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Management’s Letter to the Shareholders

Fellow shareholders, the final year of the Millennium was a watershed year
for HealthTronics. Your Company reached many milestones in 2000, the
effects of which included 39% growth in revenues and 50% growth in
earnings per share. More important for the future of your Company,
HealthTronics established itself as the US leader in orthopaedic
extracorporeal shock wave therapy (ESWT), while the urology business
continued its pattern of solid growth.

Among the most exciting developments this year were those realized in our Argil J. Wheelock, MD Roy S. Brown
orthopaedic division. You may recall that the results of our placebo Chairman & CEO President & COO
controlled, double blinded study on heel pain (plantar fasciitis) were

submitted to the Food and Drug Administration (FDA) at the end of 1999.

The FDA completed initial review of the results and filed the PMA within 30 days. On July 20, the Orthopaedic and Rehabilitation
Devices Panel of the FDA met to discuss the OssaTron® PMA and recommended its approval. Less than three months later, on October
12, 2000, the FDA granted HealthTronics approval to market the OssaTron extracorporeal shock wave system for the treatment of
plantar fasciitis. Our orthopaedic division has since done an outstanding job establishing physician partnerships, placing machines and
training orthopaedic surgeons and podiatrists. By the end of the year, almost 100 physicians had been trained and credentialed on the
use of the OssaTron, and Orthotripsy® extracorporeal shock wave treatment had commenced at some 20 sites in 12 states.

Our achievements in orthopaedics have garnered a good deal of publicity for HealthTronics. Stories about the OssaTron have appeared
on newscasts on ABC, CBS, NBC and Fox networks, and, in 2001, the OssaTron will be showcased in various venues, including PBS’s
American Medical Revolutions and on BroadcastAmerica.com. Articles about the OssaTron also have appeared in Reader’s Digest and
Parade Magazine, as well as in various key health, fitness and sports periodicals.

Going forward, we are conducting ongoing studies with the OssaTron for the treatment of tennis elbow and delayed fracture healing.

Our urology division also remained very strong in 2000, consistently placing new lithotripters and other urology devices into the
marketplace. We believe that HealthTronics continues to be the number one provider of new lithotripsy equipment in the United States.
We currently have more than 90 LithoTron® devices operating throughout the country. As always, our strategy is to derive recurring
revenue from every machine in operation, and we have accomplished this by retaining an equity interest in approximately 50% of these
devices. Additional recurring revenue is generated through the sale of consumables and maintenance service and through the
management of partnerships.

Another product in our urology line is the LithoTron Ultra - a state-of-the-art endourology system designed primarily for major
institutions, many of which are beginning to replace their aging equipment. These facilities generally experience large patient volume
and therefore, the efficacy and reliability of the LithoTron Ultra are especially appealing. Its shock wave generating system boasts one
of the highest stone-free rates (86.1%) and one of the lowest retreatment rates (4.1%) of any lithotripsy device on the market. Thus far,
five of the largest lithotripsy centers in North America have upgraded their facilities with the LithoTron Ultra. Most recently, we have
obtained the rights to sell the CystoTron™ urodiagnostic table. This device can be used to perform various urologic procedures. We
expect to sell several of these devices during 2001.

Growth was the keyword at your Company this year, not only in terms of
revenues and earnings, but also in terms of office space and employees. In
April, HealthTronics moved from a 6,250 square foot facility to new corporate
headquarters with 25,000 square feet of office and warehouse space. We also
increased our staff through the course of the year from 52 to 85 employees in
order to handle the increased operations experienced in 2000.

As we enter the new millennium, we anticipate more exciting and challenging
prospects for growth. We continue to have the opportunity to look at new
products, hoping to expand our product line in urology and orthopaedics.
We appreciate your continued support and encourage your suggestions,

compliments or criticisms.

Argil ]. Wheelock, MD Roy S. Brown
Chairman and Chief Executive Officer President and Chief Operating Officer



Financial Highlights

(in thousands except per share amounts)

Consolidated Years ended December 31 2000 1999 1998 1997
Statement of
Operations Data
Revenues $33,846 $24,414  $14,682 $5,062
Cost of goods sold, rentals and services
provided 14,174 10,214 6,864 3,263
Gross margin 19,672 14,200 7,818 1,799
General and administrative expenses 9,301 6,493 3,975 2,187
Other income (expense) 1,149 155 15 (29)
Income (loss) before minority interest 11,520 7,863 3,801 (422)
Minority interest (7,039) (5,076) (2,292) (4)
Income (loss) before taxes 4,481 2,787 1,509 (418)
Net income (loss) 2,621 1,597 1,205 (418)
Net income (loss) per share
Basic 0.24 0.16 0.13 0.05)
Diluted 0.24 0.16 0.13 0.05)
Weighted average common shares
outstanding
Basic 10,826,228 10,036,851
Diluted 11,098,480 10,238,379
Consolidated Years ended December 31 2000 1999 1998 1997
Balance Sheet Data
Working capital $15,719 $12,037 $5,413 $5,529
Total assets 30,433 23,535 14,115 6,947
Total liabilities 12,249 9,407 6,490 3,587
Stockholders’ equity 18,184 14,128 7,625 3,359
Revenues Net Income (Loss)
(In Thousands) (In Thousands)
33,846 2,621
24,414 1,597
1,205
14,682
5,062 (418)
1997 1998 1999 2000 1997 1998 1999 2000
Total Assets Stockholders’ Equity
(In Thousands) (In Thousands)
30,433 18,184
23,535 14,128
14,115
7,625
6,947
1997 1998 1999 2000 1997 1998 1999 2000



Urology

An estimated 600,000 patients per year are diagnosed with kidney stones in the United States. Of these,
approximately 250,000 are treated with lithotripsy, a non-surgical therapy for the disintegration of kidney stones
that was developed in Germany in the late 1970's and early 1980's. HealthTronics' mission is to provide
state-of-the-art noninvasive treatment solutions for certain
orthopaedic and urologic problems. Among these treatment
solutions is kidney lithotripsy, of which HealthTronics is a
provider. As such, HealthTronics supplies the device, the
technologist and the consumables required to perform lithotripsy
treatment. We provide this service to doctors and medical
facilities.

In addition to being a service provider, HealthTronics also sells
cutting edge urology devices such as the LithoTron® lithotripter,
the LithoTron Ultra endourology work station with lithotripter,
and the CystoTron™ urodiagnostic table. At present, there are '

over 100 HealthTronics urology machines in North America, '

operating in approximately 35 states and throughout Canada.

LithoTron®

= HealthTronics’ primary urology product is the LithoTron shock wave
lithotripter. A lithotripter breaks kidney and ureteral stones into pieces
small enough to be passed from the body through the normal flow of urine.
The LithoTron accomplishes this by sending precisely focused, high energy
shock waves through the body to the kidney and ureteral stones,
pulverizing them into sand-like granules. The LithoTron is highly effective
at breaking stones and has one of the best success rates of any lithotripter
on the market.
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| ﬁ} Another benefit of the LithoTron is its portability. Because the LithoTron

i is small, modular and easy to move, most devices are shared by several

: hospitals and surgery centers, and are transported among them in small

M ucks. This high degree

of mobility enables one LithoTron to serve multiple facilities.

We estimate that 40,000 patients were treated on LithoTron
lithotripters in 2000.

Sales of the LithoTron have propelled HealthTronics to its
position as a leading provider of new lithotripsy equipment in
North America. Since it was granted FDA approval in July
1997, we believe the LithoTron has outsold its nearest
competitor by more than 2 to 1. Despite our relatively late
entrance into the very mature and highly competitive field of
kidney lithotripsy, HealthTronics estimates that it has captured
over 15% of the market share thus far and continues to increase
its stake in the market.




LithoTron® Ultra

The LithoTron Ultra is a high-tech medical device
designed jointly by Philips Medical Systems of Germany
and HMT of Switzerland. It combines a shock wave
lithotripter with a complete diagnostic urology

. workstation. Because of its extensive range of

capabilities, the LithoTron Ultra is especially appealing
to major healthcare facilities and large teaching hospitals.
In fact, five of the largest lithotripsy centers in North

America already have installed the LithoTron Ultra.
The LithoTron Ultra has many outstanding features
including a state-of-the-art x-ray system. Through a
revolutionary development in x-ray technology, the Ultra
is able to produce better images than conventional x-ray
devices while significantly reducing radiation exposure --
in some cases, by as much as 95%. In addition, the
LithoTron Ultra's lithotripsy system boasts the same
excellent rate of success as the LithoTron. These benefits
and many more make the LithoTron Ultra a superb
adjunct to any urology program. This device has been
well received in the urologic medical community, and we

expect to sell many more in the future.

CystoTron™
Qo

The CystoTron is a diagnostic urology table, which was developed by
Philips Medical Systems of Germany. HealthTronics has obtained the
exclusive right to sell this device in the United States, Canada and Mexico.
We began marketing the CystoTron in 2000.

The CystoTron can be used to
perform a variety of urologic
examinations, procedures and
treatments. It is versatile, easy to
operate and has the same state of the
art x-ray system as the LithoTron
Ultra. This top quality urology
device is well suited to meet the
demanding needs of today's
healthcare system.




Orthopaedics

OssaTron®

HealthTronics is the current leader in orthopaedic shock
wave technology in North America. We are the first, and
presently the orly company with FDA approval to provide
extracorporeal shock wave therapy (ESWT) to the
commercial orthopaedic market. Our OssaTron®
orthopaedic shock wave system was approved by the FDA
on October 12, 2000 for the treatment of plantar fasciitis
(also known as heel spurs or heel pain syndrome). This
approval was highly anticipated by the orthopaedic and
podiatric communities, and by the end of the year there
were 20 OssaTron devices in the marketplace and almost
100 orthopaedic surgeons and podiatrists who had been
trained and certified.

An estimated six and a half million new patients each year
are diagnosed with plantar fasciitis. Of this number, we
believe that a significant percentage could be candidates for
ESWT with the OssaTron. This is good news for patients
who are hoping to avoid invasive surgery since some of the
benefits of ESWT over surgery include less associated pain
and complications, faster recovery and lower costs.

In Europe, studies and treatments have shown shock waves
to be effective in healing other soft tissue indications such
as lateral epicondylitis (also known as tennis elbow, for
which HealthTronics is currently conducting an FDA
study), Achilles tendonitis, patellar tendonitis and shoulder

tendonitis. Although there is no verifiable incidence data for these disorders, various sources estimate that
between three and four million people annually in the United States may begin to suffer from each of these
conditions. Based upon the widespread European applications of ESWT, HealthTronics is very optimistic about

the future of ESWT in the United States.

The OssaTron has also exhibited the potential to stimulate
healing of nonunion fractures and other pathologic
conditions of the bone. We are currently conducting an
FDA study for the treatment of delayed union fractures,
and pending studies include the treatment of avascular
necrosis of the head of the femur. We believe that many of
the 50,000 surgeries performed each year for these
disorders could be prevented by treatment with the
OssaTron.
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Cautionary Statements

Included in this report are forward-looking statements that reflect management's current
outlook for future periods. As always, these expectations and projections are based on currently
available compstitive, financid, and economic data, along with operating plans, and are subject to
future events and uncertainties, including those uncertainties identified under the caption “Risk
Factors’ in Item 1 of thisreport.

