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PART I

This Form 10-K, including the sections titled “Management’s Discussion and Analysis of Financial Condition and Results of Operations” and “Risk
Factors,” contains forward-looking statements regarding our future performance. All forward-looking information is inherently uncertain and actual results may
differ materially from assumptions, estimates or expectations reflected or contained in the forward-looking statements as a result of various factors, including
those set forth under “Risk Factors” and elsewhere in this Form 10-K. Forward-looking statements convey our current expectations or forecasts of future events.
All statements contained in this Form 10-K other than statements of historical fact are forward-looking statements. Forward-looking statements include
statements regarding our future financial position, business strategy, budgets, projected costs, plans and objectives of management for future operations. The
words “may,” “continue,” “estimate,” “intend,” “plan,” “will,” “believe,” “project,” “expect,” “anticipate” and similar expressions may identify forward-
looking statements, but the absence of these words does not necessarily mean that a statement is not forward-looking. With respect to the forward-looking
statements, we claim the protection of the safe harbor for forward-looking statements contained in the Private Securities Litigation Reform Act of 1995. These
forward-looking statements speak only as of the date of this Form 10-K. Unless required by law, we undertake no obligation to publicly update or revise any
forward-looking statements to reflect new information or future events or otherwise.

» « » » o« » «

ITEM 1. BUSINESS
Overview

We are a medical device company and a leader in developing, manufacturing and selling innovative cardiac surgical ablation systems designed to create
precise lesions, or scars, in cardiac, or heart, tissue. Medical journals have described the adoption by leading cardiothoracic surgeons of our Isolator® bipolar
ablation clamp system as a treatment alternative during open-heart surgical procedures to create lesions in cardiac tissue to block the abnormal electrical impulses
that cause atrial fibrillation, or AF, a rapid, irregular quivering of the upper chambers of the heart. Additionally, leading cardiothoracic surgeons, treatment
guidelines as published by the Heart Rhythm Society and publications in medical journals have described our Isolator® system as a standard treatment alternative
for AF patients who may be candidates for sole-therapy minimally invasive surgical procedures.

From our inception in November 2000 through the first half of 2002, our operations consisted primarily of development-stage activities, including the
development of our Isolator® system, raising capital, obtaining product clearances, conducting product testing and evaluations, and recruiting personnel. In

January 2003 we commenced a full commercial release of our Isolator® system. Revenues reached $48.3 million in 2007, were $38.2 million in 2006, and were
$31.0 million in 2005. We anticipate that substantially all of our revenues for the foreseeable future will relate to products we currently sell or are in the process
of developing, which surgeons use to ablate cardiac tissue for the treatment of AF or we believe will use in the future for the exclusion of the left atrial appendage
in order to potentially reduce the risk of stroke in patients with AF.

Our primary product line, which accounts for a majority of our revenues, is our AtriCure Isolator® bipolar ablation system. Our Isolator® system consists
primarily of a compact power generator known as an ablation and sensing unit, or ASU, a switchbox unit, or ASB, which allows physicians to toggle between
multiple products and multiple configurations of our Isolator® clamps, including our recently introduced Isolator Synergy™ clamps. We sell two configurations of
our clamps, one designed for ablation during open-heart, or open, procedures and one designed for ablation during sole-therapy minimally invasive procedures.
We also sell a multifunctional bipolar pen, or multifunctional pen, which is often used by physicians in combination with our Isolator® system to ablate cardiac
tissue and for temporary pacing, sensing, stimulating and recording during the evaluation of cardiac arrhythmias. Additionally, we sell various configurations of
enabling devices, such as our Lumitip™ dissection tool. In August 2007, we acquired a cardiac cryoablation product line which uses extreme cold to ablate tissue.
Prior to our acquisition of the product line, we sold the product line as a distributor.
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In the United States we primarily sell our products through our direct sales force. AtriCure Europe BV, our wholly-owned European subsidiary
incorporated and based in the Netherlands, sells our products throughout Europe, primarily through distributors, with the exception of Germany and Austria
where we began to sell direct through our sales force during 2007. Additionally, we sell our products to other international distributors, primarily in Asia, South
America and Canada. Our business is primarily transacted in U.S. dollars with the exception of transactions with our European subsidiary which are primarily
transacted in Euros. Our sales outside of the United States represented 14% of our 2007 revenues.

Cardiothoracic surgeons have adopted our Isolator® system to treat AF in over 40,000 patients since January 2003. Based on this adoption of our products,
we believe that we are currently the market leader in the surgical treatment of AF. The Food and Drug Administration, or FDA, has cleared our Isolator® system
and our multifunctional pen for the ablation of cardiac tissue, but to date, none of our products have been cleared by the FDA for the treatment of AF and
accordingly, substantially all of our revenues are currently generated through non-FDA-approved, or off-label, use of our products for the treatment of AF.

AF is the most common cardiac arrhythmia, or irregular heartbeat, encountered in clinical practice and accounts for more doctor visits and hospital days
than any other cardiac arrhythmia. According to data from the Framingham Study, one in four people over the age of 40 in the United States has a lifetime risk of
developing AF, and the incidence of AF increases with age. More than five million people worldwide, including approximately 2.5 million Americans, have been
diagnosed with AF and studies expect a 30% increase in the prevalence of AF by 2015. According to the American Heart Association, approximately 15% to
20% of the estimated 700,000 strokes that occur annually in the United States are attributable to AF and people with AF are approximately five times more likely
to have a stroke. Further, 35% of AF patients will have a stroke in their lifetime and AF-related strokes tend to be severe. Studies suggest that 25% of the people
who have an AF-related stroke die within the first thirty days following their stroke and over 40% are permanently bedridden.

