





DEAR FELLOW SHAREHOLDERS:

From L to R: Breht T. Feigh, Gregory A. Serrao, Michael J. Vaughan.
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In years past, this letter has
highlighted ~ American  Dental
Partners’ business and financial
accomplishments of the preceding
year. However, with the concerns
expressed by our shareholders
regarding the adverse outcome of
the litigation among PDG, PA,
the affiliated practice at Park
Dental, PDHC, Ltd., one of our
Minnesota subsidiaries, and Ameri-
can Dental Partners, we want to
take this opportunity to express
our thoughts about the Ilitiga-
tion, verdict and settlement, and
then discuss the future of American

Dental Partners.

The four-week trial began 1n
November 2007. On December
12 and 13, the jury in the District
Court of Hennepin County, Minne-
sota (“Court”) rendered 1its decision
against American Dental Partners
and PDHC, handing down a verdict
of $130 million in compensatory and
punitive damages. We absolutely
disagree with the jury’s verdict.

Furthermore, we do not believe



that the verdict is supported by the
evidence presented at the trial. And
most importantly, we do not believe
the outcome of the litigation reflects
the benefits we brought to the PDG
practice and the patients of Park
Dental as PDG’s business partner

for 11 years.

1996,
Dental Partners paid millions of
dollars to acquire PDHC and,

concurrent with this acquisition,

In November American

PDHC entered into a service agree-
ment with PDG. Over the ensuing
decade, we were a successful and
effective business partner to PDG, as

evidenced by the following:

* Park Dental’'s patient revenue
grew from $35 million annually to

nearly $90 million annually;

* Access to patient care increased as
weexpanded thenumber of patient
treatment rooms from 202 to 327
and developed dental specialty
centers so that Park Dental could

offer patients comprehensive care;

e Patient satisfaction, as measured
by an independent third party,

improved meaningfully;

* Doctorandteam memberturnover

decreased markedly; and

* Average doctor incomes increased

by nearly two and a half times.

Had we been ineffective in the
services and capital we provided, or
if we had been adverse to PDG’s
business, we believe patient satis-
faction would have deteriorated,
patient revenue would not have
grown at the levels experienced by
PDG and we would have seen a
significant turnover of doctors and

team members.

Some have questioned why we
fought this litigation so vigorously.
From the beginning, we strongly
believed that this dispute was
simply an effort by PDG to undo a
transaction that was fairly negoti-
ated and properly structured. While
we held a firm opinion that all of

PDG’s claims were without merit,
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we were particularly troubled with
PDG’s allegation that the Service
Agreement violated the Minnesota
Dental Practice Act and the remedy
PDG sought for such allegation — to
have the contract declared void or
voidable, and if that did not occur,
to have the contract reformed by
the Court. This allegation poten-
tially questioned our business model
and the contractual relationships
we have with our other affiliated
practices. In June 2007, the Court
dismissed this claim on summary
judgment. Nothing in the jury’s
verdict related to the validity or

legality of our service agreement.

On December 13, 2007, faced with a
$130 million

immediately began considering our

jury verdict, we

legal alternatives, including post-
trial motions and appeals. For a
number of reasons, including the
magnitude of the verdict, its direct
impact on our financial soundness,
the amount of time, effort and
money required to pursue potential

alternatives, and other factors, we
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decided it was in the best interest of
the Company, our shareholders,
employees, lenders and our other
affiliated dental group practices to
negotiate a settlement with PDG.
On February 29, 2008, we completed
the transactions contemplated by the

PDG

closed that chapter in American

settlement agreement and

Dental Partners’ history.

With the PDG dispute resolved,
we are able to focus 100% of our
time, energy and resources on what
we do best — being the nation’s
leading business partner to dental
group practices. We have a vibrant
business,

with patient revenue

generated by our affiliated practices
PDG)

ing $400 million annually, which

(excluding approximat-
makes us one of the largest business
partners to dental group practices
in the U.S. Excluding the account-
ing effects associated with the
PDG settlement, we are a profit-
able operating company and expect
to continue to generate positive

operating cash flow in 2008.



