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FORM 10-K
b Annual report pursuant to section 13 or 15(d) of the Securities Exchange Act of 1934 for the fiscal
year ended June 30, 2005
0 Transition report pursuant to section 13 or 15(d) of the Securities Exchange Act of 1934 for the
transition period from to

Commission File Number 0-9407
COMPEX TECHNOLOGIES, INC.
(Name of Registrant as specified in its charter)

Minnesota 41-0985318
(State of Incorporation) (I.R.S. Employer Identification No.)
1811 Old Highway 8
New Brighton, Minnesota 55112-3493
(651) 631-0590
Securities registered under Section 12(b) of the Exchange Act: None
Securities registered under Section 12(g) of the Exchange Act:
Common Stock, $.10 par value per share
Indicate by check mark whether the registrant (1) filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such period that the Registrant was required
to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes b No o
Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulations S-K is not herein, and
will not be contained, to the best of registrant s knowledge, in definitive proxy or information statements incorporated
by reference in Part III of this Form 10-K or any amendment to this Form 10-K. o
Indicate by check mark whether the registrant is an accelerated filer (as defined in Rule 12b-2 of the Act).Yes b No o
Indicate by check mark whether the registrant is a shell Company (as defined in Rule 126-2 of the Exchange Act). Yes
oNoo
State the aggregate market value of the voting and non-voting common equity held by non-affiliates computed by
reference to the price at which the common equity was last sold, or the average bid and asked price for such common
equity, as of the last business day of the registrant s most recently completed second fiscal quarter. $58,362,325
The number of shares outstanding of each of the Company s classes of common stock, as of September 9, 2005, was:
Common Stock, $.10 par value, 12,579,380 shares.
Documents incorporated by reference. Certain specified portions of the Company s definitive proxy statement for
the annual meeting of shareholders to be held November 17, 2005 are incorporated by reference in response to
Part III.
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CAUTIONARY STATEMENT REGARDING FORWARD LOOKING STATEMENTS
Our Annual Report on Form 10-K contains a number of forward-looking statements where we indicate that we
anticipate, believe, expect or estimate or use similar words to indicate what might happen in the future. These forw
looking statements represent our expectations about future events, including anticipated product introductions;
changes in markets, customers and customer order rates; changes in third party reimbursement rates; expenditures for
research and development; growth in revenue; taxation levels; and the effects of pricing decisions. When used in this
10-K, the words anticipate, believe, expect, estimate and similar expressions are generally intended to identify
forward-looking statements. You should evaluate these forward-looking statements in the context of a number of
factors that may affect our financial condition and results of operations, including the following:
We maintain a reserve against the revenue we record for sales allowances on the contracted or negotiated
sales and rental prices. Many third party reimbursement entities maintain schedules of the amount of sales and
rental rates for our medical products that they will reimburse. Because it is difficult to collect from patients
the excess of our contract price over these scheduled rates, and because our acceptance of the payment from
the reimbursement entity in some cases constitutes acceptance of that rate for our sales or rental price, we
normally do not pursue collection of the excess. The rate schedules from the various reimbursement entities
vary and we do not know in advance the rates of reimbursement for all of our products from all of the
reimbursement entities that may cover the patients that use our products. When we record revenue upon
billing of a patient or health care provider, we offset the sales and rental prices, before recording it as revenue,
with an allowance based on our historical experience of a blended average rate schedule of the reimbursement
entities, weighting our current experience with known rates from larger entities. Nevertheless, to the extent
there is a shift in the reimbursement entities that pay for sales or rentals of our products, or to the extent the
reimbursement rate schedules of third party reimbursement entities change, our allowance may be inaccurate
and we may be required to record additional allowances, resulting in a reduction in our revenue, with a
corresponding reduction in net revenue and income.

Like many medical device companies that rely on third party reimbursement entities for payment, we have a
large balance of uncollected accounts receivable. We also have a reserve for the portion of those receivables
that we estimate will not be collected based on our historical experience. If we cannot collect an amount of
receivables that is consistent with historical collection rates, we might be required to increase our reserve and
charge off the portion of receivables we cannot collect. This additional provision for uncollectible accounts
could significantly impact our operating results.