Part1
Item 1: Description of Business.
Generd

HedlthTronics, Inc. (may be referred to as the “Company”, “we’, “us’ or “our”) is a
Georgia corporation founded in 1995 for the purpose of providing state-of-the-art
noninvasve treatment solutions for certain urologic and orthopaedic conditions. Our
medica devices include the OssaTron(R) orthopaedic shock wave system, the
LithoTron(R) kidney lithotripter and the LithoTron Ultra endourology workstetion. In
2000, we aso began to market the CystoTron(TM) urodiagnogtic table. All of these
devices have been approved by the Food and Drug Administration (FDA) and are
currently marketed throughout Europe. These products are currently manufactured by
HMT High Medicd Technologies AG (“HMT") of Switzerland and Philips Medica
Systems of Germany.

As part of its strategy, the Company aso is a provider of lithotripsy and Orthotripsy(R)
sarvices to doctors, medica facilities and, increasingly, directly to patients. Asa service
provider, HedlthTronics suppliesthe device, the technol ogist and the consumablesrequired
to perform lithotripsy or Orthotripsy trestment. Frequently weinvolve physcian partnersin
these service provider entities.

The Company had 121 employees as of December 31, 2000, and management believes
that relations with the employees are good.

The Orthopaedic Market
The Ossalron(R)
The OssaTron isan extracorporea (nor+invasive) medica device, which useshigh energy

shock waves to treat chronic musculoskeleta injuries. Orthotripsy(R), the name for this
treatment, is an extension of the process used to disintegrate kidney stones.



Orthotripsy is the transmisson of shock waves into the Ste of a chronic musculoskeletal
injury. Mogt chronicinjuries are cheracterized by scar and inflammatory tissue. The shock
waves are applied to these tissues, creating controlled microscopic injuries within these
dready damaged tissues. We bdlieve the resulting microscopic injuries simulate the
formation and growth of new blood vessdls into the area. We further believe that these
new blood vesds infiltrate the injury Ste, bringing with them bone-heding and tissue-
healing cdls which simulate the hediing process. Theresult is a physiologic repair of the
musculoskeletd problem.  The benefits to the patient are less associated pain and
complications, faster recovery and lower costs.

HedthTronics Ossal ron device has been used successfully in Europesince 1995 to treat a
variety of orthopaedic disorders such as plantar fasciitis (hed spurs), laterd epicondylitis
(tennis elbow), Achilles tendonitis, patellar tendonitis, avascular necrods, shoulder
cdcification and nonunion fractures. On October 12, 2000, the FDA granted aClassl |
pre-market approval (“PMA”) for marketing of the OssaTron for the trestment of plantar
fasditis

Market Overview

HedthTronicsisthefirst company to market orthopaedic shock wavetechnology in North
America. To our knowledge, the Company’s OssaTron device is currently the only

orthopaedic extracorporeal shock wave therapy (ESWT) system with Class |11 FDA

approval. Our OssaTron orthopaedic shock wave device was approved by the FDA on
October 12, 2000 for the trestment of plantar fasciitis (also known as hed spurs or hed

pain syndrome). Thereisno verifiable data on the number of cases of plantar fasciitis, but
we estimate that about 9x and a haf million new patients each year present with this
maady. Of these, HedlthTronicsbelievesthat asignificant percentage could becandidates
for treetment with the OssaTron rather than having to undergo invasive surgery.

HedthTronics bdieves the Ossalron might be used to treat a variety of additiona
orthopaedic disorders. Other soft tissueindicationsfor the OssaTron could include laterd
epicondylitis (also known as tennis elbow, for which we are currently conducting an FDA
study), Achillestendonitis, patellar tendonitis and shoulder tendonitis. Although thereisno
verifigble incidence data for these indications, we estimate that between three and four
million people annualy may begin to suffer from these conditions. The Ossalron hasaso
exhibited the potentid to stimulate healing of nonunion fractures and other pathologic
conditions of the bone.

Our preferred marketing strategy isto place the Ossalron devicesinto limited partnerships
of which HT Orthotripsy Management Company, LLC, awholly-owned subsdiary of the
Company, is the generd partner. The Company capitalizes each partnership with an

OssaTron. We then negotiate with hospitals and surgery centers to provide Orthotripsy



services within their facilities. We pay the hospital or surgery center afee for access to
ther facility. The Company then bills the third party payors

for thefacility fee, the technica fee and, sometimes, the professiond fee. A percentage of
the limited partnership interest may be sold to physicians or other partners. Our god with
thisarrangement isto generate recurring revenuefor the Company for aslong asthe device
is operatiord.

Compstition

HedthTronics knows of no company that has either received FDA agpprova to market a
Class Il orthopaedic shock wave device or submitted a PMA to the FDA for such a
device. Webdievethat Dornier Medicad Systems and Siemens GmbH arein the process
of conducting clinicd studieswith their respective orthopaedic shock wave devicesfor the
treatment of chronic orthopaedic injuries.

The Urology Market
LithoTron(R) Lithotripter

HedthTronics primary urology product isthe LithoTron lithotripter. The LithoTronwas
developed by HMT of Switzerland. Since 1996, HedthTronics hashad the exclusiveright
to market this device in the United States, Canada, and Mexico.

A lithotripter breskskidney and ureteral stonesinto piecessmall enough to be passed from
the body through the normd flow of urine. The LithoTron doesthis by sending precisely
focused, high energy shock waves through the body to kidney and ureteral stones, thus
pulverizing the stones into sandlike granules, which can be diminated from the body
normaly.

HedthTronicsreceived FDA approvd for the LithoTron on July 21, 1997, after completion
of afour-dte Invesigationd Device Exemption (IDE) study. Since that time, we bdieve
HedthTronics has become a leading provider of new lithotripsy equipment in North
America

One of the reasons for the overwheming popularity of the LithoTron isits effectiveness.
We bdlieve the LithoTron has one of the highest success rates (86.1%) and one of the
lowest retreastment rates (4.1%) of any lithotripter on the market. In addition, the
LithoTron is very safe for patients, easy for physicians and technologists to operate, and
cost effective for hedthcare facilities. These factors have dso helped to make the
LithoTron one of the top-sdling lithotriptersin North America. Thusfar, HedlthTronicshas
captured over 15% of this very mature and highly competitive market.

TheLithoTronissmdl, modular and easy to move. Mogt LithoTronsare shared by severd



hospitds and surgery centers and are trangported among them in smal trucks. This high
degree of mohility enablesa LithoTron to serve multiple facilities. We estimate that over
40,000 patients were treated on LithoTron lithotripters in 2000.

LithoTron Ultra Endourology Device

The LithoTron Ultra endourology workstation was developed jointly by HMT of
Switzerland and PhilipsMedicd Sysemsof Germany. HedthTronicshastheexdusiveright
to market this product in the United States, Canada and Mexico. We recelved
supplementa approva from the FDA to begin marketing the device in 1999.

The LithoTron Ultrawas designed for fixed Ste ingalation a hospitas and large surgery
centers. Todate, five of thelargest lithotripsy centersin North Americahaveingaled the
LithoTron Ultra. This device not only has the ability to disintegrate kidney stones in the
samemanner asthe LithoTron devicebut dso has sgnificant diagnostic capabilities. This
multifunctional device can be used to perform a variety of urologic examinations,
procedures and treatments.

Among its many features, the LithoTron Ultra has a Sate of the art x-ray system, which
produces better images than conventiona xray techniques. In addition to its superb
imaging, the x-ray sysem sgnificantly reduces the amount of radiation exposure received
by patients and medica staff. In some cases, radiation exposure can be decreased by as
much as 95%.

CystoTron

The CystoTron diagnostic urology table was developed by Philips Medicd Systems of
Germany. HedthTronics has the exclusive right to sl this device in the United States,
Canada and Mexico, and began marketing this device in 2000. The CystoTron can be
used to perform various urologic examinations, procedures and treatments. Like al of
HedthTronics products, the CystoTron provides maximum comfort and safety for patients
and physicians. The CystoTron isversatile, easy to operate and has the same state of the
art x-ray sysem asthe LithoTron Ultra

Market Overview



It is estimated by hedthcare providers that approximately 600,000 patients per year are
diagnosed with kidney stonesin the United States. Of these, gpproximately 250,000 will
betreated with lithotripsy, anon-surgica therapy for the disintegration of kidney stonesthet
was developed in Germany in the late 1970's and early 1980's. At the end of 2000, it is
estimated that there were gpproximately 550 active lithotripter syssemsin operation in the
United Statesthat were either installed in hospitals or outpatient centers, or were operating
as mobile/transportable devices. The mgority of these lithotripsy devices were distributed
by companies other than HedlthTronics.

At the end of 2000, there were approximately 100 HedthTronics urology devices
operating in North America

Marketing Strategy

The kidney lithotripsy market is extremdy competitive and, therefore, we have a
multifaceted marketing drategy. Our primary focus is the creation of lithotripsy
partnerships with urologists. Within these partnerships we may be the manager, generd
partner or minority partner. These partnerships generaly act as a vendor of lithotripsy
sarvices to hospitals and surgery centers on a per patient charge basis.

The Company aso leases equipment to hospital s and doctorswith whom we have no other
afiliaion. Additionaly, we el equipment directly to non-affiliates.

Compstition

Our competitors in the field of kidney lithotripsy include companies such as Dornier
Medica Systems, Siemens GmbH, Medstone Internationd, Inc., Storz Medica Systems,
Prime Medica Services, Inc., Integrated Hedlth Care Services, and American Kidney
Stone Management. All of these companies have been operating in the kidney lithotripsy
business longer than HedlthTronics, and in many cases are better financed than we are.
They aso enjoy a high degree of name recognition for their products and service.

Technology Services

HedthTronicsformed its own Technology Services Divison (HTSD) in 1999. Sincethat
time, HT'SD hasbeen providing ingtdlation, maintenance, service and technica support for
our products. The service provided includes warranty work on new equipment aswell as
post-warranty service. Post-warranty serviceis provided on either acontractual or atime
and materids basis.

All service engineers meet the stringent certification prerequisites of the manufacturer HMT
and HedthTronics Ther cetification guarantees full compliance with dl Good



Manufacturing Practice (GMP) requirements of HMT. Annud re-certification of our
engineersensuresthey have the most current knowledge of our productsand that al service
performed meets the manufacturer's conditions for GMP.

The equipment service business is very competitive, and it is entirdly possible that other
nationa or loca medica device service companieswill aso attempt to capture a share of
this business.



Risk Factors

Each of the following risk factors could adversdly affect our business, financia condition
and operating results, aswell asthe vaue of an investment in our common stock.