We have 26 well-established dental

groups with whom we intend
to grow, including a significant
continuing presence in the Minne-
apolis—St. Paul area through our
affiliations with Assure Dental,
Metro Northland
Dental, Orthodontic Care Special-
Dental

While we cannot assure you that

Dentalcare,

ists and Valley Group.
we will not face the same or similar
challenges 1n the future, we believe
that we generally have strong
relationships with our affiliated
dental practices. Included in this
annual report are letters from
several of our largest affiliated
practices discussing the strength of
the relationship that they have with
us and the value we bring to them
as a business partner. We hope you

enjoy reading their perspectives.

American Dental Partners was
founded based on a dream to build
an enduring company that would
change an industry. That dream
became a vision, and that vision a

reality. While the outcome of the

PDG litigation was obviously a
setback, our dream remains alive
and well, and we are more commit-
ted than ever to the success we can
help others achieve as a business
partner in the dental profession.
During 2008, we intend to focus
our efforts on i1dentifying opportu-
nities to strengthen and grow not
only our long-standing partners but
also our more recently completed
affiliations. We would also like to
recognize and thank these new
business partners for believing in
our vision and recognizing the value

we bring to the relationship:

* In September 2007, we announced
our affiliation with Metro Dental-
care. Metro Dentalcare was

founded in 1968, and 1s a multi-

specialty  dental
more than 90 dentists, 37 dental

facilities

group with
located  throughout
the greater Minneapolis—St. Paul
area and a dental lab. In addition
Metro

orthodon-

to general dentistry,
Dentalcare provides

tics, pediatric dentistry, perio-
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dontics, endodontics and oral
surgery. Metro Dentalcare gener-
ates approximately $70 million
iIn patient revenue annually.
We have been pleased with the
integration and early successes
of this new business relationship.
During 2008, we will be focused
on fully integrating the people
and systems of Metro Dentalcare
and identifying opportunities to

grow and enhance the practice.

In August 2007, we announced
our affiliation with Barzman,
Kasimov & Vieth, a dental group
practice founded 30 years ago that
today has 20 dentists, four facili-
ties and a dental lab located in
Buffalo, New York. The dental
group generates approximately
$13 million in patient revenue
annually. Barzman, Kasimov and
Vieth was combined with our
existing affiliated dental group in
Buffalo, Western New York Dental
Group. As a result, Western New
York Dental Group has more than
50 dentists providing dental care

to patients at 14 locations in the
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greater Buffalo area and two

locations in Rochester.

In June 2007, we entered into an
affiliation with Sacramento Oral
Surgery, which was founded in
1990 and 1s an oral surgery group
with seven oral surgeons and four
facilities located in greater Sacra-
mento, California, generating
approximately $6 million 1in

patient revenue annually.

In June 2007, we entered into an
affiliation with Westlake Surgical,
a one-location oral surgery prac-
tice in Austin, Texas. Westlake
Surgical and Carus Dental, our
existing affiliate in Texas, contrib-
uted their oral surgery practices
into the newly formed Texas Oral
& Maxillofacial Surgical Associ-
ates (“TOMA”). Asaresult, TOMA
employs three oral surgeons, with
three locations, generating $3 mil-

lion in patient revenue annually.

In May 2007, we entered into an
affiliation with Valley Dental
Group. Founded in 1974, Valley



Dental Group is a multi-specialty
dental group with eight dentists
located in Golden Valley, Minne-
sota. Valley Dental Group gener-
ates approximately $5 million in

patient revenue annually.

During 2008, we also intend to
continue our efforts to identify
expansion opportunities for our
pediatric dental business. Since our
acquisition of Tooth
Doctor for Kids during the fourth

quarter of 2006, we have worked

Arizona’s

diligently to integrate the practice
and enhance the systems used 1n

the practice.

With the number of acquisitions
and affiliations we were able to
complete during 2007, we believe
we have many opportunities to grow
the patient revenue of our affiliated
practices, thereby increasing our
revenue. While we do not anticipate
our acquisition and affiliation efforts
in 2008 to be at 2007 levels, we
will continue to identify affiliation
opportunities that fit our business

model, with doctors and manage-

ment teams that share our wvision
of working together as business

partners.

We are thankful for the commit-
ment and support of our affiliated
dentists, employees,  business
partners and shareholders. With the
challenges of 2007 behind us, we

look forward to a successful 2008.

