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Forward Looki ng Statenents

We make statenments in this report that are considered to be
f orwar d-| ooki ng statenments wi t hi n the nmeani ng of the Securities and
Exchange Act of 1934. Such statenents invol ve ri sks and uncertainties
t hat coul d cause actual resultsto differ materially fromthose we
proj ect. When used in this report, t he wor ds
“anticipates,”“believes,”“estimtes,”“intends, ”“expects,”"plans,”
“shoul d”, “appear” and “goal ” and sim | ar expressions are intendedto
identify such forward-|ooking statenents. The forward-I| ooking
stat enent s are based on t he Conpany’ s current vi ews and assunpti ons and
i nvol ve risks and uncertainties that include, anong other things:

» general econom c, business, and regul atory condi ti ons di scussed
under t he headi ngs “Sources of Revenue/ Rei mbursenment” and
“Factors Affecting Future Results” bel ow,

e conpetition discussed under the heading “Conpetition” below,

» federal and state regul ati ons di scussed under the headi ng
“Regul ati on and Heal t hcare Reforni bel ow,

e availability, terms, and use of capital discussed under the
headi ng “Managnent’s Di scussi on and Anal ysi s of Fi nanci al
Condition and Results of Operations” bel ow, and

* weat her.

Sonme or all of these factors are beyond the Conpany’'s control.

G ven these uncertainties, you shoul d not pl ace undue reli ance on
t hese f orward-1 ooki ng statenents. Pl ease see the other sections of
this report and our ot her periodicreportsfiledwiththe Securities
and Exchange Conm ssion (the “SEC’) for nore information on these
factors. These forward-| ooki ng statenents represent our esti nmates and
assunmpti ons only as of the date of this report. The Conpany undert akes
no obl i gation to update any f orward-| ooki ng st at enent, whet her as t he
result of actual results, changes in assunptions, newi nformation,
future events, or otherw se.

PART |
l[tem 1. Busi ness.
Gener al

U. S. Physical Therapy, Inc. (the “Conpany”) operates out pati ent
physi cal and occupational therapy clinics which provide post-
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operative care and treatnent for a variety of orthopedic-rel ated
di sorders and sports-related injuries. At Decenber 31, 2001, the
Conpany operated 162 out pati ent physi cal and occupati onal therapy
clinicsin3lstates. The average age of the 162 clinics inoperation
at Decenber 31, 2001 was 4.08 years. Since the inception of the
Conpany, 176 clinics have been devel oped and si x clinics have been
acqui red by t he Conpany. To date, the Conpany has sol d one clinic,
closed 14 facilities due to clinic performnce, consolidated t he
operations of threeof itsclinicswithother existingclinicstonore
efficiently serve vari ous geographi c markets and sol d certain fixed
assets at two of the Conpany’s clinics, which facilities it then
cl osed. The Conpany added 30 newclinics in 2001. Mnagenent’s goal
for 2002 is to open between 35 and 40 clinics.

The clinics provide post-operative care andtreatnent for avariety
of orthopedic-rel ated di sorders and sports-related injuries, treatnent
for neurologically-relatedinjuries, rehabilitation of injured workers
and preventative care. Eachclinic's staff typically includes one or
nmor e physi cal and/ or occupati onal therapists and of fi ce personnel, and
may al so i ncl ude physi cal and/ or occupational therapy assistants,
ai des, exercise physiologists and athletic trainers. The clinics
performa tail ored and conpr ehensi ve eval uati on of each pati ent which
isfollowed by atreatnent plan specifictotheinjury. The treatnent
pl an may include the use of nodalities and procedures such as
ul trasound, electrical stinulation, hot packs, iontophoresis,
t herapeutic exercise, manual therapy techniques, education on
managenent of daily life skills and hone exercise prograns. The
clinics' business primarily originates fromphysicianreferrals. The
princi pal sources of paynent for the clinics' services are comerci al
heal th i nsurance, workers' conpensation insurance, managed care
prograns, Medicare and proceeds from personal injury cases. The
Conpany' s strategy i s to devel op and acqui re out patient clinics on a
nati onal basis.

The Conpany's devel opnent strategy is to attract physical and
occupati onal therapists who have established rel ationships with
physi ci ans by of feri ng themthe opportunity to acquire a partnership
interest inanewclinicto be devel oped by the Conpany. In addition,
t he t her api st partner receives a conpetitive sal ary and bonus based on
his or her clinic's net revenue and profitability. The Conpany is
presently engaged i n di scussi ons with several prospective therapi st
partners.
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Inadditiontothe Conpany’ s partnership program it al so manages
physi cal therapy facilities for third parties, including physicians.



Si x of suchthird-party facilities were under the Conpany’ s nanagenent
as of Decenber 31, 2001.

I n March 2000, the Conpany decided to discontinue its surgery
center initiative which originally began in 1999. Costs incurred
related tothe surgery center initiative, including severance benefits
for term nat ed enpl oyees, total ed $369, 000 and $384, 000 for t he years
ended Decenber 31, 2000 and 1999, respectively.

On January 5, 2001, t he Conpany effected a two-for-one common 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 anmounts cont ai ned herei n have been adj usted to
reflect the effect of the stock splits.

The Conpany was fornmed i n June 1990 and oper at ed as a Subchapt er
S corporation until August 1991 when it reorganizedintoalimted
partnership. In My 1992, in connectionw ththe Conpany's initial
public of fering, the Conpany was reorganizedintoits present formas
a Nevada corporation w th operating subsidiaries organi zedinthe form
of limted partnerships.

I naJune 1993 private pl acenent, the Conpany i ssued $3, 050, 000 of
8% Converti bl e Subordi nat ed Not es due June 30, 2003 (the “Initi al
Series Notes”). Ina My 1994 private pl acenent, the Conpany i ssued
$2, 000, 000 of 8%Converti bl e Subordi nat ed Not es, Seri es B due June 30,
2004 (the “Series B Notes”) and $3,000,000 of 8% Convertible
Subor di nat ed Not es, Series C due June 30, 2004 (the “Series CNotes,”
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 nat ed Notes").

The Converti bl e Subordi nat ed Not es are converti bl e at the option
of the hol ders thereof into the nunmber of whol e shares of Conpany
conmmon stock determ ned by dividing the principal anount of
t he notes so converted by $3. 33 (in the case of the Initial Series
Not es and the Series C Notes) or $4.00 (in the case of the Series B
Not es), subject to adjustnment under certain circunstances.
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Duri ng 2000, $850, 000 of t he Converti bl e Subor di nat ed Not es wer e
converted by the note holders into 217,497 shares of conmopn st ock,
resultingin a bal ance of $7, 200, 000 i n Converti bl e Subor di nat ed Not es



at Decenber 31, 2000. |In January 2001, an additional $650, 000 was
converted by a not e hol der i nto 195, 000 shares of conmon stock and t he
Conpany exercised its right under the Initial Series Notes and t he
Series BNotes torequire conversion of the remaining $3, 550,000 into
1,002, 498 shares of common stock.

Unl ess t he context otherw se requires, references inthis Form10-K
to the Conpany include the Conpany and all its subsidiaries. The
Conpany' s princi pal executive offices are | ocat ed at 3040 Post Oak
Bl vd., Suite 222, Houston, Texas 77056, and its tel ephone nunber is
(713) 297-7000.

The Conpany's Clinics

I n general , the managi ng physi cal and/ or occupati onal therapist of
each clinic owns a partnership interest in the clinic he or she
operates. For themjority of theclinics, thisis acconplished by
structuringtheclinic as aseparatelimted partnership (the"Cinic
Part nershi ps"). As of Decenber 31, 2001, the Conpany, through wholly-
owned subsi di ari es, owned a 1%general partnershipinterest, withthe
exception of one clinic in which the Conpany owned a 6% gener al
partnershipinterest, andlimted partnershipinterests ranging from
49%to 99%in the clinics it operates (with respect to 80%of the
Conpany’ s clinics, the Conpany owned a |l i mted partnershipinterest of
64%as of Decenmber 31, 2001). For the majority of the clinics, the
managi ng t herapi st of each such clinic, along with other therapists at
theclinicinseveral of the partnerships, owmmtheremaininglimted
partnershipinterestsintheclinic. Insoneinstances, the Conpany
devel ops satelliteclinic facilities which are extensions of existing
clinics, and thus, Cinic Partnerships may consi st of one or nore
clinic | ocations.

In the majority of the partnership agreenents, the therapist
partner begins with a 20% profit interest in his or her Clinic
Par t ner shi p whi ch i ncreases by 3%at t he end of each year until his or
her interest reaches 35% The therapist partners have no
interest innet | osses of Ainic Partnerships, except tothe extent of
their capital accounts. The Conpany presently antici pates that future
clinics devel oped by the Conpany wi || be structured in a conparabl e
manner .
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In addition, typically each therapist partner enters into an
enpl oynment agreenent wi th the Conpany provi di ng for a covenant not to
conpet e during his or her enpl oynent with the Conpany pl us oneto two
years thereafter. The ternms of the enpl oynent agreenents range from
one to five years. Pursuant to each enpl oynent agreenent, the



t her api st partner recei ves a base sal ary and a bonus based on t he net
revenues or operating profit generated by his or her Clinic
Partnershi p. Each enpl oynent agreenent provi des that the therapi st
partner can berequiredto sell his or her partnershipinterest inthe
Clinic Partnership for the anount of his or her capital account upon
term nation of enploynment with the Clinic Partnership before the
expiration of the initial term of enploynment. The enpl oynment
agreenent s contai n no provi sions requi ring the purchase by t he Conpany
of the therapist partner’sinterest inthe Cinic Partnershipinthe
event of death or disability, or after theinitial termof enpl oynent.

Each clinic mai ntai ns an i ndependent | ocal identity, while at the
sane ti ne enjoying the benefits of national purchasing, third-party
payor contracts and central i zed managenent controls. Pursuant to a
managenent agreenent, U. S. PT Managenent, Ltd. ("USPTM'), a Texas
['imted partnershi p whose general andlimted partnershipinterests are
hel d by t he Conpany, provi des a vari ety of services to each clinic,
i ncl udi ng supervi sion of site sel ection, construction, clinic design
and equi pnment sel ection, establishment of accounting systens and
procedures and training of office support personnel, operational
di rection, ongoing accounting services and marketing support.

The Conpany' s typical clinic occupies approximately 1,500 to 3,000
square feet of space under aleaseinan office buildingor shopping
center. The Conpany seeks to obtain | eases for its clinics at ground
| evel (although it may not al ways be successful in obtaining such
| eases) inorder to nake accesstoits clinics as easy as possi ble for
patients. The Conpany al so attenpts to nake the decor inits clinics
| ess institutional and nore aesthetically pleasing than hospital
clinics. Thetypical staff neededto operateaclinicinitsinitial
stagesis alicensed physi cal and/ or occupati onal therapi st and an
of fice manager. Staffing may
al so i ncl ude physi cal and/ or occupati onal therapy assi stants, aides,
exerci se physiologists and athletic trainers. As patient
visits grow, the staffing may be increased to include two or nore
addi tional |icensed physi cal and/ or occupati onal therapists and one or
two addi tional office personnel. All therapy services provided are
per formed under the di rect supervisionof alicensed physical and/ or
occupati onal therapist.
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The Conpany currently providesits services at its clinics only on
an out pati ent basis. Patients requiringthesetypes of services are
usual |y treated for approxi matel y one hour per day, twotofivetines
a week. This formof treatnment typically lasts twoto six weeks. The
Conpany's charge for the treatnent is generally on a per procedure
basis. Inadditiontothe services nentioned, theclinicswll, when
appropri ate, devel op i ndi vi dual mai nt enance exerci se prograns to be



continued after treatment. Advi ce on postural inprovenents and changes
inwork habits or lifestyleis providedto pronote sel f-nmanagenent of
the patient's condition. The Conpany continues to assess the potenti al
f or devel opi ng newservi ces and expandi ng t he net hod of providingits
current services, with an enphasi s on heal th i nsurance and wor ker s’
conpensation insurance cost containnent.

| ndustry Background

Physi cal and occupational therapy is the process of aidinginthe
rehabilitation of individuals disabled by injury or disease or
recovering fromsurgery. Managenent believes that the foll ow ng
factors are influencing the growth of outpatient physical and
occupati onal therapy services:

Econom c Benefits of Physical and Cccupati onal Therapy Servi ces.
Pur chasers and provi ders of heal thcare services, such as i nsurance
conpani es, heal th nai ntenance organi zati ons, businesses
and i ndustries, are seeki ng ways to save ontraditional healthcare
services. Managenent believes physical and occupati onal therapy
services are cost-effective by helping to prevent short-term
di sabilities frombecom ng chronic conditions and by speedi ng t he
recovery from surgery and nuscul oskel etal injuries.

Earlier Hospital Discharge. Changes in health insurance
rei mbursement, both public and private, have encouraged the early
di scharge of patients in order to contai n and reduce costs. Managenent
bel i eves early hospital di scharge practices foster greater nunbers of
i ndi vi dual s requi ri ng out pati ent physi cal and occupati onal therapy
servi ces.

Agi ng Popul ation. The el derly popul ation, whi ch has experi enced
rapi d grow h over the past several decades, has a greater incidence of
maj or disability. This growth has fuel edthe demand for rehabilitation
servi ces.

Mar ket i ng

On a | ocal basis, the Conpany focuses its marketing efforts on
physi ci ans, mainly orthopedi c surgeons, neurosurgeons, physiatrists,
occupati onal nedicine and general practitioners, which generally
account for the mapjority of physical and occupational therapy
referrals. In marketing to the physician comunity, the clinics
enphasi ze their commtnent toquality patient care and conmuni cati on



wi t h physi ci ans regardi ng pati ent progress. On a national |evel, the
Company e mpl oy s mar r ket i ng
personnel to assist the clinic directors in establishingreferral
rel ati onshi ps wi th heal t h mai nt enance organi zati ons, preferred provider
organi zat i ons, industry and case managers and i nsurance conpani es for
clinictherapy services, as well as to devel op and i npl enent mar ket i ng
pl ans for mar ket i ng to t he physi ci an communi ty.
Sources of Revenue/ Rei nbur senment

Payor sources for clinic services are primarily comrercial health
I nsurance, nmanaged care prograns, workers' conpensati on i nsurance,
Medi car e and proceeds frompersonal injury cases. Comercial health
i nsurance and managed care prograns general ly provi de out pati ent
services coverage to patients utilizingtheclinics, andthe patient is
normally required to pay an annual deducti ble and a co-insurance
payment. Workers' conpensationis astatutorily defined enpl oyee
benefit which varies on a state-by-state basis. Wrkers' conpensation
| aws general |y require enpl oyers to pay for enpl oyees' costs of nedi cal
rehabilitation, | ost wages, | egal fees and ot her costs associated with
wor k-r el at ed
injuries and disabilities and, incertainjurisdictions, mandatory
vocational rehabilitation. These statutes generally require that these
benefits be of fered t o enpl oyees w t hout any deducti bl es, co-paynents
or cost sharing. Conpanies may provide such coverage to their
enpl oyees through either the purchase of insurance fromprivate
i nsurance conpani es, participationin state-run funds or through self-
i nsurance. Treatnents for patients who are parties to personal injury
cases are generally paid for fromthe proceeds of
settl enments withinsurance conpani es or fromfavorabl e judgenents. |If
an unfavorabl e j udgenent i s recei ved, collectionefforts are generally
not pursued agai nst the patient and the patient's account iswitten
of f agai nst established reserves. Bad debt reserves
relating to personal injury accounts receivable areregularly revi ened
and adj usted as appropri ate.