In the United States, our products are subject to reimbursement by private and public healthcare
reimbursement entities that generally impose strict rules on applications for reimbursement. Changes in
eligibility or requirements for reimbursement, or failure to comply with reimbursement requirements, could
cause a reduction in our income from operations.

Healthcare reform, the expansion of managed care organizations and buying groups, and continued legislative
pressure to control healthcare costs have all contributed to downward pressure on reimbursement rates and the
prices of our medical products. Under the Medicare Modernization Act, Medicare is prohibited from
increasing reimbursement rates for durable medical equipment, such as our medical products, through 2008.
Further, this Act requires that Medicare commence a competitive bidding process for off-the-shelf products,
such as our TENS devices, in 2007. Although this process will not initially be nationwide and is not binding
on private reimbursement entities, we expect that Medicare and most reimbursement entities will be inclined
to adjust their rate schedules based on the bidding results. Further, increasing healthcare costs has caused the
formation of buying groups that enter into preferred supplier arrangements with one or more manufacturers of
medical products in return for price discounts. If we are not able to obtain preferred supplier commitments
from major buying groups or retain those commitments that we currently have, our sales and profitability
could be adversely affected.
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The products we sell in our United States medical products business may only be sold on physician
prescription and, for most of those products where there is a government sponsored payor, only if we receive
detailed documentation from the physician indicating the medical necessity of the product, together with
forms which we must submit to the paying agency. In most cases, the reimbursement agency, including
Medicare, requires strict adherence to the requirements of the form and the failure to properly obtain and
maintain the documentation can result in significant fines, penalties, and civil litigation. For example, we
were subject to a Medicare whistleblower suit that we settled in 2000 for approximately $1.6 million.
Although we believe we have implemented a compliance program designed to detect errors in complying with
these regulations, if our program fails, our operations and results could be adversely affected.

The clinical effectiveness of our electrotherapy products has periodically been challenged and the
effectiveness of electrotherapy products such as those offered by Compex for fitness and health applications
has sometimes been questioned. Publicity about the effectiveness of electrotherapy for pain relief or other
clinical applications and continued questions about the effectiveness of electrotherapy for conditioning could
negatively impact revenue and income from operations.

We maintain significant amounts of finished goods inventory on consignment at clinics for distribution to
patients. We may not be able to completely control losses of this inventory and, if inventory losses are not
consistent with historical experience, we might be required to write off a portion of the carrying value of
inventory.

The manufacture of medical and consumer products, and the labeling of those products for sale in the United
States, requires compliance with quality assurance and labeling regulations of the Food and Drug
Administration (FDA). Although we believe our manufacturing facilities and operations comply with these
regulations, a failure to comply could result in our inability to manufacture, refurbish, and sell products until
compliance is achieved.

The marketing of our consumer products is subject to regulations and oversight by both the FDA and the
Federal Trade Commission (FTC) relating to misleading advertising. The FTC has commenced several
enforcement actions against advertisers of abdominal belts during the past few years based on unsubstantiated
claims. Although we have attempted to limit the claims made in our advertisements to matters that can be
substantiated, if the FTC were to disagree with our conclusions, it could enjoin our marketing of these
products for a period of time and impose fines and penalties. Any such actions would have a significant
adverse impact on our operations.

We operate in both the medical device and consumer products markets, both of which are subject to a
significant amount of regulation that affects the way we can advertise our products, sell our products, bill
customers for our products and collect payment for our products.

We have not sold substantial volumes of consumer products in the United States, but intend to devote
significant resources to market consumer products for health and fitness applications. The consumer market
for electrical stimulation products is new and developing, and our success in this market will depend on a
number of factors, including:
our ability to obtain clearance from the FDA and other regulatory authorities to market the products for
all relevant consumer applications;

our ability to maintain distribution rights with, and to obtain adequate quantities of product from, the
manufacturers of consumer products for which we serve as distributors;
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our ability to establish consumer demand with a limited marketing budget;
our ability to secure shelf space in the United States with significant retailers; and,

the effectiveness of our products for their intended applications
We market and sell several products manufactured by a number of different companies, including abdominal
belts and other garment-based consumer products, iontophoresis products, traction devices, bone growth
stimulation products, other orthopedic durable medical equipment (DME) products, and electrodes. We
generally have less control over the quality and reliability of these third party products. If these products do
not comply with their specifications or otherwise fail to
3
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properly function, we may receive an increased amount of returns for which we are primarily responsible,
may be required to recall products, may suffer a decrease in product reputation and goodwill in the
marketplace, and may be unable to sell products currently on hand. Any of these events could negatively
impact our operations, particularly if the sale of these third party products becomes a substantial part of our
business.