Sincerely,

Mg Ml

Gregory A. Serrao
Chairman, President and
Chief Executive Officer

Michael J. Vaughan
Executive Vice President,

Chief Operating Officer

N

Breht T. Feigh
Executive Vice President,
Chief Financial Officer and Treasurer

March 3, 2008
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“LOOK AT THE RECORD.”

Patient Revenue'

%500 1~
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S . Patient revenue of 25 practices
E transferred to PDG, PA. as part of
= litigation settlement.?

$200

. Patient revenue of all other affiliated
s practices.
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All ADPI Affiliated Practices
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Western New York
Dental Group

+ 35% annually

Carus Dental
+ 16% annually

Forward Dental
+ 11% annually
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$6/

million

Associated Dental Care 1st Advantage Dental
Providers University Dental Associates (New York)

+ 14% annually + 11% annually + 8% annually

!Includes patient revenue of the affiliated practices American Dental Partners does not own or control and, accordingly,
does not consolidate with its financial statements and patient revenue of Arizona's Tooth Doctor for Kids.
2See Management's Discussion and Analysis of Financial Condition and Results of Operations.
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FINANCIAL HIGHLIGHTS

Years Ended December 31

(in thousands, except per share amounts) 1998 1999 2000 2001 2002 2003
Operating data:
Net revenue $ 81,319 § 112295 § 137,702 $ 141552 § 146,810 § 163,707
Service agreement amortization expense 1,955 2,886 3,692 3,825 4,038 4,216
Litigation expense - - - - - -
Earnings from operations 7,098 12,041 14,763 9,642 10,537 12,988
Earnings from operations margin 8.7% 10.7% 10.7% 6.8% 7.2% 7.9%
Net earnings 3,886 6,013 6,169 3,271 4707 6,181
Net earnings margin 4.8% 5.4% 4.5% 2.3% 3.2% 3.8%
Cash net earnings @ 5,079 7,720 8,362 5,611 7,211 8,688
Diluted earnings per share 0.38 0.52 0.56 0.30 0.42 0.54
Cash diluted earnings per share 0.49 0.66 0.76 0.51 0.65 0.76
Cash flow data:
Cash flow from operations $ 9510 § 9197 § 10,203 § 10,227  $ 16,979 § 21,806
Capital expenditures 5,074 11,166 9,391 6,801 5,607 7,381
Free cash flow ® 4,436 (1,969) 817 3,426 11,372 14,425
Capitalization data:
Debt/total capitalization © 19% 44% 49% 48% 43% 37%
Return on total capital @ 30% 19% 18% 12% 12% 15%
Return on equity © 21% 15% 15% 9% 11% 12%
Affiliated dental group data:
Patient revenue $ 105438 $ 151965 $ 194572 § 207,736 $ 217,020 $ 245,609
Same market patient revenue growth © 17% 22% 14% 3% 2% 6%
Number of dental facilities 103 134 156 154 168 171
Number of operatories 830 1,193 1,397 1,360 1,462 1,520
Number of dentists ™ 231 324 373 358 383 396
Patient revenue per facility @ $ 1172 § 1,282 § 1,342 § 1,340 § 1,348 § 1,449
Patient revenue per operatory @ 151 150 150 151 154 165
Patient revenue per dentist @ 525 548 558 568 586 631

(a) Net earnings plus amortization expense related to service agreements, net of tax.
(b) Cash flow from operations less capital expenditures.

(c) Debt, including current portion, divided by debt, including current portion, plus stockholders’ equity.
(d) Earnings before interest, taxes and amortization expense related to service agreements, divided by average beginning-of-year and end-of-year debt, including current portion, plus

stockholders' equity.