AF is a condition that doctors often find difficult to treat, and historically there has been no widely accepted long-term cure for AF. Doctors typically begin
treating AF with drugs, which are often ineffective, not well-tolerated and may be associated with serious side effects. Patients who cannot effectively be treated
with drugs occasionally undergo catheter-based procedures to treat their AF, but catheter-based procedures are often technically challenging, can be associated
with serious complications, are not indicated for a certain population of AF patients, and have been known to yield inconsistent results. Implantable devices, such
as pacemakers and defibrillators, are sometimes used to reduce the frequency and symptoms of AF, although they are not designed to treat the underlying disease.
In the past, an open-heart surgical procedure known as the cut and sew Maze was used to treat AF, but this procedure was not widely adopted because it is
technically challenging, highly invasive and involves long recovery times.

The creation of transmural, or full-thickness, lesions is thought to be a potentially critical factor in the successful treatment of AF when performing ablation
treatments. Prominent medical journals, which contain articles that were written, in part, by leading cardiothoracic surgeons, some of whom may be consultants to
us, describe how cardiothoracic surgeons have used our Isolator® system to create transmural lesions when treating AF either during an elective open-heart
surgical procedure or as a sole-therapy minimally invasive procedure. As indicated in these articles, cardiothoracic surgeons using our products have treated AF in
approximately 20 minutes during open-heart surgical procedures and in approximately two to three hours as a sole-therapy minimally invasive procedure.

In July 2007, the FDA cleared our Isolator® system for the ablation of cardiac tissue. Prior to July 2007, our Isolator® system had been cleared in the
United States for the ablation of soft tissues during general and thoracic surgical procedures. Our multifunctional pen has been cleared by the FDA for cardiac
tissue ablation and for temporary pacing, sensing, stimulating and recording during the evaluation of cardiac arrhythmias. We may only promote our products to
doctors and provide education and training on the use of our devices for their cleared indications, which does not include the treatment of AF. While the FDA
does not prevent doctors from using products off-label, we cannot market a product for an off-label use.
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We are in the process of conducting a clinical trial, known as ABLATE, to evaluate the safety and effectiveness of our Isolator® system for the treatment of
patients who have AF and are undergoing a concomitant open-heart procedure. If this trial is successful, we intend to seek FDA approval as early as 2010 for the
use of our Isolator® system during open procedures to treat patients with permanent AF. If the FDA were to require our products to have AF approval in order for
us to continue selling them, not only would we no longer receive revenues from the sale of these products, but we also would require significant financing to
conduct additional clinical trials and to sustain our operations until such time as sales could resume. We cannot be assured that we can obtain FDA approvals for
the treatment of AF, that we would have, or could raise, sufficient financial resources to sustain our operations pending FDA approval, or that, if and when the
required approvals are obtained, there will be a market for our products, including our Isolator® system and our multifunctional pen.

Although the use of our Isolator® system and multifunctional pen to treat AF remains investigational and we are still seeking FDA approval in connection
with the use of our Isolator® system for the treatment of AF, preliminary clinical studies conducted by doctors at leading medical centers provide support for our
Isolator® systems’ ability to create the lesions needed to block the abnormal electrical impulses that cause AF. We believe that those studies indicate that we have
a significant potential competitive advantage in the treatment of AF. Several clinical studies, including a 27-patient study, a 40-patient study, a 47-patient study
and a 276-patient study, in which several of our consultants participated and that were published in The Journal of Thoracic and Cardiovascular Surgery, found
that approximately 90% of study participants treated using our Isolator® system were free of AF at their six-month follow-up. Recently, several studies have been
completed and results published utilizing our Isolator® system and our multifunctional pen during minimally invasive sole therapy surgery for the treatment of
AF, in which several of our consultants have participated, including a 20-patient, a 22-patient and an 88-patient study. The success rates for the treatment of
paroxysmal, or intermittent, AF patients were in excess of eighty percent and patients who had more continuous, or persistent or permanent, AF experienced
success rates ranging from 25% to over 50%. We plan to introduce our new Coolrail™ Linear Ablation Pen system, or linear ablation pen, during the first half of
2008, which when used in combination with our Isolator® system and other products will allow physicians to perform an expanded ablation during a sole-therapy
procedure. We believe this expanded ablation, or lesion set, will result in higher success rates when physicians treat patients with more continuous AF. We believe
the overall demand for our products will increase, including an increased demand for products for use in minimally invasive procedures, which we believe will
ultimately represent our largest growth opportunity.