We are entirely dependent on HMT to manufacture the products we distribute. If
HMT ceased operations we might not find a suitable alternative manufacturer.

Our products are manufactured by HMT, a privately held company that does not publish
any finandid information. If HMT experiences financid, manufacturing or development
difficulties or if there are adverse developmentsin our relaionship with HMT, we may be
required to find an dternative manufacturer or to manufacture our products on our own.
We may not be able to find an dternative source to develop or manufacture our products
on a timely basis or on terms acceptable to us. We do not own or operate any
manufacturing facilities nor do we have current plans to manufacture any of our medicd
devices.

If we are not able to establish or maintain relationships with physicians and
hospitals, our ability to successfully commercialize our current or future products
will be materially harmed.

Our success in developing and assigting in the operation of lithotripsy and Orthotripsy
partnershipsinwhich wehold aninterest will depend on our ability to develop and maintain
rel ationships with physician groups and hospitals, consstent with government regulations
affecting theserelationships. We cannot ensurethat wewill be successful inidentifying and
edablishing relationships with physicians or hospitas, nor can we ensure that affiliated
physician groups will maintain successful medica practices or that any particular key
member of a physcian group will continue to practice with an affiliated partnership.

Furthermore, disputes may arise periodicadly between physicians or hospitds and us
regarding the management or operation of any of the partnerships in which we have an
interest. Other factors that could interfere with our relationships with physicians include
disstisfaction with our medica devices, regulatory changes, retirement of physician
investors and efforts by our competitors.

Because of extensive healthcare regulation, we may not be able to enter into
certain transactions with healthcare professionals or facilities to place our products
in service.

Our operations and those of hedthcare professonds and facilities with which we do
business are subject to extensve regulation by federa and state governments. Such

regulations may force usto delay, modify or avoid certain transactionsthat would otherwise
benefit the Company.



The Medicare and Medicaid Anti-Kickback Statute (“ Anti-Kickback Statute”) prohibits
certain business practices and relationships under Medicare, Medicaid and other federa
hedthcare programs. Prohibited practicesinclude the payment, receipt, offer or solicitation
of money in connection with the referra of patients for services covered by a federd or
dsate hedthcare program. We contract with physicians under a variety of financid
arrangements, and physcians have ownership interests in some entities in which we too
haveaninterest. If wearefound to havefailed to comply with any of theselaws, we could
suffer crimind and civil pendtiesand/or exclusion from participating Medicare, Medicaid or
other governmenta hedlthcare programs and possible license revocation.

The Federad Sdlf-Referrd Law prohibits a physician from referring a patient to an entity
with which heor she (or afamily member) hasafinancid rdaionshipif thereferrd involves
a“desggnated hedlth service” reimbursable under the Medicare or Medicaid programs.

The term “designated hedlth services’ does not specificaly include orthopaedic ESWT.
However, lithotripsy procedures are currently required to be billed to Medicare ashospita

sarvices.  Inpatient and outpatient hospital services are expresdy included among
designated hedlth services covered under the statute. Accordingly, lithotripsy could be
covered under the Federd Sdlf-Referral Law aswell. If orthopaedic ESWT procedures
are performed under arrangements with hospitas, then they may be covered under the
Federd Sdf-Referrad Law aswel. If orthopaedic ESWT is deemed covered under the
gtatute because such services are required to be billed through ahospital or on some other
basis and no exception is provided, referras of Medicare and Medicaid patients by

physcians with an ownership interest in, or a compensaion arangement with, a
partnership, or with a hospital or ambulatory surgery center (“ASC”) with which the
Partnership had leasing arrangements, may be prohibited. Thefind regulationsdo provide
that arenta arrangement that otherwi se satisfies alease exception may providefor payment
on a per-trestment or usage basis, even if physcians own the equipment and refer ther
patients for treatments using the equipment.

In addition to these federa laws, many Sates have adopted smilar laws. Some of these
laws goply even if the payment for care does not come from the government. Whilethere
islittle precedent for the interpretation or enforcement of these statelaws, we cannot assure
you that these laws will not be enforced againgt us a that our attempts to structure our
financid reationships with physicians and othersin light of these lawvs will be effective.

Third-party payors could refuse to reimburse healthcare providers for use of our
current or future products, which could make our revenues decline.

Third-party payors areincreasingly attempting to contain healthcare costs by limiting both
coverage and the level of reimbursement of new medica procedures and treatments.
Conseguently, significant uncertainty exists as to the mbursement tatus of newly
approved hedthcare products. The hospitals and surgery centers to which we currently
providelithotripsy servicesare reimbursed for lithotripsy servicesunder variousfederd and



gate programs, including Medicare and Medicaid, primarily & fixed rates. These programs
are subject to satutory and regulatory changes, adminigrative rulings, interpretations of

policy and governmentd funding restrictions, al of which may havetheeffect of decreasing
program payments, increasing costs or requiring usto modify the way in which we operate
our business. These changes could have amaterid and adverse effect on us.

With respect to the OssaTron, we cannot ensure that third- party payorswill establish and
maintain price levels aufficient for us to redize an gppropriate return on our investmen.
Furthermore, physicians, hospitals and other hedlthcare providers may be reluctant to
purchase our products if they do not receive sufficient reimbursement for the cost of the
procedures using our products.

We face intense competition and rapid technological change that could result in
products that are superior to the products we are commercializing or developing.

The medicd device indudtry is subject to rapid and significant technologica change. Our
competitors may develop technologies and products that are more effective or less costly
than any of our current or future products or that could render our products obsolete or
noncompetitive. Many of these competitors have substantialy grester resources and
marketing capabilities than we do.

We may be subject to costly and time-consuming product liability actions that
would materially harm our business.

Our business exposes us to potentid product liability risks that are inherent in the testing,
manufacturing, marketing and sdlling of medicd devices, including those which may arise
from misuse or mafunction of, or design flawsin, our products. We may be held liadble if
any of our products causes injury or is found otherwise unsuitable during product testing,
manufecturing, marketing or sde.  Trestment with ESWVT may result in a variety of
complications, in particular, post-treatment pain and neurological symptoms. We cannot
ensure that we will be able to avoid product ligbility exposure. Product ligdbility insurance
for the medical technology indudtry is generdly expensive, if avallable a dl. We cannot
assure that our present insurance coverage is adequate or that we can obtain adequate
insurance coverage at a reasonable cost in the future,

Difficulties in managing growth could materially harm our business, financial
condition and operating results.

Our recent growth has imposed significant added responsbilities on members of
management, including the need to identify, recruit, maintain and integrate additiona
employees, including management. Future growth could strain our operations, product
development and other manageriad and operating resources. Our future financid



performance and ability to compete effectively will depend, in part, on our ability to manage
any future growth effectively.

Our success will depend partly on our ability to operate without infringing on or
utilizing the proprietary rights of others.

Themedicd deviceindustry ischaracterized by asubgtantid amount of litigation over patent
and other intellectua property rights. No one has clamed that any of our medica devices
infringe on therr intdlectud property rights, however, it is possble that we may have
unintentionaly infringed on others patentsor other intellectual property rights. Intellectua
property litigationiscodtly. If wedo not prevail inany litigetion, in addition to any damages
we might have to pay, we could be required to stop the infringing activity or obtain a
license. Any required license may not be available to us on acceptableterms. If wefall to
obtain arequired license or are unable to design around a patent, we may be unableto sl
some of our products, which would reduce our revenues and net income,

If we fail to attract and retain key personnel and principal members of our
management staff, our business, financial condition and operating results could be
materially harmed.

Our success depends greetly on our ability to attract and retain qudified management and
technica personnd, aswell asto retain the principal members of our existing management
daff. The loss of sarvices of any of these persons could adversdy affect the
commercidization of our current products and our ability to develop and commercidize
future products. Thereisintense competition for qualified staff, and we cannot assure that
wewill beableto attract and retain the necessary qudified saff to develop our business. If
we fal to atract and retain key management gaff, or if we lose any of our current
management team, our business, financid condition and operating results could be
materidly harmed.

Market volatility may affect our stock price.

Our stock price hasahigtory of volatility. Thisvolatility hasexisted evenin the absence of
sgnificant news or developments about us. Moreover, the stocks of medica technology
companies and the stock market generdly have been subject to dramatic price swingsin
recent years, with the stock of small capitaization companies, like ours, experiencing the
greatest volatility. These price swings, both asto our stock and asto our industry and the
stock market generdly, arelikely to continue.
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Item 2: Description of Property.

In January 2000, we negotiated a seven-year lease on a 28,000 sguare foot facility located in
Marietta, Georgia. We took occupancy of the new facility in April 2000. The monthly rentd is
cdculated on a graduating scae beginning at $8,500 per month for the firgt year and ending with
$18,600 per month for the last year. The straight-line expenseis$17,800 per month for thelife of
the lease. The property isin good condition and is sufficient to meet our current operating needs.

Item 3: Lega Proceedings.

The Company is periodicdly involved as a plantiff or defendant in various legd actions, in the
ordinary courseof itsbusiness. Management believesthat those claimsarewithout merit or that the
ultimate ligbility, if any, resulting from them will not materidly affect the Company’s financid
condition.

Item 4. Submission of Mattersto aVote of Security Holders.

No matters were submitted to a vote of shareholders of the Company during the fourth quarter of
the Company’ sfiscal year ended December 31, 2000.

Part IT
Iltem 5. Market for Common Equity and Related Shareholder Matters.
We began trading on the NASDAQ Stock Market on November 16, 1999 under the symbol
HTRN. Thefollowing table setsforth the high and low sales price for our Common Stock for the
quartersindicated as reported.

Fisca Year ended December 31, 1999

High Low
Fourth Quarter $9.00 $6.25
Fisca Year ended December 31, 2000

High Low
First Quarter $20.94 $ 831
Second Quarter $19.81 $11.38
Third Quarter $21.00 $12.25
Fourth Quarter $15.25 $ 5.00

The stock markets have experienced extreme price and volume fluctuations during certain periods.
These broad market fluctuations and other factors may adversdy affect the market price of our
common stock. Any shortfal in revenue or earnings from levels expected by securities andysts
could have an immedi ate and significant adverse effect on thetrading price of our common stock in
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any given period. Additionaly, we may not learn of such shortfdls until late in the fiscd quarter,
which could result in an even more immediate and

adverseeffect on thetrading price of our common stock. Findly, we participatein ahighly dynamic
industry, which often results in Sgnificant volatility of the common stock price.

At March 21, 2001, there were approximately 282 shareholders of record.

We have not paid dividends on common stock since our inception in December 1995. Our Board
of Directors does not anticipate that any cash dividends will be paid in the foreseegble future.

Item 6: Management's Discussion and Analysis or Plan of Operation.

HedthTronicswas organized in December of 1995 to address market opportunitiesin thefields of
urology and orthopaedics. We commenced operationsin May 1996.