(e) Cash net earnings divided by average beginning-of-year and end-of-year stockholders' equity.
(f) Revenue of the affiliated practices. Includes patient revenue of the affiliated practices American Dental Partners does not own or control and, accordingly, does not consolidate with

its financial statements and patient revenue of Arizona's Tooth Doctor for Kids. See Management's Discussion and Analysis of Financial Condition and Results of Operations.
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Pro Forma

10-Year
Pro Forma

Pro Forma Pro Forma 2006-2007 Compound

2004 2005 2006 2006 2007 2007 Change  Growth Rate

$ 178,554  § 196,928 217917 § 217917 § 278,755 278,755 28% 15%
4,394 4,993 5,345 5,345 6,657 6,657 25% 15%

- - 1,570 - 36,734 - - -

15,702 18,689 20,182 21,7520 (6,354) 30,380 ® 40% 18%

8.8% 9.5% 9.3% 10.0% -2.3% 10.9% - -

8,519 10,291 11,134 12,089 0 (7,716) 15,506 ¥ O 28% 17%

4.8% 5.2% 5.1% 5.5% -2.8% 5.6% - -

11,172 13,332 14,389 15,344 0 (3,436) 19,540 W0 27% 16%

0.70 0.81 0.86 0.940 (0.58) 1.16 ®0 24% 13%

0.92 1.05 1.11 1190 (0.26) 1.47 @0 24% 13%

$ 25405 § 25,452 31,050 $ 31,050 $ 25,574 25,574 -18% 12%
9,657 11,068 7,243 7,243 11,276 11,276 56% 9%

15,748 14,384 23,807 23,807 14,298 14,298 -40% 14%

25% 24% 23% 23% 55% 55% - -

17% 19% 18% 18% 0% 18% - -

14% 14% 13% 13% -3% 17% - -

$ 272,369 $ 302,982 337401 $ 337,401 § 418,411 418,471 24% 17%
10% 8% 10% 10% 10% 10% - -

177 187 209 209 261 261 25% 11%

1,583 1,761 1,944 1,944 2,357 2,357 21% 12%

398 435 470 470 611 611 30% 11%

$ 1,565 § 1,665 1,704 $ 1,704 § 1,781 1,781 5% 5%
176 181 182 182 195 195 7% 3%

686 721 746 746 174 774 4% 5%

(g) Patient revenue of dental group practices affiliated with American Dental Partners during both periods of comparison.
(h) Includes full-time equivalent general or specialist dentists employed by or contracted with the affiliated practices.

(i) Calculated based on average number of facilities, operatories or affiliated dentists during the period.
(j) Excludes PDG litigation expense of $1,570 ($955 net of tax or $.08 per diluted earnings per share). See Management's Discussion and Analysis of Financial Condition and Results

of Operations.

(k) Excludes PDG litigation expense of $36,734 ($22,732 net of tax or $1.71 per diluted earnings per share). See Management's Discussion and Analysis of Financial Condition and
Results of Operations.
() Excludes write-off of deferred financing costs of $851 ($490 net of tax or $.04 per diluted earnings per share). See Management's Discussion and Analysis of Financial Condition
and Results of Operations.
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AFFILIATED DENTAL GROUPS

(As of March 1, 2008)

Practice Specialties @

o M O©O O U U T
¢ 23522 ¢% 3
2 S » 3 8 8 =
® 2 £ § o o o
S ® 2 2 =2 &
Dental § =g 3 @ ?I
Affiliate State Facilities Operatories @ ”
1st Advantage Dental (New England) Massachusetts/Vermont 5 38 .
1st Advantage Dental (New York) New York 10 75 e o o o o o
American Family Dentistry Tennessee 8 52 o o J
Arizona’s Tooth Doctor for Kids Arizona 6 68 . o o
Associated Dental Care Providers® Arizona 13 134 o o J
Assure Dental Minnesota 2 7 o
Carus Dental ®®® Texas 22 166 o o o o o
Chestnut Hills Dental Pennsylvania 8 60 . o o o
Cumberland Dental © Alabama 3 33 . o o .
Deerwood Orthodontics Wisconsin 7 35 .
Dental Arts Center Virginia 1 39 e e o o o o o
Forward Dental ® Wisconsin 24 246 o o o o
Greater Maryland Dental Partners Maryland 6 73 e o o o o o
Lakeside Dentalcare Louisiana 2 32 . . o
Metro Dentalcare Minnesota 37 264 o o o o o o
Northland Dental ©® Minnesota 6 71 .
Oklahoma Dental Group Oklahoma 5 42 o o
Orthodontic Care Specialists Minnesota 20 104 J
Premier Dental Partners Missouri 8 77 . .
Redwood Dental Group Michigan 6 76 . . o o
Riverside Dental Group © California 7 122 e o o o o o o
Sacramento Oral Surgery California 4 8 .
Texas Oral & Maxillofacial Surgical Associates (© Texas 3 3 J
University Dental Associates (7 North Carolina 1 97 J o o
Valley Dental Group Minnesota 1 15 e o o o o o
Western New York Dental Group © New York 16 164 e o o o o o
241 2101

@ An operatory is an area where dental care is performed and generally contains a dental chair, a hand piece delivery system and other essential dental equipment.