We have developed the AtriCure Left Atrial Appendage Exclusion System, which is designed to exclude the left atrial appendage by implanting the device
during open or minimally invasive surgical procedures from the outside of the heart, avoiding contact with the circulating blood pool while eliminating blood
flow between the left atrial appendage and the atria. It is estimated that 15% to 20% of all strokes are attributable to AF and that a majority of cardiac clots in
patients with AF form in the left atrial appendage, which some physicians believe is associated with AF-related strokes. We believe that the surgical practice of
excluding the left atrial appendage has become a growing trend in procedures performed to treat AF. We also believe that our left atrial appendage exclusion
system is potentially safer, more effective and easier to use when permanently excluding the left atrial appendage than products and procedures currently being
utilized. Our left atrial appendage exclusion system is currently being utilized and has been safely and effectively implanted in humans as part of a clinical
evaluation in Europe. The AtriCure Left Atrial Appendage Exclusion System has not yet been approved for human use by the FDA in the United States.
However, we have filed a 510(k) notification with the FDA and if the FDA’s review is favorable, we expect to have clearance from them for commercial use of
the AtriCure Left Atrial Appendage Exclusion System to permanently exclude the left atrial appendage in the second half of 2008 or 2009. We believe the market
for the left atrial appendage exclusion system is large and represents a significant new growth opportunity for us.

Information about our operating results and working capital practices is set forth in Item 7 of this Form 10-K.
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Market Overview

AF is a condition where abnormal electrical impulses cause the atria, or upper chambers of the heart, to fibrillate, or quiver, at rapid rates of 400 to 600
beats per minute. As a result of this quivering, blood in the atria becomes static, creating an increased risk that a blood clot will form and cause a stroke or other
serious complications. If AF persists, patients often progress from experiencing AF intermittently to having AF continuously, a condition that is more difficult to
treat. Symptoms of AF may include heart palpitations, dizziness, fatigue and shortness of breath, and these symptoms may be debilitating and life threatening in
some cases. Although there is often no specific cause of a patient’s AF, the condition is often associated with high blood pressure and other forms of heart disease.
In most cases, AF is associated with cardiovascular disease, in particular hypertension, congestive heart failure, left ventricular dysfunction, coronary artery
disease and valvular disease.

AF is the most commonly diagnosed sustained cardiac arrhythmia, and affects more than five million people worldwide, including more than 2.5 million
Americans, where approximately 160,000 new cases of AF are diagnosed each year. According to data from the Framingham Study, it is estimated that the
incidence of AF doubles with each decade of an adult’s life. At age 40, remaining lifetime risk for AF was 26% for men and 23% for women.

According to the American Heart Association, people with AF are about five times more likely to have a stroke, and AF is thought to be responsible for
approximately 15% to 20% of the estimated 700,000 strokes that occur annually in the United States. AF accounts for an estimated five million office visits
annually and approximately $6.7 billion in hospitalization-related costs in the United States each year. These costs do not include the costs of drugs or indirect
costs, such as the management of AF-related strokes, the costs of which are believed to be significant.

AF is an under-diagnosed condition due in large part to the fact that patients with AF often have mild or no symptoms, and their AF is only diagnosed
when they seek treatment for an associated condition, such as a stroke or heart disease. We believe that increasing awareness of AF and improved diagnostic
screening will result in an increased number of patients diagnosed with AF. Also, since the prevalence of AF increases with age, there will likely be an increase in
the number of diagnosed AF patients in the United States as the population ages. Of the patients undergoing open-heart surgery in the United States, we estimate
that approximately 80,000 of these patients are potential candidates for surgical ablation using our Isolator® system.

Of the United States population diagnosed with AF, approximately 12% of these patients are symptomatic and do not respond to drug therapy or are
intolerant to the drugs used to treat AF. For these patients, the cut and sew Maze procedure is typically too invasive and catheter ablation is often not indicated.
Accordingly, we believe that there is a large population of under-treated patients who would potentially benefit from minimally invasive AF treatment using our
Isolator® system, and that these patients will ultimately comprise our largest growth opportunity.

Because the FDA has not cleared our products for the treatment of AF, we and others acting on our behalf may not promote our products for the treatment
of AF, make any claim that they are safe and effective for the treatment of AF or train doctors to use them for the treatment of AF outside of the clinical trial
setting. However, these restrictions do not prevent doctors from choosing to use our Isolator® system and other products for the treatment of AF or prevent us
from engaging in sales and marketing efforts that focus only on the general attributes of our products and their FDA-cleared uses and not on the treatment of AF.
Although we educate and train doctors as to the general skills involved in the proper use of our products, it is our policy not to educate or train them to use our
products for the treatment of AF. We provide information to physicians in response to their unsolicited requests, and also consider requests and often support
physician training by providing educational grants to be used for university and physician training programs, the content for which is intended to be developed
independently of AtriCure.
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Current Treatment Alternatives

Doctors usually begin treating AF patients with a variety of drugs intended to prevent blood clots, control heart rate or restore the heart to normal sinus
rhythm. If a patient’s AF cannot be adequately controlled with drug therapy, doctors may perform one of several procedures that vary depending on the severity of
the AF symptoms and whether the patient suffers from other forms of heart disease. During 2007, The Heart Rhythm Society published an expert consensus
statement on catheter and surgical ablation for the treatment of AF. The expert consensus concluded that the current indications for the surgical treatment of atrial
fibrillation are the following:

*  Symptomatic AF patients undergoing other cardiac surgery;
*  Selected asymptomatic AF patients undergoing cardiac surgery in whom the ablation can be performed with minimal risk;

»  Stand-alone (or sole-therapy) AF surgery should be considered for symptomatic AF patients who prefer a surgical approach, have failed one or more
attempts at catheter ablation, or are not candidates for catheter ablation.

