prepared assuming our Company will continue as a going
concern. We have experienced recurring losses from operations since our inception and had an accumulated deficit of $143,214 and
$128,822 as of June 30, 2020 and December 31, 2019, respectively. Management continues to monitor cash flows and liquidity on a regular
basis. We believe that our cash balance at June 30, 2020 and expected cash flows from operations for the next twelve months subsequent
to the issuance of the accompanying condensed consolidated
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financial statements, are sufficient to enable us to maintain current and essential planned operations for more than the next twelve months.
On June 22, 2020, we completed a follow-on offering of our common stock, in which we issued and sold 1.6 million shares of common stock
at a public offering price of $47.00 per share for aggregate gross proceeds of $75,200. We received $70,207 in net proceeds after deducting
$4,512 of underwriting discounts and commissions and paying $481 in offering costs.
Use of Estimates
Preparation of the condensed consolidated financial statements requires the use of estimates and assumptions that affect the reported
amounts of assets, liabilities, revenues and expenses, as of the date of the condensed consolidated financial statements. By their nature,
these judgments are subject to an inherent degree of uncertainty. The impact of the coronavirus disease ("COVID-19") has significantly
increased economic and demand uncertainty. We use historical experience and other assumptions as the basis for our judgments and
estimates. Because future events and their effects cannot be determined with precision, actual results could differ significantly from these
estimates. Any changes in these estimates will be reflected in the condensed consolidated financial statements.
Foreign Currency Transactions
We currently bill our international distributors in United States ("U.S.") dollars, resulting in minimal foreign exchange transaction expense.
Beginning in the second quarter of 2017, we began selling direct within the United Kingdom, Ireland, Australia and New Zealand and billing
using the local currency for each country. In September 2018, we began selling direct in Canada, in January 2019 in Belgium and the
Netherlands, in March 2020 in Italy and in April 2020 in Israel. The financial statements of our foreign subsidiaries are accounted for and
have been translated into U.S. dollars using end-of-period exchange rates for assets and liabilities and average exchange rates during each
reporting period for results of operations. Foreign currency translation adjustments have been recorded as a separate component of the
condensed consolidated statements of comprehensive loss.
Revenue from Contracts with Customers
In accordance with ASC 606, "Revenue From Contracts With Customers (ASC 606)", revenue is recognized when a customer obtains control
of promised goods or services. The amount of revenue recognized reflects the consideration to which the Company expects to be entitled to
receive in exchange for these goods or services, and excludes any sales incentives or taxes collected from a customer which are
subsequently remitted to government authorities.
Revenue Recognition – United States
Revenue in the United States is generated primarily from the sale of our implants and, to a much lesser extent, from the sale of our
instruments. Sales in the United States are primarily to hospital accounts through independent sales agencies. We recognize revenue when
our performance obligations under the terms of a contract with our customer are satisfied. This typically occurs when we transfer control of
our products to the customers, generally upon implantation or when title passes upon shipment. The products are generally consigned to our
independent sales agencies, and revenue is recognized when the products are used by or shipped to the hospital for surgeries on a case by
case basis. On rare occasions, hospitals purchase products for their own inventory, and revenue is recognized when the products are
shipped and the title and risk of loss passes to the customer. Pricing for each customer is dictated by a unique pricing agreement, which does
not generally include rebates or discounts.
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Revenue Recognition – International
Outside of the United States, we primarily sell our products through independent stocking distributors. Generally, the distributors are allowed
to return products, and some are thinly capitalized. Based on our history of collections and returns from international customers, prior to
2019, we concluded that collectability was not reasonably assured at the time of delivery for certain customers who had not evidenced a
consistent pattern of timely payment. Accordingly, in the past we did not recognize international revenue and associated cost of revenue at
the time title transfers for these customers for whom collectability had not been deemed probable based on the customer’s history and ability
to pay, but rather when cash had been received.
Following a review of our collection history, we deemed collectability was probable for all international stocking distributors effective January
1, 2019. Based on a history of reliable collections, we have concluded that a contract exists and revenue should be recognized when our
performance obligations under the terms of the contract with our customer are satisfied. This typically occurs when we transfer control of our
products to the customer, generally upon implantation or when title passes upon shipment.
In the countries where we sell under an agency model direct to local hospitals, the products are generally consigned to our independent
sales agencies, and revenue is recognized when the products are used by or shipped to the hospital for surgeries on a case by case basis.
On rare occasions, hospitals purchase products for their own inventory, and revenue is recognized when the products are shipped and the
title and risk of loss passes to the customer. Pricing for each customer is dictated by a unique pricing agreement, which does not generally
include rebates or discounts.
Cash and Cash Equivalents
We maintain cash in bank deposit accounts which, at times, may exceed federally insured limits. To date, we have not experienced any loss
in such accounts. We consider all highly liquid investments with original maturity of three months or less at inception to be cash equivalents.
The carrying amounts reported in the balance sheet for cash are valued at cost, which approximates fair value.
Accounts Receivable
Accounts receivable are uncollateralized customer obligations due under normal trade terms, generally requiring payment within 30 days
from the invoice date. Account balances with invoices over 30 days past due are considered delinquent. No interest is charged on past due
accounts. Payments of accounts receivable are applied to the specific invoices identified on the customer's remittance advice or, if
unspecified, to the customer's account as an unapplied credit.
The carrying amount of accounts receivable is reduced by an allowance that reflects management's best estimate of the amounts that will not
be collected, determined principally on the basis of historical experience, management's assessment of the collectability of specific customer
accounts and the aging of the accounts receivable. All accounts or portions thereof deemed to be uncollectible or to require an excessive
collection cost are written off to the allowance for doubtful accounts.
Inventories, net
Inventories are stated at the lower of cost or net realizable value, with cost determined using the first-in-first-out method. Inventories, which
consist of implants and instruments held in our warehouse or with third-party independent sales agencies or distributors, are considered
finished goods and are purchased from third parties.
We evaluate the carrying value of our inventories in relation to the estimated forecast of product demand, which takes into consideration the
life cycle of the product. A significant decrease in demand could result
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in an increase in the amount of excess inventory on hand, which could lead to additional charges for excess and obsolete inventory.
The need to maintain substantial levels of inventory impacts our estimates for excess and obsolete inventory. Each of our implant systems
are designed to include implantable products that come in different sizes and shapes to accommodate the surgeon’s needs. Typically, a small
number of the set components are used in each surgical procedure. Certain components within each set may become obsolete before other
components based on the usage patterns. We adjust inventory values, as needed, to reflect these usage patterns and life cycle.
In addition, we continue to introduce new products, which may require us to take additional charges for excess and obsolete inventory in the
future.
Property and Equipment, net
Property and equipment are carried at cost less accumulated depreciation. Depreciation is computed using the straight-line method over the
estimated useful life of the assets. When assets are retired or otherwise disposed of, costs and related accumulated depreciation are
removed from the accounts, and any resulting gain or loss is recognized in operations for the period. Maintenance and repairs that prolong or
extend the useful life are capitalized, whereas standard maintenance, replacements, and repair costs are expensed as incurred.
Instruments are hand-held devices, specifically designed for use with our implants and are used by surgeons during surgery. Instruments
deployed within the United States, United Kingdom, Australia, New Zealand, Canada, Belgium, the Netherlands and Italy are carried at cost
less accumulated depreciation and are recorded in property and equipment, net on the condensed consolidated balance sheets.
Sample inventory consists of our implants and instruments, and is maintained to market and promote our products. Sample inventory is
carried at cost less accumulated depreciation.
Depreciable lives are generally as follows:
Building and building improvements
Furniture and fixtures
Computer equipment
Business software
Office and other equipment
Instruments
Sample inventory

25 to 30 years
5 to 7 years
3 to 5 years
3 years
5 to 7 years
5 years
2 years

Amortizable Intangible Assets, net
Amortizable intangible assets include fees necessary to secure various patents and licenses, including Band-Lok, the value of internally
developed software, customer relationships, and non-competition agreements related to the acquisition of Orthex, and customer relationships
and non-competition agreements related to the acquisitions of Telos and ApiFix. Amortization is calculated on a straight-line basis over the
estimated useful life of the asset. Amortization for patents and licenses commences at the time of patent approval and market launch,
respectively. Amortization for assets acquired commences upon acquisition. Intangible assets are amortized over a 3 to 20 year period.
Amortizable intangible assets are assessed for impairment annually or whenever events or changes in circumstances indicate that the
carrying value of an asset may not be recoverable. Recoverability is
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measured by a comparison of the carrying amount to future net undiscounted cash flows expected to be generated by the associated asset.
If such assets are determined to be impaired, the impairment to be recognized is measured by the amount by which the carrying amount
exceeds the fair market value of the assets. No impairment charges were recorded in any of the periods presented.
Goodwill and Other Intangible Assets
Our goodwill represents the excess of the cost over the fair value of net assets acquired. The determination of the value of goodwill and
intangible assets arising from acquisitions requires extensive use of accounting estimates and judgments to allocate the purchase price to
the fair value of net tangible and intangible assets acquired. Goodwill is not amortized and is assessed for impairment using fair value
measurement techniques on an annual basis or more frequently if facts and circumstances warrant such a review. The goodwill is considered
to be impaired if we determine that the carrying value of the reporting unit exceeds its respective fair value.
We have indefinite lived tradename assets that are reviewed for impairment by performing a quantitative analysis, which occurs annually in
the fourth quarter or whenever events or changes in circumstances indicate that the carrying value of an asset may not be recoverable.
Recoverability is measured by a comparison of the carrying amount to future net undiscounted cash flows expected to be generated by the
associated asset. If such assets are determined to be impaired, the impairment to be recognized is measured by the amount by which the
carrying amount exceeds the fair market value of the assets. No impairment charges were recorded in any of the periods presented.
Cost of Revenue
Cost of revenue consists primarily of products purchased from third-party suppliers, excess and obsolete inventory adjustments, inbound
freight, and royalties. Our implants and instruments are manufactured to our specifications by third-party suppliers who meet our
manufacturer qualifications standards. Our third-party manufacturers are required to meet the standards of the Food and Drug Administration
(the “FDA”), and the International Organization for Standardization, as well as other country-specific quality standards. The majority of our
implants and instruments are produced in the United States.
Sales and Marketing Expenses
Sales and marketing expenses primarily consist of commissions to our domestic and select international independent sales agencies and
consignment distributors, as well as compensation, commissions, benefits and other related costs for personnel we employ. Commissions
and bonuses are generally based on a percentage of sales. Our international independent stocking distributors purchase instrument sets and
replenishment stock for resale, and we do not pay commissions or any other sales related costs for international sales to distributors.
Advertising Costs
Advertising costs consist primarily of print advertising, trade shows, and other related expenses. Advertising costs are expensed as incurred
and are recorded as a component of sales and marketing expense.
Research and Development Costs
Research and development costs are expensed as incurred. Our research and development expenses primarily consist of costs associated
with engineering, product development, consulting services, outside prototyping services, outside research activities, materials, development
and protection of our intellectual property portfolio, as well as other costs associated with development of our products. Research and
development costs also include related personnel and consultants’ compensation expense.
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Stock-Based Compensation
Prior to our Initial Public Offering ("IPO") in October 2017, we maintained an Amended and Restated 2007 Equity Incentive Plan (the “2007
Plan”) that provided for grants of options and restricted stock to employees, directors and associated third-party representatives of the
Company as determined by the Board of Directors. The 2007 Plan had authorized 1,585,000 shares for award.
Immediately prior to our IPO, we adopted our 2017 Incentive Award Plan (the "2017 Plan") which replaced the 2007 Plan. The 2017 Plan
provides for grants of options and restricted stock to officers, employees, consultants or directors of our Company. The 2017 Plan has
authorized 1,789,647 shares for award.
Options holders, upon vesting, may purchase common stock at the exercise price, which is the estimated fair value of our common stock on
the date of grant. Option grants generally vest immediately or over three years. No stock options were granted in any of the periods
presented.
Restricted stock may not be transferred prior to the expiration of the restricted period, which is typically three years. The restricted stock that
had been granted under the 2007 Plan had restriction periods that generally lasted until the earlier of six years from the date of grant, or an
IPO or change in control, as defined in the 2007 Plan. All restricted stock granted prior to May 2014 vested upon our IPO and the remaining
grants under the 2007 Plan vested six months after the IPO. We recognize the reversal of stock compensation expense when a restricted
stock forfeiture occurs as opposed to estimating future forfeitures.
We record the fair value of restricted stock at the grant date. Stock-based compensation is recognized ratably over the requisite service
period, which is generally the restriction period for restricted stock.
Comprehensive Income (Loss)
Comprehensive income (loss) is defined as the change in equity during a period from transactions and other events and circumstances from
non-owner sources. Comprehensive income (loss) includes foreign currency translation adjustments.
Income Taxes
We account for income taxes under the asset and liability method, which requires the recognition of deferred tax assets and liabilities for the
expected future tax consequences of events that have been included in the condensed consolidated financial statements. Under this method,
we determine deferred tax assets and liabilities on the basis of the differences between the financial statement and tax bases of assets and
liabilities by using enacted tax rates in effect for the year in which the differences are expected to reverse. The effect of a change in tax rates
on deferred tax assets and liabilities is recognized in income in the period that includes the enactment date.
We recognize deferred tax assets to the extent that we believe that these assets are more likely than not to be realized. In making such a
determination, we consider all available positive and negative evidence. If we determine that we would be able to realize our deferred tax
assets in the future in excess of their net recorded amount, we would make an adjustment to the valuation allowance.
We record uncertain tax positions on the bases of a two-step process in which (i) we determine whether it is more likely than not that the tax
positions will be sustained on the basis of the technical merits of the positions and (ii) for those tax positions that meet the more-likely-thannot recognition threshold, we recognize the largest amount of tax benefit that is more than 50% likely to be realized upon ultimate settlement
with the related tax authority.
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“Emerging Growth Company” Reporting Requirements
We qualify as an “emerging growth company” as defined in the JOBS Act. For as long as a company is deemed to be an emerging growth
company, it may take advantage of specified reduced reporting and other regulatory requirements that are generally unavailable to other
public companies. Among other things, we are not required to provide an auditor attestation report on the assessment of the internal control
over financial reporting under Section 404(b) of the Sarbanes-Oxley Act of 2002.
Section 107 of the JOBS Act also provides that an emerging growth company can delay the adoption of certain accounting standards until
those standards would otherwise apply to private companies. We have irrevocably elected not to avail ourselves of this exemption from new
or revised accounting standards and, therefore, we will be subject to the same new or revised accounting standards as other public
companies that are not emerging growth companies.
In April 2017, the SEC adopted new rules that included an inflation-adjusted threshold in the definition of an emerging growth company.
Under the new inflation-adjusted threshold, we would cease to be an emerging growth company on the last day of the fiscal year in which our
annual gross revenues exceed $1.07 billion. This is an increase of $70 million from the previous $1 billion threshold.
Recent Accounting Pronouncements
In June 2016, the FASB issued ASU No. 2016-13 "Financial Instruments - Credit Losses (Topic 326): Measurement of Credit Losses on
Financial Instruments". The ASU is intended to improve financial reporting by requiring timelier recording of credit losses on loans and other
financial instruments held by financial institutions and other organizations. The ASU requires the measurement of all expected credit losses
for financials assets including trade receivables held at the reporting date based on historical experience, current conditions, and reasonable
and supportable forecasts. Financial institutions and other organizations will now use forward-looking information to better inform their credit
loss estimates. Based on ASU 2019-10 and our status as a Smaller Reporting Company, the Company will adopt ASU 2016-13 effective
January 1, 2023. The adoption of this guidance is not expected to have a significant impact on the Company's consolidated financial
statements and related disclosures.
In January 2017, the FASB issued ASU 2017-04, "Intangibles-Goodwill and Other (Topic 350): Simplifying the Test for Goodwill Impairment".
This pronouncement eliminates Step 2 from the goodwill impairment test and requires an entity to perform its goodwill impairment test by
comparing the fair value of a reporting unit with its carrying amount. Under this guidance, an entity should recognize an impairment charge
for the amount by which the carrying amount exceeds the reporting unit’s fair value. It is effective for reporting periods beginning after
December 15, 2020, although earlier adoption is permitted. The Company adopted this standard on January 1, 2020 and it did not have a
significant impact on the Company's consolidated financial statements and related disclosures.
In December 2019, the FASB issued ASU No. 2019-12 "Income Taxes: Simplifying the Accounting for Income Taxes" intended to simplify the
accounting for income taxes by eliminating certain exceptions related to the approach for intraperiod tax allocation, the methodology for
calculating income taxes in an interim period and the recognition of deferred tax liabilities for outside cost basis differences. The new
guidance also simplifies aspects of the accounting for franchise taxes and enacted changes in tax laws or rates and clarifies the accounting
for transactions that result in a step-up in the tax basis of goodwill. The standard is effective for annual periods beginning after December 15,
2020 and interim periods within, with early adoption permitted. Adoption of the standard requires certain changes to be made prospectively,
with some changes to be made retrospectively. The Company adopted this standard on January 1, 2020 and it did not have a significant
impact on the Company's consolidated financial statements and related disclosures.
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NOTE 3 – BUSINESS COMBINATION
ApiFix
On April 1, 2020, the Company purchased all the issued and outstanding membership interest of ApiFix for $2,000 in cash, including $343 of
cash acquired, 934,783 shares of the Company's common stock, $0.00025 par value per share, representing approximately $35,176 (based
on a closing share price of $37.63 on April 1, 2020), $30,000 in anniversary payments, and approximately $41,741 in a system sales
payment. The total consideration transferred of $87,379 is preliminary and subject to certain limitations and adjustments. ApiFix, a
corporation organized under the laws of Israel, has developed a minimally invasive deformity correction system for patients with Adolescent
Idiopathic Scoliosis ("ApiFix System").
The Company incurred $310 of acquisition-related costs that are included in general and administrative expenses on the consolidated
statements of operations. The purchase price allocation set forth herein is preliminary.
The following table summarizes the total consideration paid for ApiFix and allocation of purchase price to the estimated fair value of the
assets acquired and liabilities assumed at the acquisition date (in thousands):
Description