The Conpany's busi ness depends to a significant extent onits

relationships with physicians, comercial health insurers, workers'
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conpensati on i nsurers, and ot her referral sources, such as health
mai nt enance organi zati ons and preferred provi der organi zations.
clinics arelocatedin certain geographical areas, it isinportant for
themto be approved as providers by certain key heal th nmai nt enance
organi zati ons and preferred provider plans. If these clinics do not
obt ai n such approval, or if they cannot mai ntai n such approval, the
Conpany coul d be adversely affected.

Appr oxi mat el y 20%of t he Conpany’ s patient visits are frompatients



with Medi care i nsurance coverage. 1In order to receive Medicare
rei mbursenment, a rehabilitation agency or the individual therapi st
must nmeet the applicabl e conditions of participation set forth by HHS
relating to the type of facility, its equipnment, record keeping,
per sonnel and standards of nedical care, as well as conpliancewth all
state and l ocal laws. Cdinics are subject to periodic inspections or
surveys to determ ne conpliance. As of Decenber 31, 2001, 130 of the
Conpany' s clinics have been certified as rehabilitation agencies by
Medi care and 20 additional clinics not certifiedas rehabilitation
agenci es have i ndi vi dual therapists certifiedby Medicareto provide
services as physical therapists in private practice. Managenment
anticipates that, inthe future, newy devel oped clinics will generally
el ect to becone certifiedas Medi care providers. No assurance can be
gi ven that the newl y devel oped clinics will be successful in becom ng
certified as Medicare providers.

Prior to 1999, Medi care rei nbursenent for outpatient physical and
occupati onal therapy services furnished by a Medicare-certified
rehabilitation agency was based on a cost rei nbursenent net hodol ogy.
The Conpany was rei nbursed at atentativeratewith final settlenent
det erm ned after subm ssi on of an annual cost report by t he Conpany and
audi ts thereof by the Medi care fiscal internmediary. Effectivein 1999,
t he Bal anced Budget Act of 1997 (“BBA’) provi des that rei nbursenent for
out pati ent therapy services provided to Medi care beneficiariesis
pursuant to a fee schedul e publ i shed by t he Depart nment of Heal th and
Human Services (“HHS"),
and t he t otal anpbunt pai d by Medi care i n any one year for outpatient
physi cal (i ncludi ng speech-1anguage pat hol ogy) or occupati onal therapy
to any one patient islimtedto $1,500, except for services provi ded
i nhospitals. On Novenber 29, 1999, President dintonsignedintolaw
t he Medi care, Medi cai d and SCH P Bal anced Budget Refinenment Act of 1999
(“BBRA”) whi ch, anbng ot her provi sions, placed atwo-year noratoriumon
t he $1, 500 rei nbursenent limt for therapy services providedin 2000
and 2001. On Decenber 21, 2000, the President signedintolawthe
Medi care, Medicaid, and SCH P Benefits | nprovenent and Protection Act
of 2000
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(“BI PA") whi ch, anong ot her provi si ons, extended t he noratoriumfor one
year t hrough Decenber 31, 2002. Shoul d t he $1, 500 r ei nbursenent limt
becone effective in 2003, the Conpany does not antici pate that the
change will have a material inpact on revenues in 2003.

Medi care regul ati ons requi re that a physician certify the need for
physi cal and/or occupational therapy services for each patient
and that these services be provided in accordance with an
establi shed plan of treatnment which is periodically revised. State
Medi caid progranms generally do not provide coverage for outpatient



physi cal or occupational therapy, and, therefore, Medicaidis not, nor
is it expected to be, a material payor for the Conpany.

Regul ation and Heal thcare Reform

The heal thcare i ndustry i s subj ect to nunmerous federal, state and
| ocal regulations. Certain states into whichthe Conpany may expand
have | aws that require facilities that enpl oy heal t h prof essi onal s and
provide health-rel ated services to be | i censed and, i n sonme cases, to
obtain acertificate of need. Pursuant tocertificate of need | aws,
the affected entityisrequiredto denonstrateto astate regul atory
authority the need for and financial feasibility of certain
expenditures related to such activities as the construction of new
facilities or the comencenent of newheal thcare services. Based on
its operating experience to date, the Conpany believes that its
busi ness, as presently conducted, does not require certificates of need
or other facility approval s or licenses. There can be no assurance,
however, that existinglaws or regulations will not beinterpreted or
nodi fied to require the Conpany t o obtain such approval s or |icenses
and, if so, that such approval s or |icenses coul d be obtai ned. Failure
to obtainany requiredcertificates, approval s or |icenses coul d have
a material adverse effect on the Conpany’s business, financi al
condition and results of operations.

Vari ous Federal and state | aws regul ate the rel ati onshi ps bet ween
provi ders of heal t hcare servi ces and physi ci ans. These | aws i ncl ude
Section 1128B(b) of the Social Security Act (the “Fraud and Abuse
Law’), under whi ch civil and crim nal penal ties
can be i nposed upon persons who pay or receive renunerationinreturn
for referrals of patients who are eligible for rei nbursenent under t he
Medi care or Medicaid prograns. The Conpany does not
believe its business arrangenents are out of conpliance with these
provi sions. The provisions are broadly witten and the full extent
of their application is not currently known. In 1991, the Ofice
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of the I nspector General ("O G') of the United States Departnment of
Heal t h and Hurman Servi ces i ssued regul ati ons descri bi ng conpensati on
arrangenents which are not viewed as i |l egal renmunerati on under the
Fraud and Abuse Law (the "1991 Saf e Harbor Rul es"). The 1991 Safe
Har bor Rul es created certai n standards ("Safe Harbors") which, if fully
conplied with, assure participants that a particular business
arrangenent is not: (a) acrimnal of fense under t he Fraud and Abuse
Law, (b) the basis for an exclusion fromthe Medi care and Medi cai d
prograns or (c) the basis for i npositionof civil sanctions. Failure
tofall within a Safe Harbor does not constitute a violation of the
Fraud and Abuse Law, however, the O Ghas indicated that failureto
fall within a Saf e Harbor may subject an arrangenent to i ncreased



scrutiny.

The Fraud and Abuse Lawlimts the rel ati onshi ps whi ch t he Conpany
may have with referral sources. The Conpany’ s busi ness of managi ng
physi ci an- owned physi cal therapy facilities is subject to Fraud and
Abuse Lawi ssues. Accordingtothe O G s advi sory opi ni on No. 98-4,
t hese busi ness arrangenents fall outside the scope of the Safe Harbors.
Currently, federal courts providelittle guidance as to the application
of the Fraud and Abuse Lawt o such arrangenents. Managenent consi ders
theseissuesinplanningits clinics, marketing and ot her activiti es,
and believesits operations areinconpliance w th applicablelaw but
no assurance can be given regardi ng conpliance in any particul ar
factual situation. Inthe event that nmanagenent contracts of the type
t o which the Conpany is a party are heldto viol ate the Fraud and Abuse
Law, such hol di ng coul d have a nateri al adverse effect on t he Conpany’ s
busi ness, financial condition and results of operations.

I n February 2000, the O Gi ssued a speci al fraud al ert regardi ng
the rental of space in physician offices by persons or entities to
whi ch the physicians refer. The O G is concerned that in such
arrangenents, therental paynments may be di sgui sed ki ckbacks to t he
physi ci an-1 andl ords to i nduce referrals. The Fraud and Abuse Law
prohi bits knowingly andwillfully soliciting, receiving, offering or
payi ng anyt hi ng of value to induce referrals of itens or services
payabl e by a federal heal thcare program Currently, eight clinics rent
space fromreferring physi cians. The Conpany has t aken t he st eps t hat
it bel i eves ar e necessary t o
assure that all | eases conply with the space rental Safe Harbor tothe
Fraud and Abuse Law. When the | ease neets all of the criteria of a
Saf e Harbor, the arrangenent i s i mmune fromprosecuti on under t he Fraud
and Abuse Law.
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The Conpany believes its operations are in conpliance with the
current requirenments of applicable federal and state | aw, but no
assurances can be given that a federal or state agency charged
enf orcenent of the Fraud and Abuse Law and simlar | aws m ght not
assert an adverse position or newinterpretation of existing!laws that
could have a material adverse effect on its business.

The federal | awknown as the "Stark II" provi si ons of the Omi bus
Budget Reconciliation Act of 1993 (the “Stark Law’) anended t he f eder al
Medi care statute to prohibit referrals by a physician for “desi gnat ed
heal th services,” includi ng physi cal therapy and occupati onal therapy,
to an entity in which the physician (or famly menber) has an
i nvestment interest or other financial relationship, subject tocertain

wi t h



exceptions. This prohibition took effect on January 1, 1995.

This lawal so prohibits billingfor services rendered pursuant to
a prohibited referral. Penalties for violation include denial of
payment for the services, significant civil nonetary penalties, and
excl usi on fromthe Medi care and Medi cai d prograns. Several states have
enacted laws simlar tothe Stark Law, but these state | aws cover all
(not just Medi care and Medi cai d) patients; and many heal thcare reform
proposal sinthelast fewyears woul d have expanded t he Stark Lawto
cover all patients as well. The Stark Lawcovers a managenent contract
wi th a physician group and any financial relationship between the
Conpany and ref erri ng physi ci ans, includi ng any fi nanci al transaction
resulting fromaclinicacquisition. As w ththe Fraud and Abuse Law,
managenent considers the Stark Lawin planningits clinics, marketing
and other activities, and believes that its operations are in
conpliance with applicablelaw However, as noted above, no assurance
can be gi ven regardi ng conpliance in any particul ar factual situation.

Inan effort to conbat heal t hcare fraud, Congress i ncluded several
anti-fraud measures in the Health Insurance Portability and
Account ability Act of 1996 ("H PAA"). H PAA anends exi sting crim nal
| egi slation and crimnal penalties for Medi care fraud and enacts new
f eder al heal t hcare anti-fraud | egi sl ati on. HI PAA
creates a source of funding for fraud control divi ded bet ween HHS and
t he Departnment of Justice andis used to coordinate federal, state and
| ocal heal thcare | awenforcenent prograns, conduct i nvesti gations,
provi de gui dance to t he heal t hcare i ndustry on fraudul ent heal t hcare
practices, and establish a national data bank
to receive and report final adverse actions. The Conpany cannot
predi ct what effect, if any, these expanded enforcenent authorities
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wi || have on t he heal thcare i ndustry generally or on the Conpany’s
busi ness.

Addi tional |y, H PAA mandat es t he adopti on of certain standards
regardi ng t he exchange of el ectronic healthcare information in an
effort to ensure the privacy and security of patient infornmation.
Hl PAA's security and privacy final regulations were rel eased on
Decenber 28, 2000 and becane effective April 14, 2001. The Conpany
must fully conply with the final regulations by April 14, 2003.
Sanctions for failingto conply with H PAAinclude crimnal penalties
and civil sanctions.

The Conpany i s eval uating the i npact of HI PAA. At thistine, the
Conpany anticipatesthat it will beabletofully conply withthe H PAA
requi renents t hat have been adopted. Based onits current know edge,
t he Conpany bel i eves that the cost of its conpliance will not have a



mat eri al adverse effect onits business, financial conditionor results
of operations.

Political, econom c and regul atory i nfl uences are subj ecting the
heal t hcare i ndustry inthe United States to fundanental change. The
Conpany anti ci pates that Congress, state |l egi slatures and the private
sector will continue to review and assess al ternative heal thcare
del i very and paynent systens. Potential approaches t hat have been
consi der ed i ncl ude mandat ed basi c heal t hcare benefits, controls on
heal t hcar e spending through limtations onthe growh of private health
i nsurance prem uns and Medi car e and Medi cai d spendi ng, the creation of
| ar ge i nsur ance pur chasi ng groups, price control s and ot her fundanent al
changes to t he heal t hcare delivery system Managed care entities,
whi ch represent an ever-grow ng per cent age of heal t hcare payors, are
demandi ng | ower costs fromheal t hcare provi ders, and i n nmany cases,
requiring or encouragi ng provi ders to accept capitated paynents t hat
may not be adequate to all owproviders to cover their full costs or may
reduce their profitability. Legislative debateis expectedto continue
inthe future and market forces are expected to denmand reduced costs.
The
Conpany cannot predi ct what i npact the adoption of any federal or state
heal t hcare ref ormmneasures or future private sector reformmay have on
its business.

Conpetition

The heal thcare i ndustry general | y and t he physi cal and occupati onal
t her apy busi nesses in particul ar are highly conpetitive and subject to
continual changes in the manner in which
services are delivered and in which providers are selected. The

13

conpetitive factors inthe physical and occupational therapy busi nesses
include, without limtation, quality of care, cost, treatnent outcones,
conveni ence of |l ocation, andrelationshipswithandability to neet the
needs of referral and payor sources. The Conpany's clinics conpete
directly or indirectly with the physi cal and occupati onal therapy
departnents of acute care hospitals, physician-owned t herapy clinics,
private therapy clinics and chiropractors.

The Conpany believes that its main sources of conpetition are acute
care hospital outpatient therapy clinics and private therapy clinic
organi zati ons t hat provi de t herapy services. The Conpany will face
further conpetition as consolidation of the therapy i ndustry conti nues
t hrough t he acqui sition of physi ci an-owned and ot her pri vat el y- owned
t herapy practices.



Managenment bel i eves that provi di ng key therapi stsinaconmunity
or nei ghborhood with an opportunity to participateinclinicownership
is aconpetitive advant age because it hel ps to ensure comm t nent by
| ocal managenent to t he success of the clinic and m ni m zes turnover of
managi ng t herapi sts.

The Conpany al so believes its conpetitive positionis enhanced by
its strategy of locatingits clinics, when possi ble, on the ground
floor inoffice buildings and shoppi ng centers wi th nearby parKki ng,
t hereby making the clinics nore easily accessibleto patients. The
Conpany attenpts to make the decor inits clinics lessinstitutional
and nor e aesthetically pl easi ng t han hospi t al
clinics. Managenent also believes it can generally provide its
services at al esser cost than conparabl e servi ces of hospitals dueto
hospital s' hi gher overhead.

Empl oyees

At Decenber 31, 2001, the Conpany enpl oyed 1, 122 tot al enpl oyees,
of which 675 were full-time enployees. At that date,
none of the Conpany's enpl oyees were subj ect to col |l ective bargai ning
agreenments or were nmenbers of unions. Managenent considers the
rel ati ons between the Conpany and its enpl oyees to be good.