Other treatment alternatives include:

*  Drugs. Currently available drugs are often ineffective, not well-tolerated and may be associated with severe side effects. For these reasons, drug
therapy for AF fails for as many as 50% of patients within one year. Of those who initially respond to drug therapy, only approximately 25% of
patients can continue to be managed with drugs after five years.

»  Implantable Devices. Implantable devices, such as defibrillators and pacemakers, can be effective in reducing the symptoms and frequency of AF
episodes, but neither device is intended to treat AF. Patients may continue to experience the adverse effects of AF as well as some of the symptoms and
complications, including dizziness, fatigue, palpitations and stroke, because the AF continues.

*  Catheter-Based Treatment. Catheter-based AF treatments are often technically challenging, can be associated with serious complications and have
been known to yield inconsistent results. In proportion to the prevalence of AF, only a small number of catheter-based AF treatments are performed
each year in the United States.

*  Cut and Sew Maze. The cut and sew Maze procedure is a highly invasive open-heart surgical procedure that involves the use of a heart-lung bypass
machine and cutting and sewing back together sections of the heart in order to block the abnormal electrical impulses causing AF. Although this
procedure is highly effective at treating AF, it is rarely performed because it requires extensive open-heart surgery, is technically challenging and is
typically associated with long recovery times. For these reasons, only a limited number of these procedures have been performed by a small number of
cardiothoracic surgeons.

The AtriCure Solution

We believe that traditional surgical and catheter-based ablation devices are not ideal for safely, rapidly and reliably creating the transmural lesions required
to block the abnormal electrical impulses that cause AF. Reports of preliminary clinical studies conducted by doctors at prominent medical centers suggest that
our products, including our Isolator® system, enable cardiac surgeons to simplify the cut and sew Maze procedure with a faster, less invasive and less technically
challenging approach that appears to have comparable effectiveness. We believe that these reports have led to our high market penetration and rapid product
adoption. Over eighty medical centers in the United States are currently using our Isolator® system as a sole-therapy minimally invasive treatment for AF and
revenues from our minimally invasive products, including an estimate of revenues from our multifunctional pen, exceeded $14 million in 2007. Our

multifunctional pen is complementary to our Isolator® system and we believe it is used in combination with our Isolator® system in most sole-therapy procedures.
We also believe there has been a trend toward utilizing our multifunctional pen during open-heart procedures.
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Our clinical studies for the use of our products to treat AF are ongoing. Leading cardiothoracic surgeons and electro-physiologists, including those who are
consultants to us, have published results of initial clinical studies utilizing our Isolator® system. These studies have been conducted at prominent medical centers,
including the Cleveland Clinic, Washington University (St. Louis, Missouri), the Cardiopulmonary Research Science and Technology Institute (Dallas, Texas),
Sutter Memorial (Sacramento, California), Oregon Heart and Vascular Institute (Eugene, Oregon), Inova Heart and Vascular Institute (Fairfax, Virginia),
University of Zurich (Zurich, Switzerland) and the Nebraska Heart Hospital (Lincoln, Nebraska). The results of these studies were promising in terms of the
efficacy, ease of use and safety.

Efficacy. We believe that products designed to treat AF must be able to reliably create transmural lesions in order to block the electrical impulses that
trigger and sustain AF. Transmurality is considered by many physicians to be necessary for the treatment of AF, since creating lesions with gaps can fail to treat
AF and may cause other abnormal heart rhythms. Initial studies have found that between 80% and 95% of the study participants treated for AF during open-heart
procedures using our Isolator® clamps were free of AF at a minimum of six-month follow-up. Recently, initial studies have been published in leading publications
on the clinical outcomes related to the sole-therapy minimally invasive surgical treatment of AF utilizing our products, including our Isolator® system. Those
studies resulted in over 80% of patients with paroxysmal AF and 25% to 50% of patients with permanent AF being free of AF after a minimum six-month follow-
up period. We are conducting longer-term FDA-approved clinical trials in order to confirm these initial promising results. During the first half of 2008, we plan to
introduce our new Coolrail™ Linear Ablation Pen, which will allow physicians to perform an expanded ablation treatment during sole-therapy AF procedures,
which we believe will improve the success rates, particularly for persistent and permanent AF patients undergoing a sole-therapy AF procedure. In March 2008,
our linear ablation pen was cleared by the FDA for the ablation of cardiac tissue.

Ease of Use. In studies, physicians reported that our Isolator® system is easy to use, based in part on the design and automated features of our ablation and
sensing unit, or ASU. Our ASU does not require the surgeon to make any prior settings or adjustments, and signals the surgeon when conductance drops below a
certain threshold indicating that the lesion is transmural. Further, our AtriCure switch box, or ASB allows the physician to easily toggle between multiple devices,
such as our clamps and pens. The unique jaws of our Isolator® clamps firmly clamp and evenly compress the targeted tissue being ablated, allowing surgeons to
rapidly create transmural lesions. During 2007, we introduced our new Isolator Synergy™ clamps, which incorporate two pulsing pairs of electrodes in the jaws
of the clamp. We believe these clamps ensure full thickness ablation of thicker and more diseased tissue. Cardiothoracic surgeons report that they have generally

treated AF in only 20 minutes when using our Isolator® system during an open-heart procedure, or in approximately two to three hours when using our products
to treat AF as a sole-therapy minimally invasive procedure.