Amount

Preliminary fair value of estimated total acquisition consideration

$

87,379

Assets
Cash

344

Accounts receivable-trade

245

Inventories

685

Prepaid expenses and other current assets

77

Property and equipment

153

Intangible assets

24,330

Other intangible assets

8,620

Operating lease right-of-use asset

104

Total assets

34,558

Liabilities
Accounts payable and accrued liabilities

226

Operating lease liabilities

106

Other long-term liabilities

270

Total liabilities

602

Less: total net assets

33,956
$

Goodwill

The fair value of identifiable intangible assets were based on valuations using a combination of the income and cost approach. The
estimated fair value and useful life of identifiable intangible assets are as follows:
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53,423

Amount
Trademarks / Names

$

Remaining Economic Useful Life
8,620

Indefinite

23,790

15 years

Customer Relationships

340

10 years

Non-competition Agreements

200

4 years

Patents

$

32,950

The Company is obligated to make anniversary payments of: (i) $13,000 on the second anniversary of the closing date, provided that such
payment will be paid earlier if 150 clinical procedures using the ApiFix System are completed in the United States before such anniversary
date, (ii) $8,000 on the third anniversary of the closing date; and (iii) $9,000 on the fourth anniversary of the closing date, subject to
adjustments. The Company anticipates making the second anniversary payment of $13,000 during the first half of 2021. In addition, to the
extent that the product of our revenues from the ApiFix System for the twelve months ended June 30, 2024 multiplied by 2.25 exceeds the
anniversary payments actually made for the third and fourth years, we have agreed to pay the selling shareholders a system sales payment
in the amount of such excess. The anniversary payments and system sales payment may each be made in cash or cash and common stock,
subject to certain limitations; provided that the Company makes the determination with respect to anniversary payments and a representative
of the former ApiFix shareholders may make the determination with respect to the system sales payment, if any.
The fair value of the contingent consideration payments is considered a Level 3 investment and were determined by an independent
valuation specialist at the original issuance date using an option pricing model and a Monte Carlo simulation based on forecast annual
revenue, expected volatility and an implied probability of achieving revenue forecasts. The fair value of the payments will continue to be
adjusted as additional information becomes available regarding the progress toward achievement of the revenue forecast. The adjustment in
the fair value of the contingent consideration payments of $910 was recognized as an expense for the six month period ended June 30, 2020
in other expenses on the condensed consolidated statements of operations. An additional $886 was recognized as interest expense for the
six month period ended June 30, 2020 on the condensed consolidated statements of operations for the adjustment in the fair value of the
acquisition installment payable.
Presented below is a summary of the present value of the anniversary payments and system sales payment related to the ApiFix acquisition:
April 1, 2020

June 30, 2020

Anniversary Payments:
Second Year Payment

$

10,980

$

11,485

Third Year Payment

5,780

Fourth Year Payment

5,860

6,056

22,620

23,506

Less: current portion of acquisition installment payable

10,980

11,485

Acquisition installment payable, net of current portion

11,640

12,021

System sales payment

27,190

Total acquisition installment payable

$

ApiFix future consideration, net of current portion

38,830

Pre-acquisition revenues and earnings for ApiFix were not material to the condensed consolidated operations.
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5,965

28,100
$

40,121

Telos
On March 9, 2020, the Company purchased the issued and outstanding membership interest of Telos for $1,750 in cash, including $81 of
cash acquired, and 36,628 shares of common stock, $0.00025 par value per share, of the Company. The shares of common stock were
valued at $42.81 per share, the Company's closing share price on March 9, 2020. The Company incurred $25 of acquisition-related costs,
that are included in general and administrative expenses on the consolidated statements of operations. The purchase price allocation set
forth herein is preliminary.
The following table summarizes the total consideration paid for Telos and allocation of purchase price to the estimated fair value of the assets
acquired and liabilities assumed at the acquisition date (in thousands):
Description

Amount

Preliminary fair value of estimated total acquisition consideration

$

3,318

Assets
Cash

81

Accounts receivable-trade

215

Property and equipment

10

Intangible assets

950

Other intangible assets

$

210

Total assets

1,466

Liabilities
Accounts payable and accrued liabilities

60

Total liabilities

60

Less: total net assets

1,406
$

Goodwill

1,912

The fair value of identifiable intangible assets were based on valuations using a combination of the income and cost approach. The
estimated fair value and useful life of identifiable intangible assets are as follows:
Amount
Trademarks / Names

$

Customer Relationships
Non-competition Agreements
$

Remaining Economic Useful Life
210

Indefinite

910

10 years

40

5 years

1,160

Vilex and Orthex
On June 4, 2019, the Company purchased all the issued and outstanding shares of stock of Vilex and units of membership interests in
Orthex for $50,000 in cash, adjusted for working capital, and 245,352 shares of common stock, $0.00025 par value per share, of the
Company. The shares of common stock were valued at $40.76 per share, the volume weighted average trading price during the thirty day
trading period ending on May 30, 2019. In addition, $3,000 was placed in an escrow account for a period of up to twenty months to cover
certain indemnification obligations and to secure certain closing adjustments. The Company incurred $737 of acquisition-related costs, that
are included in general and administrative expenses on the consolidated statements of operations. The purchase price allocation set forth
herein is final as to working capital amounts, intangible values and tax accounting matters.
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The following table summarizes the total consideration paid for Vilex and Orthex and allocation of purchase price to the estimated fair value
of the assets acquired and liabilities assumed at the acquisition date (in thousands):
Description

Amount

Fair value of estimated total acquisition consideration

$

60,184

Assets
Cash

348

Accounts receivable-trade

2,088

Inventories

3,652

Prepaid expenses and other current assets

12

Property and equipment

7,540

Intangible assets

31,180

Operating lease right-of-use asset

323

Total assets

45,143

Liabilities
Accounts payable and accrued liabilities

563

Operating lease liabilities

323

Deferred tax liability

1,175

Other long-term liabilities

68

Total liabilities

2,129

Less: total net assets

43,014
$

Goodwill

17,170

The fair value of identifiable intangible assets were based on valuations using a combination of the income and cost approach. The
estimated fair value and useful life of identifiable intangible assets are as follows:
Amount
Trademarks / Names

$

Remaining Economic Useful Life
4,610

Indefinite

22,390

15 years

Internally Developed Software

1,550

10 years

Customer Relationships

2,570

12 years

60

5 years

Patents

Non-competition Agreements
$

31,180

The Company recorded a measurement period adjustment during fiscal 2020 to increase inventory and decrease goodwill related to working
capital adjustments to allocate inventory between Orthex and Vilex.
Since the Vilex products include adult offerings that are not core to the Company's pediatric business, the Company received Board approval
to take the steps necessary to divest the non-core Vilex assets.
On December 31, 2019, the Company divested substantially all of the assets relating to Vilex's adult product offering to a wholly-owned
subsidiary of Squadron Capital, LLC in exchange for a $25,000 reduction in a term note owed to Squadron in connection with the initial
acquisition along with certain ongoing intellectual property rights. Of the $25,000 purchase price, $12,410 was attributable to the license of
the Orthex intellectual property and the remaining $12,590 was applied to the Vilex assets and liabilities divested.
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After the issuance of our December 31, 2019 annual consolidated financial statements, and in connection with the preparation of our
condensed consolidated financial statements for the three months ended March 31, 2020, we identified and corrected an immaterial error
related to the deferred revenue liability recognized from license of Orthex intellectual property as of December 31, 2019. The immaterial
correction of the error resulted in a reduction of the deferred revenue liability and goodwill on the consolidated balance sheet as of December
31, 2019 of $12,410, based on the conclusion that the consideration transferred was allocable to a portion of certain Orthex patent assets
sold concurrently with the sale of Vilex. We have evaluated the adjustment and, based on an analysis of quantitative and qualitative factors,
determined that the related impact was not material to our consolidated financial statements for any prior annual or interim period presented.
In order to accurately present the historical period, we have revised our December 31, 2019 balance sheet and related footnotes to reflect
the immaterial correction of this error.
Pro forma net revenue and net loss from continuing operations for the six months ended June 30, 2019 assuming the Orthex and Vilex
acquisition occurred on January 1, 2019 would have been $34,792 and ($4,948), respectively.

NOTE 4 - GOODWILL AND INTANGIBLE ASSETS
Goodwill
Changes in the carrying amount of goodwill for the six months ended June 30, 2020 were as follows:
Total
Goodwill at January 1, 2019

$

Vilex Companies acquisition

—
17,170

Divestiture of Vilex in Tennessee, Inc.

(3,397)

Goodwill at January 1, 2020

$

Telos acquisition

13,773
1,912

Orthex measurement period adjustment

(688)

ApiFix acquisition

53,423
$

Goodwill at June 30, 2020

68,420

Intangible Assets
As of June 30, 2020, the balances of amortizable intangible assets were as follows:
Weighted-Average Amortization
Period

Gross Intangible Assets

15.3 years

Intellectual Property

10.8 years

8,950

(473)

License Agreements

3.1 years

2,765

(1,199)

Total amortizable assets

$

33,182

Accumulated Amortization

Patents

$

44,897
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$

$

(1,019)

(2,691)

Net Intangible Assets
$

32,163
8,477
1,566

$

42,206

As of December 31, 2019, the balances of amortizable intangible assets were as follows:
Weighted-Average Amortization
Period

Gross Intangible Assets
9,287

Intellectual Property

10.7 years

4,020

(213)

License Agreements

3.4 years

2,765

(1,012)

$

16,072

$

Net Intangible Assets

17.4 years

Total amortizable assets

$

Accumulated Amortization

Patents

$

(363)

(1,588)

$

8,924
3,807
1,753

$

14,484

On June 10, 2020, we purchased certain intellectual property assets from Band-Lok, LLC, a North Carolina limited liability company ("BandLok"), related to its Tether Clamp and Implantation System ("Tether Clamp System") for $3,394 in total consideration. We use the Tether
Clamp System in connection with our Bandloc 5.5/6.0 System. We were previously the sole licensee of the purchased assets under a license
agreement with Band-Lok.
Licenses are tied to product launches and do not begin amortizing until the product is launched to the market.
Trademarks are non-amortizing intangible assets which were $13,357 and $4,490 as of June 30, 2020 and December 31, 2019, respectively.
Concurrently with our acquisition of each company, we acquired the trademark of Orthex on June 4, 2019 valued at $4,230, the trademark of
Telos on March 9, 2020 valued at $210 and the trademark of ApiFix on April 1, 2020 valued at $8,620. Trademarks are recorded in Other
Intangible assets on the Condensed Consolidated Balance Sheets.

