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U. S. PHYSI CAL THERAPY, | NC. AND SUBSI DI ARI ES

CONSOLI DATED BALANCE SHEETS
(i n thousands)

June 30, Decenber 31
2001 2000
(unaudi t ed)
ASSETS
Current assets:
Cash and cash equival ents $ 6,612 $ 2,071

Pati ent accounts receivable, |ess
al | owance for doubtful accounts
of $3,427 and $2, 780,

respectively 11,792 10, 701
Accounts receivable - other 468 452
Gt her current assets 586 519

Total current assets 19, 458 13, 743
Fi xed assets:
Furni ture and equi pnent 13,136 12,141
Leasehol d i nprovenents 6,954 6,313
20, 090 18, 454
Less accunul at ed depreci ation
and anortization 12,670 11,463
7,420 6, 991
Goodwi | |, net of anortization of
$322 and $291, respectively 866 897
Ot her assets, net of anortization
of $499 and $483, respectively 1,175 1,339

$ 28,919 $ 22,970



See notes to consolidated financial statenents.



U. S. PHYSI CAL THERAPY, | NC. AND SUBSI DI ARI ES
CONSOLI DATED BALANCE SHEETS
(in thousands, except share anounts)

June 30, Decenber 31
2001 2000

(unaudi t ed)

LI ABI LI TI ES AND SHAREHOLDERS' EQUI TY
Current liabilities:

Account s payable - trade $ 376 $ 434
Accrued expenses 2,101 1,622
Estimated third-party payor
(Medi care) settlenents 283 355
Not es payabl e 8 912
Total current liabilities 2,768 3, 323
Not es payable - long-term portion 24 26
Converti bl e subordi nated not es
payabl e 3, 000 7,200
Mnority interests in subsidiary

limted partnerships 3,510 2,858
Comm t nents and contingenci es - -
Shar ehol ders' equity:
Preferred stock, $.01 par val ue,
500, 000 shares authorized, -0-
shares out st andi ng - -
Common stock, $.01 par val ue,
20, 000, 000 shares authori zed,
10, 164, 337 and 8,548, 374 shares
i ssued at June 30, 2001 and

Decenmber 31, 2000, respectively 102 85
Addi ti onal paid-in capital 10, 214 3,476
Ret ai ned ear ni ngs 9, 348 6, 049

Treasury stock at cost, 14,700
shares held at June 30, 2001

and Decenber 31, 2000 (47) (47)
Tot al sharehol ders' equity 19,617 9,563

$ 28,919 $ 22,970



See notes to consolidated financial statenents.



U. S. PHYSI CAL THERAPY, | NC. AND SUBSI DI ARI ES

CONSOLI DATED STATEMENTS OF OPERATI ONS

(in thousands, except

Net patient revenues

Managenment contract revenues

Ot her revenues

Net revenues

Clinic operating costs:
Sal aries and rel ated costs
Rent, clinic supplies and other
Provi sion for doubtful accounts

Cor porate office costs:

General and adm nistrative
Recrui tment and devel opnment

Operating incone before non-
operating expenses
| nt er est expense

Mnority interests in subsidiary
l'imted partnerships

| ncone before income taxes
Provi sion for incone taxes

Net income

Basi ¢ earni ngs per common share

Di |l uted earni ngs per common share

per share data)
Three Mont hs Ended
June 30,
2001 2000
(unaudi t ed)

$ 19, 256 $ 15,124
577 638
33 63
19, 866 15, 825
8, 547 7,076
4, 287 3,801
502  ___ 407
13, 336 11, 284
1, 827 1, 445
373 443
2.200 1, 888
4, 330 2,653
60 181
1,370 930
2,900 1,542
1,113 ___ 604
$ 1.787 $ 938
gg



See notes to consolidated financial statenents.



U. S. PHYSI CAL THERAPY, | NC. AND SUBSI DI ARI ES

CONSOLI DATED STATEMENTS OF OPERATI ONS

(in thousands, except

Net patient revenues

Managenment contract revenues

Ot her revenues

Net revenues

Clinic operating costs:
Sal aries and rel ated costs
Rent, clinic supplies and other
Provi sion for doubtful accounts

Cor porate office costs:

General and adm nistrative
Recrui tment and devel opnment

Operating incone before non-
operating expenses
| nt er est expense

Mnority interests in subsidiary
l'imted partnerships

| ncone before income taxes
Provi sion for incone taxes

Net income

Basi ¢ earni ngs per common share

Di |l uted earni ngs per common share

per share d

at a)

Si x Mont hs Ended

June 30,
2001 2000
(unaudi t ed)

$ 37,588 $ 29, 352
1,142 1,199
_____ 66 ___ 96
38, 796 30, 647
16, 920 13, 780
8,462 7,406
__ 951 __ 792
26, 333 21,978
3,577 2,831
742 1.077
4,319 3.908
8, 144 4,761
144 362
2,634 1,743
5, 366 2,656
2, 067 1.047
$ 3. 299 $ 1,609
gg



See notes to consolidated financial statenents.
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U. S. PHYSI CAL THERAPY, I NC. AND SUBSI DI ARI ES

CONSOL| DATED STATEMENTS OF CASH FLOWS
(in thousands)

Si x Mont hs Ended

June 30,
2001 2000
(unaudi t ed)
Operating activities
Net incomne $ 3,299 $ 1, 609
Adj ustnments to reconcile net income
to net cash provided by operating
activities:
Depreci ation and anorti zation 1, 280 1,129
Mnority interests in earnings
of subsidiary limted
partnerships 2,634 1,743
Provi si on for doubtful accounts 951 792
Loss on disposal of fixed assets 4 45
Changes in operating assets and
liabilities:
I ncrease in patient accounts
recei vabl e (2,042) (1, 264)
I ncrease in accounts
recei vabl e - other (16) (235)
I ncrease in other assets (102) (12)
I ncrease in accounts payabl e
and accrued expenses 421 553
Decrease in estimated third-party
payor (Medicare) settlenents (72) (88)
Net cash provided by operating
activities 6, 357 4,272



See notes to consolidated financial statenents.