Inthe states i nwhichthe Conpany's current clinics are | ocated,
persons perform ng physi cal and occupati onal therapy services are
requiredto belicensed by the state. All persons currently enpl oyed
by the Conpany and its clinics who are required to be |icensed are

i censed, and t he Company i nt ends t hat al
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future enpl oyees who are required to be licensed will be licensed.
Managenment is not aware of any federal |icensing requirenments

applicable to its enpl oyees.
| nsur ance

The Conpany nmaintains professional liability coverage on
prof essi onal s enpl oyed i n each of its clinics, inadditionto general
liability insurance and coverage for the customary ri sks i nherent in
t he operation of healthcare facilities and busi nesses in general.
Managenent bel i eves i nsurance policies inforce are adequate i n anount
and coverage for its current operations.

Item 2. Properties.

The Conpany presently | eases, under noncancel | abl e operati ng | eases
withterns ranging fromonetofive years, all of the properties used



for itsclinics withthe exception of two clinics |ocatedin Brownwood,
Texas and M neral Wells, Texas, for which the Conpany owns. The
Conpany al so owns a buildingin dovis, NewMxico, whichit intendsto
sell or lease, relatedto aclinicthat has been cl osed. The Conpany
i ntends, where feasible, tolease the prem ses in whichnewclinics
wi || belocated. The Conpany's typical clinic occupies 1,500to 3,000
square feet of space.

The Conpany al so | eases, under a noncancel | abl e operating | ease
expiringinJuly 2003, its executive offices | ocated in Houston, Texas.
The executi ve offices currently occupy approxi mat el y 23, 000 squar e f eet
of space (including allocations for common areas).

Item 3. Legal Proceedings.

The Conpany i s subject tolitigation and other proceedi ngs ari sing
inthe ordinary course of business. Wile the ultinmate outcone of
| awsuits or other proceedi ngs cannot be predicted with
certai nty, managenent does not believe the i npact of such | awsuits or
ot her proceedings, if any, woul d be material to the Conpany's busi ness,
financial condition or results of operations.

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

No matters were submtted to a vote of security hol ders of the
Conpany, through solicitation of proxies or otherw se, duringthe
fourth quarter of 2001.
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ltem 5. Market for Common Equity and Rel ated Stockhol der Matters.
Price Quotations

The Conpany’ s common st ock trades on t he Nasdaqg St ock Market, |nc.
(“Nasdaq”) National Market under the synbol “USPH.” The range of
Nasdaq reported tradi ng prices for each quarterly period, as set forth
bel ow, reflect the two-for-one stock split effectedinthe formof a
100%st ock di vi dend, payabl e on January 5, 2001, to hol ders of record
as of Decenber 27, 2000 and the three-for-two stock split effectedin
t he formof a 50%st ock di vi dend, payabl e on June 28, 2001, to hol ders
of record as of June 7, 2001. The reported quotations reflect inter-
deal er prices, without retail mark-up, mark-down or conm ssi on and nay
not represent actual transactions.



2001 2000

HI GH LOW HI GH LOW
QUARTER
First $15. 250 $ 7.042 $3.323 $2.750
Second 21. 367 8. 583 3. 583 2.917
Third 19. 750 11. 210 5. 250 3. 458
Fourth 20. 470 13. 850 8. 458 4.583

Record Hol ders

As of March 26, 2002, there were 40 hol ders of record of the
Conpany’ s out standi ng common st ock.

Di vi dends

Since inception, the Conpany has not declared or paid cash
di vi dends or nmade distributions onits equity securities (other than as
described in the next paragraph), and the Conpany does not
anticipatethat it will pay cash di vi dends or make di stributionsinthe
foreseeabl e future.

On January 5, 2001, t he Conmpany ef fected a two-for-one stock split
inthe formof a 100%st ock di vi dend t o st ockhol ders of record as of
Decenber 27, 2000.
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On June 28, 2001, the Conpany effected athree-for-two stock split
inthe formof a 50%stock dividend to stockhol ders of record as of
June 7, 2001. Fractional shares resulting fromthe three-for-two stock
split were paid to shareholders in cash.

Recent Sal es of Unregi stered Securities

On Septenber 30, 2001, the Conpany purchased the 35% m nority
interest inalimted partnership whichowns nineclinicsinMchigan
for consi deration aggregating $2, 111, 000. The Conpany i ssued 95, 000
shar es of conmon st ock and a not e payabl e of $630, 000. The securities
were issuedinreliance onthe exenptionfromregistrationset forthin
Rul e 506 of Regul ati on D and Section 4(2) of the Securities Act of
1933, as anended.

On Decenber 31, 2001, the Conpany purchased the 35% m nority
interest inalimted partnership which owns four clinicsinMchigan
for consi deration aggregating $1, 511, 000. The Conpany i ssued 67, 100



shares of common st ock and a not e payabl e of $435, 000. The securities
were issuedinreliance onthe exenptionfromregistrationset forthin
Rul e 506 of Regul ati on D and Section 4(2) of the Securities Act of

1933, as anended.
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ltem 6. Sel ect ed Fi nanci al Dat a.
Year Ended Decenber 31,
2001 2000 1999 1998 1997
(in thousands, except per share data)
Net revenues (1) $80, 948 $63, 222 $51, 368 $44, 837 $38, 807
| ncome before
i ncome taxes $11,503 $ 6,138 $ 3,962 $ 2,704 $ 2,481
Net income (2) $ 7,071 $ 3,735 $ 2,394 $ 1,596 % 2,426
Ear ni ngs per common share:
Basic (3) $ 0.70 $ 0.40 $ 0.23 $ 0.15% 0.23
Diluted (3) $ 0.55 $ 0.34 $ 0.23 $ 0.14% 0.22



Total assets (1) $36, 220 $22,970 $23,346 $24, 362 $22, 548

Long-term debt, |ess
current pérB8ioal $ 7,226 $ 8,087 $ 8,126 $ 8,239

Wor ki ng capbial 18@) $10, 420 $12,493 $12,832 $11, 204
Current ratio 6183 4.14 6.79 5.45 5. 07

Total long-termdebt to
total capitalization 0.12 0. 46 0.43 0.41 0. 45

(1) Certainanmounts for 1999 and 1998 have been recl assified to conform
to the presentation used for 2001 and 2000. The recl assifications had
no effect on net incone.

(2) Prior to 1998, net operating |l oss carryforwards were utilizedto
of fset any federal income tax liability.

(3) All per shareinformation has been adjustedtoreflect the two-for-
one stock split effectedinthe formof a 100%st ock di vi dend, payabl e
on January 5, 2001 to hol ders of record as of Decenber 27, 2000 and t he
three-for-two stock split effectedinthe formof a 50%st ock di vi dend
payabl e on June 28, 2001 to holders of record as of June 7, 2001.
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Item7. Managenent's Di scussi on and Anal ysi s 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 provide post-operative care and treatnent for

a variety of orthopedi c-rel ated di sorders and sports-relatedinjuries.
At Decenber 31, 2001, t he Conpany operated 162 out pati ent physi cal
and/ or occupational therapy clinicsin 31l states. The average age of
the 162 clinics in operation at Decenber 31, 2001 was 4. 08 years.
Since the i nception of the Conpany, 176 cli ni cs have been devel oped and
si x clinics have been acqui red by t he Conpany. To date, the Conpany
has sold one clinic, closed 14 facilities due to negative clinic
per f ormance, consolidated the operations of threeof itsclinicswth
ot her existingclinicstonoreefficiently serve various geographic
mar ket s and cl osed two of the Conpany’ s clinics after sellingcertain
fi xed assets at such facilities. During 1999, three clinics were
cl osed with no | oss bei ng recogni zed rel ated to t hese cl osures. These



t hree clini cs conbi ned account ed for net patient revenues and clinic
operating costs for the year ended Decenber 31, 1999 of $263, 000 and
$333, 000, respectively. Two clinics were closedin 2000w th noloss
bei ng recogni zed. These two clinics conbi ned account ed for net patient
revenues and clinic operating costs for the year ended Decenber 31,
2000 of $97, 000 and 221, 000, respectively, for the year ended Decenber
31, 1999 of $222, 000 and $328, 000, respectively. During 2001, six
clinics were closedwith noloss being recogni zed. These six clinics
conbi ned account ed for net patient revenues and cli nic operating costs
for the year ended Decenber 31, 2001 of $393,000 and $513, 000,
respectively, for the year ended Decenber 31, 2000 of $738, 000 and
$606, 000, respectively, and for the year ended Decenber 31, 1999 of
$353, 000 and $219, 000, respectively.

The Conpany al so sol d one clinic during 2001. This clinic accounted
for net patient revenues and clinic operating costs for the year ended
Decenber 31, 2001 of $122, 000 and $148, 000, respectively, for the year
ended Decenber 31, 2000 of $162, 000 and $172, 000, respectively, and for
the year ended Decenmber 31, 1999 of $167,000 and $177, 000,
respectively.

I nadditiontothe Conpany’s owned clinics, it al so manages physi cal
therapy facilities for third parties, including physicians, with six
such third-party facilities under managenent as of Decenber 31,
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Critical Accounting Policies
Critical accounting policies are those that have a significant i npact
on the results of operations and fi nanci al position of the Conpany
i nvol ving significant estimates requiringjudgnent by Managenent. The
Conpany’s critical accounting policies are:

Revenue Recognition. The Conpany bills primarily third-party payors
for services at standard rates. Actual paynents received fromthe
payors vary based upon t he payor’s fee schedul es, contracts t he Conpany
may have signed with the payor or limts on usual and customary
charges. Based upon historical paynment data, the Conpany records a
contractual all owance to reduce gross revenues to the estinmated net
real i zabl e anount expectedto beultinmately coll ected frompayors. The
accuracy of revenue recognition inproves with the tineliness of
col |l ections.

Al | owance for Doubtful Accounts. The Conpany revi ews account agi ngs
and experience with particul ar payors at each clinic indetermning an
appropriate accrual for doubtful accounts. H storically, clinicsthat
have | ar ge nunber s of ol der accounts generally have | ess favorabl e
col | ection experience, and thus, require a hi gher all owance. Accounts

2001.



that areultimtely determ ned to be uncol lectiblearewitten off
agai nst the bad debt all owance.

Accounting for I ncone Taxes. As part of the process of preparingthe
consol i dated financi al statenents, the Conpany is requiredto estinate
its federal incometax liability and incone taxes inthe states in
whichit operates, as well as assessing tenporary differences resulting
fromdiffering treatnment of itens, such as bad debt expense and
anortization of |easehold inmprovenents, for tax and accounting
pur poses. The differences result in deferred tax assets and
liabilities, whichareincludedinthe consolidated bal ance sheets.
Managenent t hen nust assess the |likelihood that deferredtax assets
wi || berecovered fromfuture taxabl einconme, andif not, establish a
val uation all owance.
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Fi scal Year 2001 Conpared to Fiscal Year 2000

Net Patient Revenues

Net patient revenues i ncreased to $78, 450, 000 f or 2001 from$60, 667, 000
for 2000, an increase of $17, 783,000, or 29% on a 25%i ncrease in
patient visits to 871,000. Net patient revenues fromthe 30 clinics
opened during 2001 (the “2001 Newd i nics”) accounted for 21%of the
i ncrease, or $3, 703,000. The renai ni ng i ncrease of $14, 080, 000 i n net
patient revenues is attributabletothe 132 clinics opened before 2001
(the “Mature Clinics”). O the $14, 080,000 increase in net patient
revenues f r om t h e Mat ur e
Clinics, $11, 444,000 was due to a 19%i ncrease i n t he nunber of patient
visits to 829,000, while $2, 636, 000 was due to a 4%increase in the
average net revenue per visit to $90.19.

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
prograns are based on predeterm ned rates and are generally | ess t han
the established billingrates of theclinics. Net patient revenues
reflect reserves, which are eval uat ed quarterly by nanagenent, for
contractual and other adjustnents relatingto patient discounts from



certai n payors. Reinbursenent for outpatient therapy services provided
t o Medi care beneficiariesis pursuant to afee schedul e published by
t he Departnent of Heal t h and Human Servi ces, and t he total anount that
may be paid by Medicare in any one year for outpatient physical
(i ncl udi ng speech-| anguage pat hol ogy) or occupati onal therapy to any
one patient islimted to $1, 500, except for services provided in
hospitals. On Novenber 29, 1999, President dintonsignedintolawthe
Medi car e, Medi cai d and SCHI P Bal anced Budget Refi nenent Act of 1999
whi ch, anmong ot her provi sions, placed atwo-year noratoriumonthe
$1,500 rei nbursenent limt for therapy services providedin 2000 and
2001. On Decenber 21, 2000, the President signed into |law the
Medi care, Medicaid, and SCH P Benefits I nprovenent and Protection Act
of 2000 whi ch, anobng ot her provi si ons, extended t he noratoriumfor one
year t hrough Decenber 31, 2002. The Conpany does not general |y treat
| ong-termconplicated rehabilitation cases; therefore, shouldthe
$1, 500 rei mbursenent Iimt becone effectivein 2003, the Conpany does
not anticipate a material inmpact on revenues in 2003.

Managenment Contract Revenues

Managenent contract revenues decreased to $2, 311, 000 for 2001 from
$2, 369, 000 for 2000, a decrease of $58,000, or 2% Thi s decrease was
primarily due to the termnation at the end of the contract of
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athird-party nmanagenent contract with a hospital in February 2001.
Currently, the Conpany i s not expecting significant expansi on of the
managenent contracting business.

Clinic Operating Costs
Clinic operating costs as a percent of conbi ned net patient revenues

and managenent contract revenues decreased to 68%i n 2001 from72%in
2000.

Clinic Operating Costs - Salaries and Rel ated Costs

Sal aries and rel ated costs i ncreased to $35, 351, 000 for 2001 from
$28, 683, 000 for 2000, an i ncrease of $6, 668, 000, or 23% Approxi mately
26%of the increase, or $1, 715, 000, was due to the 2001 New Cl i ni cs.

The remai ni ng 74%i ncrease, or $4, 953, 000, was due principally to
increased staffing to neet the increase in patient visits for the
Mature Clinics, coupled with an increase i n bonuses earned by the
clinicdirectors at the Mature dinics. Such bonuses are based onthe
net revenues or operating profit generated by t he i ndi vi dual cli nics.

Sal aries and related costs as a percent of conmbi ned net patient

revenues and managenent contract revenues decreased t o 44%i n 2001 from
46% i n 2000.

Clinic Operating Costs - Rent, Clinic Supplies and O her
Rent, clinic supplies and other increasedto $17, 599, 000 for 2001 from



$14, 952, 000 for 2000, an i ncrease of $2, 647,000, or 18% Approxi mately
49%of the increase, or $1, 310, 000, was due to the 2001 New C i ni cs,
while 51% or $1,337,000, of the increase was due

tothe Mature dinics. Theincreaseinrent, clinic supplies and other
for the Mature Clinics was primarily due tothe fact that for the 28
clinics opened during 2000, 32% opened in the fourth quarter.
Accordingly, 2001 was the first year inwhichthey incurredafull year
of expenses. Rent, clinic supplies and other as a percent of net
pati ent revenues and managenent contract revenues conbi ned decreased to
22% for 2001 from 24% for 2000.