NOTE 5 - DISCONTINUED OPERATIONS
On June 4, 2019, the Company acquired Vilex, a manufacturer of foot and ankle surgical implants. Since the Vilex products included adult
offerings that were not core to the Company's pediatric business, the Company received Board approval to take the steps necessary to
divest the non-core Vilex assets and those Vilex assets were sold on December 31, 2019.
The following summarized financial information has been segregated from continuing operations and reported as discontinued operations for
the three and six months ended June 30, 2019:
Three and Six Months Ended
June 30, 2019
Revenue

$

Operating expenses

414
507

Depreciation and amortization

66

Operating loss

(159)
$

Loss from discontinued operations
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(159)

NOTE 6 - DEBT AND CREDIT ARRANGEMENTS
Long-term debt consisted of the following:
June 30, 2020
Note payable to Squadron

$

Revolving credit facility with Squadron

December 31, 2019
19,907

$

—

Mortgage payable to affiliate
Total debt
Less: current maturities

19,891
5,000

1,238

1,300

21,145

26,191

128
$

Long-term debt with affiliate, net of current maturities

21,017

124
$

26,067

On December 31, 2017, we entered into a Fourth Amended and Restated Loan and Security Agreement, or the Loan Agreement, with
Squadron Capital LLC, or Squadron. Pursuant to the Loan Agreement, a majority of the term loan amounts under the previous agreement
with Squadron were consolidated into a $20,000 term note, or the Term Note A, and a $15,000 revolving credit facility was established. Both
facilities include interest only payments and provide for an interest rate equal to the greater of (a) three month LIBOR plus 8.61% and (b)
10%. The Loan Agreement also extended the maturity date to January 31, 2023.
In order to finance a portion of the cash consideration for the acquisition of the Vilex Companies, the Company entered into a First
Amendment, or the First Amendment, to the Loan Agreement (as so amended, the "First Amended Loan Agreement"), with Squadron. The
First Amended Loan Agreement provided for a new $30,000 term loan facility, represented by a Term Note B, in addition to the existing
$20,000 Term Note A and $15,000 revolving credit facility. Similar to the other facilities under the First Amended Loan Agreement, the Term
Note B was subject to interest only payments at an interest rate equal to the greater of (a) three month LIBOR plus 8.61%, and (b) 10.00%.
The Term Note B, which would have matured no later than May 31, 2020, was paid in full on December 31, 2019 using $25,000 received in
exchange for the divestiture of the adult product offerings of Vilex and the related Orthex license agreement, and $5,000 from the available
Squadron revolving credit facility. On January 4, 2020, the Company paid $5,000 on the revolving loan agreement with Squadron.
Borrowings under the First Amended Loan Agreement are secured by substantially all of the Company's assets and are unconditionally
guaranteed by each of its subsidiaries with the exception of Vilex. There are no traditional financial covenants associated with the First
Amended Loan Agreement. However, there are negative covenants that prohibit us from, among other things, transferring any of our
material assets, merging with or acquiring another entity, entering into a transaction that would result in a change of control, incurring
additional indebtedness, creating any lien on our property, making investments in third parties and redeeming stock or paying dividends.
The fair value of our notes payable to Squadron were estimated based on prices for the same or similar issues and the current interest rates
offered for the debt of the same remaining maturities, which are considered level 2 inputs in accordance with ASC Topic 820, “Fair Value
Measurements and Disclosures.” At June 30, 2020, the fair value approximated the carrying value.
In connection with the purchase of our office and warehouse space in Warsaw, Indiana in August 2013, we entered into a mortgage note
payable to Tawani Enterprises Inc., an affiliate of Squadron. Pursuant to the terms of the mortgage note, we pay Tawani Enterprises Inc.
monthly principal and interest installments of $16 with interest compounded at 5% until maturity in 2028, at which time a final payment of
remaining principal and interest is due. The mortgage is secured by the related real estate and building. At December 31, 2019, the mortgage
balance was $1,300 of which current principal due of $124 was included in current portion of long-term debt. At June 30, 2020 the mortgage
balance was $1,238 of which current principal of $128 was included in current portion of long-term debt.
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Interest expense relating to notes payable to Squadron and Tawani was $513 and $632 for the three months ended June 30, 2020 and 2019,
respectively, and $892 and $935 for the six months ended June 30, 2020 and 2019, respectively.

NOTE 7 - STRATEGIC ARRANGEMENTS
Effective December 1, 2007, we entered into a ten-year agreement with Case Western Reserve University (“CASE”) to assist in certain
aspects of our research and development. Effective August 2, 2017, we entered into an Amended and Restated License Agreement to
account for additional licensed product and extend the agreement for another ten years. The main focus of this research and development
involves leveraging our exclusive rights to the Hamann-Todd Collection of the Cleveland National History Museum, the world's largest
pediatric osteological collection, to assist in the design of implants which match pediatric bone curvature and structure.
In exchange for services, CASE receives certain royalties and up-front fees. The royalties and certain fees are contingent upon our obtaining
FDA approval and the launch of our products into the marketplace. CASE receives a minimum annual royalty of $10 or a royalty of 3% of net
sales on products, whichever is greater. Additionally, for each new product developed, CASE will receive milestone payments of $5 for FDA
approval to sell our products within the United States and $10 for general product launch. Additionally, CASE receives a royalty of 3% of net
sales on products fully developed and being sold in the marketplace.
The royalty expense recognized related to the CASE agreement is recorded as a component of cost of revenue and was $24 and $37 for the
three months ended June 30, 2020 and 2019, respectively, and $55 and $74 for the six months ended June 30, 2020 and 2019, respectively.
At June 30, 2020 and December 31, 2019, $24 and $39, respectively, was due to CASE.

NOTE 8 - INCOME TAXES
In response to the COVID-19 pandemic, the Coronavirus Aid, Relief and Economic Security Act ("CARES Act") was signed into law in March
2020. The CARES Act lifts certain deduction limitations originally imposed by the Tax Cuts and Jobs Act of 2017 ("2017 Tax Act"). Corporate
taxpayers may carryback net operating losses ("NOLs") originating during 2018 through 2020 for up to five years, which was not previously
allowed under the 2017 Tax Act. The CARES Act also eliminates the 80% of taxable income limitations by allowing corporate entities to fully
utilize NOL carryforwards to offset taxable income in 2018, 2019 or 2020. Taxpayers may generally deduct interest up to the sum of 50% of
adjusted taxable income plus business interest income (30% limit under the 2017 Tax Act) for tax years beginning January 1, 2019 and 2020.
The CARES Act allows taxpayers with alternative minimum tax credits to claim a refund in 2020 for the entire amount of the credits instead of
recovering the credits through refunds over a period of years, as originally enacted by the 2017 Tax Act.
In addition, the CARES Act raises the corporate charitable deduction limit to 25% of taxable income and makes qualified improvement
property generally eligible for 15-year cost-recovery and 100% bonus depreciation. The enactment of the CARES Act did not result in any
material adjustments to our income tax provision for the three or six months ended June 30, 2020.
For the three and six months ended June 30, 2020 and 2019, we calculated the provision of income taxes by applying an estimate of the
annual effective tax rate for the full fiscal year to the ordinary loss for the reporting period resulting in a zero tax provision consistent with prior
periods.
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The deferred tax assets were fully offset by a valuation allowance at June 30, 2020 and December 31, 2019, and no income tax benefit has
been recognized in our condensed consolidated statements of operations for any of the periods presented. At December 31, 2019, we had
available federal and state tax loss carryforwards of $86,807, state loss carryforwards of $64,026 and tax credits for federal and state tax
purposes of $260. Federal net operating losses generated after January 1, 2018 will have an indefinite carryforward period. An ownership
change under Section 382 of the Internal Revenue Code was deemed to occur on May 30, 2014. Given the limitation calculation, we
anticipate approximately $16,200 in losses generated prior to the ownership change date will be subject to potential limitation. The estimated
annual limitation is $1,062. A second ownership change under Section 382 was deemed to occur on December 11, 2018. The estimated
annual limitation is $9,736, which is increased by $22,430 annually over the first five years as a result of an unrealized built in gain. NOLs
sustained prior to May 30, 2014 will still be constrained by the lower limitation.
Management assesses the available positive and negative evidence to estimate whether sufficient future taxable income will be generated to
permit use of the existing deferred tax assets. A significant piece of objective negative evidence evaluated was the cumulative loss incurred
over the three-year period ended June 30, 2020. Such objective evidence limits the ability to consider other subjective evidence, such as our
projections for future growth.

NOTE 9 - STOCKHOLDERS’ EQUITY
Stock Options
The fair value for options granted at the time of issuance were estimated at the date of grant using a Black-Scholes options pricing model.
Significant assumptions included in the option value model include the fair value of our common stock at the grant date, weighted average
volatility, risk-free interest rate, dividend yield and the forfeiture rate. There were no stock options granted in any of the periods presented.
Our stock option activity and related information are summarized as follows:

Options
Outstanding at January 1, 2020

70,628

Exercised

$

(41,370)
29,258

Outstanding at June 30, 2020

Weighted-Average

Contractual Terms

Exercise Price

(in Years)
30.97

1.2

30.97
$

30.97

1.2

Options generally include a time-based vesting schedule permitting the options to vest ratably over three years. At June 30, 2020 and
December 31, 2019, all options were fully vested.
There was no stock-based compensation expense on stock options for the three and six months ended June 30, 2020 and 2019,
respectively.
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Restricted Stock
Our restricted stock activity and related information are summarized as follows:
Weighted-Average
Remaining
Restricted

Contractual Terms

Stock

(in Years)

Outstanding at January 1, 2020

318,002

Granted

158,310

Forfeited

1.7

(568)

Vested

(38,397)

Outstanding at June 30, 2020

437,347

Restricted stock exercisable at June 30, 2020

1.6

—

At June 30, 2020, there was $9,865 of unrecognized compensation expense remaining related to our service-based restricted stock awards.
The unrecognized compensation cost was expected to be recognized over a weighted-average period of 1.6 years or earlier upon an
elimination of the restriction period as a result of a change in control event.
Stock-based compensation expense on restricted stock amounted to $2,495 and $692 for the three months ended June 30, 2020 and 2019,
respectively, and $3,453 and $1,163 for the six months ended June 30, 2020 and 2019, respectively. The increase in the stock compensation
expense for the three months ended June 30, 2020 was due to a one-time stock grant to the Company's Chief Executive Officer that vested
immediately resulting in an additional $1,322 of expense.
Warrants
Our warrant activity and related information are summarized as follows:
Weighted-Average
Warrants

Exercise Price

Outstanding at January 1, 2020

404

$

30.97

Outstanding at June 30, 2020

404

$

30.97

For all periods presented, the warrants were issued at an exercise prices of $30.97 per share. The warrants have a ten-year term. At
June 30, 2020, no warrants had been exercised. At inception, no fair value was assigned to the warrants.

NOTE 10 – NET LOSS PER SHARE
The following is a reconciliation of basic and diluted net loss per share:
Three Months Ended

Six Months Ended

June 30,
2020
$

Net loss
Weighted average number of shares - basic and diluted

(9,447)

$

17,549,118
$

Net loss per share - basic and diluted
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June 30,
2019

(0.54)

2020

(2,618)

$

14,451,979
$

(0.18)

2019

(14,392)

$

16,986,485
$

(0.85)

(5,638)
14,409,752

$

(0.39)

Our basic and diluted net loss per share is computed using the two-class method. The two-class method is an earnings allocation that
determines net income per share for each class of common stock and participating securities according to their participation rights in
dividends and undistributed earnings or losses. Non-vested restricted stock that includes non-forfeitable rights to dividends are considered
participating securities.
Because we have incurred a net loss for all periods presented, diluted net loss per common share is the same as basic net loss per common
share. The following contingently issuable and convertible equity shares were excluded from the calculation of diluted net loss per share
because their effect would have been anti-dilutive for all periods presented:
Six Months Ended June 30,
2020

2019

Restricted stock
Stock options

437,347

307,347

29,258

90,685

Warrants
Total shares

404

4,979

467,009

403,011

NOTE 11 – BUSINESS SEGMENT
Operating segments are defined as components of an enterprise for which separate financial information is available that is evaluated
regularly by the chief operating decision maker, or decision making group, in deciding how to allocate resources and in assessing
performance. We have one operating and reporting segment, OrthoPediatrics Corp., which designs, develops and markets anatomically
appropriate implants and devices for children with orthopedic problems. Our chief operating decision-maker, our Chief Executive Officer,
reviews financial information presented on a consolidated basis for purposes of making operating decisions and assessing financial
performance, accompanied by disaggregated revenue information by product category. We determined that disaggregating revenue into
these categories achieves the disclosure objective of illustrating the differences in the nature, timing and uncertainty of our revenue streams.
We do not assess the performance of our individual product categories on measures of profit or loss, or other asset-based metrics.
Therefore, the information below is presented only for revenue by category and geography.
Product sales attributed to a country or region includes product sales to hospitals, physicians and distributors and is based on the final
destination where the products are sold. No customers accounted for more than 10% of total product sales for the three and six months
ended June 30, 2020 or 2019. No customer accounted for more than 10% of consolidated accounts receivable as of June 30, 2020 and
December 31, 2019.
Product sales by source were as follows:
Three Months Ended June 30,
Product sales by geographic location:
U.S.

2020
$

International
Total

12,146

$

1,447
$

Six Months Ended June 30,

2019

13,593
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2020
13,848

$

4,352
$

18,200

2019
25,530

$

24,115

$

32,856

4,419
$

29,949

8,741

Three Months Ended June 30,
Product sales by category:
Trauma and deformity

2020
$

Scoliosis
Sports medicine/other
Total

$

Six Months Ended June 30,

2019
9,220

$

2020
11,887

$

2019
21,430

3,836

5,866

7,547

537

447

972

13,593

$

18,200

$

29,949

$

21,904
10,124
828

$

32,856

No individual country with sales originating outside of the United States accounted for more than 10% of consolidated revenue for the three
and six months ended June 30, 2020 and 2019.

NOTE 12 - RELATED PARTY TRANSACTIONS
In addition to the debt and credit agreements and mortgage with Squadron and its affiliate (see Note 6), we currently use Structure Medical,
LLC (“Structure Medical”) as one of our suppliers. Structure Medical is affiliated with Squadron and we do not have a long-term contract with
them. We made aggregate payments to Structure Medical of $934 and $1,729 for the three months ended June 30, 2020 and 2019,
respectively, and $2,135 and $2,493 for the six months ended June 30, 2020 and 2019 .
On December 31, 2019, the Company divested Vilex for $25,000 to an affiliate of Squadron. In conjunction with the divestiture, the Company
also entered into an exclusive perpetual license agreement to permit the purchasers of Vilex the ability to access intellectual property and sell
products using the external fixation technology of Orthex, LLC to non-pediatric accounts. The Orthex license agreement was determined to
have a value of $12,410 and is determined to be a sale of functional intellectual property, resulting in the derecognition or sale of certain
patent intangibles acquired in the Vilex and Orthex acquisition.