The terms of our third party distribution contracts, including our contracts for Slendertone products, may be
altered if we do not meet the contract requirements. Although we believe we are currently in compliance with
those contracts, we cannot be certain that we will be able to continue to sell product at the rates these
contracts require. To concentrate our resource on our core products in Europe, we have elected to discontinue
distribution of Slendertone in those markets. In the United States, our contract for the sale of Slendertone
product in the United States currently calls for minimum purchases which we have budgeted for in the coming
year. Although we believe that we will able to renegotiate this contract if we do not meet these minimums, we
cannot be certain that we will be able to do so on similar terms, or at all.

Approximately 33% of our revenue for the year ended June 30, 2005 was generated by Compex SA, a
subsidiary headquartered in Switzerland that does business primarily in Europe. There are risks in doing
business in international markets which could adversely affect our business, including:

regulatory requirements;

export restrictions and controls, tariffs and other trade barriers;
difficulties in staffing and managing international operations;
fluctuations in currency exchange rates;

reduced protection for intellectual property rights;

changes in political and economic conditions;

seasonal reductions in business activity; and

potentially adverse tax assessments.
Although our products were among the first products sold for muscle toning and conditioning in Europe, the
consumer markets for these products in some of the geographies have matured, and we have increasingly
become subject to competition from lower cost products. Although we believe that we have maintained our
reputation as the manufacturer of the highest quality products in these markets, the introduction and sale of
lower cost products has caused some erosion of our sales volumes in these geographies and pressure on the
price we charge for our products.