During 1998 and part of 1999, sdes of LithoTron devices, consumables and service, aswell as
revenues from lithotripsy partnerships and our service provider entities produced revenues which
exceeded the necessary funding for our OssaTron FDA sudies. In 1999, we aso received
supplementa FDA agpproval to merket the LithoTron Ultra, and sales of this product provided
additiond profits.

On October 12, 2000, HedthTronics was granted FDA approval to market the OssaTron

orthopaedic extracorpored shock wavedevice. The response within the orthopaedic and podatic
communities was overwheming. Asaresult, there were 20 OssaTron devices in the market and
approximately 100 orthopaedic surgeonsand podiatrists certified on the device by theend of 2000.
The Company redized revenues of $24.4 and $33.8 million in 1999 and 2000, respectively.

Profits for the years 1999 and 2000 were $1.6 and $2.6 million, respectively.

Reaults of Consolidated Operations
Y ear Ended December 31, 2000 Compared to Y ear Ended December 31, 1999

Net Revenue: Net revenueincreased from $24,414,179 for the year ended December 31,
1999 to $33,846,015 for the year ended December 31, 2000, an increase of 39%. Thisincreaseis
primarily attributable to the increase in lithotripsy treatment revenues and the increase in device
service revenues. The FDA approva of the Ossalron on October 12, 2000 had aminimal impact
(6%0) on the revenues for the year.

Cogt of Goods Sold, Rentals and Services Provided: Cost of goods sold, rentals and
services provided increased from $10,213,821 for the year ended December 31, 1999 to
$14,174,272 for the year ended December 31, 2000, an increase of 39%. This increase is
attributable to the direct personnd and device costs associated with the increases in lithotripsy
treatment revenues and device service revenues.



Sdaries, Wages and Benefits: Sdaries, wages and benefitsincreased from $2,367,836 for
the year ended December 31, 1999 to $3,113,784 for the year ended December 31, 2000, an
increase of 32%. Theincreasein salaries, wages and benefitsisdirectly attributableto the additiond
marketing and adminigrative employees hired to handle the increase in treatment and service
revenues and to prepare for new market opportunities as aresult of the October 12, 2000 FDA
approva of the OssaTron.

Generd and Adminigrative Expenses: Generd and adminigtrative expensesincreased from
$4,125,073 for the year ended December 31, 1999 to $6,187,463 for the year ended December
31, 2000, an increase of 50%. This increase is attributable to the increase in travel, marketing
materias, and generad and adminigtrative expenses associated with the addition of personnel and the
new Ossalron market opportunities. The Company aso experienced an increese in legd,
accounting, filing and adminigrative costs associated with being publicly traded.

Equity in Earnings of Unconsolidated Partnerships. Equity in earnings of unconsolidated
partnershipsincreased from $117,711 for the year ended December 31, 1999 to $164,516 for the
year ended December 31, 2000, aincrease of 40%. Thisincreaseisattributableto theincreasein
the earnings of two equity-based US Lithotripsy partnershipsin which we invested during 1999.

Partnership Didtributions: Partnership distributions increased from $147,252 for the year
ended December 31, 1999 to $387,997 for the year ended December 31, 2000, an increase of
163%. This increase is due to an increase in the earnings of the four cost-based partnership
investments added in 1999.

Gain on Sde of Investment Interest: Gain on sde of investment interest increased from
$151,637 for the year ended December 31, 1999 to $739,851 for the year ended December 31,
2000, an increase of 388%. Thisincreaseisattributable to the sale of aportion of the Company’s
partnership investmentsin excess of its cost basis.

Interest Expense: Interest expenseincreased from $315,694 for the year ended December
31, 1999 to $378,523 for the year ended December 31, 2000, an increase of 20%. Thisincrease
isattributableto the increase in the consolidated debt used to finance medical device purchasesby
subsidiary partnerships.

Interest Income: Interest incomeincreased from $54,546 for the year ended December 31,
1999 to $235,355 for the year ended December 31, 2000, an increase of 331%. Thisincreaseis
primarily dueto larger average cash equivaents and short-term investments after
the Company’ s public offering in the fourth quarter of 1999.
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Minority Interest: Minority interest increased from $5,076,045 for the year ended
December 31, 1999 to $7,038,613 for the year ended December 31, 2000, an increase of 39%.
Thisincrease s attributable to the addition of new lithotripsy subsdiary partnershipsaswell asthe
growth in the earnings of the new and exigting partnerships.

Provisonfor Income Taxes: Provison for incometaxesincreased from $1,189,638 for the
year ended December 31, 1999 to $1,860,221 for the year ended December 31, 2000, an
increase of 56%. The increase is primarily attributable to the increase in income before income
taxes.

Liquidity and Capital Resources

Prior to our initid public offering (“IPO”) we satisfied our working capita and capita
gpending needs through private placements and the sales of medica devices. Subsequent to our
| PO, these needs have been met by issuance of common stock on option exercise, the use of short-
term borrowings and long-term debt and the sales of medica devices. The subsdiary partnership
equipment financing has been provided by term bank debt secured by the related device and
guarantees from the various partners, including HedthTronics. The Company maintains aline of
credit of $5,000,000 at December 31, 2000. The line of credit matures April 30, 2001. Asof
December 31, 2000, we have $596,114 outstanding under the line of crediit.

Cautionary Statements

Included in this report are forward-looking statements that reflect management's current
outlook for future periods. As adways, these expectations and projections are based on currently
available competitive, financid, and economic data, dong with operating plans, and are subject to
future events and uncertainties, including those uncertainties identified under the caption “Risk
Factors’ in Item 1 of this report.

Iltem 7: Financid Statements.
HedthTronics, Inc. and Subsidiaries

Consolidated Financial Statements

Years ended December 31, 2000 and 1999
with Report of Independent Auditors
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Report of Independent Auditors

The Board of Directors and Shareholders
HedthTronics, Inc. and Subsidiaries

We have audited the accompanying consolidated baance sheets of HedthTronics, Inc. and

Subsidiaries as of December 31, 2000 and 1999, and the related consolidated statements of

income, shareholders equity, and cash flowsfor the yearsthen ended. Thesefinancia statements
arethe responsbility of the Company’ smanagement. Our respongbility isto expressan opinionon
these financid statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States. Those standards require that we plan and perform the audit to obtain reasonabl e assurance
about whether the financid Statements are free of materia misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financid
datements. Anaudit aso includes assessing the accounting principles used and Sgnificant esimates
made by management, aswell asevauaing the overdl financid satement presentation. Webdieve
that our audits provide a reasonable basis for our opinion.

Inour opinion, the financid statements referred to above present fairly, in al materia respects, the
consolidated financia position of HedthTronics, Inc. and Subsidiaries at December 31, 2000 and
1999, and the consolidated results of their operationsand their cash flowsfor the yearsthen ended
in conformity with accounting principles generdly accepted in the United States.

19 ERNST & YOUNG LLP

Atlanta, Georgia
February 3, 2001
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Assets

Current assets:
Cash and cash equivalents
Trade accounts receivable, less allowance for doubtful

HealthTronics, Inc. and Subsidiaries

Consolidated Balance Sheets

accounts of $701,134 and $129,237 at December 31,
2000 and 1999, respectively

Income taxes receivable

Inventory

Due from affiliated equity partnerships

Vendor deposits

Prepaid expenses

Deferred income taxes
Total current assets

Property and equipment, at cost:
Medical devicesplaced in service
Office equipment, furniture and fixtures

Vehicles and accessories

L ess accumul ated depreciation

Net property and equipment

Partnership investments
Goodwill (net of accumulated amortization of $586,793 and

$340,700 at December 31, 2000 and 1999, respectively)

Patent license (net of accumulated amortization of $54,990
and $44,993 at December 31, 2000 and 1999, respectively)

Other assets
Total assets

F2

December 31,
2000 1999
5,822,626 5,024,890
5,158,775 4,426,973
894,763 -
2,702,392 1,195,743
210,157 162,523
337,151 802,009
314,563 48,778
278,967 375,751
15,719,394 12,036,667
13,123,439 9,085,000
539,735 129,942
1,723,679 1,340,420
15,386,853 10,555,362
(4,742,163) (2,376,510)
10,644,690 8,178,852
473,757 318,150
3,422,490 2,905,540
45,010 55,007
127,477 40,465

$30,432,818

$23,534,681




Liabilities and shareholders’ equity
Current liabilities:

Trade accounts payable

Customer deposits

Income taxes payable

Warranty accrual

Other accrued expenses

Deferred profit on service contracts

Short-term borrowings

Current portion of long-term debt
Total current liabilities

Deferred income taxes

Deferred profit on medical device salesto related
parties

Long-term debt, less current portion

Minority interest

Other lighilities

Totd liabilities

Shareholders’ equity:

Common stock - no par value, voting:
Authorized - 30,000,000 shares at December 31,
2000 and 1999; Issued and outstanding -
10,971,585 and 10,716,271 shares at
December 31, 2000 and 1999, respectively

Retained earnings

Total liabilities and shareholders’ equity

See accompanying notes.

December 31,

2000 1999
1,235,435 1,131,142
760,779 903,352

- 141,652

287,716 513,305
841,025 1,099,751
25,417 90,155
596,114 -
1,521,164 1,287,054
5,267,650 5,166,411
664,193 12,977
251,867 244,194
1,967,859 1,759,126
3,945,355 2,224,087
151,627 -
12,248,551 9,406,795
13,744,704 12,309,181
4,439,563 1,818,705
18,184,267 14,127,886
$30,432,818 $23,534,681
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HealthTronics, Inc. and Subsidiaries

Consolidated Statements of Income

Net revenue

Cost of goods sold, rentals and services provided

Salaries, wages and benefits
General and administrative expenses

Equity in earnings of unconsolidated partnerships
Partnership distributions
Gain on sale of investment interest
Interest expense
Interest income
Income before minority
interest and income taxes
Minority interest
Income before income taxes
Provision for income taxes
Net income
Basic and diluted income per
common share;
Basic
Diluted
Weighted average common shares outstanding:
Basic
Diluted

See accompanying notes.

Year ended December 31,

2000

1999

$33,846,015

$24,414,179

14,174,272 10,213,821
19,671,743 14,200,358
3,113,784 2,367,836
6,187,463 4,125,073
10,370,496 7,707,449
164,516 117,711
387,997 147,252
739,851 151,637

(378,523) (315,694)
235,355 54,546
11,519,692 7,862,901

(7,038,613) (5,076,045)
4,481,079 2,786,856
1,860,221 1,189,638
$ 2,620,858 $ 1,597,218
$ 0.24 $ 0.16
$ 0.24 $ 0.16
10,826,228 10,036,851
11,098,480 10,238,379
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HealthTronics, Inc. and Subsidiaries

Consolidated Statements of Shareholders Equity

Balance at January 1, 1999
Common stock issued viainitial public
offering, net of issuance costs of
$1,211,611
Common stock issued on exercise of
stock options
Common stock issued to consultants
Net income
Balance at December 31, 1999
Common stock issued on exercise of
stock options
Common stock issued to consultants
Net income

Balance at December 31, 2000

See accompanying notes.