Safety. Although serious complications, including death, may arise from any type of cardiac surgery, initial studies have concluded that our Isolator®
system appears to have an excellent safety profile as a treatment alternative for the surgical treatment of AF. Cardiothoracic surgeons participating in these studies

concluded that our Isolator® system may potentially reduce or eliminate damage to adjacent anatomical structures due to its unique design, which confines the
delivery of energy to within the jaws of the clamps and allows the surgeon to control the application of energy to the tissue targeted for ablation.

AtriCure Products
The AtriCure Isolator® bipolar ablation system, or Isolator® system, primarily consists of the following products:

+  Ablation and Sensing Unit, or ASU. Our ablation and sensing unit, or ASU, is a compact power generator that uses our proprietary software and
delivers bipolar radio-frequency, or RF, energy. The ASU provides the RF energy necessary for both our clamps and multifunctional pen. We generally
lend our ASU to customers in the United States and sell it to customers outside of the United States.

AtriCure Switch Box, or ASB. Our AtriCure switch box, or ASB, is a compact switch box which was introduced with our Isolator Synergy™ clamps
and provides the technology needed for the dual pulsing
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electrodes as well as the ability to connect and toggle between our multiple devices, including our clamps and multifunctional pen. We generally lend
our ASB to customers in the United States and sell it to customers outside of the United States.

Isolator® Bipolar Radio-Frequency Ablation Clamps. We sell two configurations of our Isolator® clamps, one designed for ablation during open-
heart procedures and one designed for ablation during minimally invasive procedures. All of our Isolator® clamps are disposable and have jaws that
close in a parallel fashion. The parallel closure compresses the tissues and evacuates the blood and fluids from the energy pathway in order to make the
ablation more effective. During 2007, we introduced our next generation clamps, Isolator Synergy™, which are designed to provide more reliable full
thickness lesions in thicker and more diseased tissue. During the first quarter of 2006, we introduced our endoscopic Isolator® bipolar ablation clamps
and released a series of Isolator Synergy™ ablation clamps throughout 2007. Our endoscopic clamps are specifically designed for use in minimally
invasive procedures and include our unique glide-path transfer guide. The clamps are designed to simplify minimally invasive procedures, making it
more adaptable to a broader number of surgeons and enabling surgeons the ability to perform a completely thoracoscopic (through small incisions in
the chest) procedure.

In addition to our AtriCure Isolator® system, we sell a pen-shaped ablation device known as the multifunctional bipolar Pen. This disposable hand piece is
powered by the same ASU that powers our Isolator® clamps and is compatible with standard external pacing/stimulating and sensing/recording systems. Because
of its broad range of capabilities, we believe surgeons generally are using this device in combination with our Isolator® clamps during minimally invasive
procedures and they also have adopted it for use during open-heart procedures. The multifunctional pen enables surgeons to evaluate cardiac arrhythmias, perform
temporary pacing, stimulation, sensing, and ablate cardiac tissues with the same device. When the multifunctional pen is used with our ASB, surgeons are able to
toggle back and forth between temporary pacing, sensing, stimulation and ablation. We released our multifunctional pen during the third quarter of 2005. During
the first half of 2008, we plan to release our Coolrail™ Linear Ablation Pen, which is designed to allow the physician to create an expanded cardiac ablation
lesion set during minimally invasive procedures. We believe physicians will utilize our linear ablation pen during minimally invasive procedures in order to
improve long-term results for patients who have persistent and permanent AF. Concurrent with the release of our Coolrail™ Linear Ablation Pen, we plan to
introduce our new MicroPace ORLab™, a stimulating, mapping and recording system which we believe will enable physicians to more effectively confirm that
the ablation lines being created are forming electrical barriers or lines of block.

We also sell a device known as the Lumitip™ dissector, which is used by surgeons to gently separate tissues to provide access to key anatomical structures
that are targeted for ablation. The Lumitip™ dissector consists of a shaft with an articulating index finger-shaped tip that illuminates, allowing surgeons to more
easily determine the movement, direction and position of the device during procedures. The Lumitip™ dissector is cleared by the FDA for the dissection of soft

tissues during general, thoracic and certain other surgical procedures. The Lumitip™ dissector was designed by Dr. Randall Wolf, who is a leader in the field of
minimally invasive cardiothoracic surgery.

Additionally, we have developed the AtriCure Left Atrial Appendage Exclusion System, which is designed to exclude the left atrial appendage, the small
appendage that is attached to the left atrium. The left atrial appendage is considered by many physicians to be the source of blood clots which may cause a high
percentage of AF-related strokes. During 2007, the AtriCure Left Atrial Appendage Exclusion System was used to implant our clip in humans in Europe as part
of a clinical study, but has not yet been approved by the FDA for human use in the United States. We have filed with the FDA a 510(k) notification for our
AtriCure Left Atrial Appendage Exclusion System to obtain an indication that includes left atrial appendage exclusion. We are currently working with the FDA
and, if the FDA review is favorable, we expect clearance during the fourth quarter of 2008 or the first half of 2009.
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In August 2007 we acquired the Frigitronics® CCS-200 product line for cardiac ablation, which includes a console that is currently used in combination
with a variety of reusable cardiac ablation probes which use cryothermy, or extreme cold, to ablate tissues. Currently, some surgeons use this reusable device in
conjunction with our Isolator® clamps to ablate tissues around heart valves as part of an AF treatment. We are in the process of developing a long, malleable,
disposable cryothermy ablation probe, which will be used with the console and we believe will be adopted by physicians for AF ablation treatment during certain
open-heart procedures. We anticipate a potential second half 2008 clearance from the FDA and full commercial product release during the fourth quarter of 2008.