U. S. PHYSI CAL THERAPY, | NC. AND SUBSI DI ARI ES

CONSOLI DATED STATEMENTS OF CASH FLOWS

(i n thousands)

Si x Mont hs Ended
June 30,

2001

2000

(unaudi t ed)

| nvesting activities

Purchase of fixed assets (1,670)
Pur chase of intangibles -
Proceeds on sale of fixed assets 4
Net cash used in investing

activities (1, 666)
Fi nanci ng activities
Paynment of notes payabl e (906)
Purchase of fractional shares on

three-for-two stock split (11)

Proceeds frominvestment of
mnority investors in subsidiary

limted partnerships 2
Proceeds and tax benefit from exercise
of stock options 2,749

Distributions to mnority investors
In subsidiary limted partnerships (1,984)
Net cash used in financing

activities (150)
Net increase in cash and

cash equival ents 4,541
Cash and cash equivalents -

begi nni ng of peri od 2,071
Cash and cash equivalents -

end of period $ 6,612

Suppl enment al di scl osures of cash
flow i nformation

Cash paid during the period for:

| ncone taxes $ 667
| nt er est $ 146

(1,576)
(18)
17

(1,577)

(16)

87

(1.473)

(1.402)
1,293

4, 030

$ 5, 323

$ 1,296
$ 324



See notes to consolidated financial statenents.



U. S. PHYSI CAL THERAPY, | NC. AND SUBSI DI ARl ES
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
June 30, 2001
1. Basis of Presentation and Significant Accounting Policies

The consol i dated fi nanci al statenments i nclude the accounts of U. S.
Physi cal Therapy, Inc. and its subsidiaries (the "Conpany"). All
significant interconpany transactions and bal ances have been
elimnated. As of June 30, 2001, the Conpany, throughits wholly-owned
subsi di aries, owned a 1% general partnership interest, with the
exception of one clinic in which the Conpany owned a 6% gener al
partnershipinterest, andlimted partnershipinterests rangi ng from
49%to 99%in the clinics it operates (with respect to 87%of the
Conpany’ s clinics, the Conpany owned a limted partnershipinterest of
64% . For themgjority of the clinics, the managi ng t herapi st of the
clinicows theremaininglimted partnershipinterest intheclinic.
I n sone i nst ances, the Conpany devel ops satelliteclinicfacilities
whi ch ar e ext ensi ons of existing clinics, and thus, clinic partnerships
may consi st of one or norecliniclocations. The mnorityinterestsin
t he equity and earnings of the subsidiary cliniclimted partnerships
are presented separately in the consolidated financial statenents.

The acconpanyi ng unaudi t ed consol i dat ed fi nanci al statenments have been
prepared i n accordance with accounting principles general |y accepted in
the United States of Arerica for interimfinancial informationandin
accordance with the instructions for Form10-Q Accordingly, the
statenments do not include all of theinformation and footnotes required
by accounting principles generally acceptedinthe United States of
America for conplete financial statenents.

I n the opi ni on of managenent, t he acconpanyi ng unaudi ted fi nanci al
statenents contain all necessary adj ustnents (consi sting only of nornal
recurring adjustnments) to present fairly the Conpany's fi nanci al
position, results of operations and cash flows for theinteri mperiods
presented. For further information regarding the Conpany's accounting
policies, refer tothe audited financial statenents includedinthe
Conpany's Form 10-K/ A for the year ended Decenber 31, 2000.

Qperating results for the three and si x nont hs ended June 30, 2001 are
not necessarily indicative of theresults expected for the entire year.
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Ef fective January 1, 2001, t he Conpany adopt ed St at ement of Fi nanci al

Account i ng St andards No. 133 (“SFAS 133"), “Accounting for Derivative
| nstrunment s and Hedgi ng Activities,” as anended by SFAS No. 138. SFAS
133 st andar di zes the accounting for derivative instrunents, including
certainderivative instrunents enbedded in other contracts. Under the
standard, entitiesarerequiredtocarry all derivativeinstrunentsin
t he statenent of financial positionat fair value. Adoption of SFAS
133 di d not have a naterial effect onthe Conpany’s financial condition
or results of operations because the Conpany historically has not
entered into derivative or other financial instrunents for tradi ng or
specul ative purposes nor does it use or intend to use derivative
financial instruments or derivative comodity instrunments.

Use of Esti mates

Managenent i s required to nake esti mates and assunpti ons t hat affect
t he amounts reported in the financial statenments and acconpanyi ng
notes. Actual results could differ fromthose esti mates.

Common St ock

On January 5, 2001, t he Conpany effected a t wo-for-one conmon st ock
split inthe formof a 100%st ock di vi dend t o st ockhol ders of record as
of Decenber 27, 2000. On June 28, 2001, the Conpany effected at hree-
for-two common stock split inthe formof a 50%stock dividend to
st ockhol ders of record as of June 7, 2001. Fractional shares resulting
fromthe three-for-two stock split were paidto sharehol ders in cash.
Al'l share and per share information included in the acconpanyi ng
consol idated financial statements and rel at ed not es has been adj ust ed
to reflect these stock splits.
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2. Earnings per Share

The foll owing tabl e sets forth the conputati on of basic and di | uted
ear ni ngs per share:
Three Mnt hs Ended Si x Mont hs Ended
June 30, June 30,
2001 2000 2001 2000
(in thousands, except per share data)

Nuner at or :
Net incone $1, 787 $ 938 $3. 299 $1. 609
Nunmer at or for basic
ear ni ngs per share $1, 787 $ 938 $3, 299 $1, 609

Ef fect of dilutive

securities:

I nterest on convertible

subor di nat ed notes payabl e 40 119 86 237
Nurmer at or for diluted earnings

per share-inconme avail able

to common stockhol ders after

assunmed conversi ons $1.827 $1, 057 $3. 385 $1, 846

Denom nat or:
Denoni nat or for basic
ear ni ngs per share--

wei ght ed- aver age shares 10, 006 9, 858 9, 858 9, 858
Ef fect of dilutive securities:
St ock options 2,186 225 2,131 219
Converti bl e subordi nated
not es payabl e 900 2,316 969 2,316
Dilutive potential common
shares 3,086 2,541 3,100 2,535

Denom nator for diluted
ear ni ngs per share--adjusted
wei ght ed- aver age shares
and assuned conversi ons 13,092 12,399 12, 958 12,393

Basi ¢ earnings per common share $ .18 $ .10 $ .33 $ .16

Di | ut ed earnings per common share $ .14 $ .09 $ .26 $ .15
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3. | ncome Taxes

Signi ficant conponents of the provision for incone taxes were as
fol |l ows:
Three Months Ended Six Months Ended

June 30, June 30,
2001 2000 2001 2000
(i n thousands)
Current:
Feder al $ 939 $ 540 $1,734 $1, 064
State 174 105 333 191
Total current 1,113 645 2,067 1,255
Def err ed:
Feder al - (41) - (208)
State - - - -

Total deferred - (41) - (208)
Total income tax provision$l, 113 $ 604 $2, 067 $1, 047

4. Bank Loan Agreenent

I n July 2000, the Conpany entered i nto a Loan Agreenent with a bank
provi ding for borrow ngs up to $2,500,000 on a line of credit,
convertible to a terml oan on Decenber 31, 2000. The | oan bore
interest at arate per annumof prine plus one-half percentage poi nt
and was repayabl e in quarterly instal |l ments of $250, 000 begi nni ng Mar ch
2001. The Conpany borrowed $2, 115, 000 under t he converti bl e |Iine of
credit in August 2000. | n Novenber 2000, t he Conpany repaid $1, 215, 000
of the $2, 115, 000 borrowed under the convertible line of credit. In
Mar ch 2001, the Conpany repaid the remaining principal bal ance of
$900, 000.

The Conpany al so had a revolving line of credit with a bank which
provi ded for borrow ngs up to $500, 000, as needed, at a rate of prine.
The Conpany di d not borrowunder this |ine of credit, which expired on
July 1, 2001.

5. Convertibl e Subordi nat ed Debt

I n June 1993, the Conpany conpl eted the i ssuance and sal e at par in a
private pl acement of $3, 050, 000 of 8%Converti bl e Subordi nat ed Not es
due June 30, 2003 (the “Initial Series Notes”). In May 1994, the



Conpany conpl eted t he i ssuance and sal e at par in a private pl acenent
of $2, 000, 000 of 8%Converti bl e Subordi nat ed Not es, Series B due June
30, 2004 (the “Series B Notes”) and $3, 000, 000 of 8% Convertible
Subor di nat ed Not es, Series Cdue June 30, 2004 (the “Seri es C Not es”
and col l ectively, thelnitial Series Notes, the Series B Notes and t he
Series C Notes are hereinafter referred to as the “Convertible
Subor di nated Notes”).

The Converti bl e Subor di nat ed Not es are convertibl e at the opti on of the
hol ders thereof into the nunber of whole shares of Conpany
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common st ock det erm ned by di vi di ng the princi pal anmount of the Notes
so converted by $3.33 in the case of the Initial Series Notes
and the Series C Notes or $4.00 in the case of the Series B Notes.
Hol ders of Series B Notes were entitled to receive an interest
enhancenent payabl e i n shares of Conpany common st ock based upon t he
mar ket val ue of the Conpany's comon stock at June 30, 1996. In July
1996, the Conpany issued 213,000 shares of its conmmon stock in
connection with the interest enhancenent provision.

Duri ng 2000, $100, 000 of the Initial Series Notes and $750, 000 of t he
Series B Notes were converted by the note holders into 30,000 and
187, 500 shares of conmon stock, respectively. This resulted in
bal ances of $2, 950, 000, $1, 250, 000 and $3, 000, 000 for the Initi al
Series Notes, the Series BNotes and the Series CNotes, respectively,
at Decenber 31, 2000.

| n January 2001, an additional $650, 000 of the Initial Series Notes was
converted by a note holder into 195, 000 shares of conmon stock. In
addi ti on, the Conpany exerciseditsright toconvert the renmaining
bal ances of $2, 300,000 of the Initial Series Notes and $1, 250, 000 of
the Series BNotes i nto 690, 000 and 312, 500 shares of common st ock,
respectively.

Item 2. Managenent's Di scussion and Anal ysis of Financial Condition
and Results of Operations.

Overvi ew

The Conpany oper at es out pati ent physi cal and/ or occupati onal therapy
clinics which provi de post-operative care and treatnent for avariety
of orthopedi c-rel ated di sorders and sports-relatedinjuries. At June
30, 2001, the Conpany operat ed 149 out pati ent physi cal and occupati onal
therapy clinicsin 30 states. The average age of the 149 clinics in
operation at June 30, 2001 was 3.99 years.



Inadditiontothe facilities inwhichthe Conpany has ownership, it
al so manages physi cal therapy facilities for third parties, including
physi ci ans, with six suchthird-party facilities under managenent as of
June 30, 2001.