NOTE 13 - EMPLOYEE BENEFIT PLAN
We have a defined-contribution plan, OrthoPediatrics 401(k) Retirement Plan (the “401(k) Plan”), which includes a cash or deferral (Section
401(k)) arrangement. The 401(k) Plan covers those employees who meet certain eligibility requirements and elect to participate. Employee
contributions are limited to the annual amounts permitted under the Internal Revenue Code. The 401(k) Plan allows us to make a
discretionary matching contribution. Discretionary matching contributions are determined annually by management. Effective January 1,
2020, we have elected to match our employees' 401(k) contributions up to 4% of employees' salary. Prior to January 1, 2020, we matched
our employees' 401(k) contributions up to 3% of employees' salary.

NOTE 14 – COMMITMENTS AND CONTINGENCIES
Leases
At the inception of a contractual arrangement, the Company determines whether the contract contains a lease by assessing whether there is
an identified asset and whether the contract conveys the right to control the use of the identified asset in exchange for consideration over a
period of time. If both criteria are met, the Company calculates the associated lease liability and corresponding right-of-use asset upon lease
commencement using a discount rate based on a borrowing rate commensurate with the term of the lease.

29

The Company records lease liabilities within current liabilities or long-term liabilities based upon the length of time associated with the lease
payments. The Company records its operating lease right-of-use assets as long-term assets.
As of June 30, 2020, the Company has recorded a lease liability of $120 and corresponding right-of-use-asset of $123 on its condensed
consolidated balance sheet.
Legal Proceedings
From time to time, we are involved in various legal proceedings arising in the ordinary course of our business. On January 20, 2017, K2M,
Inc. filed suit against us in the United States District Court for the District of Delaware (K2M, Inc. v. OrthoPediatrics Corp. et al., Case No.
1:17-cv-0061) seeking unspecified damages for alleged infringement of U.S. Patent No. 9,532,816. The complaint was amended on August
21, 2017 to add, among other things, a claim of patent infringement regarding U.S. Patent No. 9,655,664. These patents relate to certain
instruments used in our RESPONSE™ spine systems, which represent a portion of our total scoliosis portfolio. We have denied these claims
and responded with counterclaims seeking declaratory relief that the patents in question are both invalid and not infringed. The parties
attended a court-ordered mediation on October 24, 2017, which did not resolve the dispute, but as we move forward with this matter we
welcome constructive discussions on a negotiated settlement. Nevertheless, we view our case as particularly strong and will continue to
vigorously defend this matter. On June 28, 2018, the United States Patent and Trademark Office's Patent Trial and Appeal Board ("PTAB")
instituted limited review concerning whether certain third parties had described the invention of certain of K2M's patent claims before
allegedly invented by K2M. On July 10, 2018, the Court stayed the litigation pending the outcome of PTAB's review. On June 4, 2019, PTAB
completed its review, finding, among other things, insufficient evidence of such description by the third parties. In early October 2019, the
Court orally lifted the stay in federal district court. Thereafter, on November 19, 2019, K2M amended its complaint to add two (2) additional
issued patents, to add claims of patent infringement regarding U.S. Patent Nos. 10,285,735 and 10,292,736 (both issued in May 2019). Like
before, these newly issued patents relate to certain instruments used in our RESPONSE™ spine systems. Additionally, we have denied
these most recent claims and responded with counterclaims seeking declaratory relief that the subject patents are both invalid and not
infringed. Moreover, on November 20, 2019, the Court issued a Scheduling Order, which in part, set a trial date for April 12, 2021.
Subsequently, the parties attended a second court-ordered mediation on February 25, 2020, which did not resolve the dispute, but we
continue to welcome constructive discussions on a negotiated settlement. Although we believe that the K2M lawsuit is without merit and will
vigorously defend the claims asserted against us, intellectual property litigation can involve complex factual and legal questions, and an
adverse resolution of this proceeding could have a material adverse effect on our business, operating results and financial condition.
We are not presently a party to any other legal proceedings the outcome of which, if determined adversely to us, would individually or in the
aggregate materially affect our financial position, results of operations or cash flows.
Royalties
As of June 30, 2020, we are contracted to pay royalties to individuals and entities that provide research and development services, which
range from 0.5% to 20% of sales. Additionally, we had minimum royalty commitments of $500 annually through 2026 which ceased upon the
purchase of the Band-Lok assets in June 2020.
We have products in development that have milestone payments and royalty commitments. In any development project, there are significant
variables that will affect the amount and timing of these payments and as of June 30, 2020, we have not been able to determine the amount
and timing of payments. We do not anticipate these future payments will have a material impact on our financial results.
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NOTE 15 – SUBSEQUENT EVENTS
On August 4, 2020, the Company entered into a Second Amendment (the “Second Amendment”) to its First Amended Loan Agreement with
Squadron (as so further amended, the “Second Amended Loan Agreement”). Pursuant to the Second Amendment, the First Amended Loan
Agreement’s revolving credit commitment was increased from the previously established $15,000 to $25,000. The Company has agreed to
pay Squadron an unused commitment fee in an amount equal to the per annum rate of 0.50% (computed on the basis of a year of 360 days
and the actual number of days elapsed) times the daily unused portion of the revolving credit commitment. The unused commitment fee is
payable quarterly in arrears.
Borrowings under the revolving credit facility will be made under a First Amended and Restated Revolving Note, dated August 4, 2020 (the
“Amended Revolving Note”), payable, jointly and severally, by the Company and each of its subsidiaries party thereto. The Amended
Revolving Note will mature at the earlier of: (i) the date on which any person or persons acquire (x) capital stock of the Company possessing
the voting power to elect a majority of the Company’s Board of Directors (whether by merger, consolidation, reorganization, combination, sale
or transfer), or (y) all or substantially all of the Company’s assets, determined on a consolidated basis; and (ii) January 1, 2024. Prior to the
Second Amendment, the revolving credit facility was to have matured on January 31, 2023. The Second Amended Loan Agreement
continues to provide for interest only payments, which are payable monthly, with interest rates equal to the greater of (a) three month LIBOR
plus 8.61%, and (b) 10.00%
On July 15, 2020, the Company repaid the $20,000 principal amount outstanding under the Loan Agreement’s Term Note A, together with all
unpaid interest and other related amounts payable. Following such repayment, there are no outstanding term loan obligations under the
Second Amended Loan Agreement.

ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
This Management's Discussion and Analysis of Financial Condition and Results of Operations should be read in conjunction with the
condensed consolidated financial statements and related notes thereto contained elsewhere in this quarterly report, as well as the
information under "Note Regarding Forward-Looking Statements."
Overview
We are the only medical device company focused exclusively on providing a comprehensive product offering to the pediatric orthopedic
market in order to improve the lives of children with orthopedic conditions. We design, develop and commercialize innovative orthopedic
implants and instruments to meet the specialized needs of pediatric surgeons and their patients, who we believe have been largely neglected
by the orthopedic industry. We currently serve three of the largest categories in this market. We estimate that the portion of this market that
we currently serve represents a $3.2 billion opportunity globally, including over $1.4 billion in the United States.
We sell implants and instruments to our customers for use by pediatric orthopedic surgeons to treat orthopedic conditions in children. We
provide our implants in sets that consist of a range of implant sizes and include the instruments necessary to perform the surgical procedure.
In the United States, our customers typically expect us to have full sets of implants and instruments on site at each hospital but do not
purchase the implants until they are used in surgery. Accordingly, we must make an up-front investment in inventory of consigned implants
and instruments before we can generate revenue from a particular hospital and we maintain substantial levels of inventory and instruments at
any given time.
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We currently market 35 surgical systems that serve three of the largest categories within the pediatric orthopedic market: (i) trauma and
deformity, (ii) scoliosis and (iii) sports medicine/other. We rely on a broad network of third parties to manufacture the components of our
products, which we then inspect and package. We believe our innovative products promote improved surgical accuracy, increase consistency
of outcomes and enhance surgeon confidence in achieving high standards of care. In the future, we expect to expand our product offering
within these categories, as well as to address additional categories of the pediatric orthopedic market.
The majority of our revenue has been generated in the United States, where we sell our products through a network of 37 independent sales
agencies employing more than 164 sales representatives specifically focused on pediatrics. These independent sales agents are trained by
us, distribute our products and are compensated through sales-based commissions and performance bonuses. We do not sell our products
through or participate in physician-owned distributorships, or PODs.
We market and sell our products internationally in 43 countries, primarily through independent stocking distributors. Our independent
distributors manage the billing relationship with each hospital in their respective territories and are responsible for servicing the product
needs of their surgeon customers. In April 2017, we began to supplement our use of independent distributors with direct sales programs in
the United Kingdom, Ireland, Australia and New Zealand and further expanded to Canada in September 2018 and Belgium and the
Netherlands in January 2019, and in Italy on March 1, 2020. In these markets, we work through sales agencies that are paid a commission,
similar to our U.S. sales model. We expect these arrangements to generate an increase in revenue and gross margin.
On June 4, 2019, we purchased all of the issued and outstanding shares of stock of Vilex in Tennessee, Inc. ("Vilex") and all of the issued
and outstanding units of membership interests in Orthex, LLC ("Orthex") for $60.2 million in total consideration, net of working capital
adjustments. Vilex and Orthex (the “Vilex Companies”) are primarily manufacturers of foot and ankle surgical implants, including cannulated
screws, fusion devices, surgical staples and bone plates, as well as Orthex Hexapod technology which is used to treat pediatrics congenital
deformities and limb length discrepancies.
On December 31, 2019, we divested substantially all of the assets relating to Vilex's adult product offerings to a wholly-owned subsidiary of
Squadron Capital LLC ("Squadron") in exchange for a $25.0 million reduction in a term note owed to Squadron in connection with the initial
acquisition. As part of the sale, we also executed an exclusive license arrangement with Squadron providing for perpetual access to certain
intellectual property.
On March 9, 2020, we purchased all the issued and outstanding membership interest of Telos Partners, LLC ("Telos") for $3.3 million in total
consideration. Telos is a boutique regulatory consulting firm formed in Colorado.
On April 1, 2020, we purchased all of the issued and outstanding shares of stock of Apifix Ltd. ("Apifix") for (a) $2.0 million in cash, and (b)
934,783 shares of the Company’s common stock, $0.00025 par value per share, representing approximately $35.2 million (based on a
closing share price of $37.63 on April 1, 2020). ApiFix, a corporation organized under the laws of Israel, has developed and manufactures a
minimally invasive deformity correction system for patients with Adolescent Idiopathic Scoliosis (AIS) (the “ApiFix System”). The purchase
price is subject to a post-closing working capital adjustment. In addition, the Company has also agreed to pay as part of the purchase price
the following anniversary payments: (i) $13.0 million on the second anniversary of the closing date, provided that such payment will be paid
earlier if 150 clinical procedures using the ApiFix System are completed in the United States before such anniversary date; (ii) $8.0 million on
the third anniversary of the closing date; and (iii) $9.0 million on the fourth anniversary of the closing date. In addition, to the extent that the
product of the Company’s revenues from the ApiFix System for the twelve months ended June 30, 2024 multiplied by 2.25 exceeds the
anniversary payments actually made for the third and fourth years (subject to certain limitations), the Company has agreed to pay the selling
shareholders a system sales payment in the amount of such
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excess. The anniversary payments and the system sales payment may each be made in cash or cash and common stock, subject to certain
limitations; provided that the Company may make the determination with respect to anniversary payments and a representative of the former
ApiFix shareholders may make the determination with respect to the system sales payment, if any.
On June 10, 2020, we purchased certain intellectual property assets from Band-Lok, LLC, a North Carolina limited liability company ("BandLok"), related to its Tether Clamp and Implantation System ("Tether Clamp System") for approximately $3,400 in total consideration. We use
the Tether Clamp System in connection with our Bandloc 5.5/6.0 System. We were previously the sole licensee of the purchased assets
under a license agreement with Band-Lok.
We believe there are significant opportunities for us to strengthen our position in U.S. and international markets by increasing investments in
consigned implant and instrument sets, strengthening our global sales and distribution infrastructure and expanding our product offering.
Impact of COVID-19 on our Business
A novel strain of the coronavirus disease ("COVID-19") was first identified in Wuhan, China in December 2019, and the related outbreak was
subsequently declared a pandemic by the World Health Organization and a national emergency by the President of the United States.
Health and Safety
From the earliest signs of the outbreak, we have taken proactive, aggressive action to protect the health and safety of our employees,
customers, partners and suppliers. We enacted rigorous safety measures in all applicable locations, including implementing social distancing
protocols, requiring working from home for those employees that do not need to be physically present on the warehouse floor, suspending
travel, extensively and frequently disinfecting our workspaces and providing masks to those employees who must be physically present. We
expect to continue to implement these measures until we determine that the COVID-19 pandemic is adequately contained for purposes of
our business, and we may take further actions as government authorities require or recommend or as we determine to be in the best
interests of our employees, customers, partners and suppliers.
Supply
We have not yet experienced any significant impacts or interruptions to our supply chain as a result of the COVID-19 pandemic. To mitigate
the risk of any potential supply interruptions from the COVID-19 pandemic, we chose to increase certain inventory levels during the quarter.
We may decide to take similar actions going forward. Additionally, restrictions or disruptions of transportation, such as reduced availability of
air transport, port closures and increased border controls or closures, have started to result in higher costs and delays.
Demand
The outbreak has significantly increased economic and demand uncertainty. We anticipate that the current outbreak or continued spread of
COVID-19, and the actions taken by governmental authorities and other third parties to contain the virus, will cause a global economic
slowdown, and it is possible that it could cause a global recession. In the event of a recession, demand for our products would decline and
our business would be adversely effected. We have experienced a reduction in revenue as a result of global delays in elective surgeries.
Liquidity
Although there is uncertainty related to the anticipated impact of the recent COVID-19 outbreak on our future results, we believe our business
model, our current cash reserves and the recent steps we have
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taken to strengthen our balance sheet, including our June 2020 and December 2019 equity offerings, leave us well-positioned to manage our
business through this crisis as it continues to unfold. We believe our existing balances of cash and our currently anticipated operating cash
flows will be sufficient to meet our cash needs arising in the ordinary course of business for the next twelve months.
We continue to monitor the rapidly evolving situation and guidance from international and domestic authorities, including federal, state and
local public health authorities and may take additional actions based on their recommendations. In these circumstances, there may be
developments outside our control requiring us to adjust our operating plan. As such, given the dynamic nature of this situation, we cannot
reasonably estimate the impacts of COVID-19 on our financial condition, results of operations or cash flows in the future.
Emerging Growth Company and Smaller Reporting Company Status
The condensed consolidated financial statements are prepared in conformity with accounting principles generally accepted in the United
States of America (“GAAP”) and reflect the financial position, results of operations, and cash flows of OrthoPediatrics Corp (the "Company,"
“we,” "our" or "us"). We qualify as an “emerging growth company” as defined in the Jumpstart Our Business Startups Act (the “JOBS Act”).
For as long as a company is deemed to be an emerging growth company, it may take advantage of specified reduced reporting and other
regulatory requirements that are generally unavailable to other public companies. We also qualify as a "smaller reporting company," as such
term is defined in Rule 12b-2 under the Exchange Act. To the extent that we continue to qualify as a smaller reporting company, after we
cease to qualify as an emerging growth company, certain of the exemptions available to us as an emerging growth company may continue to
be available to us as a smaller reporting company. The JOBS Act also provides that an emerging growth company can delay the adoption of
certain accounting standards until those standards would otherwise apply to private companies. We have irrevocably elected not to avail
ourselves of this exemption from new or revised accounting standards and, therefore, we are subject to the same new or revised accounting
standards as other public companies that are not emerging growth companies.
Summary of Statements of Operations for the Three and Six Months Ended June 30, 2020 and 2019
The following table sets forth our results of operations for the three and six months ended June 30, 2020 and 2019:
Three Months Ended June 30,
2020
Net revenue