Open-Heart Surgical Procedure

During elective open-heart surgical procedures, such as bypass or valve surgery, cardiothoracic surgeons use our Isolator® system to treat patients with a
pre-existing history of AF. Surgeons report that ablation using our Isolator® system generally adds approximately 20 minutes to an open-heart surgical procedure.
Surgeons use our Isolator® clamps to perform cardiac procedures that may vary depending on the length of time a patient has been diagnosed with AF and
whether the patient’s AF is intermittent, or paroxysmal, or more continuous, known as persistent or permanent AF. Patients who have been diagnosed with AF for
a longer duration and have more continuous AF generally receive more extensive ablation procedures than patients who have been diagnosed with AF for a
shorter duration or who have paroxysmal AF. Surgeons using our Isolator® system and related products during an open-heart surgical procedure typically perform
the following steps:

Pulmonary Vein Isolation. Regardless of the duration or type of AF, surgeons will create lesions in the heart tissue surrounding the pulmonary veins to
create an electrical barrier between the pulmonary veins and the atrium, or upper chambers of the heart. In patients with intermittent AF, those lesions are often
the extent of the treatment required. Cardiothoracic surgeons report that using our Isolator® system for open-heart procedures enables them to create lesions to
achieve electrical isolation of the pulmonary veins from the atrium. In order to perform this procedure, surgeons position the jaws of our clamps on the cardiac
tissue surrounding the pulmonary veins. The jaws are closed and the ablation is activated. Moments later, an audible tone from the ASU alerts the surgeon that the
conductance has dropped below a certain threshold, indicating that the lesion has become transmural, or full thickness, and that the pulmonary veins have been
electrically isolated.

Additional Lesions. For those patients who have more continuous AF, doctors may determine that additional lesions may be required to treat their AF. In
cases where patients require such additional lesions, surgeons may use our Isolator® clamps for open-heart surgical procedures to create lesions in the atrium that
are intended to reproduce similar electrical barriers to those created by surgeons during the cut and sew Maze procedure. In some cases, doctors may also use our
multifunctional pen to sense, pace, stimulate or ablate cardiac tissues. Additionally our reusable cryothermy probes are often used to ablate cardiac tissues near
the heart valves.

Sole-Therapy Minimally Invasive Procedure

For those patients with AF who do not require a concomitant open-heart surgical procedure, surgeons have used our endoscopic Isolator® system for
minimally invasive AF treatment procedures. These procedures have generally been performed through minimally invasive incisions without the need to place
patients on a heart-lung bypass machine. Surgeons have reported that the procedure takes approximately two to three hours and that the average hospitalization
period has been two to five days. Similar to the open-heart surgical procedure, patients who have more continuous AF generally require an expanded lesion set
that mimics the cut and sew Maze procedure. During the first half of 2008, we plan to introduce our Coolrail™ Linear Ablation Pen which is designed to enable
physicians to perform an expanded ablation procedure.
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Business Strategy

Our mission is to expand the treatment options for those patients who suffer from AF through the continued development of our technologies and
expansion of our product offering. The key elements of our strategy include:

Form Investigational Relationships with Key Opinion Leaders at Leading Institutions. We have formed investigational relationships with key opinion
leaders at several leading medical centers including the Cleveland Clinic, Washington University, Medical College of Virginia, the Cardiopulmonary Research
Science and Technology Institute (Dallas, Texas), Inova Heart and Vascular Institute (Fairfax, Virginia), Oregon Heart and Vascular Institute, Nebraska Heart
Hospital, the University of Oklahoma, the University of Zurich and the University Community Hospital of Tampa. These key opinion leaders and others have
worked with us as consultants to evaluate and develop our products. Additionally, several key opinion leaders at these institutions have published peer-review
data that describes the use of our products as a treatment alternative for AF. These opinion leaders continue to assist us with the design and/or evaluation of our
products. To date, there have been over 20 peer-review publications that describe our Isolator® systems’ ability to create transmural lesions or the use of our
Isolator® system as an AF treatment alternative. Recently, several key publications were published highlighting promising results utilizing our products to treat
patients with AF during sole-therapy minimally invasive surgical procedures. We believe that these publications, and the presentations given by key opinion
leaders, have contributed to the adoption of our Isolator® system for the treatment of AF.

Provide Product Education. We have recruited and trained sales professionals who have strong backgrounds in the medical device industry to effectively
communicate to doctors the unique features and benefits of our technology as they relate to their cleared indications. Our highly trained sales professionals meet
with doctors at leading institutions to provide education and technical training limited to the technical features and benefits of our products. In addition to our
sales activities, we provide medical information on our products in response to information requests from physicians, and we have provided educational grants to
institutions that have facilitated the education of doctors concerning the treatment of AF, including the use of our products as an AF treatment alternative. As a
result of the educational process, we believe that awareness of our technology is growing and will result in the increased use of our products.