Common Stock Total
Number of Retained Shareholders’
Shares Amount Earnings Equity
9,665,342 $7,403,226 $ 221,487 $7,624,713
1,000,000 4,788,389 - 4,788,389
50,000 115,671 - 115,671
929 1,895 - 1,895
- - 1,597,218 1,597,218
10,716,271 12,309,181 1,818,705 14,127,886
252,634 1,396,625 - 1,396,625
2,680 38,898 - 38,898
- - 2,620,858 2,620,858
10,971,585 $13,744,704 $4,439,563 $18,184,267
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HealthTronics, Inc. and Subsidiaries

Consolidated Statements of Cash Flows

Operating activities
Net income
Adjustments to reconcile net income to cash
provided by operating activities:
Depreciation and amortization
Provision for doubtful accounts
Deferred income taxes
Deferred profit on medical device salesto
related parties
Deferred profit on service contracts
Equity in earnings of unconsolidated
partnerships, net of dividends
Minority interest in subsidiaries, net of
distributions to minority interests
Changes in operating assets and liabilities, net
of businesses acquired:
Trade accounts receivable
Income tax receivable
Inventory
Due from affiliated equity partnerships
Vendor deposits
Prepaid expenses
Trade accounts payable
Customer deposits
Income taxes payable
Warranty accrual
Other accrued expenses
Other liabilities
Net cash provided by operating activities

Year ended December 31,

2000 1999
$2,620,858 $1,597,218
2,621,743 1,783,166
571,897 108,846
748,000 188,198
7,673 244,194
(64,738) 74,155
(46,805) (117,711)
1,721,268 754,409
(1,303,699) (1,739,468)
(894,763) -
(1,506,649) (16,445)
(47,634) (36,421)
464,858 (802,009)
(265,785) 207,575
104,293 475,302
(142,573) 903,352
(141,652) 141,652
(225,589) 217,476
(258,726) 681,362
151,627 -
4,113,604 4,664,851
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HealthTronics, Inc. and Subsidiaries

Consolidated Statements of Cash Flows (continued)

Investing activities

Purchases of property and equipment, net of
businesses acquired

Acquisition of partnership interest

Partnership distributions

Acquisition of businesses, net of cash acquired

Other assets

Net cash used in investing activities

Financing activities

Proceeds from issuance of common stock
Proceeds from issuance of long-term debt
Principal payments on long-term debt
Proceeds from short-term borrowings
Principal payments on short-term borrowings
Net cash provided by financing activities

Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year

Supplemental disclosures of cash flow information
Cash paid for interest

Cash paid for income taxes

See accompanying notes.

Year ended December 31,

2000 1999
(4,744,534) (4,800,988)
(167,622) (34,500)
58,820 75,909
(850,000) _
(87,012) 338
(5,790,348) (4,759,241)
1,435,523 4,905,955
2,138,751 1,292,165
(1,695,908) (1,831,809)
8,106,128 4,828,401
(7,510,014) (4,876,995)
2,474,480 4,317,717
797,736 4,223,327
5,024,890 801,563

$ 5,822,626 5,024,890

$ 378,523 315,545

$ 1,116,750 887,455
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HealthTronics, Inc. and Subsidiaries
Notes to Consolidated Financial Statements

December 31, 2000

1. Description of the Business and Basis of Presentation

HedthTronics, Inc. (the “Company”) was incorporated in the State of Georgiain 1995. The
Company was founded for the purpose of obtaining approva (Pre-Market Approva - “PMA”)
from the Food & Drug Adminigtration (*FDA”) for certain products manufactured by HMT High
Medica Technologies AG (“HMT"), a Swiss corporation, in particular, certain medica devices
utilizing shock wavetherapies, known asthe LithoTron and the OssaTron. Both productsarebeing
used outside the United States and Canada. During 1997, the Company received FDA approval
to market the LithoTron. On October 12, 2000, the Company received FDA approval to begin
marketing the OssaTron for treatment of plantar fasciitis. The Company is currently establishing
additiona test stes for Ossalron FDA clinicd trids for additiona applications.

In 1996, HMT granted to the Company the right to purchase the manufacturing rights to the
LithoTron and OssaTron medica devices. The Company aso operates under the terms of a
digtribution agreement with HMT that grantsthe Company the exclusiveright to make, use, sdl and
lease the LithoTron and OssaTron and related partsin the United States, Canada and Mexico.

With each FDA approvd, it isthe Company’sintent to generate revenues from three sources: 1)
saes of medicd devicesincluding reated accessories; 2) recurring revenuesfrom leasing, licensing
fees, sdes of consumable products and maintenance of equipment; and 3) investment income
generated from partnerships and joint ventures with physicians, dedlerships and hospitals that
purchase equipment from the Company, as well as management fees from such entities.

Effective April 1, 1997, the Company entered into an Entity Interest Agreement with U.S.
Lithotripsy, LP (“USL"), aTexas limited partnership, and with Litho Management, Inc. (“LMI”).
The Entity Interest Agreement granted the Company a 40% ownership interest (0.4% generd
partnership ownership interest and 39.6% limited partnership ownership interest) in USL in return
for the issuance of 200,000 shares of the Company’s common stock. The Entity Interest
Agreement dso granted LMI a0.6% generd partnership ownershipinterestin USL (theremaining
59.4% limited partnership interest in USL is owned by independent shareholders).

The April 1, 1997 Entity Interest Agreement condtituted the formation of USL as a limited

partnership entity. Subsequent to April 1, 1997, USL made a number of investments as the sole

generd partner in severa separate partnerships with equity interests ranging from 10%
HeathTronics, Inc. and Subsidiaries
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Notes to Consolidated Financial Statements (continued)

1. Description of the Business and Basis of Presentation (continued)

to 99% (the “second tier partnerships’), formed for the purpose of purchasing, owning and
operating certain medical devices utilizing shock wavetherapies. Asthe solegenerd partner, USL
consolidates the second tier partnerships. Prior to May 1, 1998, the Company used the equity
method of accounting for ther investment in USL, as the Company was not the mgority generd

partner.

On May 1, 1998, the Company purchased 100% of the outstanding stock of LMI in exchangefor
700,000 shares of the Company’s common stock.

The accompanying consolidated financid statementsinclude the accounts of each of the Company’s
subsdiaries.  All sgnificant intercompany accounts and transactions have been diminated in
consolidation. See Note 5 for discusson of minority interests.

2. Summary of Significant Accounting Policies

Cash Equivalents

The Company congdersdl highly liquid investments with amaturity of three months or lesswhen
purchased to be cash equivaents.

Reclassifications
Certain prior year balances have been reclassfied to conform to the 2000 presentation.
Revenue Recognition and Allowance for Doubtful Accounts

For sdes of medica devices to unaffiliated entities, revenue is recognized upon ariva at the
destination; for miscellaneous sales of consumables, revenue is recognized at the time of shipment

by the Company.

During 1999 and 2000, the Company sold medica devices to certain limited partnerships and
limited liability corporations in which the Company has a minority interest and has guaranteed a
portion of the long-term obligationsrelated to the purchase of the medical devices. The Company
has accounted for these minority interests using the equity or cost
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HealthTronics, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)

basis methods of accounting (depending upon the Company’s ability to exercise Sgnificant
influence over the operating and financia policiesof the investment partnership) and deferred apro-
rataportion of the profit, $7,673 and $244,194 on sales of themedical devicesto these entitiesfor
the years ended December 31, 2000 and 1999, respectively.

The Company recognizes a gain or loss on the sde of previoudy unissued partnership interests
when the sde is to investors outside the consolidated group.

Net revenue dso includes rental fees for the LithoTron and other medica devicesin the clinicdl
sting. Revenue is generated primarily from renta contracts with various medicd facilities; the
Company does not contract directly with any third party payorsincluding governmenta programs
or hedth maintenance organizations. Net revenue under these facility agreementsiis recorded a
established hilling rates reduced by an alowance for contractud adjustments. Contractua
adjustments arise due to the terms of certain facility agreements which reduce revenue from
edablished hilling rates to amounts esimated to be rembursable under the individud facility
agreement. Such adjustments are recognized in the period the services arerendered. Differences
in estimates recorded and final settlements are reported during the period find settlements are
made.

An dlowance for doubtful accountsis established for revenue estimated to be uncollectible and is
adjusted periodicaly based upon management’s evauation of current economic conditions,
historical collection experience, and other relevant factors which, in the opinion of management,
deserve recognition in estimating such alowance.

Inventory

Inventory iscarried a thelower of cost (firg-in, firs-out) or market and conssts of medica devices
and consumables.

Partnership Investments

During 2000 and 1999, the Company made anumber of investmentsin variousgenerd and limited
partnerships. The mgority of these investments are consolidated (see Note 5) based upon the
Company’ sability to exercise control. Theremaining investmentstotaling $473,757 and $318,150
at December 31, 2000 and 1999, respectively, were recorded using the cost or equity method of
accounting, depending upon the Company’s ability to exercise sgnificant influence over the
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operating and financia policies of the investment partnership.
HealthTronics, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)
Patent License

Theorigind cost of the patent licenseis being amortized on agtraight-line basisover aperiod of ten
years, which gpproximates the life of the patent.

Property and Equipment

Property and equipment is stated at cost. Depreciation is computed based on the straight-line
method over the three to five-year estimated useful lives of the related equipment.

Warranty Accrual

The Company accrues service and partswarranty expense on the sale of each medical device sold
with awarranty.

Income Taxes

The Company accounts for income taxes in accordance with Statement of Financial Accounting
Standards No. 109, Accounting for Income Taxes. Under thismethod, deferred tax assetsand
ligbilities are determined based on differences between the financia reporting and tax bases of
assetsand liabilities and are measured using the enacted tax rates and lawsthat are expected to be
in effect when the differences are expected to be recovered or settled.

Stock Based Compensation

The Company haseected to follow Accounting Principles Board Opinion No. 25, Accounting for
Stock Issued to Employees, and rdlated | nterpretationsin accounting for employee stock options
and adopted the disclosure-only provisons of Statement of Financia Accounting Standards No.
123, Accounting for Stock Based Compensation (“FAS 123") for option grantsto employees.
The Company generdly grants stock options for a fixed number of shares to employees with an
exercise price equd to thefair value of the shares at the dateof grant, and, accordingly, recognizes
no compensation expense for the employee stock option grants.

Use of Estimates
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The preparation of financia statementsin conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect the amounts
HealthTronics, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)

reported in thefinancia statementsand accompanying notes. Actud resultscould differ fromthose
estimates.

Concentrations of Credit Risk

The Company sls its products primarily in the United States, Canada and Mexico. Credit is
extended based on an eva uation of the customer’ sfinancia condition and collatera isgenerdly not
required.

Fair Value of Financial Instruments

The Company’ sfinancid instrumentsare comprised principally of cash and cash equivaents, trade
accounts receivable, vendor depodts, anounts due from affiliated partnerships, trade accounts
payable, customer deposits, short-term borrowings and long-term debt. The carrying amounts of
these financid ingruments gpproximate their fair vaues.