The revenue we have reported during the past three years, and to a lesser extent the income we have reported,
has benefited from the decreasing value of the dollar in Europe, where Compex SA operates. Because we bill
for and account for sales in Europe in local currency, during periods in which U.S. currency is devalued, sales
of the same number of products at the same prices in Europe will result in our recording increasing sales
revenue after conversion to U.S. currency. Conversely, if U.S. currency increases in value relative to the Euro
and other European currencies in the future, we would report less revenue and potentially less income even at
times when our operations in Europe continued to perform at historical levels. A large or rapid increase in the
value of the dollar relative to the Euro could have a significant adverse impact on our reported revenue.
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We have entered into a contract to perform private label OEM manufacturing. The contract contains some
minimum purchase requirements for the customer. If this customer does not meet any more than the minimum
purchase requirements, it may result in lower than projected revenues and earnings in fiscal year 2006.
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PART 1
Item 1. Business
General
Compex Technologies, Inc. designs and manufactures electrical stimulation products for pain management,
rehabilitation, fitness and sports performance enhancement. Our products are used in clinical, home healthcare, sports
and occupational medicine settings. We were incorporated as Medical Devices, Inc., a Minnesota corporation, in
1972. In 1994, we changed our name to Rehabilicare Inc. and in December 2002, we changed our name to Compex
Technologies, Inc. (NASDAQ: CMPX).
Our products are based on electrical stimulation technologies designed to improve health, wellness, athletic
performance, and fitness. More specifically, we design, manufacture, distribute, sell and rent electrical stimulation
products that use different modalities to deliver electrical current through electrodes placed on the skin for pain
management, rehabilitation, and edema reduction as medical devices, and for sports performance enhancement and
muscle toning as consumer products. Our portfolio of products includes transcutaneous electrical nerve stimulation
(TENS), interferential stimulation (IF), neuromuscular electrical stimulation (NMES), pulsed direct current
stimulation (PDC), traction, and iontophoresis devices, accessories and supplies. Our medical device product lines
include pain management, rehabilitation, and edema reduction devices generally used by, or under the direction of,
physicians, nurses, and therapists. For the most part, our products are sold under the Rehabilicare® name for
prescription medical devices in the United States. Within the last year, we introduced the Staodyn name for electrical
stimulation products that we import for distribution through our U.S. wholesale medical business. In Europe, our
medical devices are sold under the Compex® name. In some European countries, our medical devices do not require a
prescription and are sold over-the-counter for rehabilitation and pain management. Our consumer product line is sold
over-the-counter and is designed for sports performance enhancement, fitness, and health and wellness. Our consumer
products are sold under the Compex® name in both Europe and the United States. We also distribute complementary
medical devices and consumer products manufactured by others under other name brands, such as Slendertone.
In the fourth quarter of the fiscal year ended June 30, 2005, we completed an acquisition that will complement our
U.S. medical product sales in the orthopedic market. In addition, the acquisition provides us with the access to
additional durable medical equipment (DME) products that we will sell in the orthopedic market and other healthcare
markets that we operate in. We acquired all of the capital stock of SpectraBrace, Ltd., a DME supplier of orthopedic
products, for approximately $3.65 million. During fiscal 2006, we will work to consolidate and integrate the
operations of SpectraBrace into our US medical business.
Overall, sales of medical products in United States increased 15% during fiscal 2005. The sales in our core medical
products business in the U.S. continue to benefit from the rollout of the pain and orthopedic physician distribution
model, which we integrated from the acquisition of BMR Neurotech, and the investment we have made to increase
our direct sales staff.
In Europe, our sport and fitness line of consumer products began to receive increased competition from lower priced
products. We offset some of the effect of this competition by the introduction of several new products and by reducing
the prices of some of our existing products. Although our sales increased in large part because of the declining