Expand Adoption of Our Minimally Invasive Products. We believe that the catalysts for expanded adoption of our minimally invasive products include
the publication of peer-review articles, which we believe will help validate the successful long-term use of our products for patients with AF, and our new

innovative product introductions, such as our Coolrail™ Linear Ablation Pen.

Our consultants have received grant monies to support certain research activities and they have presented and published their results of an initial series of
studies relating to the use of our minimally invasive products. As results of these peer-review studies are accepted, we believe that this will increase the demand
for our minimally invasive products. We believe our consultants are continuing their efforts to investigate, present and publish results from the use of our products
to perform minimally invasive procedures and that the results from these research activities will continue to demonstrate that our products can be used to offer
certain AF patients an improved treatment alternative. We believe that these ongoing research activities and anticipated presentations and publications will create
an increased demand for our minimally invasive products.

New Product Innovation. During 2007 we released our new Isolator Synergy™ ablation clamps. The unique ablation technology used in our Isolator
Synergy™ clamps provides more reliable full thickness lesions in thicker and more diseased tissues. We believe that physicians view the capability of the Isolator
Synergy™ clamps to more reliably create transmural lesions in thicker and more diseased tissues, increasing patient outcomes and providing us with an important
competitive advantage. During the first half of 2008 we plan to release our Coolrail ™ Linear Ablation Pen, allowing for the expansion of the ablation procedure
during minimally invasive cases and an integrated mapping system, MicroPace ORLab™. We are also developing a long, malleable disposable cryothermy
ablation probe that will be used in combination with our recently acquired
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AtriCure Frigitronics® CCS-200 console for use primarily during open-heart procedures. We believe that during certain open-heart procedures physicians prefer
cryothermy ablation to RF ablation. We expect that our new disposable cryothermy probe will broaden our open-heart technology platform and also allow us to
capitalize on a growing market opportunity. We plan to release this disposable probe during the second half of 2008. Additionally, we have developed the
AtriCure Left Atrial Appendage Exclusion System, which is designed to exclude the left atrial appendage by implanting a clip device during a surgical procedure
from the outside of the heart, avoiding contact with the circulating blood pool while eliminating blood flow between the left atrial appendage and the atria. We
have filed a 510(k) notification with the FDA and if the FDA review is favorable, we expect to have clearance in the United States for commercial use of the
AtriCure Left Atrial Appendage Exclusion System to permanently exclude the left atrial appendage in the fourth quarter of 2008 or first half of 2009.

Clinical Trials

During 2007 we worked closely with the FDA and leading cardiothoracic surgeons to design our pivotal clinical trial, ABLATE, which was approved by
the FDA for patients with permanent AF undergoing concomitant open-heart surgical ablation procedures. We anticipate we will need to enroll approximately 75
patients in the trial, which is being conducted at ten centers throughout the United States. As of February 29, 2008, we have treated two patients in the trial. The
primary endpoints of the trial are an estimated 70% of patients treated being free of AF and off of antiarrhythmic drugs at their six-month follow-up. A 24-hour
holter monitor will be used to determine the rhythm status six months following surgery. If the ABLATE trial is successful, we anticipate filing a Pre-Market
Approval application, or PMA, which if approved by the FDA would allow us to market our Isolator® system for the treatment of patients with permanent AF
during open-heart procedures.

Additionally, we have two clinical trials, RESTORE-SR and RESTORE-SRII, both of which are in their final stages. Data and results from these 39-patient
and 25-patient trials were utilized in support of our 510(k) filing with the FDA to obtain clearance for the use of our Isolator® systems for the ablation of cardiac
tissue, which we received in July 2007. During 2007, we received approval for a new 25-patient, 5 center clinical trial, RESTORE-SRIIB. This feasibility trial,
which is the second arm of RESTORE-SRII, is designed to demonstrate the potential safety and efficacy of our Isolator Synergy™ system during a sole-therapy
minimally invasive procedure to treat patients with permanent AF.

Regulatory Clearances

United States

In July 2007 we were notified by the FDA that our Isolator® system received 510(k) clearance for the ablation of cardiac tissue. From August 2001 until
July 2007, the system had been cleared for the ablation and coagulation of soft tissues during general, ear, nose and throat, thoracic, gynecologic and urologic
surgical procedures.

In July 2004 the FDA granted us clearance to market our Lumitip™ dissector for its intended use of dissection of soft tissues during general, thoracic and
certain other surgical procedures.

In June 2005 the FDA granted us a 510(k) clearance to market our multifunctional bipolar Pen for its intended use of ablation of cardiac tissue during
cardiac surgery, and in July 2006, the FDA granted us 510(k) clearance to market our multifunctional pen for temporary pacing, sensing, stimulating and
recording during the evaluation of cardiac arrhythmias.

In October 2005 the FDA granted us 510(k) clearance to market our endoscopic Isolator® bipolar ablation clamps and the Glide-path transfer guide for the
ablation and coagulation of soft tissues during general, ear, nose and throat, thoracic, gynecologic and urologic surgical procedures, which in conjunction with our
July 2007 FDA notification, are now cleared for the ablation of cardiac tissue.

10



Table of Contents

In March 2008 the FDA granted us 510(k) clearance to market our Coolrail™ Linear Ablation Pen for the ablation of cardiac tissue. .