The Conpany had t aken steps to enter the surgery center businessin
1999. In March 2000, the Conpany discontinued efforts to
enter the surgery center business. See “Si x Mont hs Ended June 30, 2001
Conpared to t he Si x Mont hs Ended June 30, 2000 - Corporate O fice Costs
- Recruitnment and Devel opnent.”
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Results of Operations

Three Mont hs Ended June 30, 2001 Conpared to t he Three Mont hs Ended
June 30, 2000

Net Patient Revenues

Net patient revenues i ncreased to $19, 256, 000 for the t hree nont hs

ended June 30, 2001 (“2001 Second Quarter”) from$15, 124, 000 for t he
t hr ee nont hs ended June 30, 2000 (“2000 Second Quarter”), an i ncrease
of $4,132,000, or 27% Total patient visits increased 40,000, or 23%

to 214,000 for the 2001 Second Quarter from174, 000 for t he 2000 Second

Quarter. Net patient revenues fromthe 22 cli nics devel oped si nce the
2000 Second Quarter (the “Newd inics”) accounted for approxi mately 30%
of theincrease, or $1,232,000. The renaini ng i ncrease of $2, 900, 000

innet patient revenues conmes fromthose 127 clini cs opened before the

2000 Second Quarter (the “Mature dinics”). O the $2,900, 000 i ncrease
i n net patient revenues fromthe Mature dinics, $2,291, 000 was due to
a 15%i ncrease i n the nunber of patient visits, while $609, 000 was due
to a 3.5% increase in the average net revenue per visit.

Net patient revenues are based on established billing rates | ess
al | onances and di scounts for patients covered by worker's conpensati on
prograns and ot her contractual prograns. Paynents recei ved under these
prograns are based on predeterm ned rates and

are generally less thanthe established billingrates of the clinics.
Net patient revenues reflect contractual and other adjustnents, which
are eval uat ed quarterly by nanagenent, relatingto patient di scounts
fromcertain payors.

Managenment Contract Revenues
Managenent contract revenues decreased $61, 000, or 10% to $577, 000 f or



t he 2001 Second Quarter from$638, 000 for the 2000 Second Quarter.
Thi s decrease was primarily due to the di sconti nuance of athird-party
managenment contract in February 2001.

Ot her Revenues

Ot her revenues, consisting of i nterest and real estate comm ssi on
i ncome, decreased $30, 000, or 48% to $33,000 for the 2001 Second
Quarter from$63, 000 for the 2000 Second Quarter. This decrease was
due to a decreaseininterest incone as aresult of both | ower average
amount s of cash and cash equi val ents avai | abl e for i nvest nent and | ower
interest rates earned on i nvested cash for the 2001 Second Quarter
conpared to the 2000 Second Quarter, offset, in part, by an $8, 000
increaseinreal estate comm ssioninconeto $11,000inthe 2001 Second
Quarter from $3,000 in the 2000 Second Quarter.
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Clinic Operating Costs
Clinic operating costs as a percent of net patient revenues and
managenent contract revenues conbi ned decreased to 67%f or t he 2001
Second Quarter from 72% for the 2000 Second Quarter.

Clinic Operating Costs - Salaries and Rel ated Costs

Sal aries and rel ated costs i ncreased to $8, 547, 000 for t he 2001 Second
Quarter from$7,076, 000 for the 2000 Second Quarter, an i ncrease of
$1, 471,000, or 21% Approxi mately 39%of the i ncrease, or $579, 000,
was due tothe NewC i nics. The renmai ni ng 61%i ncrease, or $892, 000,
was due principally to increased staffing to neet the increase in
patient visits for the Mature Clinics, coupled with an increasein
bonuses earned by the clinic directors at the Mature Clinics. Such
bonuses are based on t he net revenues or operating profit generated by
the individual clinics. Salaries andrel ated costs as a percent of net
pati ent revenues and managenent contract revenues conbi ned decreased to
43% for the 2001 Second Quarter from 45% for the 2000 Second Quarter.

Clinic Operating Costs - Rent, Clinic Supplies and O her

Rent, clinic supplies and other i ncreased to $4, 287, 000 for the 2001
Second Quarter from $3,801,000 for the 2000 Second Quarter, an
i ncrease of $486, 000, or 13% Approxi mately 86%of the increase, or
$421, 000, was due to the NewClinics, while 14% or $65, 000, of the
i ncrease was duetothe Mature dinics. Theincreaseinrent, clinic
supplies and other for the Mature Clinics was primarily due to
i ncreased rent expense. Rent, clinic supplies and ot her as a percent
of net patient revenues and managenent contract revenues conbi ned
declined to 22%for the 2001 Second Quarter from24%for the 2000



Second Quarter.

Clinic Operating Costs - Provision for Doubtful Accounts

The provi sion for doubtful accounts increasedto $502, 000 for the 2001
Second Quarter from $407,000 for the 2000 Second Quarter, an
i ncrease of $95,000, or 23% Approximtely 25% of the increase,
$24, 000, was duetothe NewCl inics. The renmini ng 75%i ncrease, or
$71, 000, was duetothe Mature Clinics. The provision for doubtful
accounts as a percent of net patient revenues decreased slightlyto
2. 6%f or the 2001 Second Quarter from2. 7%f or t he 2000 Second Quarter.

Corporate O fice Costs - General and Admi nistrative

CGeneral and adm ni strative costs, consisting primarily of sal ari es and
benefits of corporate office personnel, rent, insurance costs,
depreci ation and anortization, travel and | egal and prof essi onal fees,
i ncreased to $1, 827, 000 for the 2001 Second Quarter from$1, 445, 000 f or
t he 2000 Second Quarter, an increase of $382,000, or

26% Ceneral and adm nistrative costs increased primarily as aresult
of increasedtravel, recruiting fees and sal ari es and benefits rel at ed
to addi ti onal per sonnel hi red to support an
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or

i ncreasi ng nunber of clinics. General and adm nistrative costs as

a percent of net patient revenues and managenent contract revenues
conbi ned remai ned unchanged at 9% for the 2001 and 2000 Second
Quarters.