$

Cost of revenue
Sales and marketing expenses
General and administrative expenses
Research and development expenses
Other expenses

Increase
(Decrease)

2019

13,593

$

18,200

$

Six Months Ended June 30,
%

2020

(4,607)

(25) % $

29,949

Increase
(Decrease)

2019
$

32,856

3,532

4,581

(1,049)

(23) %

7,675

8,582

$

%

(2,907)

(9) %

(907)

(11) %

5,620

7,606

(1,986)

(26) %

13,184

14,153

(969)

(7) %

10,577

6,569

4,008

61 %

18,458

12,181

6,277

52 %

881

1,234

(353)

(29) %

2,146

2,447

(301)

(12) %

2,430

669

1761

263 %

2,878

972

1,906

196 %
163 %

Net loss from continuing operations

$

(9,447) $

(2,459) $

6,988

284 % $

Net loss from discontinued operations

$

—

$

(159) $

159

—% $

Net loss

$

(9,447) $

(2,618) $

6,829

261 % $
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(14,392) $

(5,479) $

8,913

$

(159) $

159

—%

(14,392) $

(5,638) $

8,754

155 %

—

Net Revenue
The following tables set forth our net revenue by geography and product category for the three and six months ended June 30, 2020 and
2019:
Three Months Ended June 30,
Product sales by geographic location:
U.S.

2020
$

12,146

International
Total

$

13,593

2020
13,848

1,447
$

Six Months Ended June 30,

2019
$

4,352
$

18,200

Trauma and deformity

2020
$

$

Scoliosis
Sports medicine/other
Total

$

$

29,949

11,887

$

32,856

8,741

2019
21,430

5,866

7,547

537

447

972

$

$

2020

3,836
13,593

24,115

Six Months Ended June 30,

2019
9,220

$

4,419

Three Months Ended June 30,
Product sales by category:

2019
25,530

18,200

$

29,949

$

21,904
10,124
828

$

32,856

Net revenue decreased $4.6 million, or 25%, from $18.2 million for the three months ended June 30, 2019 to $13.6 million for the three
months ended June 30, 2020 and decreased $2.9 million, or 9%, from $32.9 million for the six months ended June 30, 2019 to $29.9 million
for the six months ended June 30, 2020. The decrease was due to the global suspension of elective surgeries related to the COVID-19
pandemic. International revenue decreased at a higher rate than U.S revenue, and international markets continue to be impacted by COVID19, as there are fewer stand-alone pediatric hospitals internationally and elective procedures have been slower to return.
Trauma and deformity sales declined $2.7 million, or 22%, and $0.5 million, or 2%, during the three and six months ended June 30, 2020,
respectively, primarily driven by lower sales of our deformity correction product portfolio, specifically our PNP Femur and two new cannulated
screw systems. Scoliosis sales declined $2.0 million, or 35%, and $2.6 million, or 25%, during the three and six months ended June 30,
2020, respectively, primarily driven by lower sales of our RESPONSE 5.5/6.0 system and FIREFLY® Pedicle Screw Navigation Guides.
These sales declines were offset by sports medicine / other growth of $0.1 million, or 20%, and $0.1 million, or 17%, during the three and six
months ended June 30, 2020, respectively. Nearly all the change in each category was due to a decrease in the unit volume sold and not a
result of price changes.
Cost of Revenue and Gross Margin
Cost of revenue decreased $1.0 million, or 23%, from $4.6 million for the three months ended June 30, 2019 to $3.5 million for the three
months ended June 30, 2020. Cost of revenue decreased $0.9 million, or 11%, from $8.6 million for the six months ended June 30, 2019 to
$7.7 million for the six months ended June 30, 2020. The decrease was due primarily to decreased sales volume in both the U.S. and
international markets resulting from the suspension of elective surgeries related to the COVID-19 pandemic. Gross margin was 75% for the
three months ended June 30, 2019, 74% for the three months ended June 30, 2020 and 74% for the six months ended June 30, 2019 and
June 30, 2020, respectively.
Sales and Marketing Expenses
Sales and marketing expenses decreased $2.0 million, or 26%, to $5.6 million for the three months ended June 30, 2020 from $7.6 million for
the three months ended June 30, 2019. Sales and marketing expenses decreased $1.0 million, or 7%, to $13.2 million for the six months
ended June 30, 2020 from $14.2 million for the six months ended June 30, 2019. The decrease for the three and six month periods
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ended June 30, 2020 were due primarily to decreased sales commission expenses, driven by the decrease in unit volume sold, related to the
suspension of elective surgeries due to the COVID-19 pandemic.
General and Administrative Expenses
General and administrative expenses increased $4.0 million, or 61%, from $6.6 million for the three months ended June 30, 2019 to $10.6
million for the three months ended June 30, 2020. General and administrative expenses increased $6.3 million, or 52%, from $12.2 million for
the six months ended June 30, 2019 to $18.5 million for the six months ended June 30, 2020. The increase for the three and six month
periods ended June 30, 2020 were due primarily to increased stock compensation of $2.3 million related to a one-time stock grant of $1.3
million to our Chief Executive Officer and the increase of our stock price on new stock grants, increased legal expenses of $0.8 million
related to our ongoing litigation and acquisitions, and increased general and administrative expenses associated with the acquisitions of
ApiFix and Telos.
Depreciation and amortization expenses increased $0.9 million, or 80%, from $1.1 million for the three months ended June 30, 2019 to $1.9
million for the three months ended June 30, 2020. Depreciation and amortization expenses increased $1.4 million, or 74%, from $1.9 million
for the six months ended June 30, 2019 to $3.3 million for the six months ended June 30, 2020. The increase for the three and six month
periods ended June 30, 2020 were primarily due to increased investments in consigned surgical instrument sets and amortization of
intangible assets acquired through the Vilex, Telos and ApiFix acquisitions and the purchase of the Band-Lok intellectual property.
Research and Development Expenses
Research and development expenses decreased $0.4 million, or 29%, from $1.2 million for the three months ended June 30, 2019 to $0.9
million for the three months ended June 30, 2020. Research and development expenses decreased $0.3 million, or 12%, from $2.4 million for
the six months ended June 30, 2019 to $2.1 million for the six months ended June 30, 2020.The decrease for the three and six month
periods ended June 30, 2020 were driven by a reduced investment in research and development project expenses as a result of the sales
decline related to the COVID-19 pandemic and the reversal of the Bandloc minimum royalty.
Other Expenses
Other expenses were $2.4 million and $0.7 million for the three months ended June 30, 2020 and 2019, respectively. Other expenses were
$2.9 million and $1.0 million for the six months ended June 30, 2020 and 2019, respectively. The increase in other expenses is due to fair
value adjustment of $1.8 million related to the ApiFix contingent consideration payment.
Liquidity and Capital Resources
We have incurred operating losses since inception which resulted in negative cash flows for continuing operations from operating activities of
$14.7 million and $10.8 million for the six months ended June 30, 2020 and 2019, respectively. As of June 30, 2020, we had an accumulated
deficit of $143.2 million. We anticipate that our losses will continue in the near term as we continue to expand our product portfolio and invest
in additional consigned implant and instrument sets to support our expansion into existing and new markets. Since inception, we have funded
our operations primarily with proceeds from the sales of our common and preferred stock, convertible securities and debt, as well as through
sales of our products. At June 30, 2020, we had cash and restricted cash of $114.4 million.
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Cash Flows
The following table sets forth our cash flows from operating, investing and financing activities for the periods indicated:
Six Months Ended June 30,
2020
Net cash used in operating activities - continuing operations

$

Net cash provided by operating activities - discontinued operations
Net cash used in investing activities - continuing operations
Net cash used in investing activities - discontinued operations
Net cash provided by financing activities
Effect of exchange rate changes on cash

2019
(14,707)

$

371

(9,349)

(58,610)

—

(47)

66,427

30,598

17
$

Net increase (decrease) in cash

(10,785)

—

42,388

—
$

(38,473)