Clinic Operating Costs - Provision for Doubtful Accounts

The provi sion for doubtful accounts increasedto $1, 930, 000 for 2001
from $1, 596,000 for 2000, an increase of 21% or $334,000.
Approxi mately 24% of the increase, or $81,000, was due to the 2001
New Cl i ni cs. The remmi ni ng 76%i ncr ease, or $253, 000, was due to t he
Mature Clinics. The provision for doubtful accounts as a percent of

net patient revenues was 2.5% for 2001 conpared to 2.6% for 2000.
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Corporate Ofice Costs
Cor porate office costs, consisting primarily of sal aries and benefits
of corporate office personnel, rent, insurance costs, depreciation and
anortization, travel, | egal, professional, marketing and recruiting
fees i ncreased to $9, 120, 000 for 2001 from$7, 607, 000 for 2000, an
i ncrease of $1,513,000, or 20% Corporate
of fice costsincreasedprimarily as aresult of i ncreased | egal fees,
travel, recruiting fees and sal ari es and benefits related to addi ti onal
personnel hired to support an i ncreasi ng nunber of clinics. Corporate
office costs as a percent of conbined net patient revenues and
managenent contract revenues decreased to 11%in 2001 from12%i n 2000.
Corporate office expense in 2000 i ncl uded $369, 000 rel ated to t he
Conpany’s discontinued surgery center initiative.

| nt erest Expense

| nt er est expense decr eased $514, 000, or 66% to $266, 000 f or 2001 from
$780, 000 for 2000. This decrease was prinmarily due to the conversion
of $850, 000 and $4, 200, 000 of converti bl e subordi nat ed debt i nto shares
of Conpany conmmon stock in the | ast quarter of 2000 and the first

quarter of 2001, respectively. See “Factors Affecting Future Results -

Converti bl e Subordi nated Debt.”

Mnority Interests in Earnings of Subsidiary Limted Partnerships
Mnority interests in earnings of subsidiary |limted partnerships
i ncreased $1, 713, 000, or 49% to $5, 179,000 for 2001 from$3, 466, 000



for 2000 due to the increase in aggregate profitability of those
clinics inwhich partners have achi eved positive retained earni ngs and
are accruing partnership incone.

Provi sion for Income Taxes

The provision for i ncone taxes i ncreased to $4, 432, 000 f or 2001 from
$2, 403, 000 for 2000, an i ncrease of $2,029, 000, or 84% During 2001
and 2000, the Conpany accrued i ncone taxes at an effective tax rate of

39% The 2001 and 2000 rate exceeded the U. S. statutory tax rate of

35% due primarily to state incone taxes.

Fi scal Year 2000 Conpared to Fiscal Year 1999

Net Patient Revenues

Net patient revenues i ncreased to $60, 667, 000 f or 2000 fr om$49, 056, 000
for 1999, an increase of $11, 611, 000, or 24% on a 23%i ncrease in
patient visits to 697,000. Net patient revenues fromthe 28 clinics
opened during 2000 (the “2000 Newd i nics”) accounted for 27%of t he
i ncrease, or $3,144,000. The renmmi ni ng i ncrease of $8,467, 000 i n net
patient revenues i s attributabl e to
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the 111 clinics opened before 2000 (the “Mature Clinics”). O the
$8, 467,000 i ncrease i n net patient revenues fromthe Mature Cinics,
$8, 215, 000 was due to a 17%i ncrease i n t he nunber of patient visitsto
661, 000, whil e $252, 000 was due to a $0. 36 i ncrease i n t he aver age net
revenue per visit to $87.083.

See t he di scussi on on accounting for and regul atory initiatives rel ated
to patient billing under the heading “Fi scal Year 2001 Conpared to
Fi scal Year 2000 - Net Patient Revenues.”’

Managenment Contract Revenues

Managenent contract revenues i ncreased to $2, 369, 000 for 2000 from
$2,112,000 for 1999, an increase of $257, 000, or 12% Approxi mately
$117, 000 of the increase, or 46% was due to a new nanagenent contract

entered intoin March 2000. The renmai ni ng 54%i ncrease, or $140, 000,

was primarily due to a 9%i ncrease i n patient visits for managenent

contracts entered into prior to 2000.

Ot her Revenues

Ot her revenues, consisting of interest, sublease and real estate
commi ssi on i ncone, decreased to $186, 000 for 2000 from$200, 000 f or
1999, a decrease of $14,000, or 7% The decrease was primarily dueto
a subl ease agreenent that was term nated i n 1999, offset in part by an
increase in real estate comm ssion incone.

Clinic Operating Costs



Clinic operating costs as a percent of conbi ned net pati ent revenues
and managenent contract revenues decreased to 72%f or 2000 f r om74%f or
1999.

Clinic Operating Costs - Salaries and Rel ated Costs

Sal aries and rel ated costs increased to $28, 683, 000 for 2000 from
$23,995,000 for 1999, an increase of $4,688,000, or 20%

Approxi mat el y 37%of the increase, or $1, 748, 000, was due to t he 2000
New Clinics. The remaining 63%increase, or $2,940,000, was due
principally to increased staffing to neet the increase in patient

visits for the Mature Clinics, coupled with an increase i n bonuses
earned by theclinic directors at the Mature dinics. Such bonuses are
based on the net revenues or operating profit generated by the
i ndividual clinics. Salaries andrel ated costs as a percent of net

pati ent revenues and managenent contract revenues conbi ned decreased to
46% for 2000 from 47% for 1999.

Clinic Operating Costs - Rent, Clinic Supplies and O her
Rent, clinic supplies and other increasedto $14, 952, 000 f or 2000 from
$12, 455,000 for 1999, an increase of $2,497,000, or 20%
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Approxi mately 57%of the increase, or $1, 415, 000, was due to t he 2000
New Clinics, while 43% or $1,082,000, of the increase was due
tothe Mature dinics. Theincreaseinrent, clinic supplies and other
for the Mature Clinics related to the fact that of the 17 clinics
opened during 1999, 59%wer e opened duri ng t he second hal f of t he year.
Accordingly, 2000 was the first year inwhichthey incurredafull year
of expenses. Rent, clinic supplies and other as a percent of net
pati ent revenues and managenent contract revenues conbi ned r emai ned
unchanged at 24% for 2000 and 1999.

Clinic Operating Costs - Provision for Doubtful Accounts

The provi sion for doubtful accounts increasedto $1, 596, 000 f or 2000
from $1, 165,000 for 1999, an increase of 37% or $431, 000.
Approxi mately 16% of the increase, or $70,000, was due to the 2000
New Cl i nics. The renai ni ng 84%i ncrease, or $361, 000, was due to t he
Mature Clinics. The provisionfor doubtful accounts as a percent of

net patient revenues was 2.6% for 2000 conpared to 2.4% for 1999.

Corporate O fice Costs

Corporate office costs, consisting primarily of salaries and benefits
of corporate office personnel, rent, insurance costs, depreciation and
anortization, travel, |l egal, professional, marketing and recruiting
fees increased to $7, 607, 000 for 2000 from$6, 487, 000 for 1999, an
i ncrease of $1, 120,000, or 17% Corporate office costs increased
primarily as aresult of increasedtravel, recruiting fees, marketing
expenses and sal ari es and benefits rel ated to addi ti onal personnel



hi red t o support an i ncreasi ng nunber of clinics. Corporate office
costs for 2000 and 1999 i ncl uded $369, 000 and $384, 000, respectively,
related to the di scontinued surgery center initiative. Excluding
expenses related to the surgery centers, corporate office costs as a
percent of net patient revenues and managenment contract revenues
conbi ned decreased to 11% for 2000 from 12% for 1999.

| nt erest Expense
| nt er est expense i ncreased $53, 000, or 7% to $780, 000 for 2000 from

$727,000 for 1999. This increase in interest was due to
$2, 115, 000 borrowed by t he Conpany to hel p fi nance t he repur chase of
1, 695,000 shares of its commpn stock. In Novenmber 2000, the

Conpany repai d $1, 215, 000 of thi s | oan, | eavi ng a bal ance of $900, 000
at Decenber 31, 2000. The | oan bore interest at arate per annumof
pri me plus one-hal f percentage point and t he bal ance was repaid in
March 2001. See “Liquidity and Capital Resources.”
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Mnority Interests in Earnings of Subsidiary Limted Partnerships
Mnority interests in earnings of subsidiary |limted partnerships
i ncreased $889, 000, or 34% to $3, 466, 000 for 2000 from$2, 577, 000 f or
1999 due totheincreasein aggregate profitability of thoseclinicsin
whi ch partners have achi eved positive retained earnings and are
accruing partnership incone.

Provision for Income Taxes

The provi sion for i ncone taxes i ncreased to $2, 403, 000 f or 2000 from
$1, 568, 000 for 1999, an increase of $835, 000, or 53% During 2000 and
1999, t he Conpany accrued i ncone taxes at effective tax rates of 39%
and 40% respectively. The 2000 and 1999 rates exceeded the U. S.

statutory tax rate of 34% due primarily to state income taxes.

Liquidity and Capital Resources

At Decenber 31, 2001, the Conpany had $8, 121,000 i n cash and cash
equi val ents available to fund the working capital needs of its
operating subsidiaries, future clinic devel opnents, acqui sitions and
i nvestnents. Includedincash and cash equi val ents at Decenber 31,
2001 was $4, 525, 000 i n a noney nmar ket fund i nvestedin short-termdebt
instrunents issued by an agency of the U.S. Governnent.

The i ncrease i n cash of $6, 050, 000 fromDecenber 31, 2000 t o Decenber
31, 2001 is dueprimarily to cash provi ded by operating activities of
$15, 172,000 and proceeds fromthe exercise of stock options of
$2, 279, 000, offset inpart by the Conpany’ s use of cash to repurchase
135, 000 shar es of comon st ock for $1, 943, 000, pay not es payabl e of
$1, 542, 000, fund capital expenditures for physical therapy equi pnent
and | easehol d i nprovenents i nthe anount of $3, 344, 000, di stribute



$4,530,000tomnority investorsinsubsidiary |imted partnerships and
to purchase intangibles of $53, 000.

The Conpany’ s current ratioincreasedto 6.83to 1.00 at Decenber 31,
2001 from4.14 to 1.00 at Decenber 31, 2000. The increase in
the current ratio was due primarily to an increase in cash and cash
equi val ents and an i ncrease i n net patient revenues, which in turn
caused an increase in patient accounts receivable.

At Decenber 31, 2001, the Conpany had a debt-to-equity ratioof 0.14to
1.00 conparedto 0.85to0 1. 00 at Decenber 31, 2000. The decrease in
the debt-to-equity ratiofrombDecenber 31, 2000 t o Decenber 31, 2001
resul ted fromnet i ncone of $7,071, 000, t he conversi on of $4, 200, 000
subordinated not es payabl e into C 0 mmon
stock, the issuance of 162,100 shares of common stock val ued at
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$2, 557, 000 associ ated wi th t he purchase of the 35%mnority interest in
thirteen M chigan clinics and the proceeds of and tax benefit fromthe
exerci se of stock options of $2,279,000 and $3, 134, 000, respectively.

I n August 2000, the Conpany conpl eted t he repurchase 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 | oan i n the anount of
$2,115,000 to fund the purchase of the stock.

I n conjunctionw th the stock purchase, the Conpany entered into al oan
agreement wi th a bank to borrowup to $2, 500, 000 on a |l i ne of credit,

convertible to a termloan on Decenber 31, 2000. The | oan bore
i nterest at arate per annumof prinme pl us one-hal f percentage poi nt

and was repayable in quarterly install ments of $250, 000 begi nni ng Mar ch
2001. I n November 2000, the Conpany repaid $1, 215,000 of the
$2, 115, 000 borrowed under the convertiblelineof credit. |In March
2001, the Conpany repaid the remai ni ng bal ance of $900, 000 on t he bank
| oan.

I n Sept enber 2001, the Board of Directors authorized t he purchase, in
the open market or in privately negotiated transactions, up to
1, 000, 000 shar es of the Conpany’s conmon st ock. Any shares purchased
will be held as treasury shares and nmay be used for such valid
corporate purposes or retired as the Board of Directors, inits
di scretion, may deemadvi sabl e. As of Decenber 31, 2001, t he Conpany
had pur chased 135, 000 shares of its common st ock on t he open mar ket for
a total of $1,943, 000.

The Conpany does not have credit |lines or other arrangements for
fundi ng wi t h banks or other institutions. H storically, the Conpany
has generated cash fromoperations sufficient tofundits devel opnent



activities and cover oper at i onal needs. The
Conpany does not general |y acquire newclinics through acquisitions of
exi sting clinics, but develops clinics in ade novo fashion, which
managenent bel i eves general ly requires substantially |l ess capital. The
Conpany currently plans to conti nue addi ng newclinics on ade novo
basis, although this strategy may change fromtine to tine as
appropri ate opportuniti es becone avail able. The Conpany has fromti ne
totinme purchased mnorityinterestsof limted partnersinclinic
partnerships, including the mnority interests purchased in the
thirteen Mchiganclinics referredto above. |n selective cases, the
Conpany may purchase additional mnority interests in the future.
Generally, any material purchases of mnority interests are expectedto
be acconplished using a conbi nati on of common stock and cash.
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Managenent believes that exi sting funds, suppl enent ed by cash fl ows
fromexisting operations, will be sufficient to neet its current

oper ati ng needs, devel opnent pl ans and any purchases of mnority
interests through at | east 2002.

Recently Pronul gated Accounti ng Standards

| n July 2001, the Fi nanci al Accounti ng St andards Board (“FASB") i ssued
St at ement of Fi nanci al Accounti ng 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 nati ons
initiated after June 30, 2001 be accounted for under the purchase
met hod. The adopti on of SFAS 141 di d not have a materi al i npact onthe
Conpany’ s busi ness because it had no pl anned or pendi ng acqui sitions
t hat woul d have nmet the requirenments for use of the pooling of
i nterests nethod.

Al so in July 2001, the FASBi ssued St at enent of Fi nanci al Accounti ng
St andar ds No. 142 “CGoodwi I | and Ot her I ntangi bl e Assets,” (“SFAS 142%)
whi ch is effective for the Conpany begi nni ng i n 2002 except for certain
provi sions that were effective July 1, 2001. SFAS 142 requires
goodwi | I and ot her i ntangi bl e assets withindefinitelives nolonger be
anortized. SFAS 142 further requires the fair val ue of goodw || and
ot her intangi bl e assets withindefinitelives betested for inpairnent
upon adopti on of this statenent, annual |y and upon t he occurrence of
certain events and be witten down to fair value if considered
i npaired. At Decenber 31, 2001, the Conpany had approxi mtely
$4, 519, 000 of unanortized goodwi I |. Anortization expenserelatedto
goodwi | | was $44, 000, $61, 000 and $61, 000 for t he years ended Decenber
31, 2001, 2000 and 1999, respectively. The Conpany does not bel i eve
t he adopti on of SFAS 142 wi ||l have a material inpact onits financi al
condition or results of operations.