@ Services provided by specialists who are board-certified or board-eligible.

@) Accredited by the Accreditation Association for Ambulatory Health Care (“AAAHC”).

@ Longhorn Dental Associates changed its tradename to Carus Dental in February, 2008.

©) On February 29, 2008 we transferred the operating assets of 25 dental facilities and the “Park Dental” tradename to PDG, P.A. We retained the operating assets of six facilities which
will operate under the tradename “Northland Dental.” Please see Management's Discussion and Analysis of Financial Condition and Results of Operations.

®) 0n May 1, 2007, American Dental Partners affiliated with Texas Oral & Maxillofacial Surgical Associates. As part of the transaction Carus Dental contributed its oral surgery practice to
Texas Oral & Maxillofacial Surgical Associates.

(™ University Dental Associates’ dental residency program is accredited by the American Dental Association.
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CORPORATE INFORMATION

BOARD OF DIRECTORS
Robert E. Hunter, D.M.D. !

Retired President and CEO, DentaQuest Ventures, Inc.

A dental benefits administrator

James T. Kelly 2
Retired Chairman, Lincare, Inc.
A home respiratory therapy provider

Martin J. Mannion 124
Managing Partner, Summit Partners
A private equity capital firm

Gerard M. Moufflet 23

President and CEO, Acceleration International Corp.

A private equity capital firm

Derril W. Reeves 23
Executive Vice President, BreatheAmerica Inc.
An airway disease treatment company

Steven J. Semmelmayer
Chairman, LED Medical Diagnostics Inc.
A medical device company

Gregory A. Serrao
Chairman, President and Chief Executive Officer
American Dental Partners, Inc.

MANAGEMENT TEAM
lan H. Brock
Vice President, Planning and Investment

Robert A. Duncan
Vice President, Information Systems

Breht T. Feigh
Executive Vice President, Chief Financial Officer
and Treasurer

Michael J. Kenneally
Senior Vice President, Regional Operations

Willam P. Koffler
Vice President, Regional Operations

Jesley C. Ruff, D.D.S.
Senior Vice President, Chief Professional Officer

Gregory A. Serrao
Chairman, President and Chief Executive Officer

1 Member of the Compensation Committee

2 Member of the Audit Committee

3 Member of the Nominating Committee

* Mr. Mannion will not be standing for re-election at the
Company’s 2008 Annual Meeting of Shareholders.

George R. Sullivan
Vice President, Human Resources

Mark W. Vargo
Vice President, Chief Accounting Officer

Michael J. Vaughan
Executive Vice President, Chief Operating Officer

CORPORATE OFFICE ADDRESS
401 Edgewater Place, Suite 430
Wakefield, Massachusetts 01880
800-838-6563 or 781-224-0880

INVESTOR CONTACT
Breht T. Feigh
Executive Vice President, Chief Financial Officer and Treasurer

INVESTOR INFORMATION
To receive a free copy of the Form 10-K Annual Report filed with the
Securities and Exchange Commission, write to Investor Relations at
the Corporate Office Address or call 800-838-6563. Press releases
and other investor information may also be obtained through our web
site at www.amdpi.com.

CORPORATE GOVERNANCE
Corporate governance information may be obtained through the
Investors section of our web site at www.amdpi.com.

INDEPENDENT PUBLIC ACCOUNTANTS
PricewaterhouseCoopers LLP

125 High Street

Boston, Massachusetts 02110

LEGAL COUNSEL
Baker & Hostetler LLP
65 East State Street
Columbus, Ohio 43215

TRANSFER AGENT

Registrar and Transfer Company

10 Commerce Drive

Cranford, NJ 07016

Shareholder Inquiries: 800-368-5948
www.RTCO.com

ANNUAL MEETING

April 25, 2008

1:00 p.m.

Summit Partners

222 Berkeley Street, 18th Floor
Boston, Massachusetts 02116
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