Corporate O fice Costs - Recruitnment and Devel opnment

Recrui t ment and devel opnent costs primarily represent sal ari es and
benefits of recruitnment and devel opnent personnel, rent, travel,
mar keting and recruiting fees attributeddirectly tothe Conpany's
activities in the devel opnent and acquisition of new clinics.
Recrui t ment and devel opment personnel have no invol vement with a
facility foll owi ng opening. Al recruitnent and devel opnent personnel
are |l ocated at the corporate of fi cein Houston, Texas. Recruitnment and
devel opnment costs decreased $70, 000, or 16% to $373, 000 for the 2001
Second Quarter from$443, 000 for t he 2000 Second Quarter. The decrease
inrecruitment and devel opnent costs was due to fewer clinics openedin
t he 2001 Second Quarter as conpared to the 2000 Second Quarter. 1In
addi tion, the 2000 Second Quarter contai ned $28, 000 of resi dual surgery
cent er expenses. Recruitnment and devel opnent costs as a percent of net
pati ent revenues and managenent contract revenues conbi ned decreased to

2% for the 2001 Second Quarter from 3% for the 2000 Second Quarter.

| nt erest Expense
| nt er est expense decr eased $121, 000, or 67% to $60, 000 for t he 2001
Second Quarter from $181, 000 for the 2000 Second Quarter. This



decrease ininterest was prinmarily due to the conversion of $5, 050, 000
of converti bl e subordi nat ed debt i nt o shares of Conpany common st ock.
See “Factors Affecting Future Results - Converti bl e Subordi nat ed Debt . ”

Mnority Interests in Earnings of Subsidiary Limted Partnershi
M nority interests in earnings of subsidiary |imted partnerships
i ncreased $440, 000, or 47% to $1, 370, 000 for the 2001 Second Quarter
from $930, 000 for the 2000 Second Quarter due to the increase in
aggregate profitability of those clinics in which partners have
achi eved positive retained earnings and are accrui ng partnership
i ncone.

Provi sion for Income Taxes

The provision for i ncome taxes i ncreased to $1, 113, 000 for t he 2001
Second Quarter from$604, 000 for t he 2000 Second Quarter, an i ncrease
of $509, 000, or 84% During the 2001 and 2000 Second Quarters, the
Conpany accrued i ncone taxes at effective tax rates of 38%and 39%

respectively. Theserates exceededthe U S. statutory tax rate of 34%
due primarily to state inconme taxes.
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Si x Mont hs Ended June 30, 2001 Conpared to t he Si x Mont hs Ended June
30, 2000

Net Patient Revenues

Net patient revenues i ncreased to $37, 588, 000 for t he si x nont hs ended
June 30, 2001 (“2001 Si x Mont hs”) from$29, 352, 000 for the six nont hs

ended June 30, 2000 (“2000 Six Months”), an increase of

$8, 236, 000, or 28% Total patient visits increased 80,000, or 24% to
419, 000 for the 2001 Si x Mont hs from339, 000 for the 2000 Si x Mont hs.

Net patient revenues fromthe 22 clinics devel oped si nce t he 2000 Si x

Mont hs (the “New Clinics”) accounted for approxi mately 21% of the
i ncrease, or $1, 762,000. The renmi ni ng i ncrease of $6, 474, 000 i n net

pati ent revenues cones fromthose 127 clini cs opened before the 2000
Si x Months (the “Mature dinics”). O the $6,474,000 i ncrease i n net

patient revenues fromthe Mature i ni cs, $5, 269, 000 was due to an 18%
i ncrease i nthe nunber of patient visits, while $1, 205, 000 was due to
a 3% increase in the average net revenue per visit.

Net patient revenues are based on established billing rates |ess
al | onances and di scounts for patients covered by worker's conpensati on
prograns and ot her contractual prograns. Paynents received under these
pr ogr ans are based on pr edet er m ned rates and

ps



are generally l ess than the established billingrates of the clinics.
Net patient revenues refl ect contractual and ot her adj ustnents, which
are eval uated quarterly by managenent, rel atingto patient di scounts
fromcertain payors.

Ot her Revenues

Ot her revenues, consisting of interest and real estate comm ssion
i ncome, decreased $30, 000, or 31% to $66, 000 for the 2001 Si x Mont hs
from$96, 000 for the 2000 Si x Months. This decrease was due to a
decrease ininterest incone as aresult of both | ower average anounts
of cash and cash equival ents avail able for investnment and | ower
i nterest rates earned on i nvested cash for the 2001 Si x Mont hs conpar ed
to the 2000 Si x Mont hs, offset, in part, by a $31, 000 i ncrease i n real
est at e comm ssi on i ncone to $34, 000 for the 2001 Si x Mont hs from$3, 000
for the 2000 Si x Mont hs.

Clinic Operating Costs

Clinic operating costs as a percent of net patient revenues and
managenent contract revenues conbi ned decreased t o 68%f or t he 2001 Si x
Mont hs from 72% for the 2000 Six Mont hs.

Clinic Operating Costs - Salaries and Rel ated Costs

Sal ari es and rel ated costs i ncreased to $16, 920, 000 for t he 2001 Si x
Mont hs from $13, 780, 000 for the 2000 Si x Months, an increase of
$3, 140, 000, or 23% Approxi mately 27%of the i ncrease, or $862, 000,
was due tothe Newd inics. The renai ni ng 73%i ncrease, or $2, 278, 000,
was due principally to i ncreased staffing to neet
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the increasein patient visits for the Mature dinics, coupledwth an
i ncrease in bonuses earned by the clinic directors at the Mature
Clinics. Such bonuses are based on the net revenues or operating
profit generated by theindividual clinics. Salaries andrelated costs
as a percent of net patient revenues and nanagenent contract revenues
conbi ned decreased t 0 44%f or t he 2001 Si x Mont hs from45%f or t he 2000
Si x Mont hs.

Clinic Operating Costs - Rent, Clinic Supplies and O her

Rent, clinic supplies and other i ncreased to $8, 462, 000 for the 2001
Si x Mont hs from$7, 406, 000 for the 2000 Si x Mont hs, an i ncrease of
$1, 056, 000, or 14% Approximately 64% of the increase,

or $680, 000, was due tothe Newd inics, while 36% or $376, 000, of the
i ncrease was due tothe Mature Clinics. Theincreaseinrent, clinic
supplies and other for the Mature Clinics related primarily to an
i ncrease i n rent expense during the 2001 Six Months. Rent, clinic
supplies and other as a percent of net patient revenues and
managemnment contract revenues conbi ned declinedto 22%f or t he 2001 Si x



Mont hs from 24% for the 2000 Si x Mont hs.