I n June 2001, the FASB i ssued SFAS No. 143, “Accounting for Asset



Retirement Obligations,” (“SFAS 143“) which addresses financi al
accounting and reporting for obligations associatedw ththe retirenent
of tangible long-lived assets and t he associ ated asset retirenment
costs. This statenent applies to all entities that have | egal
obl i gations associatedwiththeretirenent of | ong-1lived assets that
result fromthe acquisition, construction, devel opnent

or normal use of the asset. SFAS 143 is effective for fiscal years
begi nni ng after June 15, 2002. W do not expect the adopti on of SFAS
143 to have a significant i npact onthe Conpany’s financial condition
or results of operations.
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I n Oct ober 2001, the FASB i ssued SFAS No. 144, “Accounting for the
| npai rment or Di sposal of Long-Lived Assets,” ("SFAS 144") which
addr esses financi al accounting and reporting for the inpairnent or
di sposal of long-lived assets. While SFAS 144 supersedes SFAS
Statenment No. 121, “Accounting for the | npai rnent of Long-Lived Assets
and for Long-Lived Assets to be Di sposed O ,” it retai ns many of the
f undanment al provi sions of that statement. SFAS 144 al so supersedes t he
accounti ng and reporting provi sions of APB Qpi ni on No. 30, “Reporting
t he Results of Operations-Reporting the Effects of Di sposal of a
Segnent of a Busi ness, and Extraordi nary, Unusual and I nfrequently
Cccurring Events and Transactions,” for the di sposal of a segnent of a
busi ness. SFAS 144 is effective for fiscal years beginning after
Decenber 15, 2001 and interi mperiods wthinthose fiscal years. The
Conpany does not expect SFAS 144 to have a significant i npact onthe
Conpany’s financial condition or results of operations.

Factors Affecting Future Results

Clinic Devel opnment

As of Decenber 31, 2001, the Conpany had 162 clinics in operation, 30
of whi ch opened in 2001. Managenent’s goal for 2002 i s to open bet ween
35 and 40 additional clinics. The opening of these clinics

i s subject tothe Conpany’s ability toidentify suitable geographic
| ocati ons and physi cal and occupational therapists to manage the
clinics. The Conpany’s operatingresults will beinpactedbyinitial
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 new y opened
clinics (including, without limtation, salaries and rel ated costs of
t he physi cal and/ or occupational therapi st and ot her clinic personnel,
rent and equi pnent and ot her supplies requiredto openthe clinic) and
the fact that patient visits and revenues tend to be lower inthe first
year of anewclinic' s operationandincrease significantly over the
subsequent two to three years. Based on historical perfornance of the



Conpany’ s newclinics, theclinics openedin 2001 should favorably
i npact the Conpany’s results of operations for 2002 and beyond.

Converti bl e Subordi nat ed Debt

I n aJune 1993 privat e pl acenent, the Conpany i ssued $3, 050, 000 of 8%
Converti bl e Subordi nated Notes due June 30, 2003 (the “Initial
Series Notes”). Ina My 1994 private pl acenent, the Conpany i ssued
$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 nated Not es, Series C due June 30, 2004 (the
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“Series C Notes” and collectively, the Initial Series Notes, the
Series B Notes and the Series C Notes are hereinafter referred to
as the “Convertible Subordinated Notes”).

The Converti bl e Subor di nat ed Not es were converti bl e at the opti on of
t he hol ders t hereof into the nunber of whol e shares of Conpany conmon
stock determ ned by dividing the principal anmount of the Notes so
converted by $3.33 in the case of the Initial Series Notes and the
Series CNotes or $4.00 i n the case of the Series B Notes. Only the
$3, 000, 000 Series C Notes remni n outstanding.

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, 497 shares of comon stock, respectively. This resulted in a
bal ance of $2, 950, 000, $1, 250, 000 and $3, 000, 000 for the I nitial Series
Notes, the Series B Notes and the Series C Notes, respectively, at
Decenmber 31, 2000. | n January 2001, an additional $650, 000 of the
I nitial Series Notes was converted by a note hol der i nto 195, 000 shar es
of common stock. In addition, the Conpany exercised its right to
requi re conversion of the remaini ng bal ance of $2, 300, 000 of the
Initial Series Notes and $1, 250, 000 of the Series B Notes i nto 690, 000
and 312, 498 shares of common stock, respectively. The fair val ue of
t he debt converted i n 2001 and 2000 was appr oxi mately $11, 161, 000 and
$1, 380, 000, respectively, based upon the cl osing price of the Conpany’ s
conmmon stock on t he day bef ore conversion as reported by t he Nati onal
Mar ket of Nasdag.

The debt conversions i ncreased t he Conpany’ s sharehol ders’ equity by
t he carryi ng anount of the debt converted | ess unanortized deferred
financi ng costs, thus i nprovingthe Conpany’ s debt to equity rati o and
favorably i npacted results of operations and cash fl ow due to the
i nt erest savings i n 2001 before i nconme t axes of approxi mat el y $400, 000.

Quantitative and Qualitative Disclosures About Market Risk
As of Decenmber 31, 2000, the Conpany had outstandi ng $2, 950, 000
aggregate principal of thelnitial Series Notes, $1, 250, 000 aggr egat e



princi pal of the Series B Notes and $3, 000, 000 aggregat e pri nci pal
amount of the Series C Notes. See “Managenent’s Di scussion and
Anal ysi s of Financi al Condition and Results of Operations - Factors
Affecting Future Results - Convertible Subordinated Debt.”

As of Decenber 31, 2001, the Conpany had outstandi ng $3, 000, 000
aggregate principal ampunt of the Series C Notes.
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Based upon t he cl osi ng price of the Conpany’ s comon st ock on March 25,
2002 of $17.85, as reported by the Nati onal Market of Nasdaqg, the fair
val ue of the Series C Notes was $16, 065, 000. See “Managenent’s
Di scussion and Analysis of Financial Condition and Results of
Operations - Convertible Subordi nated Debt.”

Item7A. Quantitative and Qualitative D scl osures About Market R sk.
See “Managenent’ s Di scussi on and Anal ysi s of Financial Condition and
Resul ts of Operations - Quantitative and Qualitative D scl osures About
Mar ket Ri sk.”
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| NDEPENDENT AUDI TORS' REPORT

Board of Directors and Sharehol ders
U. S. Physical Therapy, Inc.

W have audi t ed t he acconpanyi ng consol i dat ed bal ance sheets of U S.
Physi cal Therapy, Inc. and subsidi ari es (the “Conpany”) as of Decenber
31, 2001 and 2000, and the related consolidated statenments of
oper ati ons, sharehol ders' equity, and cash fl ows for each of the years
inthe three-year period ended Decenber 31, 2001. In connectionwth
our audits of the consolidated financial statenents, we have al so
audited the rel ated consol i dat ed fi nanci al statenent schedul e for each
of the yearsinthethree-year period ended Decenber 31, 2001. These
consol i dated financial statenents and the consoli dated fi nanci al
st at ement schedul e are the responsi bility of the Conpany’ s managenent .
Qur responsibility is to express an opi nion on these consol i dated
financi al statenents and consol i dated fi nanci al statenment schedul e
based on our audits.

W conduct ed our audits in accordance wi th audi ti ng standards general |y
acceptedinthe United States of Anerica. Those standards require that
we pl an and performthe audit to obtain reasonabl e assurance about
whet her the financial statenents are free of material msstatenent. An
audit i ncl udes exam ning, on atest basis, evidence supportingthe
anount s and di scl osures inthe financial statenents. An audit al so
i ncl udes assessi ng t he accounting principles used and si gni fi cant
esti mat es made by nmanagenent, as well as evaluating the overall
financi al statenment presentation. W believe that our audits provide
a reasonabl e basis for our opinion.

I n our opi nion, the consolidated financial statenents referredto above
present fairly, inall material respects, the financial position of
U. S. Physi cal Therapy, Inc. and subsidi ari es as of Decenber 31, 2001
and 2000, and the results of their operations and their cash fl ows for
each of the years inthe three-year peri od ended Decenber 31, 2001, in
conform ty with accounting principles generally acceptedinthe United
St ates of Anerica. Also, in our opinion, the related consolidated
financi al statenent schedul e, when consideredinrelationto the basic
consol i dated financi al statenents taken as a whole, presents fairlyin



all material respects the information set forth therein.

As discussed in note 2 to the consolidated financial statenents,
effective July 1, 2001, the Conpany adopt ed t he provi si ons of Statenent
of Fi nanci al Accounti ng St andar ds (" SFAS") No. 141,
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“Busi ness Conbi nations,” and certain provisions of SFAS No. 142,
“Goodwi I | and Ot her I ntangi bl e Assets,” as required for goodw | | and
i nt angi bl e assets resulting frombusi ness conbi nati ons consummat ed
after June 30, 2001.

KPMG LLP

Houst on, Texas
February 27, 2002
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U. S. PHYSI CAL THERAPY, | NC. AND SUBSI DI ARI ES

CONSOLI DATED BALANCE SHEETS
(i n thousands)

Decenber 31,
2001 2000
ASSETS
Current assets:
Cash and cash equival ents $ 8,121 $ 2,071
Pati ent accounts receivable, |ess
al | owance for doubtful accounts
of $3,805 and $2, 780,
respectively 12,769 10, 701
Accounts receivable - other 878 452
Gt her current assets 646 519
Total current assets 22,414 13, 743
Fi xed assets:
Furni ture and equi prment 14,214 12,141
Leasehol d i nprovenents 7,389 6,313
21, 603 18, 454
Less accunul at ed depreci ation
and anortization 13,798 11.463
7, 805 6, 991
Goodwi | | , net of anortization of
$335 and $291, respectively 4,519 897
O her assets, net of anprtization
of $501 and $483, respectively 1,482 1.339
$ 36,220 $ 22 970

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

CONSOLI DATED BALANCE SHEETS
(in thousands, except share anounts)

Decenber 31,
2001 2000
LI ABI LI TI ES AND SHAREHOLDERS' EQUI TY
Current liabilities:
Accounts payable - trade $ 539 $ 434
Accrued expenses 1,931 1,622
Estimated third-party payor
(Medi care) settlenents 113 355
Not es payabl e 701 912
Total current liabilities 3,284 3,323
Not es payable - long-term portion 21 26
Converti bl e subordi nated notes
payabl e 3, 000 7, 200
M nority interests in subsidiary
limted partnerships 3, 249 2,858
Comm t nents and contingenci es - -
Shar ehol ders' equity:
Preferred stock, $.01 par val ue,
500, 000 shares authorized, -O0-
shar es out standi ng - -
Common stock, $.01 par val ue,
20, 000, 000 shares authori zed,
10, 688, 321 and 8, 548, 374 shares
i ssued at Decenber 31, 2001
and 2000, respectively 107 85
Addi tional paid-in capital 15, 429 3,476
Ret ai ned ear ni ngs 13,120 6, 049
Treasury stock at cost, 149,700 and
14, 700 shares held at Decenber 31,
2001 and 2000, respectively (1,990) (47)
Total sharehol ders' equity 26, 666 9,563
$ 36,220 $ 22,970

See notes to consolidated financi al
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statenents.




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

CONSOLI DATED STATEMENTS OF OPERATI ONS
per share data)

(in thousands, except

Net patient revenues
Managenent contract revenues
Ot her revenues
Net revenues
Clinic operating costs:

Sal aries and rel ated costs

Rent, clinic supplies and ot her
Provi sion for doubtful accounts

Cor porate office costs

Operating incone before non-
operating expenses

| nt erest expense

Mnority interests in subsidiary
l'imted partnerships

| ncome before i ncome taxes
Provi sion for income taxes
Net i ncone

Basi ¢ earni ngs per conmon share

Di | uted earni ngs per conmon share $

See notes to consolidated financi al
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Year Ended Decenber 31

2001 2000 1999
$ 78,450 $ 60,667 $ 49, 056
2,311 2, 369 2,112
187 186 200
80, 948 63, 222 51, 368
35, 351 28, 683 23,995
17,599 14, 952 12, 455
1,930 1,596 1,165
54, 880 45, 231 37,615
9,120 7,607 6,487
16, 948 10, 384 7, 266
266 780 727
5,179 3,466 2,577
11, 503 6, 138 3,962
4,432 2,403 1,568
$ 7.071 $ 3.735 $ 2,394
$ .70 $ .40 $ .23
.55 $ .34 $ .23

statenents.



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

CONSOLI DATED STATEMENTS OF SHAREHOLDERS' EQUITY
(i n thousands)

Accunu- Tot al

Add’ | | at ed Shar e-
Common_ St ock Pai d-1n Earnings/ Treasury St ock hol ders’
Shares Anmpunt Capital (Deficit) Shares Ampunt Equity

Bal ance January 1, 1999 10,850 $108 $11, 624 ($80) (15) (%$47) $11, 605
Proceeds from exercise

of stock options 60 1 134 - - - 135
Repur chase common stock (1,038) (10) (3, 404) - - - (83,414)
Net income - - - 2,394 - - 2,394
Bal ance Decenber 31, 1999 9,872 99 8,354 2,314 (15) (47) 10,720
Proceeds from exercise

of stock options 154 1 393 - - - 394

Tax benefit from

exerci se of stock

options - - 255 - - - 255
Repur chase common stock (1,695) (17) (6, 258) - - - (6, 275)
8% convertible

subor di nat ed notes

converted to common

st ock 217 2 732 - - - 734
Net inconme - - - 3,735 - - 3,735
Bal ance Decenber 31, 2000 8,548 85 3,476 6, 049 (15) (47) 9,563
Proceeds from exercise

of stock options 780 8 2,271 - - - 2,279

Tax benefit from

exerci se of stock

options - - 3,134 - - - 3,134
8% convertible

subor di nat ed notes

converted to common

st ock 1,198 12 4,005 - - - 4,017
Repur chase treasury stock - - - (135) (1,943) (1,943)
Common stock issued in

purchase of mnority

interests 162 2 2,555 - - - 2,557
Purchase of fractional

shares on three-for-two

common stock split - - (12) - - - (12)
Net income - - - 7,071 - - 7,071
Bal ance Decenber 31, 2001 10,688 $107 $15,429 $13,120 (150) ($1,990) $26, 666

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

CONSOLI DATED STATEMENTS OF CASH FLOWS

(i n thousands)

Year Ended Decenber 31,

2001 2000 1999
Operating activities
Net incomne $ 7,071 $ 3,735 $ 2,394
Adj ustnments to reconcile net income
to net cash provided by operating
activities:
Depreci ati on and anortization 2,566 2,331 2,090
Mnority interests in earnings
of subsidiary limted
part ner shi ps 5,179 3, 466 2,577
Provi sion for doubtful accounts 1, 930 1, 596 1, 165
Loss on sale of fixed assets 3 35 9
Tax benefit from exercise of
stock options 3,134 255 -
Deferred i ncone taxes (351) (294) (109)
Changes in operating assets and
liabilities:
I ncrease in patient accounts
recei vabl e (3,998) (2,692) (2,265)
I ncrease in accounts receivabl e-
ot her (426) (68) (114)
Decrease (increase) in other assets(108) 203 15
I ncrease (decrease) in accounts
payabl e and accrued expenses 414 378 (207)
Decrease in estimated third-party
payor (Medicare) settlenents (242) (84) (505)
Net cash provided by operating
activities 15,172 8,861 5, 050

See notes to consolidated financi al
38

statenents.