Long-Lived Assets

Goodwill representsthe excess of cost over the market value of net tangible assetsand identifiable
intangible assats acquired and is amortized usng the sraight-line method over fifteen years. The
Company periodicaly evauates the recoverability of non-current tangible and intangible assets.

Basic and Diluted Income Per Common Share

The Company’s per share amounts for al periods have been presented in accordance with the
provisonsof Statement of Financid Accounting Standards No. 128, Earnings per Share (* SFAS
No. 128"). Basic and diluted income per share is computed based on the weighted average
number of common sharesoutstanding. Common share equivaents (which may consist of options,
warrants and convertible debentures) are excluded from the computation

of diluted income per share if the effect would be antidilutive.

Recently Issued Accounting Standards
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In June 1998, the Financia Accounting Standards Board i ssued Statement of Financia Accounting
Standards No. 133, Accounting for Derivative Instruments and Hedging Activities (“ SFAS
133"). SFAS 133 establishesanew mode for accounting for derivativesand hedging activitiesand
supersedes severa existing sandards. SFAS 133, as amended by

HealthTronics, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)

Statement of Financia Accounting StandardsNo. 137, Accounting for Derivative Instruments
and Hedging Activities — Deferral of the Effective Date of SFAS 133, and Statement of
Financia Accounting Standards No. 138, Accounting for Certain Derivative Instruments and
Certain Hedging Activities an Amendment of SFAS 133, is€effectivefor dl fiscd quarters of
fiscal years beginning after June 15, 2000. The adoption of SFAS 133 effective January 1, 2001
did not have a materid impact on the Company’ sfinancid statements.

In December 1999, the SEC daff issued Staff Accounting Bulletin SAB 101, Revenue
Recognition in Financial Statements (“SAB 101"). SAB 101 explains how the SEC dtaff

applies by anadlogy the exigting rules on revenue recognition to other transactions not specificaly
covered by such rules. In March 2000, the SEC issued SAB 101A that delayed the origind

effective date of SAB 101 until the second quarter of 2000 for calendar year companies. In June
2000, the SEC issued SAB 101B that further delayed the effective date of SAB 101 until no later
than the fourth fisca quarter of fisca years beginning after December 15, 1999. The adoption of
SAB 101 did not have amateria impact on the Company’s financid statements.

3. Inventory

Inventory consists of the following a December 31

2000 1999
Medical devices $2,466,191 $1,110,163
Consumables 236,201 85,580
$2,702,392 $1,195,743

4. Business Acquisition and Disposition

On January 24, 2000, the Company completed the acquisition of the assets of Hedlth Horizons
(E.SW.L.), L.P. for $850,000 in cash and the assumption of certain liabilities, including a lease,
accounts payable and obligations under regulatory permits. The assets purchased included a
lithotripter and related medica equipment, other furniture, equipment, patient records and other
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related assetsused in New Jersey Kidney Stone Treatment Center. The Company pre-negotiated
to sl itsinterest in the assets purchased to alimited liability company, which will be managed by
the Company and of which the Company owns 15%.

HealthTronics, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

4. Business Acquisition and Disposition (continued)

The sde of the assets from Hedlth Horizons (E.SW.L.), L.P. to the newly established limited
liability company was consummated on June 1, 2000. The remaining memberswill beindependent
of the Company. The Company isthe sole genera partner and has the ability to exercise control
over the operating and financid policies of the new limited liability company and therefore, the
Company has consolidated thefinanciad podition and resultsof operationsof the new limited ligbility
compary.

HealthTronics, Inc. and Subsidiaries
Pro Forma Combined Condensed Statements of Income
FOR THE YEAR ENDED DECEMBER 31, 2000

(UNAUDITED)
HISTORICAL
HEALTH
HEALTHTRONICS, HORIZONS PRO FORMA PRO FORMA
INC. (ESW.L),L.P. ADJUSTMENTS COMBINED
Net revenues $ 33846,015 $ 235272 $ 0 $34,081,287
Net income beforeincome
taxes 4,481,079 78,318 (4,185) 4,555,212
Net income 2,620,858 78318 (36,436) 2,662,740
Basic income per common
share 024 025
Diluted income per
common share 024 024
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HealthTronics, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

5. Partnership Investments

As discussed in Note 1, as a result of the Company’s May 1, 1998 acquisition of LMI, the
Company maintains a40.6% interest in USL (1.0% generad partnership ownership interest and a
39.6% limited partnership ownership interest) and is the sole generd partner of USL. USL dso
maintains the sole generd partnership interest in several second tier partnerships. Based upon the
Company’s ability to exercise cortrol over the operating and financid policies of USL and the
second tier partnerships through its acquisition of LM, the Company

has consolidated thefinancia position and results of operationsof theindividud partnershipsfor the
years ended December 31, 2000 and 1999.

The Company maintains invesments in certain other limited partnerships and limited ligbility
corporationsin which the Company hasaminority interest asalimited partner. The Company has
accounted for these minority interests using the equity or cost bassmethod of accounting depending
upon the Company’ s ability to exercise sgnificant influence over the operating and financia policies
of the investment partnership.

During 2000 and 1999, the Company sold a portion of the partnership interests of certain limited
liability corporations and recognized gains of $739,851 and $151,637, respectively, representing
the excess of the sdes price over the Company’ s investment basis in the partnerships.

6. Related Party Transactions

During the years ended December 31, 2000 and 1999, the Company recorded sales of medical

devices to certain partnerships accounted for on the cost or equity basis of accounting. The
partnerships obtained third party financing, payable generdly over fiveyearsor less, to satisfy their
obligationsto the Company under these sdes. The Company, asaminority partner, has guaranteed
its proportionate interest in the related partnership debt

based upon the Company’ s ownership percentagein the partnership. Asaresult, the Company has
deferred approximately $251,867 and $244,194 of gross profit rel ated to these sdlesfor theyears
ended December 31, 2000 and 1999, respectively.

Severd of the Company’s mgor shareholders are aso the officers of the Company’s supplier,
HMT. Other shareholders of the Company are adso limited partnersin USL and the second tier

partnerships.

Severd of the Company’s shareholders are employees of a company that contracted with the
Company to provideingallation and warranty service, through September 30, 1999. Paymentsto
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this company were $343,000 for 1999.
HealthTronics, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

6. Related Party Transactions (continued)

Trade accounts payable due to the Company’ ssupplier, HMT, totaled $220,000 and $617,500 as
of December 31, 2000 and 1999, respectively. During 2000 and 1999, the Company made
paymentstotaling $9,762,153 and $8,509,000, respectively, to HMT for medical devices, related
parts and consumables purchases.

7. Short-Term Borrowings

The Company maintains a line of credit with availability of $4,403,886 at December 31, 2000.
Thislineof credit matures April 30, 2001. The Company had an outstanding balance of $596,114
under thisline as of December 31, 2000.

Thelineof credit with a Tennessee bank contains variousfinancia and non-financid covenants that

must be met by the Company (excluding USL and the second tier partnerships). The Company
was in compliance with such covenants at December 31, 2000 and 1999.
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HealthTronics, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

8. Long-Term Debt

Long-term debt conssts of the following at December 31

Equipment note payable, varidble interest rate (9.0% at December
31, 2000), principd and interest due in monthly ingtalments of
$16,000 through March 2001, secured by the equipment under
loan, and through guarantees from the genera partner and
persond guarantees from certain limited partners

Equipment note payable, variable interest rate (8.25% at
December 31, 2000), principa and interest due in monthly
ingtallments of $9,287 through November 1999; renewed in
September 1999, principal and interest due in monthly
ingtallments of $9,286 through March 2002, secured by the
equipment under loan, and through guarantees from the generd
partner and persond guarantees from certain limited partners

Equipment note payable, varidble interest rate (9.5% at December
31, 2000), principd and interest due in monthly ingtalments of
$16,250 through May 2001, secured by the equipment under
loan, and through guarantees from the genera partner and
persona guarantees from certain limited partners and the

Company

Equipment note payable, interest at 12%, principa and interest due
in monthly ingtalments of $14,200 through March, 2004,
secured by the equipment under loan, and through guarantees
from the generd partner and persona guarantees from certain
limited partners

Equipment note payable, variable interest rate (8.25% at
December 31, 2000), principd due in monthly ingtalments of
$13,215 through October 2002, secured by the equipment
under loan, and through guarantees from the generd partner and
personal guarantees from certain limited partners and the

Company
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$ 39,669 $ 215,669
122,188 217,390
71,166 266,166
426,296 544,407
316,696 429,357



Equipment note payable, variable interest rate (9.0% at December

31, 2000), principa and interest due in monthly ingtalments of

$13,524 through July 2002, secured by the equipment under

loan, and through guarantees from the generd partner and

persond guarantees from certain limited partners and the

Company 283,984
Note payable to bank, interest at 8.25%, principal and interest due

in monthly ingtalments of $14,025 through November, 2002,

secured by the equipment under loan 310,332
Equipment note payable, interest at 9.5%, principa and interest

due in monthly instalments of $15,409 through November 2003,

secured by the equipment under loan 468,574
Equipment note payable, variable interest rate (10.0% at

December 31, 2000), principd due in monthly installments of

$13,125 through October 2002, secured by the equipment

under loan 280,876
Equipment note payable, interest at 8.75%, principa and interest

due in monthly ingtalments of $12,502 through April 2004,

secured by the equipment under loan 431,673
Equipment note payable, interest at 8.5%, principa and interest

due in monthly installments of $12,685 through March 2004,

secured by the equipment under loan 419,067
Term loan, interest at 8.35%, principa and interest payments of

$15,975 due monthly through September, 2001, secured by

personad guarantees of certain minority shareholders; term loan

was retired early -
Other 318,502

446,273

446,391

309,617
170,410

3,489,023
Less current portion 1,521,164

3,046,180
1,287,054

$1,967,859

$1,759,126

Future maturities of long-term debt at December 31, 2000 are as follows:

Fiscd Year
2001 $ 1,521,164
2002 1,200,081
2003 653,109
2004 95,158
2005 19,511

$ 3,489,023
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HealthTronics, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

9. Income Taxes

A reconciliation of the provision for incometaxesto thefederal statutory rate of 34% for 2000 and
1999is:

2000 1999
Statutory federal income tax expense $3.910.301 $2.673.386
State income taxes, net of federal benefit 455.435 311.371
Other 159,203 131.747
Minority interest (2.664.718) (1.926.866)

$1.860.221 $ 1.189.638

Income tax expense conssts of the following:

2000 1999
Current federal $ 945,388 $ 824,899
Current state 166.833 176.541
Total current 1,112,221 1,001,440
Deferred federal 635.800 155.021
Deferred state 112.200 33.177
Total deferred 748,000 188,198
Total tax expense 1,860,221 1,189,638

Significant components of the Company’ sdeferred tax assetsand ligbilitiesas of December 31 are
asfollows

2000 1999
Deferred tax assets:
Deferred revenue $262,254 $360,411
Accrued liabilities and other 177,771 229,326
Warranty reserve 109,217 153,218
549,242 742,955
Deferred tax lighilities:
Property and equipment (511,573) (324,547)
Net partnership income (418,796) (52,005)
Other (4,099) (3,629)
(934.468) (380.181)
Net deferred tax asset (liability) $(385.226) $362.774
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HealthTronics, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

10. Employee Benefit Plan

The Company sponsors a defined contribution 401(k) plan for al eigible employees. The plan
provides for a deferrd of up to 15% of the employee' s quaifying compensation under Section
401(k) of the Internd Revenue Code. The Company provides a discretionary match up to a
maximum of 6% of employee compensation. The Company recognized $150,089 and $69,185in
expense related to the 401(k) plan in 2000 and 1999, respectively.