strength of the dollar against the Euro, our unit sales growth did not meet our expectations as a continued weak
economy, competition for over-the-counter sports products in some markets, and management changes in some
markets affected sales.
We continued to implement the launch strategy for our U.S. consumer product business. In the second half of fiscal
2005 we began testing a new infomercial advertising direct sales program for the Slendertone products. The
infomercial includes celebrities that we signed endorsement contracts with during fiscal 2004, most notably Sarah
Ferguson, Duchess of York to represent the Slendertone products. The infomercial test generated solid results and we
plan to expand the advertising campaign during fiscal 2006. We continue to grow Slendertone products sales with
appearances on HSN (Home Shopping Network) and distribution at retail outlets such as GNC (General Nutrition
Centers). In fiscal year 2006, we expect to generate significantly more sales of Slendertone belts as we continue to
rollout our multi-channel distribution strategy.

5
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Products
We offer a full line of medical and consumer electrical stimulation products for pain management, rehabilitation,
sports performance enhancement, fitness, and health and wellness. All of the medical and consumer products that we
manufacture are based upon electrical stimulation technologies designed to deliver an electrical current to improve
health, wellness, athletic performance, and fitness.
We offer our Rehabilicare® and Staodyn medical devices primarily in the United States for prescription home use. A
different line of medical devices is sold primarily for clinical or professional use under the Compex® name in Europe.
In addition, Compex SA offers an extensive line of products to consumers over-the-counter in Europe under the
Compex® name for sports, fitness training, and wellness. In the US consumer market, we currently offer our FDA
cleared Compex muscle stimulation products and some distributed Slendertone products.
U.S. MEDICAL DIVISION REHABILICARE
Our U.S. medical device operations continue to represent the largest component of our business, generating
$60.0 million or 62% of our net revenue in fiscal year 2005. Rehabilicare s medical devices consist of hand-held,
portable, battery-powered electrical stimulators, which are connected by wires to electrodes placed on the skin to
deliver electrical current using different modalities for pain management, rehabilitation, and edema reduction.
U.S. Medical Devices
Pain Management
We offer a wide variety of electrical stimulation products for acute and chronic pain management. These include
transcutaneous electrical nerve stimulators, interferential stimulators, and iontophoresis devices.
Transcutaneous Electrical Nerve Stimulation (TENS) Devices. TENS devices have been used as a non-narcotic
alternative to drug therapy for the relief of chronic and acute pain for over 25 years. These devices are most frequently
used to treat persistent conditions such as neck and low back pain. TENS has also been used in treating pain resulting
from a variety of other conditions including postoperative pain, tendonitis, and phantom limb pain. TENS devices
generally reduce pain during treatment and the effects can continue for an extended period of time after use. TENS
devices relieve pain without the undesirable side effects and physiological problems of prolonged drug use, including
addiction, depression, disorientation, nausea, and ulcers. In the United States, our TENS devices include:
ProMax is our best selling, portable TENS device for the U.S. direct medical market. This digital unit incorporates a
large display screen and programming parameters and features that can be customized for each patient. In addition, the
ProMax includes two unique treatment options; the SMP mode which produces a unique cycle to reduce the body s
ability to build-up a tolerance to the pain management stimulation, and the SD mode which allows the user to cycle
stimulation between deep nerves and superficial nerves, while maintaining output intensity to maximize pain relief
and comfort.
Maxima® is our best selling, portable TENS device for the U.S. wholesale market. This digital unit is a full featured,
high powered alternative to the low cost, off-shore TENS devices. The Maxima includes the unique SMP mode,
although its output current is slightly less than the ProMax.
NuWave® is a TENS device specifically designed for low back pain. This clinically proven device uses a unique
waveform to maximize pain relief while in use and it creates a tremendous carry-over effect when the device is not in
use. NuWave s simple three-button design makes it easy to use. This product is beneficial to patients with
post-laminectomy or peripheral neuralgic pain.