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

CONSOLI DATED STATEMENTS OF CASH FLOWS
(i n thousands)

Year Ended Decenber 31,

2001 2000 1999

| nvesting activities
Purchase of fixed assets ($3,344) (%$2,827) ($2,097)
Purchase of intangibles (53) (10) (24)
Proceeds on sale of fixed assets 21 35 25
Net cash used in investing

activities (3,376) _(2.802) _(2,096)
Fi nanci ng activities
Proceeds from notes payabl e - 2,115 -
Paynment of notes payabl e (1,542) (1, 253) (32)
Repur chase of common stock (1,943) (6,275) (3,414)
Proceeds frominvestnment of mnority

i nvestors in subsidiary limted

part nerships 2 81 29
Purchase of fractional shares (12) - -
Proceeds from exerci se of stock optiong, 279 394 135
Conversi on of notes payable into

common st ock - (8) -

Distributions to mnority investors
in subsidiary limted partnerships_(4,530) _(3,072) _(1,970)
Net cash used in financing

activities (5.746) _(8,018) _(5,252)
Net increase (decrease) in cash

and cash equival ents 6, 050 (1,959) (2,298)
Cash and cash equivalents -

begi nni ng of year 2,071 4, 030 6,328
Cash and cash equivalents -

end of year $ 8121 $ 2,071 $ 4,030

Suppl enent al di scl osures of cash
flow i nformation

Cash paid during the year for:
| ncone taxes $ 1,957 $ 2,639 $ 1,763
| nt er est $ 268 $ 709 $ 651

See notes to consolidated financial statenents.
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U. S. PHYSI CAL THERAPY, | NC. AND SUBSI DI ARl ES
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
Decenmber 31, 2001
1. Organization, Nature of Operations and Basis of Presentation

U. S. Physical Therapy, Inc. and its subsidiaries (the "Conpany")
devel ops, owns and oper ates out pati ent physical and occupati onal
therapy clinics. As of Decenber 31, 2001, the Conpany owned and
operated 162 clinicsin 31 states. The clinics provi de post-operative
care and treatnment for a variety of orthopedic-rel ated di sorders and
sports-relatedinjuries, treatnent for neurol ogically-relatedinjuries,
rehabilitation of injuredworkers and preventative care. The clinics'
busi ness primarily originates fromphysicianreferrals. The principal
sour ces of paynment for the clinics' services are commerci al health
i nsurance, workers' conpensation insurance, managed care prograns,
Medi care and proceeds from personal injury cases.

I n addition to the Conpany’s ownership of clinics, it al so nanages
physi cal therapy facilities for third parties, including physicians,
wthsix suchthird-party facilities under managenent as of Decenber
31, 2001.

The consol i dated fi nanci al statenments i nclude the accounts of U. S.

Physi cal Therapy, Inc. and its subsidiaries. All significant

i nt erconpany transacti ons and bal ances have been el i m nated. The
Conpany, throughits wholly-owned subsidiaries, currently owmns a 1%
general partnershipinterest, with the exception of oneclinicinwhich
t he Conpany owns a 6% general partnership interest, and limted
partnershipinterests ranging from49%to 99%intheclinicsit owns
and operates (W th respect to 80%of the Conpany’ s clinics, the Conpany
owned alimted partnershipinterest of 64% . For the majority of the
clinics, the nanagi ng t herapi st of each such clinic, al ong w th ot her

therapists at the clinic in several of the partnerships, own the
remaining limted partnership interests in the clinic. |In sone
i nstances, the Conpany devel ops satelliteclinicfacilities whichare
ext ensi ons of existing clinics, and thus, clinic partnerships may
consi st of one or nore clinic locations. In the mgjority of the
partnershi p agreenents the t herapi st partner begins with a 20%profit

interest inhisor her cliniclimted partnership whichincreases by 3%
at the end of each year until his or her interest reaches 35% The
mnority interest inthe equity and earnings of thecliniclimted
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partnerships is presented separately inthe consolidated financi al



statenents.
2. Significant Accounting Policies
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 athree-for-two conmon st ock
split inthe formof a 50%stock di vidend to stockhol ders of record as
of June 7, 2001.

Al'l share and per share information included in the acconpanyi ng
consol i dat ed fi nanci al statenents and rel at ed not es have been adj ust ed
to reflect these stock splits.

Accounti ng Change

Effective July 1, 2001, t he Conpany adopt ed t he provi si ons of Statenent
of Financial Accounting Standards (“SFAS’) No. 141, “Business
Conbi nations,” and certain provisions of SFAS No. 142, “Goodw || and
Ot her I ntangi bl e Assets,” as required for goodw I | and i ntangi bl e
assets resulting frombusi ness conbi nati ons consumrat ed aft er June 30,
2001.

On Sept enber 30, 2001, t he Conpany pur chased t he 35%m nority i nterest
inalimted partnership whichowns nineclinicsinMchigan and on
Decenber 31, 2001, the Conpany purchased t he 35%m nority interest in
alimted partnership which owns four clinicsinMchigan (see Note 3).

SFAS No. 141 requires the purchase nmet hod of accounting be used for all
busi ness conbinations initiated after June 30, 2001. SFAS No. 141 al so
specifies criteria which intangible assets acquired in a purchase
met hod busi ness conbi nati on nust neet to be recogni zed and reported
apart fromgoodw | I. The SFAS No. 142 provi si ons adopt ed require that
goodwi | I and i ntangi bl e assets withindefinite useful lives acquiredin
a busi ness conbi nati on conpl eted after June 30, 2001 no | onger be
anortized, but instead be tested for inpairnment i naccordance with pre-
SFAS No. 142 accounting literature.

Goodwi I | associated with the purchase of mnority interests in
Sept enber and Decenber 2001 totaled $3,622,000. This goodwi ||
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not been anortized and will be tested for i npai rnment upon adopti on of
certain provisions of SFASNo. 142 that are effective for t he Conpany

has



effective January 1, 2002. If the goodwill associated with the
Sept enber and Decenber 2001 acqui sitions of mnority i nterests had been
anortized in accordance with the Conpany’s pre-SFAS No. 142 poli cy,
addi ti onal anortizati on expense for the year ended Decenber 31, 2001
woul d have been $26, 000.

Cash Equi val ents

The Conpany considers all highly liquidinvestnents withamturity of
t hree nonths or | ess, when purchased, to be cash equival ents. The
Conpany, pursuant to its investnment policy, invests its cash in
deposits with major financial institutions, inhighlyrated comerci al
paper and short-termtreasury and United States governnent agency
securities. Includedin cash and cash equi val ents at Decenber 31, 2001
and 2000 was $4, 525, 000 and $710, 000, respectively, in a noney nmarket
fund i nvested i n short-termdebt i nstruments i ssued by an agency of the
U. S. Governnent.

Long-Li ved Assets

Fi xed assets are stated at cost. Depreciationis provided usingthe
straight-1ine nethod over the esti mated useful |ives of therel ated
assets. Estimated useful lives for furniture and equi pnent range from
three to ei ght years. Leasehol dinprovenents are anortized over the
estimted useful lives of the assets or the related | ease terns,

whi chever is shorter.

Non- conpet e agreenents are bei ng anortized on a strai ght-1ine basis
over their respective terns, ranging fromtw to seven years.

Goodwi | |

“Odgoodwil I ” is anortized using the straight-1ine nmethod over twenty
years.

In July 2001, the FASB i ssued SFAS No. 142, “Goodwi Il and O her
| nt angi bl e Assets,” ("“SFAS 142“). Provisions of SFAS 142 that are
ef fective for the Conpany January 1, 2002, require that goodw || and
ot her intangi bl e assets withindefinitelives nolonger be anorti zed.
SFAS 142 further requires the fair value of goodwi || and other
i ntangi bl e assetswithindefinitelives be tested for inpairnent upon
adopti on of this statenent, annual | y and upon t he occurrence of certain
events and be wittendown to fair value if consideredinpaired. At

December 31, 2001, t he Company
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had approxi mately $4, 519, 000 of unanorti zed goodwi | I. Anortization

expense rel ated to goodwi | | was $44, 000, $61, 000 and $61, 000 for the



years ended Decenber 31, 2001, 2000 and 1999, respectively. The
Conpany does not bel i eve t he adopti on of SFAS 142 wi || have a nateri al
i mpact on its financial condition or results of operations.

| npai rment of Long-Lived Assets and Long- Li ved Assets to Be D sposed O

The Conpany accounts for long-lived assets in accordance with the
provi si ons of Statenent of Fi nanci al Accounting Standards (“SFAS’) No.
121, “Accounting for the | npai rnent of Long-Lived Assets and for Long-
Li ved Assets to Be Di sposed OF.” This statenent requires that | ong-
lived assets and certain identifiableintangibles be reviewed for
i mpai rment whenever events or changes in circunstances

i ndi cate that the carryi ng anount of an asset may not be recoverabl e.
Recoverability of assets to be held and used is neasured by a
conpari son of the carryi ng anount of an asset to future net cash fl ows
expected to be generated by the asset. If such assets are consi dered
to be inpaired, the inpairnent to be recogni zed i s neasured by t he
anmount by whi ch the carryi ng anount of the assets exceeds the fair
val ue of the assets. Assets to be disposed of are reported at the
| ower of the carrying anount or fair value |l ess costs to sell.

I n Oct ober 2001, the FASB i ssued SFAS No. 144, “Accounting for the
| mpai rment or Di sposal of Long-Lived Assets,” (“SFAS 144“) which
addresses financi al accounting and reporting for the inpairnment or
di sposal of |ong-1ived assets. Wil e SFAS 144 super sedes SFAS No. 121,
it retains many of the fundanmental provisions of that statenment. SFAS
144 al so supersedes t he accounti ng and reporti ng provi si ons of APB
Opi ni on No. 30, “Reportingthe Results of Operations-Reportingthe
Ef fects of Di sposal of a Segnment of a Busi ness, and Extraordi nary,
Unusual and I nfrequently Cccurring Events and Transactions,” for the
di sposal of a segnent of a business. SFAS 144 is effective for the
Conpany January 1, 2002. The Conpany does not expect adopti on of SFAS
144 will have a significant inpact on its financial condition or
results of operations.
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Net Pati ent Revenues

Net patient revenues are reported at the esti mated net realizable
anounts frompati ents, insurance conpani es, third-party payors, and
ot hers for services rendered. The Conpany has agreenents with
third-party payors that provide for paynents to t he Conpany at anounts



different fromits established rates. The Conpany determ nes
al | owances for doubtful accounts based on t he specific agi ngs and payor
classifications at each clinic, and contractual adjustnents based on
hi stori cal experience and the terns of payor contracts. Net accounts
recei vabl e i ncl udes only those anounts t he Conpany esti nates to be
col |l ecti bl e.

Rei mbur senent for out patient therapy services providedto Medi care
beneficiaries is pursuant to afee schedul e publi shed by t he Depart nent
of Health and Human Services (“HHS"), and the total
amount that may be pai d by Medi care i n any one year for outpatient
physi cal (i ncludi ng speech-1anguage pat hol ogy) or occupati onal therapy
to any one patient islimtedto $1,500, except for services provi ded
i nhospitals. On Novenber 29, 1999, President dinton signedintolaw
t he Medi care, Medi cai d and SCH P Bal anced Budget Refinenment Act of 1999
(“BBRA’) whi ch, anong ot her provi sions, placed a two-year noratori umon
t he $1, 500 rei nbursenent limt for Medi care therapy services provi ded
i n 2000 and 2001. On Decenber 21, 2000, the President signedintolaw
t he Medi care, Medicaid, and SCH P Benefits I nprovenent and Protection
Act of 2000 (“BIPA") which, anong ot her provisions, extended the
nor at ori umfor one year t hrough Decenber 31, 2002. The Conpany does
not generally treat long-termconplicated rehabilitation cases,
t heref ore, shoul d t he $1, 500 rei nbursenent linit beconme effectivein
2003, t he Conpany does not anticipate a material inpact on revenues in
2003.

Laws and regul ati ons governi ng t he Medi care programare conpl ex and
subject to interpretation. The Conpany believes that it is in
conpliancewith all applicabl el aws and regul ati ons and i s not awar e of
any pendi ng or threatened i nvestigations involving all egations of
pot ential wongdoi ng t hat woul d have a material effect onthe Conpany’s
financial statenments as of Decenber 31, 2001. Conpliance with such
| aws and regul ati ons can be subject to future governnent revi ewand
interpretation, as well as significant regulatory action i ncluding
fines, penalties, and exclusion fromthe Medicare program
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| ncome Taxes

Deferred tax assets and liabilities are determ ned based on di fferences
bet ween financial reporting and tax bases of assets and

liabilities and are nmeasured using the enacted tax rates and | aws t hat
will be in effect when the differences are expected to reverse.

Derivative Instrunents and Hedgi ng Activities



Ef fective January 1, 2001, t he Conpany adopt ed St at ement of Fi nanci al
Accounting Standards No. 133 (“SFAS 133"), “Accounting for Derivative
| nst runment 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, entities arerequiredtocarry all derivativeinstrunentsin
t he statenent of financial positionat fair value. Adoption of SFAS
1 3 3 d i d n o t h a v e a
mat eri al effect onthe Conpany’s financial conditionor results of
oper ati ons because the Conpany historically has not entered into
derivative or other financial instrunents for tradi ng or specul ati ve
pur poses nor does it use or intend to use derivative financi al
instrunents or derivative commodity instrunents.

Fai r Val ues

The carryi ng anounts reported inthe bal ance sheet for cash and cash
equi val ent's, accounts recei vabl e, accounts payabl e and not es payabl e -

current portion approximtetheir fair values duetothe short-term
maturity of these financial instrunents. The fair val ues of the | ong-

termconverti bl e subordi nat ed not es are based on t he Conpany’ s stock
pri ce and t he nunber of shares t hat woul d be acqui red upon conver si on.

Based upon t he cl osi ng pri ce of the Conpany’s common st ock on Decenber
31, 2001 of $16.16, the fair val ue of the converti bl e subordi nated
not es was $14, 544, 000.

Use of Estimates
Managenent is required to nake esti mates and assunpti ons t hat affect

t he amounts reported in the consolidated financial statenents and
acconpanyi ng notes. Actual results could differ fromthose esti nat es.
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Recl assifi cati ons

Certai n anmounts presented i nthe acconpanyi ng consol i dated fi nanci al
statenments for 1999 have been reclassified to conformw th the
presentation used for 2001 and 2000.