11. Earnings Per Share

HedthTronics per share amounts for all periods have been presented in accordance with the
provisons of SFAS No. 128. Basic and diluted income per share are computed based on the
welighted average number of common shares outstanding. Common share equivaents (which
congs of options) are excluded from the computation of diluted income per share if the effect
would be dilutive.

The following table sets forth the computation of earnings per share:

Y ear Ended December 31,
2000 1999

Numerator: Net income $ 2620,858 $ 1597218

Effect of dilutive securities:
Weighted average shares
Outstanding 10,826,228 10,036,851
Stock options 272,252 201,528
Denominator for diluted

earnings per share 11,098,480 10,238,379

Basic earnings per share 0.24 0.16

Diluted earnings per share 0.24 0.16

12. Shareholders’ Equity

On August 30, 1999, the Company completed an initia public offering and issued 1,000,000
shares with proceeds totaling $4,788,389, net of issuance costs of $1,211,611.

During the yearsended December 31, 2000 and 1999, the Company issued 2,680 and 929 shares,
respectively, to consultants for servicesrendered. The per share prices at time of issuance ranged
from $5.00 per share to $21.00 per share in 2000 and from $7.25 per share to $8.31 in 1999.
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The Company recognized expenses of $38,898 and $1,895 on issuance of shares for consulting
services during the years ended December 31, 2000 and 1999,
HealthTronics, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

12. Shareholders’ Equity (continued)
respectively.

13. Stock Options

Under the HedlthTronics, Inc. Stock Option Plan, 1,800,000 and 800,000 optionsto purchasethe
Company’ scommon stock have been approved as of December 31, 2000 and 1999, respectively.

Stock warrants for 100,000 shares of common stock with an exercise price of $9.90 per share of
common stock were issued to the placement agent for services rendered during the Company’s
initid public offering. The warrants are exercisable as of May 2000 and have an estimated life of
fiveyears

A summary of stock option activity under the HealthTronics, Inc. Stock Option Plan follows

Weighted
Shares Price Range Average Price
Outstanding at January 1, 1999 451,500 $1.00 - 6.00 $ 176
Granted 205,506 6.00 — 8.50 5.07
Exercised 50,000 1.00 1.00
Outstanding at December 31, 1999 607,006 $1.00-8.50 $ 452
Granted 380,250 6.50 — 15.44 11.84
Exercised (252,134) 1.00 — 6.00 1.46
Canceled (51,500) 6.00 — 14.875 9.74
Outstanding at December 31, 2000 683,622 $1.00-15.44 $ 8.69

The following table summarizesinformation concerning outstanding and exercisable options under
the HedthTronics, Inc. Stock Option Plan.

Weighted Weighted Weighted

Average Average Average

Number Remaining Exercise Number Exercise
Exercise Price Outstanding Contractua Life Price Exercisable Price
1.00 - 3.00 119,700 3.99 2.74 119,700 2.74
6.00 — 6.50 51,172 8.47 6.02 32,002 6.07
7.25-10.50 285,500 7.34 9.81 260,000 9.77
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11.50-15.44 227,250 9.45 12.16 10,250 12.06
683,622 421,952

HealthTronics, Inc. and Subsidiaries

Notes to Consolidated Financia Statements (continued)

13. Stock Options (continued)

For the Company, pro formainformation regarding net income is required by FAS 123 and has
been determined asif the Company had accounted for its employee stock options granted under
thefair vdue method of thet Statement. Thefair vauefor these optionswas estimated at the date of
grant usng the Black-Scholes option pricing modd with the following weighted-average
assumptions for 2000 and 1999: risk-free interest rate of 6.06% and 6.69%, expected life of the
option of three to ten years, and no dividend yield. The weighted-average fair vaue of options
granted under the HealthTronics, Inc. Stock Option Plan was $9.01 and $5.11 for 2000 and 1999.

Had the employee option grants been accounted for under thefair value method of FAS 123, net
incomewould be $1,472,946 and $1,567,175 for the years ended December 31, 2000 and 1999,

respectively.

The pro formadisclosures above are not likely to be representative of the effects on net incomein
future years.

14. Operating Leases

The Company leases office/warehouse space at a monthly rental of $17,800 (straight-line) that
expiresin March 2007. Therentd paymentsbegan at $8,500 in April 2000 and graduate over the
life of the lease. Rental expense for 2000 and 1999 was $140,575 and $80,716, respectively.

Aggregate future minimum |ease payments under operating |ease agreementsfor termsgregter than
one year as of December 31, 2000 are asfollows:

Fiscd Year
2001 $ 209,727
2002 227,142
2003 229,685
2004 231,048
2005 and thereafter 528,393

$1,425,995

15. Commitments and Contingencies
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In connection with the origina distributorship agreements between the Company and HMT, the
Company committed to purchase ten OssaTron orthopaedic shock wave and twelve LithoTron
lithotripter units per year over the life of the agreement. Aggregate  funding
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HeadthTronics, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

15. Commitments and Contingencies (continued)

needed for this commitment is gpproximately $7,000,000 per year based upon current market
prices.

Physcians and technicians who use the Company’ s products are subject to the risk of ligbility and
mal practiceclaims. Those claimscould also namethe Company, based on atheory of mdpractice
or clam liability. Although the Company has not experienced any ma practice or product liability
clams, an award for such damages could exceed the limits of its applicable insurance coverage.
Successful liability daims asserted against the Company, to the extent not covered by insurance,
could affect the Company’s ability to operate profitably. While management bdieves the
Company’ s current level of insurance is adequate, there can be no assurance of this.

16. Subsequent Events

The Company hastentatively settled alawsuit which would require the Company to pay atorney’s
fees related to the suit and would cause a reduction of revenue of either $450 or $300 per
trestment for the first 1,200 trestments at certain facilities. No amounts have been accrued in the
accompanying financid statementsfor this settlement asthe actua number of trestmentsthat will be
performed and timing of such trestments are not determinable at thistime.
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Item 8: Changes in and Disagreements with Accountants on Accounting and Financid

Disclosure.
Not applicable.
Part 111
Item 9: Directors, Executive Officers, Promoters and Control Persons, Compliance with
Section 16(a) of the Exchange Act.

Information about the directors of the Company is in "Election of Directors - Information
Concerning the Nominees and the Incumbent Directors' of the Company's 2001 Proxy Statement
and is incorporated into this report by reference. Information about the executive officers of the
Company isin "Executive Officersof the Company" of the Company's 2001 Proxy Statement and
isincorporated into this report by reference. Information about compliance with Section 16(a) of
the Exchange Act of 1934, as amended, by the Company's executive officers and directors,
persons owning more than 10% of the Company's common stock, and their ffiliates who are
required to comply with such reporting requirements, isin "Election of Directors - Section 16(a)
Beneficid Ownership Reporting Compliance” of the Company's 2001 Proxy Statemernt, and is
incorporated into this report by reference.

Item 10: Executive Compensation:

Information about director compensation isin "Election of Directors- Compensation of Directors’
of the Company's 2001 Proxy Statement, and information about executive compensation isin
"Executive Compensation” in the Company's 2001 Proxy Statement, al of which isincorporated
into this report by reference.

Item 11: Security Ownership of Certain Beneficid Owners and Management.
Information about ownership of the Company's common stock by certain personsisin "Generd
Information about Voting - Principa Shareholders' and "Election of Directors- Security Ownership
of Directors and Officers’ of the Company's 2001 Proxy Statement, dl of which isincorporated
into this report by reference.

Item 12 Certain Relationships and Related Transactions.

Information about certain transactionsisin "Certain Relaionships and Related

Transactions' of the Company's 2001 Proxy Statement, dl of whichisincorporated into thisreport
by reference.

F-25



Item 13: Exhibits, List and Reports on Form 8-K.

(a) Exhibits

EXHIBIT NO.

32

9.1

10.1

10.2

10.3

10.3(a)

10.3 (b)

DESCRIPTION

Amended Articles of Incorporation of HedlthTronics, Inc., incorporated
by reference to Exhibit 3.6 to the Company’ s Registration Statement on
Form SB-2 (Reg. No. 333-66977)

Restated Bylaws of HedthTronics, Inc., incorporated by reference to
Exhibit 3.2 to the Company’ s Registration Statement on Form SB-2 (Reg.
No. 333-66977)

HMT Group Stock Voting Agreement, incorporated by reference to
Exhibit 9.2 to the Company’ s Registration Statement on Form SB-2 (Reg.
No. 333-66977)

Entity Interet Agreement between HedthTronics, Inc. and USL,
incorporated by reference to Exhibit 10.2 to the Company’ sRegidtration
Statement on Form SB-2 (Reg. No. 333-66977)

Didributorship Agreement between HedthTronics, Inc. and USL and
amendments thereto, incorporated by reference to Exhibit 10.3 to the
Company’ s Regigtration Statement on Form SB-2 (Reg. No. 333-66977)

Patent License Agreement dated June 3, 1995 between OssaTronics, Inc.
and HMT High Medicd Technologies GmbH dong with amendments
thereto, incorporated by reference to Exhibit 10.4 to the Company’s
Regidration Statement on Form SB-2 (Reg. No. 333-66977)

Petent Purchase Agreement between VISSH V oennomedicinsky Indtitute
and HMT, incorporated by reference to Exhibit 104 () to the
Company’ s Regigtration Statement on Form SB-2 (Reg. No. 333-66977)

U.S. Patent Number 4,979,501 for a method and an apparatus for
medica treatment of the pathologica State of bones, incorporated by
referenceto Exhibit 10.4 (b) to the Company’ s Registration Statement on
Form SB-2 (Reg. No. 333-66977)
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103 ()

10.3 (d)

103 (e)

10.4

10.5

10.6

10.7

10.8

10.9

211

231

Provisond Patent Application for the use of acoustic shock wavesin the
treatment of medica, dentd and veterinary conditions, incorporated by
referenceto Exhibit 10.4 (c) to the Company’ s Registration Statement on
Form SB-2 (Reg. No. 333-66977)

U.S. Patent Number 5,595,178 for a system and an apparatus for
treatment of degenerative bone, incorporated by referenceto Exhibit 10.4
(d) to the Company’s Registration Statement on Form SB-2 (Reg. No.
333-66977)