6
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Staodyn Max2 and Max2 Elite are a line of low cost analog TENS devices imported for sale by the wholesale
division.
Interferential (IF) Stimulation Devices. Interferential offers similar pain management benefits as standard TENS
devices, although IF devices enable treatment to be localized to the pain sight. In addition, IF devices create nearly 40
times more energy than do standard TENS devices. This medium frequency generates deeper penetration into tissue
for more effective pain control and increases localized blood circulation to help decrease edema and increase range of
motion. We distribute fewer IF devices than TENS devices, although the IF devices generate higher reimbursement
revenues on a per unit basis. In the United States, we offer the following IF devices:
IF3Wave is our new hand-held, portable interferential device that includes NMES and PDC modalities. This
combination device has a digital interface and includes palm pilot-like menu software for clinician and patient
interaction. In addition, this device captures patient usage information and has remote site data downloading
capabilities. Physicians can receive patient compliance reports to help them manage patient care paths. With three
modalities in one device, physicians and physical therapists can rely on a single medical device for pain management,
rehabilitation, and edema reduction.
IF Il is a hand-held, portable, analog interferential device. Until the introduction of the IF3Wave, the IF II was the
primary product we emphasized in the physician market. We expect to begin phasing out the IF II device during fiscal
2006.
Rehabilitation and Edema Reduction
We offer a wide variety of hand-held, portable electrical stimulation devices for rehabilitation. The modalities
generally considered for rehabilitation and edema reduction, include neuromuscular electrical stimulation devices and
pulsed direct current devices. Some devices incorporate multiple modalities, referred to as combination devices, to
accommodate a patient s needs through the rehabilitation cycle.
Neuromuscular Electrical Stimulation (NMES) Devices are designed to accelerate recovery and function in diseased or
injured muscles. NMES effectively produces controlled muscle contractions, which assist in increasing the strength of
muscle tissue and the range of motion of a joint. NMES is used both pre-operatively and postoperatively for muscle
re-education, relaxation of muscle spasms and edema reduction. In the United States, our NMES devices include:
EMS+2 is our best selling NMES device. It combines two modes; AC Mode and DC Mode. The AC Mode is
typically selected when treating large muscles or large muscle groups for increasing or maintaining range of motion,
re-educating muscles for increased function and prevention of disuse atrophy. Whereas, the DC mode either dilates or
constricts the vessels, thereby controlling local blood flow to reduce edema and increase range of motion, thus
reducing pain and muscle spasms. The EMS+2 is typically recommended for treatments following joint surgeries and
nerve injuries, or for various vascular diseases.
Ortho Dy is designed for pre-surgical and post-surgical rehabilitation. This patented device combines both the
NMES and PDC modalities that can be used simultaneously during a treatment session. Patients benefit by
minimizing swelling and pain while maximizing muscle rehabilitation, which can accelerate recovery time. In
addition, range of motion, isometric, isotonic and functional exercises can be completed while using the device. The
innovative Ortho Dy device allows users to work harder with less pain, resulting in accelerated and better muscle
rehabilitation.
NT2000 combines two modalities, NMES and TENS, to increase muscle strength, prevent disuse atrophy and reduce
chronic or acute pain. We acquired the U.S. distribution rights for this product from BMR Neurotech, Inc. The
NT2000 offers ten preset programs, with the capability of
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customizing two programs. The device has a compliance monitor that provides physicians with patient usage
information that can be used to improve management of patient care paths.
Pulsed Direct Current (PDC) Devices. PDC devices reduce swelling, influence local blood circulation and increase
range of motion. PDC is typically used postoperatively and for traumatic injuries. In the United States, our PDC
devices include:
GV II is ahigh voltage device used primarily to increase blood flow and reduce edema following trauma due to
surgery or injuries, including sprains and strains. This device may also be used to reduce muscle spasm, trigger point
therapy and pain control.
SPORTX® is a versatile, dual purpose device that is particularly popular with orthopedic surgeons, physical therapists
and athletic trainers for professional, collegiate, and other organized athletic teams. The SporTX features both PDC
and TENS modalities. These help reduce swelling and stiffness to improve range of motion, while increasing
circulation to bring nutrient-rich blood to the injured area to accelerate the natural healing process. In addition, the
device can reduce chronic and acute pain.
lontophoresis. lontophoresis involves the use of mild electrical current to deliver medication (usually an
anti-inflammatory or a local anesthesia) through an electrode into tissue. Iontophoresis is noninvasive and does not
require the use of a needle or ingestion of medication. In the United States, we distribute an iontophoretic drug
delivery systems manufactured by IOMED Corporation under the IOMED brand name to physicians, physical
therapists, and other healthcare specialists treating acute and chronic pain.
Cervical and Lumbar Traction Devices. We distribute home-use traction devices in the United States. The traction
devices are manufactured by the Saunders Group, Inc. and are marketed under The Saunders Cervical Hometrd8 and