Revenue Recognition

Revenues are recogni zed i n the periodin which services are rendered
and are reported at estinmated net realizable anounts.



St ock Options

The Conpany has el ected to fol | owAccounting Princi pl es Board Opi ni on
No. 25, “Accounting for Stock | ssued t o Enpl oyees” (APB 25) and rel at ed
interpretationsinaccountingfor its enployee stock options. Pro
forma i nformation regardi ng net i ncone and earnings per share is
requi red by FASB St atenent No. 123, “Accounting and Di scl osure of
St ock- Based Conpensation,” and has been determ ned as i f t he Conpany
had accounted for its enpl oyee stock options under the fair val ue
met hod of that Statement. The fair value of these options was
esti mated at t he date of grant usi ng a Bl ack- Schol es opti on pricing
nodel . Al'l of the Conpany’ s stock option pl ans are admi nistered by a
conmmi ttee conpri sed of sel ected nmenbers of the Board of Directors (the
“Stock Option Commttee”).

3. Non- Cash Transacti ons
Conversi on of Subordi nated Notes to Conmmpn Stock

| n June 1993, t he Conpany i ssued $3, 050, 000 aggr egat e pri nci pal anmount
of 8% Converti bl e Subordi nated Notes (the “Initial Series Notes”).

I n May 1994, t he Conpany i ssued $2, 000, 000 aggr egat e pri nci pal anount
of 8%Converti bl e Subordi nated Notes, Series B(the “Series B Notes”).
The Series B Notes contained a Contingent |nterest Enhancenment
provi sion which allowed the Series B Note Holders to receive an
i nt erest enhancenent payabl e i n shares of Conpany comon st ock based
upon the market value of the Conpany’ s shares for the

nont h of June 1996. In 1996, a total of 212,895 shares of the
Conpany’ s comon st ock were i ssued i n connection with the Contingent
| nt er est Enhancenent provi sion. Deferred financing costs, includedin
“OQther Assets” onthe bal ance sheet and bei ng anortized over thelife
of the Series B Notes, totaling $765, 000 were recorded i n connecti on
with the issuance of the 212,895 shares.
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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, 497 shares of Conpany common stock, respectively.

During 2001, an addi ti onal $650, 000 of the Initial Series Notes was
converted by a note hol der i nto 195, 000 shares of common stock. In
addi tion, the Conpany exercised its right to convert the remining
bal ances of $2, 300, 000 of the Initial Series Notes and $1, 250, 000 of

the Series BNotes into 690, 000 and 312, 500 shares of common st ock,
respectively.

In conjunction with the conversion of the Series B Notes, the
unanorti zed portion of the deferred financing costsrelatedtothe



converted notes was taken to additional paid-incapital. Interest
expense for 2001, 2000 and 1999 i ncl uded $-0-, $71, 000 and $75, 000,
respectively, of anortizationrelatingtothe deferred financi ng costs.

Acqui sition of Mnority Interests

On Sept enber 30, 2001, the Conpany pur chased t he 35%m nority i nterest
inalimted partnership which owns nine clinics in Mchigan for
consi deration aggregating $2,111,000. At closing, the Conpany
delivered 95,000 shares of restricted stock and a note
payabl e f or $630, 000 whi ch was pai d i n Oct ober 2001. Thi s non-cash
investing and financing transaction has been excluded fromthe
consol i dated statenents of cash fl ows.

On Decenber 31, 2001, the Conpany purchased the 35%m nority i nterest
inalimted partnership which owns four clinics in Mchigan for
consi deration aggregating $1,511,000. At closing, the Conpany
delivered 67,100 shares of restricted stock and a note payabl e for
$435, 000 whi ch was pai d i n January 2002. Thi s non-cash i nvesti ng and
financing transaction has been excluded from the consoli dated
statenments of cash flows. Additionally, as part of the purchase, the
Conpany agreed to pay the mnority partner $261, 000 of undi stri buted
earni ngs which was paid in January 2002.

4. Notes Payabl e

On June 2, 1993, the Conpany conpleted the i ssuance and sal e of
$3, 050, 000 aggr egat e pri nci pal amount of 8%Converti bl e Subor di nat ed
Not es due June 30, 2003 (the “Notes”). The Notes, which were
subor di nat ed to any i ndebt edness for borrowed noney, were i ssued at par
in a private placenent transaction to a total of six investors,
i ncl udi ng t wo directors who pur chased a t ot al of
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$175, 000 of t he Not es and a conmpany control | ed by one of the Conmpany' s
di rect ors whi ch purchased $2, 000, 000 of the Notes. The Notes bore
i nterest at 8%per annum payabl e quarterly, and were converti bl e at
the option of the note holders into comopn stock of

t he Conpany at any tinme duringthelife of the Notes. The conversion
price was $3. 33 per share (subject to adjustnent as providedinthe
Not es). The Conpany coul d require the note hol ders to convert the
Not es i nt o shares of common stock at any tinme that the average trading
pri ce of the Conpany's comon st ock equal ed or exceeded $6. 67 per share
(subj ect to adjustnent as providedinthe Notes) duringtheinrediately
precedi ng 90-day period. During 2000, $100, 000 of the Notes were
converted into 30,000 shares of comon st ock and duri ng 2001, $650, 000
of the Notes were converted into 195, 000 shares of common st ock of the
Conpany voluntarily, and t he Conpany exercisedits right toconvert the



remai ni ng bal ance of $2, 300, 000 of the Notes i nto 690, 000 shar es of
conmmon st ock.

On May 5, 1994, the Conpany conpl eted the i ssuance and sal e of the
Series B Notes. The Series B Notes were i ssued at par in a private
pl acenent. The Series B Notes were convertible, at the option of the
hol der, into the nunber of whole shares of the Conpany's common
stock determ ned by dividing the principal anmbunt so converted by
$4.00, (the "Conversion Price"), subject to adjustnment upon the
occurrence of certain events. The Conpany could require the note
hol ders to convert the Notes i nto shares of common st ock at any ti ne
that the average trading price of the Conpany's common stock
equal ed or exceeded $6. 67 per share (subject to adj ustment as provi ded
inthe Notes) during the i mediately precedi ng 90-day period. The
Series BNotes boreinterest fromthe date of i ssuance at arate of 8%
per annum payabl e quarterly. Hol ders of Series BNotes were entitled
to recei ve an i nterest enhancenent payabl e i n shares of Conpany comon
st ock based upon t he mar ket val ue of the Conpany's common st ock at June
30, 1996, whi ch was two years fromt he date of i ssuance of the Series
B Notes. InJuly 1996, the Conpany i ssued 212, 895 shares of its conmon
stock in connectionw th the interest enhancement provision. During
2000, $750, 000 of the Series B Notes were converted into 187, 497 shares
of common stock of the Conpany voluntarily, and during 2001, the
Conpany exercised its right to convert the remaini ng bal ance of
$1, 250, 000 of the Series BNotes into 312, 500 shares of common st ock of
t he Conpany.

The Conpany al so conpl eted on May 5, 1994, the i ssuance and sal e of
$3, 000, 000 aggregat e princi pal anount of 8%Converti bl e Subordi nat ed
Not es, Series C due June 30, 2004 (the "Series C
Not es") . The Series C Notes were issued at par in a private
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pl acenment to a conpany controlled by one of the Conpany's then
di rectors who no | onger serves. The Series CNotes are convertible, at
t he opti on of the holder, into the nunber of whol e shares of common
stock determ ned by dividing the principal anount
so converted by $3.33, subject to adjustnment upon the occurrence of
certain events. The Series C Notes bear interest fromthe date of
i ssuance at a rate of 8%per annum payabl e quarterly. Based upon
current mar ket prices of the Conpany’ s cormon st ock, Managenent expects
t he $3, 000, 000 of Series C Notes due June 30, 2004 to be convertedto
conmon stock on or prior to the maturity date.

The Series CNotes are unsecured and subordinated i nright of paynent
to all other i ndebtedness for borrowed noney i ncurred by t he Conpany.



The hol der of the Seri es CNotes has pi ggy-back regi strationrights as
set forth in the Registration Agreenent relating to the Notes and
demand and pi ggy-back registration rights as set forth in the
Regi stration Agreenment related to the Notes.

In July 2000, the Conpany’s Board of Directors authorized the
repurchase for cash of up to 1,500,000 shares of its issued and
out st andi ng conmon st ock for a price of $3.67 per share (the “Ofer”).
Pursuant to the ternms of the Ofer, the Conpany could
buy up to an addi ti onal 2%of its outstandi ng shares w t hout amendi ng
or extending the Ofer. The Conpany conpl eted the repurchase of
1, 695, 000 shares in August 2000 for a total aggregate

cost of $6, 275, 000 (i ncl udi ng expenses). The Conpany utilized cash on
hand and a convertiblelineof credit inthe amunt of $2,115,000 to
fund the repurchase of the stock.

I n conjunctionwiththe Ofer, the Conpany entered i nto an agreenent
with a bank wherein the bank agreed to | end the Conpany up to
$2, 500, 000 on a convertibleline of credit, convertibleto atermloan
on Decenber 31, 2000, to purchase stock tendered pursuant tothe Ofer.
The | oan bore interest at a rate per annumof prime plus one-half
percent age poi nt and was repayable in quarterly install ments of
$250, 000 begi nni ng March 2001. Duri ng 2000, the Conpany had borrowed
$2, 115, 000 under the $2,500,000 convertible line of credit. In
Novenber 2000, t he Conpany repai d $1, 215, 000 of t he $2, 115, 000 bor r oned
under the convertible line of credit. In March 2001, the Conpany
repai d the remaini ng bal ance of $900, 000 on the bank | oan.

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
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pri me plus one-hal f percentage point. Therevolvinglineof credit
expired in July 2001 and was not renewed.

Not es payabl e as of Decenber 31, 2001 and 2000 consist of the
fol | ow ng:

2001 2000
Prom ssory note at a floating interest rate
of 1% above prinme, payable in nonthly
instal |l ments through Novenber 1, 2001.
This note is secured by the facility, with
a net book val ue of approxi mately $59, 000,
of one of the Company’s clinics. $ - $ 9, 000

Prom ssory note with an 8% interest rate
payable in equal nonthly installments
t hrough March 19, 2007. This note is



secured by the facility, with a net book
val ue of approxi mately $41, 000, of one of
t he Conpany’s clinics. 25, 000 29, 000

8% Converti bl e Subordi nat ed Notes due

June 30, 2003 with interest payable
quarterly. - 2,950, 000

8% Converti bl e Subordi nat ed Not es,
Series B, due June 30, 2004 with
i nterest payable quarterly. - 1, 250, 000

8% Converti bl e Subordi nat ed Not es,
Series C, due June 30, 2004 with
i nterest payable quarterly. 3, 000, 000 3, 000, 000

Letter Loan Agreenent with interest

at a rate per annum of prinme plus

one- hal f percentage point and is

repayable in quarterly installnments

of $250, 000 begi nning March 2001. - 900, 000

Not e payable to Peter Gennrich for
purchase of 35% mnority interest in
four M chigan clinics. 697, 000 -

3,722,000 8, 138, 000

Less current portion (701, 000) (912, 000)

$3. 021, 000 $7.226.000
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Schedul ed maturities for the next five years and thereafter as of
Decenber 31, 2001 are as foll ows:

2002 $ 701, 000
2003 4,000
2004 3, 005, 000
2005 5, 000
2006 5, 000
Ther eaf t er 2, 000

$3. 722,000

5. Related Party Transacti ons

During 2001, 2000 and 1999, t he Conpany recogni zed i nt er est expense of
$6, 000, $415, 000 and $414, 000, respectively, relatingto Convertible
Subor di nated Notes held by directors of the Conpany.



See Note 3 and 4 for additional information on related party
transacti ons.

6. | ncome Taxes

Si gni fi cant conponents of deferred tax assets, includedin other assets
on the bal ance sheet at Decenmber 31, 2001 and 2000, were as follows:

2001 2000
Deferred tax assets:
Vacati on accrual $ 69, 000 $ 81, 000
Al | owance for doubtful accounts 854, 000 624, 000
Depr eci ati on 518, 000 386, 000
Net deferred tax assets $1.441,. 000 $1.091. 000

The differences between the federal tax rate and the Conpany’s
effectivetax rate for the years ended Decenber 31, 2001, 2000 and 1999
were as follows:

2001 2000 1999
U S tax at
statutory rate $3,911, 000 34.00% $2,087,000 34.00% $1,347,000 34.00%
State i ncone taxes 476, 000 4.13 280, 000 4.56 197, 000 4.98
Nondeducti bl e
expenses 45, 000 0.40 36, 000 0.59 22,000 0.55
O her - net 2,000 0. 05

$4,432, 000 38.53% $2,403,000 39.15% $1,568,000 39.58%
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Si gni fi cant conponents of the provisionfor i ncone taxes for the years
ended Decenber 31, 2001, 2000 and 1999 were as foll ows:

2001 2000 1999

Current:

Feder al $4, 067, 000 $2,273,000 %1, 378, 000

State 716, 000 424,000 299, 000

Total current 4,783,000 _2,697.000 _1.677.000
Def er r ed:

Feder al (351, 000) (294, 000) (109, 000)

State - - -

Total deferred (351.000) (294, 000)__ (109, 000)

Total income tax provision $4,432, 000 $2,403,000 $1.568.000

The Conpany i s required to establish avaluation all onance for deferred
tax assets if, based on t he wei ght of avail abl e evi dence, it is nore
l'i kely than not that sone portion or all of the deferred tax assets



will not berealized. Theultimate realization of deferred tax assets
i s dependent upon t he generati on of future taxabl e incone duringthe
periods in which those tenporary differences beconme deducti bl e.
Managenent considers the scheduled reversal of deferred tax
liabilities, projected future taxable incone and tax planning
strategies in making this assessnent. Based upon the |evel of
hi storical taxabl e income and projections for future taxableinconein
t he peri ods which the deferred tax assets are deducti bl e, managenent
bel i eves that a val uation all owance is not required, as it is nore
i kely than not that the results of future operations will generate
sufficient taxable income to realize the deferred tax assets.

7. Stock Option Plans
The Conpany has in effect the follow ng stock option plans:

The 1992 St ock Option Pl an, as anended (the "1992 Pl an") which permts
t he Conpany to grant to key enpl oyees and out si de directors of the
Conpany i ncentive and non-qual ified opti ons to purchase up to 3, 495, 000
shar es of common stock (subject to proportionate adjustnents inthe
event of stock dividends, splits, and sim |l ar corporate transactions).

I ncentive stock options (thoseintendedto satisfy the requirenents of
the Internal Revenue Code) granted under the 1992 Plan are
granted at an exercise price not | ess thanthe fair market val ue of the
shares of comopn stock on the date of grant. The exercise
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prices of options granted under the 1992 Pl an are determ ned by t he
St ock Option Comrmittee. The period w thinwhicheachoptionw |l be
exercisableis determ ned by the Stock Opti on Conmittee (i nno event
may t he exerci se period of anincentive stock opti on extend beyond 10
years fromthe date of grant).