Clinic Operating Costs - Provision for Doubtful Accounts

The provi sion for doubtful accounts increasedto $951, 000 for the 2001
Si x Months from $792, 000 for the 2000 Six Mnths, an increase of
$159, 000, or 20% Approxi mately 22%of the i ncrease, or $35, 000, was
due to the New Clinics. The remaining 78% i ncrease,

or $124, 000, was due tothe Mature dinics. The provision for doubtful
accounts as a percent of net patient revenues decreased slightlyto
2.5% for the 2001 Six Months from 2. 7% for the 2000 Six Months.

Corporate O fice Costs - General and Admi nistrative

CGeneral and adm ni strative costs, consisting primarily of sal ari es and
benefits of corporate office personnel, rent, insurance costs,
depreci ation and anortization, travel and | egal and prof essi onal fees,
i ncreased to $3, 577,000 for the 2001 Si x Mont hs from$2, 831, 000 for the
2000 Six Months, an increase of $746,000, or 26% General and
adm ni strative costs increased primarily as a result of increased
travel, recruiting fees, | egal and professional fees and sal ari es and
benefits rel ated to addi ti onal personnel hiredto support an i ncreasing
nunmber of clinics. General and adni nistrative costs as a percent of
net patient revenues and managenent contract revenues conbi ned r ermai ned
unchanged at 9% for the 2001 and 2000 Si x Mont hs.

Corporate Office Costs - Recruitnment and Devel opnment

Recrui t nent and devel opnent costs primarily represent sal ari es and
benefits of recruitnment and devel opnent personnel, rent, travel,
mar keting and recruiting fees attributeddirectly tothe Conpany's
activities in the devel opnent and acquisition of new clinics.
Recrui t ment and devel opnment personnel have no i nvol venent with a
facility follow ng opening. Al'l recruitnment and devel opnent
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personnel are | ocated at the corporate office in Houston, Texas.
Recrui t ment and devel opnent costs decreased $335, 000, or 31% to
$742,000 for the 2001 Si x Months from$1, 077,000 for the 2000 Six
Mont hs.  The 2000 Six Months included $329,000 related to the
di scontinued surgery center initiative. The majority of the $329, 000
surgery center costsrelatedto sal ari es of devel opnent personnel ,
i ncl udi ng severance pay associ ated with the di sconti nuance of the
surgery center initiative, consulting fees, | egal fees and travel
associated with potential acquisitions of surgery centers. Excluding
expenses related to the surgery centers, recruitnment and devel opnent
costs as a percent of net patient revenues and managenment contract
revenues conbi ned remai ned unchanged at 2%f or t he 2001 and 2000 Si x
Mont hs.



| nt erest Expense

| nt er est expense decreased $218, 000, or 60% to $144, 000 for the 2001

Si x Mont hs from$362, 000 for the 2000 Si x Months. This decrease in
interest was primarily due to the conversion of $5,050,000 of
converti bl e subordi nat ed debt i nto shares of Conpany conmon st ock. See
“Factors Affecting Future Results - Convertible Subordi nated Debt.”

Mnority Interests in Earnings of Subsidiary Limted Partnerships
Mnority interests in earnings of subsidiary |limted partnerships

i ncreased $891, 000, or 51% to $2,634, 000 for the 2001 Si x Mont hs from
$1, 743, 000 for the 2000 Si x Mont hs due to the i ncrease i n aggr egat e
profitability of those clinics inwhichpartners have achi eved positive
retai ned earni ngs and are accruing partnership incone.

Provision for Incone Taxes

The provi sion for i ncome taxes i ncreased to $2, 067, 000 for the 2001 Si x
Mont hs from $1, 047,000 for the 2000 Six Months, an increase of
$1, 020, 000, or 97% During the 2001 and 2000 Si x Mont hs, t he Conpany
accrued incone taxes at an effective tax rate of 39% This rate
exceeded the U S. statutory tax rate of 34%due primarily to state
i ncone taxes.

Liquidity and Capital Resources

At June 30, 2001, the Conpany had $6,612,000 in cash and cash
equi val ents available to fund the working capital needs of its
operating subsidiaries, future clinic devel opments, acqui sitions and
i nvestnents. Includedincash and cash equi val ents at June 30, 2001
was $3, 844,000 in noney market funds invested in short-term debt
instrunents issued by an agency of the U S. Governnent.

The i ncrease i n cash and cash equi val ents of $4, 541, 000 f r omDecenber
31, 2000 to June 30, 2001 was due primarily to cash provided by
operating activities of $6, 357, 000 and proceeds and tax benefits from
the exercise of stock options of $2,749, 000, of f set,
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in part, by the paynment of notes payable of $906, 000, capita
expendi tures for physical therapy equi pment and | easehol d i nprovenent s
i nthe anount of $1, 670, 000 and di stri butions of $1,984,000to mnority
investors in subsidiary |imted partnerships.

The Conpany’s current ratioincreasedto 7.03 to 1. 00 at June 30, 2001
from4.14 to 1. 00 at Decenber 31, 2000. The increase inthe current
ratiowas due primarily tothe increasein cash and cash equi val ents,
an increaseinnet patient revenues, which, inturn, caused an i ncrease
in patient accounts receivable and a decrease in notes payable.



At June 30, 2001, the Conpany had a debt-to-equity ratio of 0.15to
1.00 conparedto 0.85to0 1. 00 at Decenber 31, 2000. The decreasein
the debt-to-equity ratio fromDecenber 31, 2000 to June 30, 2001
resul ted fromnet i ncome of $3, 299, 000, the conversion of $4, 200, 000
subor di nat ed not es payabl e i nt o cormon st ock and t he proceeds and t ax
benefits fromthe exercise of stock options of $2,749, 000.