Cash Used in Operating Activities
Net cash used in operating activities from continuing operations was $14.7 million and $10.8 million for the six months ended June 30, 2020
and 2019, respectively. The primary use of this cash was to fund our operations related to the development and commercialization of our
products in each of these years. Net cash used for working capital was $8.8 million and $8.2 million for the six months ended June 30, 2020
and 2019, respectively. During the six months ended June 30, 2020, the primary driver of working capital cash usage was the increase in
inventory of $9.6 million related to future sales growth and our acquisitions and new agencies.
Cash Used in Investing Activities
Net cash used in investing activities from continuing operations was $9.3 million and $58.6 million for the six months ended June 30, 2020
and 2019, respectively. Net cash used in investing activities consisted primarily of the acquisition of Telos of $1.7 million, net of cash
received, the acquisition of ApiFix for $1.7 million, net of cash received, the acquisition of the Band-Lok intellectual propoerty of $0.8 million,
the acquisition of Vilex and Orthex of $49.9 million, net of cash received, and the purchases of instrument sets, which were consigned in the
United States, United Kingdom, Australia, New Zealand, Belgium and the Netherlands of $5.2 million and $8.5 million for the six months
ended June 30, 2020 and 2019, respectively.
Cash Provided By Financing Activities
Net cash provided by financing activities was $66.4 million and $30.6 million for the six months ended June 30, 2020 and 2019, respectively.
Net cash provided by financing activities for the six months ended June 30, 2020 consisted primarily of the proceeds from the issuance of
common stock of $70.2 million, net of issuance costs and $1.3 million from the exercise of stock options, offset by the payment of $5.0 million
of the revolving credit facility with Squadron.
Indebtedness
Loan Agreement
On December 31, 2017, we entered into a Fourth Amended and Restated Loan and Security Agreement, or the Loan Agreement, with
Squadron Capital LLC, or Squadron, the Company's largest investor. Under the terms of the Loan Agreement, Squadron provided us a term
loan in the principal amount of $20.0 million, represented by a Term Note A, and a revolving loan in an aggregate principal amount to not
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exceed $15.0 million, represented by a Revolving Note. Interest on the Term Note A and Revolving Note accrued at the greater of (a) three
month LIBOR plus 8.61% and (b) 10.0%.
In order to finance a portion of the cash consideration for the acquisition of the Vilex Companies, the Company entered into a First
Amendment, or the First Amendment, to the Loan Agreement (as so amended, the "First Amended Loan Agreement"), with Squadron. The
First Amended Loan Agreement provided for a new $30.0 million term loan facility, represented by a Term Note B, in addition to the existing
$20.0 million Term Note A and $15.0 million revolving credit facility. Similar to the other facilities under the First Amended Loan Agreement,
the Term Note B was subject to interest only payments at an interest rate equal to the greater of (a) three month LIBOR plus 8.61%, and (b)
10.00%. The Term Note B, which would have matured no later than May 31, 2020, was paid in full on December 31, 2019 using $25.0
million received in exchange for the divestiture of the adult product offerings of Vilex and the related Orthex license agreement, and $5.0
million from the available Squadron revolving credit facility. On January 4, 2020, the Company repaid $5.0 million on the revolving credit
facility with Squadron.
At June 30, 2020, we had approximately $19.9 million in outstanding indebtedness under the First Amended Loan Agreement.
On August 4, 2020, the Company entered into a Second Amendment (the “Second Amendment”) to its First Amended Loan Agreement with
Squadron (as so further amended, the “Second Amended Loan Agreement”). Pursuant to the Second Amendment, the First Amended Loan
Agreement’s revolving credit commitment was increased from the previously established $15,000 to $25,000. The Company has agreed to
pay Squadron an unused commitment fee in an amount equal to the per annum rate of 0.50% (computed on the basis of a year of 360 days
and the actual number of days elapsed) times the daily unused portion of the revolving credit commitment. The unused commitment fee is
payable quarterly in arrears.
Borrowings under the revolving credit facility will be made under a First Amended and Restated Revolving Note, dated August 4, 2020 (the
“Amended Revolving Note”), payable, jointly and severally, by the Company and each of its subsidiaries party thereto. The Amended
Revolving Note will mature at the earlier of: (i) the date on which any person or persons acquire (x) capital stock of the Company possessing
the voting power to elect a majority of the Company’s Board of Directors (whether by merger, consolidation, reorganization, combination, sale
or transfer), or (y) all or substantially all of the Company’s assets, determined on a consolidated basis; and (ii) January 1, 2024. Prior to the
Second Amendment, the revolving credit facility was to have matured on January 31, 2023. The Second Amended Loan Agreement
continues to provide for interest only payments, which are payable monthly, with interest rates equal to the greater of (a) three month LIBOR
plus 8.61%, and (b) 10.00%
Borrowings under the Second Amended Loan Agreement are secured by substantially all of the Company's assets and are unconditionally
guaranteed by each of its subsidiaries with the exception of Vilex. There are no traditional financial covenants associated with the Second
Amended Loan Agreement. However, there are negative covenants that prohibit us from, among other things, transferring any of our
material assets, merging with or acquiring another entity, entering into a transaction that would result in a change of control, incurring
additional indebtedness, creating any lien on our property, making investments in third parties and redeeming stock or paying dividends, in
each case subject to certain exceptions as further detailed in the Second Amended Loan Agreement.
The Second Amended Loan Agreement includes events of default, the occurrence and continuation of any of which provides Squadron with
the right to exercise remedies against us and the collateral securing the loans, including cash. These events of default include, among other
things, the failure to pay amounts due under the credit facilities, insolvency, the occurrence of a material adverse event, which includes a
material adverse change in our business, operations or properties (financial or otherwise) or a material impairment of the prospect of
repayment of any portion of the obligations, the occurrence of any default under certain other indebtedness and a final judgment against us
in an amount greater than $250
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thousand. The occurrence of a material adverse change could result in the acceleration of payment of the debt.
Mortgage Note
In August 2013, pursuant to the purchase of our office and warehouse space, we entered into a mortgage note payable to Tawani
Enterprises Inc., the owner of which is a member of Squadron’s Managing Committee. Pursuant to the terms of the mortgage note, we pay
Tawani Enterprises Inc. monthly principal and interest installments of $16 thousand, with interest compounded at 5% until maturity in August
2028, at which time a final payment of remaining principal and interest will become due. The mortgage is secured by the related real estate
and building. The mortgage balance was $1.2 million and $1.3 million at June 30, 2020 and December 31, 2019, respectively.
Pediatric Orthopedic Business Seasonality
Our revenue is typically higher in the summer months and holiday periods, driven by higher sales of our trauma and deformity and scoliosis
products, which is influenced by the higher incidence of pediatric surgeries during these periods due to recovery time provided by breaks in
the school year. Additionally, our scoliosis patients tend to have additional health challenges that make scheduling their procedures variable
in nature.
Critical Accounting Policies and Significant Judgments and Estimates
This management’s discussion and analysis of financial condition and results of operations is based on our consolidated financial
statements, which have been prepared in accordance with GAAP. The preparation of these financial statements requires us to make
estimates and assumptions that affect the reported amounts of assets and liabilities and the disclosure of contingent assets and liabilities at
the date of the financial statements, as well as the reported revenue and expenses during the reporting periods. We monitor and analyze
these items for changes in facts and circumstances, and material changes in these estimates could occur in the future. We base our
estimates on historical experience and on various other factors that we believe are reasonable under the circumstances, the results of which
form the basis for making judgments about the carrying value of assets and liabilities that are not readily apparent from other sources.
Changes in estimates are reflected in reported results for the period in which they become known. Actual results may differ materially from
these estimates under different assumptions or conditions.
ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
As a "smaller reporting company," we are not required to provide the information required by this item.
ITEM 4. CONTROLS AND PROCEDURES
a. Evaluation of Disclosure Controls and Procedures
Our management, with the participation of our Chief Executive Officer and Chief Financial Officer, evaluated the effectiveness of our
disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended
(the "Exchange Act")) at the end of the period covered by this quarterly report.
Based on this evaluation, we concluded that, as of such date, our disclosure controls and procedures were effective to provide reasonable
assurance that the information required to be disclosed by us in the reports we file or submit under the Exchange Act is recorded, processed,
summarized and reported within
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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 Chief Financial Officer, as appropriate to allow timely decisions regarding required disclosure.
We recognize that any controls system, no matter how well designed and operated, can provide only reasonable assurance of achieving its
objectives, and our management necessarily applies its judgment in evaluating the benefits of possible controls and procedures relative to
their costs.
b. Changes in Internal Control over Financial Reporting
There were no changes in our internal control over financial reporting during the period covered by this quarterly report that materially
affected, or are reasonably likely to materially affect, our internal control over financial reporting (as defined in Rules 13a-15(f) and 15d-15(f)
under the Exchange Act).
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PART II. OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS
From time to time, we are involved in various legal proceedings arising in the ordinary course of our business. On January 20, 2017, K2M,
Inc. filed suit against us in the United States District Court for the District of Delaware (K2M, Inc. v. OrthoPediatrics Corp. et al., Case No.
1:17-cv-0061) seeking unspecified damages for alleged infringement of U.S. Patent No. 9,532,816. The complaint was amended on August
21, 2017 to add, among other things, a claim of patent infringement regarding U.S. Patent No. 9,655,664. These patents relate to certain
instruments used in our RESPONSE™ spine systems, which represent a portion of our total scoliosis portfolio. We have denied these claims
and responded with counterclaims seeking declaratory relief that the patents in question are both invalid and not infringed. The parties
attended a court-ordered mediation on October 24, 2017, which did not resolve the dispute, but as we move forward with this matter we
welcome constructive discussions on a negotiated settlement. Nevertheless, we view our case as particularly strong and will continue to
vigorously defend this matter. On June 28, 2018, the United States Patent and Trademark Office's Patent Trial and Appeal Board ("PTAB")
instituted limited review concerning whether certain third parties had described the invention of certain of K2M's patent claims before
allegedly invented by K2M. On July 10, 2018, the Court stayed the litigation pending the outcome of PTAB's review. On June 4, 2019, PTAB
completed its review, finding, among other things, insufficient evidence of such description by the third parties. In early October 2019, the
Court orally lifted the stay in federal district court. Thereafter, on November 19, 2019, K2M amended its complaint to add two (2) additional
issued patents, to add claims of patent infringement regarding U.S. Patent Nos. 10,285,735 and 10,292,736 (both issued in May 2019). Like
before, these newly issued patents relate to certain instruments used in our RESPONSE™ spine systems. Additionally, we have denied
these most recent claims and responded with counterclaims seeking declaratory relief that the subject patents are both invalid and not
infringed. Moreover, on November 20, 2019, the Court issued a Scheduling Order, which in part, set a trial date for April 12, 2021.
Subsequently, the parties attended a second court-ordered mediation on February 25, 2020, which did not resolve the dispute, but we
continue to welcome constructive discussions on a negotiated settlement. Although we believe that the K2M lawsuit is without merit and will
vigorously defend the claims asserted against us, intellectual property litigation can involve complex factual and legal questions, and an
adverse resolution of this proceeding could have a material adverse effect on our business, operating results and financial condition.
We are not presently a party to any other legal proceedings the outcome of which, if determined adversely to us, would individually or in the
aggregate materially affect our financial position, results of operations or cash flows.
ITEM 1A. RISK FACTORS
Except for the additional risk factor set forth below, there have been no material changes to the risk factors previously disclosed in our Annual
Report on Form 10-K for the year ended December 31, 2019, as filed with the SEC on March 5, 2020.
The ongoing COVID-19 pandemic and measures intended to prevent its spread have adversely impacted our business and financial results,
and the ultimate impact will depend on future developments, which are highly uncertain and cannot be predicted, including the severity and
duration of the pandemic and further actions taken by governmental authorities and other third parties to contain and treat the virus.
The recent outbreak of COVID-19 was first identified in Wuhan, China in December 2019, and subsequently declared a pandemic by the
World Health Organization. On March 12, 2020, the President of the United States declared the COVID-19 outbreak in the United States a
national emergency. As a result of the pandemic, we have experienced significant business disruption. For example, in preparation for
COVID-19-related hospitalizations, various governments, governmental agencies and hospital administrators have instructed hospitals to
postpone some elective procedures. As a majority of our
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products are utilized in elective surgeries or procedures, the deferrals of such surgeries and procedures have had, and will continue to have,
a significant negative impact on our business and results of operations. The COVID-19 outbreak has also resulted in governmental
authorities implementing numerous measures to try to contain the virus, such as travel bans and restrictions, quarantines, shelter in place or
total lock-down orders, social distancing requirements, and business limitations and shutdowns. While these measures have negatively
impacted the ability of our sales professionals to reach physicians, such measures have not yet had any significant impacts on our product
supply chain. However, we anticipate these measures having a negative impact on the production and delivery of our products in the future,
resulting in a further decline in sales, an increase in accounts receivable reserves, lower gross margins, and greater challenges in forecasting
business results and making business decisions.
The COVID-19 pandemic has adversely impacted, and may continue to adversely impact, the economies and financial markets of many
countries, which may result in a period of regional, national or global economic slowdown or regional, national or global recessions. The
extent to which the outbreak impacts our business, results of operations and financial condition will depend on future developments, which
are highly uncertain and are difficult to predict, including, but not limited to, the duration and spread of the outbreak, its severity, actions taken
by governmental authorities and other third parties to contain and treat the virus, and how quickly and to what extent normal economic and
operating conditions can resume. Moreover, the effects of the COVID-19 pandemic may heighten many of the other risks described in the
section entitled “Risk Factors” in the Company’s Annual Report on Form 10-K for the year ended December 31, 2019, and any subsequent
Quarterly Report on Form 10-Q or Current Report on Form 8-K. While we do not yet know the full extent of the COVID-19 impact, the
negative effects on our business, results of operations and financial condition could be material.
ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS
a. Sale of Unregistered Securities.
On April 1, 2020, the Company issued 934,783 shares of its common stock, $0.00025 par value per share, in connection with the purchase
of all of the issued and outstanding shares of ApiFix Ltd. The purchase price also included $2.0 million in cash and additional anniversary
and system sales payments. The shares were valued at $37.63 per share on the date of issuance. The issuance of the common stock was
made in reliance upon an exemption provided under Section 4(a)(2) of the Securities Act of 1933, as amended.
On June 10, 2020, the Company issued 54,371 shares of its common stock, $0.00025 par value per share, in connection with the purchase
of certain intellectual property assets from Band-Lok, LLC.The purchase price also included $0.75 million in cash. The shares were valued at
$48.63 per share on the date of issuance. The issuance of the common stock was made in reliance upon an exemption provided under
Section 4(a)(2) of the Securities Act of 1933, as amended.
b. Use of Proceeds.
None.
c. Issuer Purchases of Equity Securities.
None.
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ITEM 3. DEFAULTS UPON SENIOR SECURITIES
None.
ITEM 4. MINE SAFETY DISCLOSURES
None.
ITEM 5. OTHER INFORMATION
a. Failure to file under Form 8-K.
None.
b. Modifications to nomination process.
None.
ITEM 6. EXHIBITS
The following exhibits are included within this Report or incorporated herein by reference.
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Exhibit
Number

Description

2.1*
3.1
3.2
4.1
4.2
4.3
4.4
10.1
10.2
10.3

+

10.4

+

31.1

+

31.2

+

32.1

++

32.2

++

101.INS
101.SCH
101.CAL
101.DEF
101.LAB
101.PRE
104

+
+
+
+
+
+

Share Purchase Agreement, dated April 1, 2020, by and among OrthoPediatrics Corp., ApiFix Ltd. (“ApiFix”), certain controlling
shareholders of ApiFix, and the sellers’ representative named therein (Incorporated by reference to Exhibit 2.1 of registrant's
Form 8-K filed on April 1, 2020) (SEC File No. 001-38242)
Amended and Restated Certificate of Incorporation of OrthoPediatrics Corp. (Incorporated by reference to Exhibit 3.1 of
registrant's Form 8-K filed on October 16, 2017) (SEC File No. 001-38242)
Amended and Restated Bylaws of OrthoPediatrics Corp. (Incorporated by reference to Exhibit 3.2 of registrant's Form 8-K filed on
October 16, 2017) (SEC File No. 001-38242)
Specimen stock certificate evidencing the shares of common stock (Incorporated by reference to Exhibit 4.1 of registrant's
Amendment No. 3 to Form S-1 filed on October 2, 2017) (SEC File No. 333-212076)
Registration Rights Agreement, by and between the registrant and Squadron, dated as of May 30, 2014 (Incorporated by
reference to Exhibit 4.2 of registrant's Form S-1 filed on June 16, 2016) (SEC File No. 333-212076)
First Amendment to Registration Rights Agreement, by and between the registrant and Squadron, dated October 16, 2017
(Incorporated by reference to Exhibit 10.2 of registrant's Form 8-K filed on October 16, 2017) (SEC File No. 001-38242)
Stockholders Agreement, by and between the registrant and Squadron, dated October 16, 2017 (Incorporated by reference to
Exhibit 10.1 of registrant's Form 8-K filed on October 16, 2017) (SEC File No. 001-38242)
Fourth Amended and Restated Loan Agreement, by and among the registrant, its subsidiaries and Squadron, dated as of
December 31, 2017 (Incorporated by reference to Exhibit 10.1 of registrant's Form 8-K filed on January 8, 2018) (SEC File No.
001-38242)
First Amendment to the Fourth Amended and Restated Loan Agreement, dated as of June 4, 2019, by and among
OrthoPediatrics Corp., its subsidiaries named therein and Squadron Capital LLC (Incorporated by reference to Exhibit 10.2 of
registrant's Form 8-K filed on June 5, 2019) (SEC File No. 001-38242)
Second Amendment to the Fourth Amended and Restated Loan Agreement, dated as of August 4, 2020, by and among
OrthoPediatrics Corp., its subsidiaries named therein and Squadron Capital LLC
First Amended and Restated Revolving Note, dated August 4, 2020, made payable, jointly and severally, by OrthoPediatrics
Corp. and each of its subsidiaries party thereto
Certification of Chief Executive Officer pursuant to Exchange Act Rules 13a-14(a) and 15d-14(a), as adopted pursuant to Section
302 of the Sarbanes-Oxley Act of 2002
Certification of Chief Financial Officer pursuant to Exchange Act Rules 13a-14(a) and 15d-14(a), as adopted pursuant to Section
302 of the Sarbanes-Oxley Act of 2002
Certification of Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the SarbanesOxley Act of 2002
Certification of Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the SarbanesOxley Act of 2002
Inline XBRL Instance Document (The instance document does not appear in the Interactive Data File because its XBRL tags are
embedded within the Inline XBRL document.)
Inline XBRL Taxonomy Extension Schema Document
Inline XBRL Taxonomy Extension Calculation Linkbase Document
Inline XBRL Taxonomy Extension Definition Linkbase Document
Inline XBRL Taxonomy Extension Label Linkbase Document
Inline XBRL Taxonomy Extension Presentation Linkbase Document
Cover Page Interactive Data File (formatted as Inline XBRL and included in Exhibit 101)

* The schedules to the Share Purchase Agreement have been omitted pursuant to Item 601(b)(2) of Regulation S-K. The Company agrees to
furnish a copy of any schedule omitted from the Purchase Agreement to the SEC upon request.
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+ Filed herewith.
++ Furnished herewith.

45

SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, the registrant has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.