During 2007 we filed a 510(k) notification for the AtriCure Left Atrial Appendage Exclusion System for a left atrial appendage exclusion indication. We
are currently working with the FDA and believe we will have clearance for the system in the later half of 2008 or 2009.

International

We received our original CE Mark for our Isolator® bipolar ablation clamp system in July 2002, which allows us to market and sell these clamps
throughout the European Union for the same uses for which they may currently be marketed in the United States. In September 2006, we expanded our CE Mark

indication to market our Isolator® system for the treatment of cardiac arrhythmias, including atrial fibrillation. We have also received certifications to market and
sell our Isolator® clamp system in several other foreign markets, including Canada, Japan and China.

We received our original CE Mark for the Lumitip™ dissector in February 2005, which allows us to market and sell the Lumitip™ dissector throughout the
European Union for the same uses for which it may currently be marketed in the United States. In October 2005, we also received approvals to market and sell the
Lumitip™ dissector in Canada, Japan and China.

We received our original CE Mark for our multifunctional pen in July 2005, which allows us to market and sell our multifunctional pen throughout the
European Union. We have also received approvals to market and sell our multifunctional pen in Japan, Canada and China.

Sales, Marketing and Medical Education

Our United States sales and marketing efforts focus on educating doctors concerning our unique technologies and the technical benefits of our Isolator®
system for the ablation of cardiac tissue. It is our policy not to market or promote our products for the treatment of AF. Our sales personnel visit cardiac surgeons,
electrophysiologists and other doctors to discuss the general attributes of our Isolator® system to ablate cardiac tissue, and they also promote our multifunctional
pen for temporary pacing, sensing, stimulating and recording during the evaluation of cardiac arrhythmias during cardiac surgical ablation procedures and our
Lumitip™ dissector for the dissection of soft tissues during general, thoracic and certain other surgical procedures. We train our sales force on the use of our
Isolator® system to treat AF so that they are able to respond to unsolicited requests from doctors for information on the use of our Isolator® system for the
treatment of AF. In addition, medically trained clinical applications specialists attend surgical procedures to discuss the use of our Isolator® system to ablate
cardiac tissue and to respond in a non-promotional manner to unsolicited requests for information on the use of our Isolator® system for the treatment of AF.

We have entered into consulting agreements with leading scientists, cardiothoracic surgeons and electrophysiologists who assist us with the design, clinical
testing and evaluation of our products, education of doctors on the use of our technologies and provide advice concerning regulatory submissions. We work
closely with these thought leaders to understand unmet needs and emerging applications related to the ablation of cardiac tissues and the treatment of AF. We also
provide educational grants to several leading medical centers. These institutions have used these grants to sponsor activities to evaluate the effectiveness of our

Isolator® system and our other products and technology, which has increased the number of peer-review publications that cite the use of our Isolator® system.
These grants have also been used by these institutions to sponsor independent educational programs relating to AF, including programs which focus on the

surgical treatment of AF using our Isolator® system. We provide some guidance to physicians and medical institutions regarding what physicians are available
and qualified for training other physicians in the use of our Isolator® system in the treatment of AF.
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We have formed a healthcare compliance committee in support of our ongoing compliance efforts with applicable federal and state healthcare laws and
regulations. This committee has instituted standard operating procedures relating to our marketing and promotional activities, grant review and funding
procedures, and the training and education of our sales force. Our training and educational programs include training on federal and state requirements for
marketing medical devices and we maintain continuous oversight of our grant application and funding procedures and requirements.

Our sales team in the United States is led by a vice president of sales and four area sales directors. As of December 31, 2007, our sales force in the United
States had a total of approximately 55 employees, including approximately 30 full-time regional sales representatives. In addition to our regional sales
representatives, we have approximately 15 sales personnel, or market development managers, who are focused on developing relationships between
cardiothoracic surgeons and electrophysiologists. We select our sales personnel based on their expertise in the medical device industry, sales experience,
reputation in the medical device industry, and their knowledge of our products and technologies. We believe at this time that our sales organization is
appropriately sized and do not anticipate significant increases in the foreseeable future.

We market and sell our products in selected markets outside of the United States through independent distributors and in Europe through our European
subsidiary, which includes a combination of independent distributors and direct sales personnel. During 2007, sales outside of the United States accounted for
14% of our total revenues. We have a network of distributors outside of the United States who currently market and sell our products and are located primarily in
Asia, Europe, South America and Canada. During 2007, we hired a direct sales representative who sells to customers in Germany and Austria and we plan to
expand in those markets by adding additional sales representatives during 2008. We continue to expand our presence in markets outside of the United States and
revenues from outside of the United States grew from 11% of total revenues in 2006 to 14% of total revenues in 2007. See “Risk Factors—Risks Relating To Our
Business—We sell the AtriCure Isolator® bipolar ablation system outside of the United States and are subject to various risks relating to international operations,
which could harm our international revenues and profitability.”

We have one reporting segment. For information regarding revenues from customers, operating losses and total assets for each of our last three fiscal years,
please refer to our consolidated financial statements, which are included in Item 8 of this Form 10-K.

Seasonality

During the third quarter, we historically experience a decline in revenues that we attribute to the elective nature of the procedures in which our products are
typically used, which we believe arises from fewer people choosing to undergo elective procedures during the summer months.

Competition

Our ind