The Saunders Lumbar Hometrac® brand names. We distribute the traction devices through physicians, physical
therapists, and other healthcare specialists treating neck and back pain. These portable traction devices are a
cost-effective option to continuing clinical traction treatments outside the clinic or office setting.
Accessories and Supplies
In the United States, we sell various medical device accessories and supplies, including self-adhesive, reusable, and
disposable electrodes, lead wires, batteries, and AC power packs. We purchase all of our accessories and supplies
from outside vendors.
Distribution and Billing
We distribute our medical devices in the United States both on a direct basis to healthcare providers and their patients
and on a wholesale basis to home healthcare dealers. We focus on direct rather than dealer sales and have a sales
network of employee and independent sales representatives to consign and sell our products. In the United States, our
sales force has approximately 137 sales and support personnel in the field calling on about 4,100 active accounts,
including physical and occupational therapists, orthopedic surgeons, pain specialists, anesthesiologists, physiatrists,
sports medicine physicians, and other healthcare providers. In addition, we sell certain medical products on a
nonexclusive basis to home healthcare and durable medical equipment dealers, which amounted to approximately 5%
of our revenue in fiscal year 2005.
For our direct rentals and sales of medical products in the United States, we make consignment inventory available at
treating clinics and other dispensing locations. When a treating clinician or physician determines that a specific device
is beneficial to a patient, a physician s prescription is obtained, and the patient is trained in the use of the device. The
product is then taken home by the patient for in-home therapy. At the same time, the medical professional submits
medical documentation to us and we file a claim on behalf of the patient to their insurance company or other third
party payor. For rentals, the patient
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returns the device to us in a prepaid mailer after the treatment period expires. If a product is to be used by a patient for
a long term basis quite often an insurance company will purchase the product, rather than rent it. To conduct business
in this manner, we maintain a significant balance of inventory at clinics and provide telephone support (without
charge) to patients in use of the product.
We provide billing and support for our U.S. medical device business through our offices in Tampa, Florida. These
operations include (1) distribution support staff that provides next day service of products and supplies to providers
and patients; (2) billing and collecting staff that work (without charge) with physicians, clinicians and reimbursement
entities to ensure prompt and accurate billing and collection of sales and rental fees for our products; (3) a
telemarketing sales staff that follows up with patients to ensure that they have adequate product and supplies to meet
their needs; and (4) patient care personnel that assist patients in the purchase and reimbursement process. We also
employ clinicians who communicate with patients by phone from a clinical perspective and respond to calls from
patients to ensure products are working and used properly. This department then reports to the prescribing clinician,
allowing the clinician to contact the patient to alter therapy, as appropriate.
In most cases, the rental or purchase price for our medical products in the United States is paid by an insurance
company, health maintenance organization, or a governmental agency under Medicare, Medicaid, workers
compensation or other programs. These third party reimbursement agencies pay for the use of our products only after
receipt of documentation that they consider adequate and often subject to specific reimbursement guidelines and
limitations. We discuss some of these limitations under the caption Reimbursement below. Because the payments
from these reimbursement agencies require submission, and often resubmission, of documentation, justification based
on prescription of the necessity of the product, and often negotiation with the reimbursement entity, payment for sale
or rental of our medical products normally takes between 60 and 120 days. Accordingly, we maintain a large balance
of accounts receivable and must carefully estimate the portion of those receivables that are collectible.
We are not dependent upon any single customer for any significant portion of the sales of our medical devices. As we
indicate under the caption reimbursement below, however, we do receive payment from several insurance companies
and health maintenance organizations and if one of the more significant of these third party payors changed or
curtailed reimbursement for our products, it would negatively impact our business.
Reimbursement
Governmental and other efforts to reduce healthcare spending have affected, and will continue to affect, our operating
results. The cost of a significant portion of medical care in the United States is funded by government and private
insurance programs, such as Medicare, Medicaid, health maintenance organizations, and private insurers, including
Blue Cross/Blue Shield plans. Government imposed limits on reimbursement of hospitals and other healthcare
providers have significantly reduced their spending budgets. Under certain government insurance programs, a
healthcare provider is reimbursed a fixed sum for services rendered in treating a patient, regardless of the actual
charge for such treatment. Private and third party reimbursement plans are also developing increasingly sophisticated
methods of controlling healthcare costs through redesign of benefits and exploration of more cost-effective methods of
delivering healthcare. A number of private reimbursement agencies and industry groups have formed purchasing
groups that negotiate favorable rates for the products they or their patients purchase or rent. In general, these
government and private cost-containment measures have caused healthcare providers to be more selective in the
purchase of medical products.
Under most third party reimbursement plans, the coverage of an item or service and the amount of payment that will
be made are separate decisions. Efforts to reduce or control healthcare spending are likely to limit both the coverage of
certain medical devices, especially newly approved products, and the amount of payment that will be allowed.
Restrictions on coverage and payment of our products by third party payors could have an adverse impact on our
operations. We attempt to establish relationships with such payors to assure coverage of our products and make the
timing and extent of reimbursement more predictable.
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Governmental payers have continued to focus on controlling the costs of healthcare. In February 2003, the Centers for
Medicare and Medicaid Services ( CMS ) and the Medicare carriers, the federal agencies which determine Medicare
reimbursement levels, implemented regulations providing authority to decrease or increase Medicare part B payment
amounts when the federal government believes the existing payment amounts are either grossly excessive or grossly
deficient. Further, on December 8, 2003, the President signed into law the Medicare Prescription Drug, Improvement,
and Modernization Act of 2003, or Medicare Modernization Act. This legislation provides for revisions to payment
methodologies and other standards for durable medical equipment under the Medicare program. First, beginning in
2004 and continuing through 2008, the payment amounts for durable medical equipment will no longer be increased
on an annual basis. Second, beginning in 2007, a competitive bidding program that will apply to off-the-shelf
non-Class III devices, including TENS devices, will be phased in to replace the existing fee schedule payment
methodology. The competitive bidding program will begin in 2007 in ten high population metropolitan statistical
areas and in 2009 will be expanded to 80 metropolitan statistical areas (and additional areas thereafter). Payments in
regions not subject to competitive bidding may also be adjusted using payment information from regions subject to
competitive bidding. Third, supplier quality standards are to be established which will be applied by independent
accreditation organizations. Fourth, clinical conditions for payment will be established for certain products. Although
the amount of business we do that is subject to Medicare reimbursement is small, we expect that many private insurers
and reimbursem