I n August 2000, t he Conpany conpl et ed t he purchase of 1, 695, 000 shares
for atotal aggregate cost of $6, 275, 000 (i ncl udi ng expenses). The
Conpany utilized cash on hand and a bank loan in the amount of
$2,115,000 to fund the purchase of the stock.

I n conjunction w th the stock purchase, the Conpany entered i nto a Loan
Agreenent with a bank to borrowup to $2,500,000 on aline of credit,
convertible to a termloan on Decenber 31, 2000. The |oan bore
i nterest at arate per annumof prinme plus one-half percentage point
and was repayabl e in quarterly install ments of $250, 000 begi nni ng Mar ch
2001.

| n Novenber 2000, the Conpany repaid $1, 215, 000 of the $2,115, 000
borrowed under the convertible line of credit. |In March 2001, the
Conmpany repaid the remni ning bal ance of $900, 000 on the bank | oan.

Managenment bel i eves that existing funds, suppl ement ed by cash fl ows
fromoperations, will be sufficient tomnmeet its current operating needs
and its devel opment plans through at |east 2002.

Recently Pronul gated Accounti ng Standards

I n July 2001, the Fi nanci al Accounting Standards Board (“FASB”) i ssued
St at ement of Fi nanci al Accounting Standards No. 141 (“SFAS 141"),
“Busi ness Conbi nations.” SFAS 141 el i m nates the pooling of interests
met hod of accounting and requires that all business conbi nations
initiated after June 30, 2001 be accounted for under the purchase
met hod. The Conpany does not expect the adopti on of SFAS 141 to have
amaterial inpact onits business because it currently has no planned
or pendi ng acqui sitions.
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Al so in July 2001, the FASBi ssued St at ement of Fi nanci al Accounti ng
St andar ds No. 142 “CGoodwi | | and Gt her I ntangi bl e Assets,” (“SFAS 142%)
whichwi || be effective for our conpany as of the begi nni ng of fiscal
2002. SFAS 142 requires goodw || and ot her intangi bl e assets with
indefinitelives nolonger be anortized. SFAS 142 further requires the
fair val ue of goodw || and ot her i ntangi bl e assets withindefinite
lives be tested for inpairnment upon adoption of this statenent,
annual | y and upon t he occurrence of certain events and be witten down



tofair valueif consideredinpaired. OQur managenent estinates the
adoption of SFAS 142 will result in the elimnation of annual
anortization expense rel ated to goodw || and ot her i ntangi bl e assets,
i ncludi ng trademarks, in the amunt of approxi mately $70, 000, or
$46, 000 net of tax; however, because of the extensive effort needed to
conply withthis statenent, the i npact of related inpairnent, if any,
on our financial position or results of operations has not been
det er m ned.

Factors Affecting Future Results

Clinic Devel opnent

As of June 30, 2001, the Conpany had 149 clinics in operation, 14 of
whi ch opened i n the 2001 Si x Mont hs. The Conpany’s goal for 2001listo
open between 30 and 35 clinics. The opening of these
clinicsis subject to, anong ot her things, the Conpany’ s abilityto
identify suitabl e geographic | ocations and physi cal therapy clinic
partners. The Conpany’ s operatingresults will beinpacted by initial
operating |l osses fromthe newclinics. Duringtheinitial period of
operation, operating margins for newy opened clinics tendto belower
t han nore seasoned clinics duetothe start-up costs of newl y opened
clinics (including, without limtation, salaries and rel ated costs of
t he physi cal therapi st and ot her clinic personnel, rent and equi prent
and ot her supplies required to open the clinic) and the fact that
patient revenues tendto belower inthe first year of anewclinic's
operation and i ncrease significantly over the subsequent two to three
years. Based on historical perfornmance of the Conpany’s newclinics,
the clinics opened since the 2000 Second Quarter are expected to
favorably i npact the Conpany’s results of operations for 2001 and
beyond.

Converti bl e Subordi nat ed Debt

I n June 1993, the Conpany conpl eted the i ssuance and sal e at par in a
private pl acement of $3, 050, 000 of 8%Converti bl e Subordi nat ed Not es
due June 30, 2003 (the “Initial Series Notes”). |In May 1994, the
Conpany conpl et ed t he i ssuance and sal e at par in a private pl acenent
of $2, 000, 000 of 8% Convertible Subor di nat ed Not es,
Series B due June 30, 2004 (the “Series B Notes”) and $3, 000, 000 of
8% Converti bl e Subordi nat ed Not es, Series Cdue June 30, 2004 (the
“Series C Notes” and collectively, the Initial Series Notes, the
Series BNotes and the Series CNotes are hereinafter referredto as
the “Converti bl e Subordi nated Notes”).
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The Converti bl e Subor di nat ed Not es are converti bl e at the option of the
hol ders t hereof i nto the nunber of whol e shares of Conpany comon st ock
det erm ned by di vi di ng t he princi pal anount of the Notes so converted



by $3.33 inthe case of thelnitial Series Notes and the Series CNotes
or $4.00in the case of the Series B Notes. Hol ders of Seri es B Not es
were entitledtoreceive aninterest enhancenent payabl e i n shares of
Company common stock based upon t he mar ket val ue of the Conpany's
common stock at June 30, 1996. In July 1996, the Conpany i ssued
213, 000 shares of its comon stock i n connection with the interest
enhancenment provi sion.

Duri ng 2000, $100, 000 of the Initial Series Notes and $750, 000 of t he
Series B Notes were converted by the note hol ders into 30,000 and
187, 500 shares of common stock, respectively. This resultedin a
bal ance of $2, 950, 000, $1, 250, 000 and $3, 000, 000 for the I nitial Series
Not es, the Series B Notes and the Series C Notes, respectively, at
Decenmber 31, 2000.

| n January 2001, an additi onal $650, 000 of the Initial Series Notes was
converted by a note holder into 195, 000 shares of conmon stock. In
addi ti on, the Conpany exercisedits right torequire conversion of the
remai ni ng bal ance of $2, 300,000 of the Initial Series Notes
and $1, 250, 000 of the Series B Notes into 690, 000 and 312, 500 shar es of
conmon stock, respectively.