August 6, 2020

August 6, 2020

ORTHOPEDIATRICS CORP.
By: /s/ Mark C. Throdahl
Mark C. Throdahl
Chief Executive Officer

By:

/s/ David S. Bailey
David S. Bailey
President

August 6, 2020

By:
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/s/ Fred L. Hite
Fred L. Hite
Chief Financial Officer and Chief Operating Officer

SECOND AMENDMENT TO
FOURTH AMENDED AND RESTATED LOAN AND SECURITY AGREEMENT
This SECOND AMENDMENT TO FOURTH AMENDED AND RESTATED LOAN AND SECURITY AGREEMENT (this
“Amendment”) is entered into as of August 4, 2020, by and among Squadron Capital LLC, a Delaware limited liability company
(“Lender”), OrthoPediatrics Corp., a Delaware corporation (“OrthoPediatrics”), OrthoPediatrics US Distribution Corp., a Delaware
corporation, (“OrthoPediatrics US Distribution”), OrthoPediatrics EU Limited, a company incorporated and registered in England and
Wales (“OrthoPediatrics EU”), OrthoPediatrics Aus Pty Ltd., a company organized under the laws of Australia (“OrthoPediatrics Aus”),
OrthoPediatrics NZ Ltd., a company organized under the laws of New Zealand (“OrthoPediatrics NZ”) and Orthex, LLC, a Florida limited
liability company (“Orthex” and together with OrthoPediatics, OrthoPediatrics US Distribution, OrthoPediatrics EU, OrthoPediatrics Aus
and OrthoPediatrics NZ, “Borrowers” and individually a “Borrower”).
RECITALS:
A.
Lender made loans and certain other financial accommodations to Borrowers as evidenced by that certain Fourth Amended
and Restated Loan and Security Agreement dated as of December 31, 2017, among Borrowers and Lender (as amended, the “Existing Loan
and Security Agreement”).
B.

Borrowers and Lender hereby agree to amend the Existing Loan and Security Agreement as described in this Amendment.

NOW, THEREFORE, in consideration of the foregoing Recitals, which are hereby incorporated into this Amendment and made a
part hereof, and for good and valuable consideration, the receipt and sufficiency of which are hereby acknowledged, the parties hereto agree
as follows:
a.
Incorporation of Recitals. Borrowers and Lender hereby agree that all of the Recitals in this Amendment are hereby
incorporated into and made a part hereof.
b.
Capitalized Terms. Except as otherwise defined in this Amendment, each capitalized term used herein shall have the same
meaning as that assigned to it in the Existing Loan and Security Agreement, and such definitions shall be incorporated herein by reference, as
if fully set forth herein.
c.

Amendments to Existing Loan and Security Agreement.

i.Section 1.1 of the Existing Loan and Security Agreement is hereby amended by amending and restating the following
definition:
“Maturity Date”: The earlier to occur (unless sooner terminated by acceleration or otherwise) of:
(a) there occurs any transaction or series of transactions pursuant to which any Person(s) in the aggregate acquire(s)
(x) capital stock of OrthoPediatrics possessing the voting power to elect a majority of OrthoPediatrics’ Board of Directors
(whether by merger, consolidation, reorganization, combination, sale or transfer of OrthoPediatrics’

capital stock) or (y) all or substantially all of OrthoPediatrics’ assets determined on a consolidated basis; and
(b) January 1, 2024.
“Revolving Loan Commitment”: $25,000,000.
ii.A new Section 3.7 is hereby added to the Existing Loan and Security Agreement in its entirety as follows:
3.7. Unused Commitment Fee. For the period from and including the date hereof to but not including the Maturity
Date, the Borrowers shall pay to the Lender an unused fee equal to the rate per annum of 0.50% (computed on the basis of a
year of 360 days and the actual number of days elapsed) times the daily unused portion of the Revolving Loan Commitment.
Such unused fee shall be payable quarterly in arrears on March 31, June 30, September 30 and December 31 of each year
(commencing on the first such date occurring after the date hereof) and on the Maturity Date.
iii.A new Section 3.8 is hereby added to the Existing Loan and Security Agreement in its entirety as follows:
3.8. LIBOR Replacement Terms. Notwithstanding anything herein to the contrary, in the event Lender determines (i)
LIBOR is permanently or indefinitely unavailable or unascertainable, or ceases to be published by the LIBOR administrator
or its successor, (ii) LIBOR is determined to be no longer representative by the regulatory supervisor of the administrator of
LIBOR, (iii) LIBOR can no longer be lawfully relied upon in contracts of this nature, or (iv) LIBOR does not reflect
Lender’s cost of making or maintaining the type of loans or advances under this Agreement, then, at the election of Lender,
all references to the Applicable Rate herein will instead be to a replacement rate determined by Lender in its sole judgment,
including any adjustment to the replacement rate to reflect a different credit spread, term or other mathematical adjustment
deemed necessary by Lender in its sole judgment (including the implementation of any rate floor). Lender will provide
reasonable notice to Borrowers of such replacement rate and the date on which it will become effective.
In deciding upon a replacement rate, Lender shall give due consideration to (a) any selection or recommendation of a
replacement rate or the mechanism for determining such a rate by the Relevant Governmental Body or (b) any evolving or
then-prevailing market convention for determining a rate of interest as a replacement to LIBOR for U.S. dollar-denominated
credit facilities. “Relevant Governmental Body” means the Federal Reserve Board and/or the Federal Reserve Bank of New
York, or a committee officially endorsed or convened by the Federal Reserve Board and/or the Federal Reserve Bank of New
York.
iv.The Existing Loan and Security Agreement is hereby amended by amending and restating Exhibit C in its entirety with
Exhibit C attached hereto.
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d.

Representations, Warranties and Covenants. Each Borrower hereby represents, warrants and covenants to Lender as follows:

A. no Unmatured Default or Event of Default has occurred and is continuing under the Existing Loan and Security Agreement
or any other Loan Document;
B. the representations and warranties of such Borrower in the Existing Loan and Security Agreement and each other Loan
Document are true and correct in all material respects as of the date hereof as though each of said representations and warranties was made
on the date hereof (except, in each case for representations and warranties which by their terms are expressly applicable to an earlier date, in
which case, such representations and warranties shall be true and correct in all material respects as of such earlier date); and
C. this Amendment has been duly authorized, executed and delivered on behalf of such Borrower and this Amendment
constitutes the legal, valid and binding obligation of such Borrower, enforceable in accordance with its terms except as enforceability may be
limited by applicable bankruptcy, insolvency or laws affecting creditor's rights generally and by general principles of equity.
e.

Joinder to Existing Loan and Security Agreement.

i.Effective as of the date of this Amendment, each of OP EU B.V., a company organized under the laws of the Netherlands
(“OP EU Netherlands”), OP Netherlands B.V., a company organized under the laws of the Netherlands (“OP Netherlands”), Telos Partners,
LLC, a Colorado limited liability company (“Telos”), ApiFix Ltd., a company organized under the laws of Israel (“ApiFix Israel”) and
ApiFix, Inc., a Delaware corporation (“ApiFix” and together with OP EU Netherlands, OP Netherlands, Telos and ApiFix Israel, each a
“Joining Party” and collectively, the “Joining Parties”) hereby acknowledges that it has received and reviewed a copy of the Existing Loan
and Security Agreement, and acknowledges and hereby:
(1)
joins in the execution of, and becomes a party to, the Existing Loan and Security Agreement as a Borrower
thereunder, as indicated by its signature below;
(2)
agrees to be bound by all representations, warranties, covenants, agreements, liabilities and
acknowledgements of a Borrower under the Existing Loan and Security Agreement with the same force and effect as if it
was an original signatory to the Existing Loan and Security Agreement;
(3)
assumes all rights and interests and agrees to perform all applicable duties and Obligations of a Borrower
under the Existing Loan and Security Agreement;
(4)
as collateral security for the prompt and complete payment and performance when due (whether at stated
maturity, by acceleration or otherwise) of the Obligations of Borrowers and the Joining Parties, each Joining Party (other
than OP Netherlands, OP EU Netherlands and ApiFix Israel) grants to Lender a lien on and security interest in, all of such
Joining Party’s right, title and interest in, to and under the personal Property of such Joining Party and expressly assumes all
obligations and liability of a debtor thereunder; and
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(5)
Agreement.

adds the information in Exhibit A attached hereto to the Schedules to the Existing Loan and Security

ii.Each Joining Party hereby makes the representations and warranties set forth in Section 5 of the Existing Loan and Security
Agreement as of the date hereof and confirms that such representations and warranties are true and correct.
iii.Each Joining Party covenants and agrees to be bound by and to comply with the affirmative and negative covenants set forth
in Sections 6 and 7 of the Existing Loan and Security Agreement as if such Joining Party was an original party to the Existing Loan
and Security Agreement.
f.

Post-Closing Obligations.

i.Within sixty (60) days following the date hereof, as collateral security for the prompt and complete payment and
performance when due (whether at stated maturity, by acceleration or otherwise) of the Obligations of Borrowers and the Joining
Parties, each of OP Netherlands and OP EU Netherlands agree to grant to Lender a security interest in, all of OP Netherlands’ and
OP EU Netherlands’ right, title and interest in, to and under the personal Property of such party and expressly assumes all
obligations and liability of a debtor thereunder.
ii.Within sixty (60) days following the date hereof, each Joining Party shall enter into, execute and deliver to Lender a Grant of
Patent Security Agreement covering United States patents filed by such Joining Party and a Grant of Trademark Security Agreement
covering United States trademarks filed by such Joining Party, as applicable.
iii.Within sixty (60) days following the date hereof, each of OrthoPediatrics and the Joining Parties agree to file with the United
States Patent and Trademark Office, Intellectual Property filings for the Intellectual Property listed on Exhibit B attached hereto.
g.
precedent:

Conditions Precedent. The obligation of Lender to enter into this Amendment is subject to the following conditions
i.Borrowers shall have entered into, executed and delivered to Lender:
(1)

this Amendment; and

(2)

the First Amended and Restated Revolving Note (the “A&R Note”).

ii.For filing by Lender immediately following the date hereof, Telos, ApiFix and Lender shall have an agreed upon form of (i)
a Uniform Commercial Code financing statement naming Telos as debtor and Lender as secured party, for filing with the Secretary of State of
the State of Colorado and (ii) a Uniform Commercial Code financing statement naming ApiFix as debtor and Lender as secured party, for
filing with the Secretary of State of the State of Delaware, each which creates in favor of Lender a legal, valid and enforceable first priority
(except for Permitted Liens entitled to priority under Law) security interest in and Lien upon such party’s Collateral.
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iii.Lender shall have received a certificate from the Secretary of Borrowers and the Joining Parties, or any equivalent in the
respective jurisdictions, (i) attesting to the resolutions of the Board of Directors authorizing its execution, delivery and performance of this
Amendment and the A&R Note (ii) authorizing specific officers of Borrowers and Joining Parties, or any equivalent in the respective
jurisdictions, to execute this Amendment and the A&R Note and (iii) attesting to the incumbency, where this is appropriate, and signature of
specific officers of Borrowers and Joining Parties.
g.
Waiver of Claims. Each Borrower hereby acknowledges, agrees and affirms that it currently possesses no claims, defenses,
offsets, recoupment or counterclaims of any kind or nature against or with respect to the enforcement of the Existing Loan and Security
Agreement or any other Loan Document or any amendments thereto (collectively, the “Claims”), nor does any Borrower now have
knowledge of any facts that would or might give rise to any Claims. If facts now exist which would or could give rise to any Claim against or
with respect to the enforcement of the Existing Loan and Security Agreement or any other Loan Document, as amended hereby, each
Borrower hereby unconditionally, irrevocably and unequivocally waives to the extent permitted by applicable law and fully releases any and
all such Claims as if such Claims were the subject of a lawsuit (other than the defense of payment in full), adjudicated to final judgment from
which no appeal could be taken and therein dismissed with prejudice.
h.
Ratification of Existing Loan and Security Documents. From and after the date hereof, the Existing Loan and Security
Agreement and the other Loan Documents shall be deemed to be amended and modified as provided herein, and, except as so amended and
modified, the Existing Loan and Security Agreement and the other Loan Documents shall continue in full force and effect and the Existing
Loan and Security Agreement and the applicable provisions of this Amendment shall be read, taken and construed as one and the same
instrument. Each Borrower hereby remakes, ratifies and reaffirms all of its Obligations under the terms of the Existing Loan and Security
Agreement and the other Loan Documents and any other document to which it is a party evidencing, creating or securing the Loans, as of the
date hereof after giving effect to the amendments contained herein including, without limitation, the granting of a security interest thereunder.
On and after the date hereof, the term “Loan and Security Agreement” used in any document evidencing the Loan shall mean the Existing
Loan and Security Agreement as amended hereby. Except as expressly set forth in this Amendment, nothing in this Amendment shall
constitute a waiver or relinquishment of (a) any Unmatured Default or Event of Default under any of the Loan Documents, (b) any of the
agreements, terms or conditions contained in any of the Loan Documents, (c) any rights or remedies of Lender with respect to the Loan
Documents, or (d) the rights of Lender to collect the full amounts owing to them under the Loan Documents.
i.
Consents. Each Borrower hereby represents that this Amendment does not violate any provision of any instrument,
document, contract or agreement to which such party is a party, or each Borrower hereby represents that it has obtained all requisite consents
under those third party instruments prior to entering into this Amendment.
j.
Further Assurances. The parties hereto, shall, at any time and from time to time, following the execution of this Amendment,
execute and deliver all such further instruments and take all such further action as may be reasonably necessary or appropriate in order to
carry out the provisions of this Amendment.
k.
Counterparts. This Amendment may be executed in any number of counterparts, and by the different parties hereto and
thereto on the same or separate counterparts, each of which, when so
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executed and delivered, shall be deemed to be an original; all the counterparts for this Amendment shall together constitute one and the same
agreement. Delivery of a counterpart to this Amendment by facsimile or electronic transmission shall constitute delivery of an original
counterpart hereto.
l.
Representation by Counsel. Each Borrower hereby represents that it has been represented by competent counsel of its choice
in the negotiation and execution of this Amendment; that it has read and fully understands the terms hereof, that such party and its counsel
have been afforded an opportunity to review, negotiate and modify the terms of this Amendment, and that it intends to be bound hereby.
m.
No Third Party Beneficiaries. The terms and provisions of this Amendment shall be for the sole benefit of the parties hereto
and their respective successors and assigns; no other person, firm, entity or corporation shall have any right, benefit or interest under this
Amendment.
n.
by reference.

Governing Law. The provision of Section 11.15 of the Existing Loan and Security Agreement is hereby incorporated herein

o.
WAIVER OF TRIAL BY JURY. TO THE EXTENT PERMITTED BY LAW, BORROWERS AND LENDER HEREBY
KNOWINGLY, VOLUNTARILY AND INTENTIONALLY WAIVE THE RIGHT TO A TRIAL BY JURY IN RESPECT OF ANY
LITIGATION BASED HEREON, ARISING OUT OF, UNDER OR IN CONNECTION WITH THIS AMENDMENT OR THE OTHER
LOAN DOCUMENTS OR ANY COURSE OF CONDUCT, COURSE OF DEALINGS, STATEMENTS (WHETHER VERBAL OR
WRITTEN) OR ACTIONS OF EITHER PARTY IN CONNECTION HEREWITH. EACH BORROWER HEREBY EXPRESSLY
ACKNOWLEDGES THAT THIS WAIVER IS A MATERIAL INDUCEMENT FOR LENDER TO ENTER INTO THIS AMENDMENT.
THE REMAINDER OF THIS PAGE IS INTENTIONALLY LEFT BLANK.
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IN WITNESS WHEREOF, the parties hereto have executed this Second Amendment to Fourth Amended and Restated Loan and
Security Agreement dated as of the date first written above.
BORROWERS:
ORTHOPEDIATRICS CORP.