Second Amendment to Patent License Agreement, incorporated by
referenceto Exhibit 10.4 () to the Company’ s Registration Statement on
Form SB-2 (Reg. No. 333-66977)

Didtributorship and Manufacturing Agreements between HedthTronicsand
HMT for both the OssaTron(R) (11/22/94) and the LithoTron(R)
(1/24/96) and amendmentsto both agreements dated March 1, 1996 and
August 7, 1996, incorporated by reference to Exhibit 10.5 to the
Company’ s Regigtration Statement on Form SB-2 (Reg. No. 333-66977)

HedthTronics 401(k) plan, incorporated by referenceto Exhibit 10.6 to
the Company’s Regidration Statement on Form SB-2 (Reg. No. 333-
66977)

Agreement dated February 15, 1995 between OssaTronics, Inc., John
Warlick, Argil Whedock, MD, Karl-Heinz Restle and Scott A. Cochran,
incorporated by referenceto Exhibit 10.7 to the Company’ s Regigtration
Statement on Form SB-2 (Reg. No. 333-66977)

Manufacturing Agreement dated June 20, 1996 between HedlthTronics
and HMT, incorporated by referenceto Exhibit 10.8 of Form SB-2 (Reg.
No. 333-66977)

Employment Agreement with Ms. Beck, incorporated by reference to
Exhibit 10.11 of Form SB-2 (Reg. No. 333-66977)

Employment Agreement with Ms. Marlow, incorporated by reference to
Exhibit 10.13 of Form SB-2 (Reg. No. 333-66977)

Subsdiaries

Consent of Independent Auditors
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9.1

99.2

L etter from FDA dated 7/21/97 approving the PMA for the LithoTron(R)
Lithotripsy System, subject to certain conditions, incorporated by
reference to Exhibit 99.1 of Form SB-2 (Reg. No. 333-66977)

Letter from FDA dated 10/12/00 approving the PMA for the

OssaTlron(R) Orthopaedic Extracorporeal Shock Wave System, subject
to certain conditions
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(b) Reports on Form 8-K.
There were no reports on Form 8-K filed with the Commission during the quarter ended
December 31, 2000.
Signatures
Pursuant to the requirements of Section 13 or 15(d) of Securities Exchange Act of 1934, the
Registrant has duly caused this Report to be Sgned onits behaf by the undersigned, thereunto duly

authorized.

HEALTHTRONICS, INC.

By: /9 Argil J. Whedlock

Argil J Whedock
Chief Executive Officer

Dated: March 26, 2001
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Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed
below by thefallowing personson behaf of the Registrant and in the capacitiesindicated on March

26, 2001.
SIGNATURE

19 Argil J. Whedlock

Argil J. Whedock

IS Roy S. Brown

Roy S. Brown

1) VictoriaW. Beck

VictoriaW. Beck

/9 Scott Cochran

Scott Cochran

/9 James R. Andrews

James R. Andrews

/9 Jon Burke

Jon Burke

/9 Russ M addox

Russ M addox

John House

John House
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Chairman of the Board,
Chief Executive Officer
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(Principa Executive Officer)
President,

Chief Operating Officer
and Director

Chief Financid Officer
(Principd Financid and
Accounting Officer)

Secretary/Treasurer
and Director

Director

Director

Director

Director



EXHIBIT 21.1

HEALTHTRONICS, INC.
SCHEDULE OF SUBSIDIARIES
(as of January 31, 2001)

Tenn-Ga Prostate Therapies, LLC TN Limited Liability Corporation
Progtate Therapiesof East Texas, LLC ~ TX Limited Liability Corporation

Litho Management, Inc. TX Corporation

HLE Corporation TX Corporation

U.S. Lithotripsy, L.P. TX Limited Partnership

Metro | Stone Management, Ltd. TX Limited Partnership

Missssppi Vdley | Stone Management, L.P. MO  Limited Partnership

East Texas | Stone Management, Ltd. TX Limited Partnership

Dallas Stone Management, L.P. TX Limited Partnership

S.C. Missouri Stone Management, L.P. MO Limited Partnership

Tulsa Stone Management, L.P. OK Limited Partnership

SE Colorado Lithotripsy, L.P. CO Limited Partnership

Missssppi Vdley Il Stone Management, L.P. MO Limited Partnership

Missouri Vdley Lithotripsy, L.P. MO Limited Partnership

North Central Texas Lithotripsy, L.P. TX Limited Partnership

White River Lithotripsy, LP CO Limited Partnership
Centra Texas Lithotripsy, LP TX Limited Partnership

Centra Dallas Lithotripsy, LP TX Limited Partnership
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Western Colorado Lithotripsy, LP
Oklahoma Lithotripsy, LP
Lithotripsy of East Texas, LP
N.C. Missouri Lithotripsy, LP
Rio Grande Lithotripsy, LP
Florida Lithology, Inc.

Florida Lithology, Ltd.

Wave Forms Lithotripsy, LLC
Big Country Lithotripsy, LP
RallaLithotripsy, LP

Metro I Stone Management, LP
Ozarks Lithotripsy, LP
OssaTlronics of Houston

New Jersey Kidney Stone, LLC

Tyler Stone Services, LP

HT Lithotripsy Management Company, LLC ~ GA

CO Limited Partnership

OK Limited Partnership
X Limited Partnership

MO Limited Partnership
X Limited Partnership

FL Corporation

FL Limited Partnership

WA Limited Liability Corporation
TX Limited Partnership
MO Limited Partnership
TX Limited Partnership

AR Limited Partnership
TX Limited Liability Corporation
NJ Limited Liability Corporation
TX Limited Partnership

Limited Liability Corporation

HT Orthotripsy Management Company, LLC ~ GA  Limited Liability Corporation

Orthotripsy Services of Anchorage, LP
Orthotripsy Services of Atlanta, LP
Orthotripsy Services of Audtin, LP
Orthotripsy Services of Bakersfidd, LP

Orthotripsy Services of Batimore, LP

AK Limited Partnership
GA Limited Partnership
TX Limited Partnership

CA Limited Partnership

MD Limited Partnership
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Orthotripsy Services of Chattanooga, LP
Orthotripsy Services of Chicago, LP

Orthotripsy Services of Cincinnati, LP OH

Orthotripsy Services of Eastern Tennessee, LP TN Limited Partnership

Orthotripsy Services of Memphis, LP
Orthotripsy Services of Houston, LP
Orthotripsy Services of Illinois, LP

Orthotripsy Services of Fayetteville, LP NC
Orthotripsy Services of Metroplex, LP TX
Orthotripsy Services of New Mexico, LP
Orthotripsy Services of New Orleans, LP
Orthotripsy Services of Ohio, LP

Orthotripsy Services of Oklahoma City, LP
Orthotripsy Services of Philadelphia, LP
Orthotripsy Services of Rochester, LP NY
Orthotripsy Services of San Antonio, LP
Orthotripsy Services of San Francisco, LP

Orthotripsy Services of Sedtle, LP

TN Limited Partnership
IL Limited Partnership

Limited Partnership
TN Limited Partnership
TX Limited Partnership
IL Limited Partnership

Limited Partnership

Limited Partnership

NM Limited Partnership
LA Limited Partnership
OH Limited Partnership
OK Limited Partnership
PA Limited Partnership

Limited Partnership

TX Limited Partnership
CA Limited Partnership
WA Limited Partnership

Orthotripsy Services of South Central Michigan, LP MI  Limited Partnership

Orthotripsy Services of Southeast Tennessee, L.P. TN Limited Partnership

Orthotripsy Services of Southern Idaho, LP

Ossalron Services of Sioux Fdls, LP ID
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Ossalron Services of TampaBay, LP FL
Ossalron Services of the Ozarks, LP
OssaTlron Services of Colorado, LP

Ossalron Services of the Southeast |, LP

OssaTronicsof LosAngeles LLC
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EXHIBIT 23.1
CONSENT OF INDEPENDENT AUDITORS
We consent to the incorporation by reference in Registration Statements Form S-8 (No. 333-
31820) and Form S-8 (No. 333-43412), pertaining to the HealthTronics, Inc. Stock Option Plan

of our report dated February 3, 2001, with respect to the consolidated financid statements of

HedthTronics, Inc. and Subsdiaries included in this Annua Report (Form 10-KSB) for the year
ended December 31, 2000.

Atlanta, Georgia

March 23, 2001

/9 Erngt & Young LLP
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Corporate Information

Board of Directors:

Argil J. Wheelock, MID
Chairman of the Board
Chief Executive Officer
HealthTronics, Incorporated

Roy S. Brown
President and Chief Operating Officer
HealthTronics, Incorporated

James R. Andrews, MD
Orthopaedic Surgeon

Jon Burke
Managing Member,
Capital Appreciation Management LLC

Scott Cochran, Esq.
Partner,
Cochran, Camp & Snipes

John House, MID
Urologist

Russ Maddox
Former Executive Vice President,
HealthSouth Corporation

Officers:

Argil J. Wheelock, MD
Chief Executive Officer

Roy S. Brown
President and Chief Operating Officer

Victoria W. Beck
Executive Vice President and
Chief Financial Officer

Bradley G. Devine
Senior Vice President,
Technical Operations

Devonne D. Pavlak
Vice President, Reimbursement Issues

Corporate Data

Auditors
Ernst & Young LLP - Atlanta, Georgia

Transfer Agent
SunTrust Bank - Atlanta, Georgia
(404) 588-7831

Legal Counsel
Miller & Martin LLP - Chattanooga, Tennessee
and Atlanta, Georgia

Corporate Headquarters

1841 West Oak Parkway, Suite A
Marietta, Georgia 30062

Phone: 770-419-0691 « 1-800-464-3795
Fax: 770-419-9490
www.healthtronics.com

Shareholder Inquiries

Inquiries regarding stock transfers, lost certificates
or address changes should be directed to the
transfer agent. A copy of HealthTronics’ annual
report to the Securities and Exchange Commission
(Form 10-KSB) will be furnished without charge to
any shareholder upon written request to our
Investor Relations Department at the corporate
headquarters.

Common Stock

HealthTronics, Inc. common stock is traded on The
NASDAQ Stock Market’s National Market under the
symbol HTRN. The following table shows the
quarterly high and low sales prices of the common
stock during the year 2000.

High Low
First Quarter $20.94 $ 8.31
Second Quarter $19.81 $11.38
Third Quarter $21.00 $12.25
Fourth Quarter $15.256 $ 5.00

Annual Meeting

The Annual Meeting of Shareholders will be held on
May 18, 2001 at 1:00 p.m. (local time) at the
Wyndam Garden Hotel, 1775 Parkway Place, NW,
Marietta, Georgia 30067.



(HEALTHIRONICS)

1841 West Oak Parkway, Suite A
Marietta, Georgia 30062
770-419-0691 * 1-800-464-3795
Facsimile: 770-419-9490

www.healthtronics.com