The debt conversions i ncreased t he Conpany’ s sharehol ders’ equity by
t he carryi ng anmount of the debt converted, thus inproving the Conpany’s
debt to equity ratio and will favorably inpact results of

oper ati ons and cash flowdue to the interest savings of approxi mately
$400, 000 per year, before inconme tax, on the debt.

For war d- Looki ng St atenents

We make statenments inthis report that are consi dered to be forward-
| ooki ng statenents withinthe neani ng of the Securities and Exchange
Act of 1934. Such statenents involve risks and uncertainties that
coul d cause actual resultstodiffer materially fromthose we project.
When used in this report, the words “anticipates”, “believes”,
“estimates”, “intends”, “expects”, “plans”, “shoul d” and “goal ” and
simlar expressions are i ntended to identify such forward-| ooking
statenents. The forward-| ooking statenents are based on t he Conpany’ s
current vi ews and assunptions and i nvol ve ri sks and uncertainties t hat
i ncl ude, anong ot her t hi ngs, general econom c, busi ness, and regul atory
condi tions, conpetition, federal and state regul ations, availability,
t e r m s :
and use of capital and weather. Some or all of these factors are
beyond the Conpany’s control.

G ven these uncertainties, you shoul d not pl ace undue reliance on t hese
forward-| ooki ng statenents. Pl ease see the other sections of this



report and our other periodic reports filed wth the
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Securities and Exchange Conm ssion (the “SEC’) for nore i nformati on on
these factors. These forward-|ooking statenments represent our
esti mat es and assunptions only as of the date of this report. The
Conpany undertakes no obligation to update any forward-| ooking
statenment, whether as the result of actual results, changes in
assunmptions, new information, future events, or otherw se.

ltem 3. Quantitative and Qualitative Disclosure About Market Risk.

As of June 30, 2001, the Conpany had out standi ng $3, 000, 000 of 8%
Converti bl e Subordi nated Notes, Series C, due June 30, 2004 (the
“Series CNotes”). The Series CNotes, which wereissuedinprivate
pl acenment transactions, bear interest at 8% per annum payable
gquarterly, and are converti bl e at the opti on of the hol ders t her eof

i nto comon st ock of the Conpany at any time during the termof the
Series CNotes. The conversionpriceis $3.33 per share, subject to
adj ust nent as provided inthe Notes. Based upon the closing price of

t he Conpany’ s common stock on August 8, 2001

of $15.49, as reported by the National Market of Nasdaq, the fair val ue
of the Series C Notes was $13, 941, 000.
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U. S. PHYSI CAL THERAPY, | NC. AND SUBSI DI ARI ES

PART Il - OTHER | NFORMATI ON

Item 4. Subm ssion of Matters to a Vote of Security Hol ders.

(a) The Conpany held its 2001 annual neeti ng of sharehol ders
(“Annual Meeting”) on May 23, 2001. At the Annual Meeti ng,
ni ne directors were el ected for one-year terns, the Conpany’ s
shar ehol ders vot ed for approval under the Conpany’ s 1992 St ock
Option Plan toincrease by 340, 000 t he number of shares of
Conpany conmon st ock reserved for i ssuance and t o anend t he
Conpany’ s Articles of Incorporationtoincreasethe authorized
common stock of the Conmpany to 20, 000, 000 shares.

(b) The names of the nine directors el ected at the Annual Meeti ng
are as fol l ows: J. Livingston Kosberg, Mark J. Brookner, Roy
W Spradlin, Daniel C. Arnold, Bruce D. Broussard, Janes B.
Hoover, Marlin W Johnston, Albert L. Rosen and Eddy J.

Rogers, Jr.
(c) The follow ng votes were cast in the election of directors:
W t hhol d
Nom nees For Aut hority
J. Livingston Kosberg 6, 129, 654 44,100
Mark J. Brookner 6, 129, 654 44, 100
Roy W Spradlin 5, 506, 079 667, 675
Daniel C. Arnold 6,128, 804 44, 950
Bruce D. Broussard 6, 130, 054 43, 700
James B. Hoover 6, 130, 054 43, 700
Marlin W Johnston 6, 129, 354 44, 400
Al bert L. Rosen 6,128, 804 44, 950
Eddy J. Rogers, Jr. 6, 130, 054 43, 700

There were a total of 6,173, 754 shares represented by person or by
proxy at the Annual Meeti ng.



(d)

ltem 6.

(a)
3.1
3.2

10.1

10. 2

10. 3
10. 4

10.5

(b)

Not appli cabl e.
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Exhi bits and Reports on Form 8-K

Li st of Exhibits
Articles of Incorporation of the Conpany.
Amendment to the Articles of Incorporation of the Conpany.

Consul ti ng agreenent between t he Conpany and J. Livi ngston
Kosber g.

Second Anended and Rest at ed Enpl oynent Agreenent between t he
Conmpany and Roy W Spradlin.

1992 Stock Option Plan, as anended.
Nonst atutory Stock Option Agreenment dated February 7, 2000.

Nonst atut ory St ock Opti on Agreenent dated February 17, 2000.

Reports on Form 8-K

No reports on Form8-Kwere filed with the Securities and
Exchange Commi ssi on during t he quarter ended June 30, 2001.



25
SI GNATURES

Pursuant to the requi renents of the Securities Exchange Act of 1934,
t he regi strant has duly caused this report to be signedonits behalf
by the undersigned thereunto duly authori zed.

U. S. PHYSI CAL THERAPY, | NC.

Dat e: _August 14, 2001 By: _/s/ J. M CHAEL MJULLI N
J. Mchael Millin
Chi ef Financial Officer
(duly authorized officer
and principal financial
of ficer)
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