By: /s/ Mark Throdahl
Mark Throdahl
Chief Executive Officer
ORTHOPEDIATRICS US DISTRIBUTION CORP.

By: /s/ Mark Throdahl
Mark Throdahl
President & Chief Executive Officer
ORTHOPEDIATRICS EU LIMITED

By: /s/ Fred Hite
Fred Hite
Chief Financial Officer
ORTHOPEDIATRICS AUS PTY LTD

By: /s/ Fred Hite
Fred Hite
Chief Financial Officer
ORTHOPEDIATRICS NZ LTD

By: /s/ Fred Hite
Fred Hite
Chief Financial Officer
ORTHEX, LLC

By: /s/ Fred Hite
Fred Hite
Manager

Second Amendment to Fourth Amended and Restated
Loan and Security Agreement

OP EU B.V.

By: /s/ Daniel Gerritzen
Daniel Gerritzen
Authorized Representative

OP NETHERLANDS B.V.

By: /s/ Daniel Gerritzen
Daniel Gerritzen
Authorized Representative

TELOS PARTNERS, LLC

By: /s/ Daniel Gerritzen
Daniel Gerritzen
Authorized Representative

APIFIX LTD.

By: /s/ Daniel Gerritzen
Daniel Gerritzen
Authorized Representative

APIFIX, INC.

By: /s/ Daniel Gerritzen
Daniel Gerritzen
Authorized Representative

LENDER:
SQUADRON CAPITAL LLC

By: /s/ David Pelizzon
David Pelizzon
President

Exhibit A
ADDENDUM TO SCHEDULES
[Omitted]

Exhibit B
INTELLECTUAL PROPERTY FILINGS
[Omitted]

Exhibit C
Notice of Borrowing
Reference is made to that certain Fourth Amended and Restated Loan and Security Agreement, dated as of December 31, 2017 (as amended,
supplemented, modified or restated from time to time, the “Fourth Amended and Restated Loan and Security Agreement”), by and among
Squadron Capital LLC (“Lender”), and OrthoPediatrics Corp., a Delaware corporation (“OrthoPediatrics”), OrthoPediatrics US Distribution
Corp., a Delaware corporation (“OrthoPediatrics US”), OrthoPediatrics EU Limited, a company incorporated and registered in England and
Wales (“OrthoPediatrics EU”), OrthoPediatrics Aus Pty Ltd., a company organized under the laws of Australia (“OrthoPediatrics Aus”),
OrthoPediatrics NZ Ltd., a company organized under the laws of New Zealand (“OrthoPediatrics NZ”), Orthex, LLC, a Florida limited
liability company (“Orthex”), OP EU B.V., a company organized under the laws of the Netherlands (“OP EU Netherlands”), OP Netherlands
B.V., a company organized under the laws of the Netherlands (“OP Netherlands”), Telos Partners, LLC, a Colorado limited liability company
(“Telos”), ApiFix Ltd., a company organized under the laws of Israel (“ApiFix Israel”) and ApiFix, Inc., a Delaware corporation (“ApiFix”
and together with OrthoPediatrics, OrthoPediatrics US, OrthoPediatrics EU, OrthoPediatrics AZ, OrthoPediatrics NZ, Orthex, OP EU
Netherlands, OP Netherlands, Telos and ApiFix Israel, “Borrowers” and individually a “Borrower”). All capitalized terms used herein and
not otherwise defined shall have the meanings ascribed to such terms in the Fourth Amended and Restated Loan and Security Agreement.
Pursuant to Section 2.2(b) of the Fourth Amended and Restated Loan and Security Agreement, Borrowers request that Lender make a
$___________ Revolving Loan to Borrowers in accordance with the applicable terms and conditions of the Fourth Amended and Restated
Loan and Security Agreement on _______________ (“Borrowing Date”):
Each Borrower hereby certifies to Lender that as of the Borrowing Date:
(i)
after making the Revolving Loan requested on the Borrowing Date, the amount of the Revolving Loan outstanding
will not exceed $25,000,000;
(ii)
each of the representations and warranties contained in the Fourth Amended and Restated Loan and Security
Agreement, the Loan Documents or in any document or instrument delivered pursuant to or in connection with the Fourth Amended
and Restated Loan and Security Agreement are true in all material respects as of the date as of which they were made and will be true
and deemed remade as such at and as of the time of the making of the Revolving Loan requested hereby, except to the extent such
representations and warranties relate expressly to an earlier date, in which case such representations and warranties are true, correct
and complete on and as of such earlier date;
(iii)

no Event of Default will have occurred and be continuing; and

(iv)

there has been no event or condition which has had or would reasonably be expected to have a Material Adverse

Effect.
[Signature pages follow]

DATED: __________________

OrthoPediatrics Corp.

By:
Name:
Title:
OrthoPediatrics US Distribution Corp.

By:
Name:
Title:
OrthoPediatrics EU Limited

By:
Name:
Title:

OrthoPediatrics AUS Pty Ltd

By:
Name:
Title:

OrthoPediatrics NZ Ltd

By:
Name:
Title:
Orthex, LLC

By:
Name:

Title:

OP EU B.V.

By:
Name:
Title:

OP Netherlands B.V.

By:
Name:
Title:

Telos Partners, LLC

By:
Name:
Title:

ApiFix Ltd.

By:
Name:
Title:

ApiFix, Inc.

By:
Name:
Title:

EXECUTION VERSION

FIRST AMENDED AND RESTATED REVOLVING NOTE
$25,000,000 August 4, 2020
FOR VALUE RECEIVED, the undersigned, OrthoPediatrics Corp., a Delaware corporation (“OrthoPediatrics”), OrthoPediatrics US
Distribution Corp., a Delaware corporation (“OrthoPediatrics US”), OrthoPediatrics EU Limited, a company incorporated and registered in
England and Wales (“OrthoPediatrics EU”), OrthoPediatrics Aus Pty Ltd., a company organized under the laws of Australia
(“OrthoPediatrics Aus”), OrthoPediatrics NZ Ltd., a company organized under the laws of New Zealand (“OrthoPediatrics NZ”), Orthex,
LLC, a Florida limited liability company (“Orthex”), OP EU B.V., a company organized under the laws of the Netherlands (“OP EU
Netherlands”), OP Netherlands B.V., a company organized under the laws of the Netherlands (“OP Netherlands”), Telos Partners, LLC, a
Colorado limited liability company (“Telos”), ApiFix Ltd., a company organized under the laws of Israel (“ApiFix Israel”) and ApiFix, Inc.,
a Delaware corporation (“ApiFix” and together with OrthoPediatrics, OrthoPediatrics US, OrthoPediatrics EU, OrthoPediatrics Aus,
OrthoPediatrics NZ, Orthex, OP EU Netherlands, OP Netherlands, Telos and ApiFix Israel, “Borrowers” and individually a “Borrower”),
jointly and severally promise to pay to the order of Squadron Capital LLC, a Delaware limited liability company (the “Lender”), at the place
and times provided in the Fourth Amended and Restated Loan and Security Agreement referred to below, the lesser of (i) the principal
amount of $25,000,000 or (ii) the principal amount of the Revolving Loan outstanding and owing to the Lender, together with all the accrued
and unpaid interest under this First Amended and Restated Revolving Note pursuant to that certain Fourth Amended and Restated Loan and
Security Agreement, dated as of December 31, 2017 (as amended, supplemented, modified or restated from time to time, the “Fourth
Amended and Restated Loan Agreement”) by and among Borrowers and Lender. Capitalized terms used herein and not defined herein shall
have the meanings assigned thereto in the Fourth Amended and Restated Loan Agreement.
The unpaid principal amount of this First Amended and Restated Revolving Note from time to time outstanding is subject to mandatory
repayment as provided in the Fourth Amended and Restated Loan Agreement and shall bear interest as provided in Section 3.1(b) of the
Fourth Amended and Restated Loan Agreement. This First Amended and Restated Revolving Note may be voluntarily prepaid from time to
time as provided in the Fourth Amended and Restated Loan Agreement and any principal amounts repaid may be borrowed, repaid (without
premium or penalty) and reborrowed again, from time to time in whole or in part. All payments of principal and interest on this First
Amended and Restated Revolving Note shall be payable in lawful currency of the United States of America in immediately available funds to
such account as the Lender shall specify from time to time by notice to the Borrowers. The principal and all accrued and unpaid interest
under this First Amended and Restated Revolving Note shall be due and payable on the Maturity Date.
This First Amended and Restated Revolving Note is entitled to the benefits of, and evidences Obligations incurred under, the Fourth
Amended and Restated Loan Agreement, to which reference is made for a description of the security for this First Amended and Restated
Revolving Note and for a statement of the terms and conditions on which Borrowers are permitted and required to make prepayments and
repayments of principal of the Obligations evidenced by this First Amended and Restated Revolving Note and on which such Obligations
may be declared to be immediately due and payable.
THIS FIRST AMENDED AND RESTATED REVOLVING NOTE SHALL BE GOVERNED, CONSTRUED AND ENFORCED IN
ACCORDANCE WITH THE INTERNAL LAWS OF THE
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STATE OF ILLINOIS, WITHOUT REFERENCE TO THE CONFLICTS OR CHOICE OF LAW PRINCIPLES THEREOF.
Each Borrower hereby waives all requirements as to diligence, presentment, demand of payment, protest and (except as required by the
Fourth Amended and Restated Loan Agreement) notice of any kind with respect to this First Amended and Restated Revolving Note.
This First Amended and Restated Revolving Note constitutes a renewal and restatement of, and replacement and substitution for, that certain
Revolving Note dated as of December 31, 2017 in the principal amount of $15,000,000 executed by the Borrowers and made payable to the
order of Lender (the “Prior Note”). The indebtedness evidenced by the Prior Note is continuing indebtedness evidenced hereby, and nothing
herein shall be deemed to constitute a payment, settlement or novation of the Prior Note, or to release or otherwise adversely affect any lien,
or any equivalent in the respective jurisdictions, mortgage or security interest securing such indebtedness or any rights of Lender against any
guarantor, surety or other party primarily or secondarily liable for such indebtedness.
* * Signature Page to Follow * *

IN WITNESS WHEREOF, each of the undersigned has executed this First Amended and Restated Revolving Note as of the day and
year first written above.

BORROWERS:
ORTHOPEDIATRICS CORP.

By: /s/ Mark Throdahl
Mark Throdahl
Chief Executive Officer
ORTHOPEDIATRICS US DISTRIBUTION CORP.

By: /s/ Mark Throdahl
Mark Throdahl
President & Chief Executive Officer
ORTHOPEDIATRICS EU LIMITED

By: /s/ Fred Hite
Fred Hite
Chief Financial Officer
ORTHOPEDIATRICS AUS PTY LTD

By: /s/ Fred Hite
Fred Hite
Chief Financial Officer
ORTHOPEDIATRICS NZ LTD

By: /s/ Fred Hite
Fred Hite
Chief Financial Officer
ORTHEX, LLC

By: /s/ Fred Hite
Fred Hite
Manager
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OP EU B.V.

By: /s/ Daniel Gerritzen
Daniel Gerritzen
Authorized Representative

OP NETHERLANDS B.V.

By: /s/ Daniel Gerritzen
Daniel Gerritzen
Authorized Representative

TELOS PARTNERS, LLC

By: /s/ Daniel Gerritzen
Daniel Gerritzen
Authorized Representative

APIFIX LTD.

By: /s/ Daniel Gerritzen
Daniel Gerritzen
Authorized Representative

APIFIX, INC.

By: /s/ Daniel Gerritzen
Daniel Gerritzen
Authorized Representative
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CERTIFICATION PURSUANT TO RULE 13a-14(a)/15d-14(a)
OF THE SECURITIES EXCHANGE ACT OF 1934,
AS ADOPTED PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
I, Mark C. Throdahl, certify that:
1.

I have reviewed this Quarterly Report on Form 10-Q of OrthoPediatrics Corp.;

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 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
general 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 likely to materially affect, the registrant’s internal control
over financial reporting; and

5.

The registrant’s other certifying officer 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.

/s/ Mark C. Throdahl
Mark C. Throdahl
Chief Executive Officer
(Principal Executive Officer)

Date: August 6, 2020

CERTIFICATION PURSUANT TO RULE 13a-14(a)/15d-14(a)
OF THE SECURITIES EXCHANGE ACT OF 1934,
AS ADOPTED PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
I, Fred L. Hite, certify that:
1.

I have reviewed this Quarterly Report on Form 10-Q of OrthoPediatrics Corp.;

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 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
general 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 likely to materially affect, the registrant’s internal control
over financial reporting; and

5.

The registrant’s other certifying officer 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.

/s/ Fred L. Hite
Fred L. Hite
Chief Financial Officer and Chief Operating Officer
(Principal Financial Officer)

Date: August 6, 2020

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
In connection with the Quarterly Report on Form 10-Q of OrthoPediatrics Corp. (the “Company”) for the quarterly period ended June 30, 2020, as filed with the Securities and
Exchange Commission on the date hereof (the “Report”), the undersigned, Mark C. Throdahl, Chief Executive Officer of the Company, hereby certifies, pursuant to 18 U.S.C.
Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that to his knowledge:
1.

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

2.

the information contained in the Report fairly presents, in all material aspects, the financial condition and results of operations of the Company.

This certificate is being furnished solely for purposes of Section 906 and is not being filed as part of the Report.
/s/ Mark C. Throdahl
Mark C. Throdahl
Chief Executive Officer
(Principal Executive Officer)

Date: August 6, 2020

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
In connection with the Quarterly Report on Form 10-Q of OrthoPediatrics Corp. (the “Company”) for the period ended June 30, 2020, as filed with the Securities and Exchange
Commission on the date hereof (the “Report”), the undersigned, Fred L. Hite, Chief Financial Officer and Chief Operating Officer of the Company, hereby certifies, pursuant to 18
Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that to his knowledge:
1.

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

2.

the information contained in the Report fairly presents, in all material aspects, the financial condition and results of operations of the Company.

This certificate is being furnished solely for purposes of Section 906 and is not being filed as part of the Report.
/s/ Fred L. Hite
Fred L. Hite
Chief Financial Officer and Chief Operating Officer
(Principal Financial Officer)

Date: August 6, 2020