The Executive Option Pl an (the "Executive Plan") which permttedthe
Conpany to grant to any officer of the Conpany or its affili ates,
options to purchase up to 255, 000 shares of conmon stock (subject to
adj ustnments in the event of stock dividends, splits and sim |l ar
corporate transactions). No further grants of options will be nade
under t he Executive Pl an. The exerci se prices of the options granted
under t he Executive Pl an were determ ned by the Stock Opti on Comm ttee,
and in the case of bothincentive and non-qualified options, coul d not
be | ess than t he greater of 175%of the fair market val ue of a share of
common stock on the date of grant or the par val ue per share of the
stock. The period within which each option is exercisable was
det erm ned by the Stock Option Commttee to be ten years fromthe date
of grant.



The 1999 Enpl oyee St ock Option Plan (the "1999 Plan") permts the
Conpany to grant to certain non-officer enpl oyees of the Conpany upto
300, 000 non-qualified options to purchase shares of conmmon stock
(subj ect to proportionate adjustnents inthe event of stock divi dends,
splits, and sim |l ar corporate transactions). The exercise prices of
opti ons grant ed under the 1999 Opti on Pl an are det erm ned by t he St ock
Option Committee. The period within which each option will be
exerci sable is determned by the Stock Option Commttee.

During 2001, 2000 and 1999, the Board of Directors of the Conpany
grant ed non-pl an, non-qual i fyi ng option agreenents (the “Inducenents”)
covering 30, 000, 30, 000 and 225, 000 opti ons, respectively (subject to
proportionate adjustnents inthe event of stock dividends, splits and
sim | ar corporate transactions) to four individualsinconnectionwth
their offers of enpl oynment. During 2000 and 1999, 150, 000 and 75, 000
were forfeited, respectively. The period wi thin whicheachoptionw I
be exercisable is 10 years fromthe date of grant.

53
A cumul ati ve summary of st ock options as of Decenber 31, 2001 fol | ows:

St ock Exerci se Avai | abl e
Option Price per Aut hor - Qut - Exer - for
Pl ans Shar e i zed st andi ng Exercised _cisable Grant

1992 Pl an $2.08-%$16.34 3,495,000 2,162,644 1,003,118 1,196,746 329,238
Executi ve

Pl an $4.23-% 4.96 255, 000 218, 250 36, 750 218, 250 0
1999 PI an $2. 81-$16. 34 300, 000 95, 451 4,874 12,282 199, 675
I nducerments $2.83-$13. 58 60, 000 60, 000 0 0 0

Total s 4,110,000 2,536,345 1,044,742 1,427,278 528,913

A summary of the status of the Conpany’s stock option plans as of
Decenber 31, 2001, 2000 and 1999 and t he changes duri ng t he years then
ended is presented bel ow
Aver age
Number of Exerci se
Shar es Price




Qut st andi ng at January 1, 1999 2,706, 525 $ 3.30
Gr ant ed 426, 750 2.83
Exerci sed (60, 000) 2.26
Forfeited (191, 250) 3.54

Qut st andi ng at Decenber 31, 1999 2,882,025 3.23
Gr ant ed 442, 137 3.33
Exerci sed (154, 350) 2.71
Forfeited (188, 025) 2.86

Qut st andi ng at Decenber 31, 2000 2,981, 787 3.35
Gr ant ed 363, 825 15. 37
Exerci sed (780, 142) 3.06
Forfeited (29, 125) 3.81

Qut st andi ng at Decenber 31, 2001 2,536, 345 $ 5.10
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The foll owi ng t abl es sumari ze i nf ormati on about t he Conpany’ s st ock

options outstanding as of Decenber 31, 2001, 2000 and 1999
respectively:
Wei ght ed
Opti ons Aver age
CQut st andi ng Opti on Remai ni ng

as of 12/31/01 Exercise Price Contractual Life

(in years)

1992 Pl an 2,162, 644 $2. 08- $16. 34 6. 33
Executive Pl an 218, 250 $4.23-% 4.96 1.92
1999 Pl an 95, 451 $2. 81- $16. 34 8. 30
| nducenent s 60, 000 $2. 83-$13. 58 8. 60
2,536, 345 $2. 08- $16. 34 6.08

Wei ght ed

Opti ons Aver age

Qut st andi ng Option Remai ni ng

as of 12/31/00 Exercise Price Contractual Life

(in years)

1992 Pl an 2,597, 037 $2.08-% 4.15

Executive Pl an 255, 000 $4.23-% 4.96 2.82
1999 PI an 99, 750 $2.81-% 4.15 9. 06
| nducenent s 30,000 $2.83-% 2.83 9.13




2,981, 787 $2.08-% 4.96 6.18

Wei ght ed
Opti ons Aver age
Qut st andi ng Option Remai ni ng

as of 12/31/99 Exercise Price Contractual Life
(in years)

1992 Pl an 2,410, 275 $2.08-% 4.06 6. 67
Executive Pl an 255, 000 $4.23-% 4.96 3.82
1999 PI an 66, 750 $2.81-% 2.81 9.63
| nducenent s 150, 000 $2.81-% 2.81 9.63

2,882,025 $2.08-% 4.96 6. 68

The wei ght ed- aver age fair val ue per share of options granted duringthe
years ended Decenber 31, 2001, 2000 and 1999 foll ows:

Decenber 31, Decenber 31, Decenber 31,

2001 2000 1999
1992 Pl an $9. 07 $1. 41 $1. 31
1999 Pl an $9. 57 $1. 89 $1. 31
| nducenent s $7. 95 $1. 29 $1.31-%1. 36
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The wei ght ed- aver age assunpti ons for 2001, 2000 and 1999 were used i n
estimating the fair val ue per share of the options granted under the
st ock option pl ans and t he non- pl an, non-qualifyi ng opti on agreenents:
risk-freeinterest rates rangi ng from4. 65%to 6.45% dividend yield
rate of 0% volatility factors of the expected nmarket price of the
Conpany’ s conmon stock ranging from. 245 to . 459; and a wei ght ed-
aver age expected | i fe of ei ght years for those options that do not vest
upon i ssuance and wei ght ed- aver age expected |lives of five to eight
years for the remaining options.

The Bl ack- Schol es opti on val uati on nodel was devel oped for use in
estimating the fair value of traded options which have no vesting
restrictions and are fully transferable. In addition, option val uation
nodel s require the input of highly subjective assunptions

i ncl udi ng the expected stock price volatility. Because the Conpany’s
enpl oyee stock options have characteristics significantly
different fromthose of traded options, and because changes in the
subj ective i nput assunptions can materially affect the fair val ue
estimate, in managenment’s opinion, the existing nodels do not
necessarily provide areliablesingleneasure of thefair valueof its
enpl oyee stock options.

For purposes of pro forma disclosures, the estimated fair val ue of



the optionsis anortized to expense over the options’ vesting peri od.
The pro forma effect on net income for 2001, 2000 and 1999 i s not
representative of the proforma effect onnet inconeinfuture years
because it does not take into consideration pro forma conpensation
expense rel ated to grants nmade prior to 1995. The Conpany’s pro forna
information follows (in thousands except for earnings per share
i nformation):
2001 2000 _1999

Actual net incone $7,071 $3, 735 $2, 394
Actual basic earnings per commpn share $ 0.70% 0.408% 0.23
Actual diluted earnings per common share $ 0.55% 0.34 % 0.23

Pro forma net incon$6, 563 $3, 393 $2, 117
Pro forma basic earnings per comon share $ 0.65%$ 0.37$ 0.21
Pro forma diluted earnings per common share$ 0.51 % 0.31$ 0.21

In total, the Conpany has 3, 965, 258 shares which are reserved for
i ssuance under the 1992 St ock Opti on Pl an, the Executive Opti on Pl an,
t he 1999 Enpl oyee Stock Opti on Pl an, two non-pl an, non-qualifying
option agreenments and the Series C Notes.
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8. Preferred Stock

The Board of Directors of the Conpany i s enpower ed, w t hout approval of
t he stockhol ders, to cause shares of preferred stock to

be i ssued in one or nore series and to establish the nunber of shares
to be included in each such series and the rights, powers,
preferences and |l i mtations of each series. There are no provisions in
t he Conpany' s Articl es of I ncorporation specifyingthe vote required by
the holders of preferred stock to take action.

Al'l such provi si ons woul d be set out inthe designation of any series
of preferred stock established by the Board of Directors.
The byl aws of t he Conpany specify that, when a quorumi s present at any
nmeeting, the vote of the holders of at least a mgjority of the
out st andi ng shares entitled to vote who are present, in person or by
proxy, shall decide any question brought before the neeting,
unless a different vote is required by |law or the Conpany's
Articles of I ncorporation. Because the Board of Directors has the
power to establishthe preferences and rights of each series, it my
afford the hol ders of any series of preferred stock, preferences,
powers, and rights, voting or otherw se, senior to the

ri ght of hol ders of common stock. The i ssuance of the preferred stock
coul d have t he ef fect of del ayi ng or preventing a change i n control of
t he Conpany.



9. Defi ned Contri bution Pl an

The Conpany has a 401(k) profit sharing plan covering all enpl oyees
with three nonths of service. The Conpany may nake di scretionary
contributions of up to 50%of enpl oyee contributions. The Conpany
recogni zed no contri bution expense for the years ended Decenber 31,
2001, 2000 and 1999.

10. Comm tnents and Contingencies
Operating Leases

The Conpany has entered into operating | eases for its executive offices
and clinic facilities. | n connection W th t hese
agreenent s, the Conpany i ncurred rent expense of $5, 422, 000, $4, 546, 000
and $3, 815, 000 for the years ended Decenber 31, 2001, 2000 and 1999,
respectively. Several of theleases provide for an annual increasein
the rental paynment based upon the Consuner Price Index for each
particul ar year. The majority of the | eases provide for renewal
periods ranging fromone to five years. The agreenents
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to extend the | eases specify that rental rates woul d be adjusted to
mar ket rates as of each renewal date.

The future m ni ruml ease comm tnents for the next five years andinthe
aggregate as of Decenber 31, 2001 are as follows:

2002 $ 4, 765, 000
2003 3,906, 000
2004 2,963, 000
2005 1, 885, 000
2006 907, 000
Ther eafter 80, 000

$14,. 506, 000

Enpl oynent Agreenents

At Decenber 31, 2001, the Conpany had an outstandi ng enpl oynment
agreenment wi th one of its executive officers for $250, 000 annual |y,
subj ect to adjustnment to reflect positive performance, for aterm
ext endi ng t hrough February 2004. The Conpany al so had an out st andi ng
consul ting agreenment with one of its directors for $95, 000 annual |y for
a term extendi ng through May 2006.

I n addi ti on, the Conpany has out st andi ng enpl oynent agreenents withthe



managi ng physi cal therapi st partners of the Conpany's physi cal therapy
clinics and wth <certain other <clinic enployees which
obl i gat e subsi di ari es of the Conpany to pay conpensati on of $3, 889, 000
in 2002 and $2, 236, 000 i n t he aggregat e t hrough 2006. | n additi on,
each enpl oynent agreenment with the nmanagi ng physical therapists
provi des for nont hl y bonus paynents cal cul ated as a percent age of each
clinic's net revenues (not in excess of operating profits) or operating
profits. The Conpany recogni zed sal ari es and bonus expense for the
managi ng physi cal therapists of $12, 322, 000, $9, 576, 000 and $8, 073, 000
for the years ended Decenmber 31, 2001, 2000 and 1999, respectively.

Each enpl oynent agreenent provi des that the therapi st partner can be
required to sell his or her partnership interest in the clinic
partnership for the anount of his or her capital account upon
term nation of enploynment with the clinic partnership before the
expiration of the initial term of enploynment. The enpl oynent
agreenent s contai n no provi sions requiringthe purchase by t he Conpany
of the therapist partner’sinterest intheclinic partnershipinthe
event of death or disability, or after theinitial termof enpl oynent.
In addition, the enploynent agreenents generally include non-
conpetition and non-solicitation provisions
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whi ch extend t hrough t he termof the agreenent and for onetotwo years
t hereafter.
11. Earnings per Share

The conput ati on of basi c and di | ut ed earni ngs per share for the years
ended Decenber 31, 2001, 2000 and 1999 are as foll ows:

2001 2000 1999
Nuner at or :
Net income $7.071,000%$3, 735, 000%2. 394, 000
Nuner at or for basic
earni ngs per share $7,071,000%3, 735, 000%2, 394, 000

Ef fect of dilutive securities:

| nterest on convertible

subor di nat ed notes payabl e 165, 000 466, 000 475, 000
Nunmer ator for diluted earnings

per share-inconme avail abl e

to commpn stockhol ders after

assunmed conversi ons $7.236.000%4. 201. 000%2. 869, 000

Denom nat or
Denom nat or for basic
ear ni ngs per share--
wei ght ed- aver age shares 10, 109, 000 9, 230, 00010, 200, 000



Effect of dilutive securities:

St ock options 2,025, 000 717, 000 105, 000

Converti bl e subordinat ed

not es payabl e 934, 000_2, 282, 000_2, 316, 000
Dilutive potenti al

conmon shares 2,959,000_2,999,000_2,421, 000

Denom nator for diluted
ear ni ngs per share--adjusted
wei ght ed- aver age shares

and assuned conversions 13,068, 00012, 229, 00012, 621, 000
Basi ¢ earnings per conmon share $ 0.70% 0.40% 0.23
Di | uted earnings per conmon shar 8 0.55% 0.349% 0.23
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12. Selected Quarterly Financial Data (Unaudited)
2001
(in thousands, except per share data)
QL Q2 O] 0]
Net revenues $18,930 $19,866 $20,582 $21,570
| ncome before incone taxes $ 2,466 $ 2,900 $ 2,965 $ 3,172
Net income$ 1,512 $ 1,787 $ 1,825 $ 1,947
Ear ni ngs per common share:
Basi c $ 0.15 $ 0.18 $ 0.18 $ 0.19
Di | uted $ 0.12 $ 0.14 $ 0.14 $ 0.15
2000
(in thousands, except per share data)
QL Q2 (O] 0}
Net revenues $14,822 $15,825 $16, 129 $16, 446

| ncome before income taxes $ 1,114 $ 1,542 $ 1,741 $ 1,741
Net i ncome$ 671 $ 938 $ 1,067 $ 1,059
Ear ni ngs per conmon share:
Basi c $ 0.06 $ 0.09 $ 0.12 $ 0.13
Di | uted $ 0.06 $ 0.08 $ 0.10 $ 0.10

ltem?9. Changes I n and Di sagreenents Wth Accountants on Accounti ng



and Fi nanci al Discl osure.
Not appli cabl e.
PART |11
Item 10. Directors and Executive O ficers of the Registrant.

The i nformation required by Itens 401 and 405 of Regul ation S-Kis
omtted fromthis Report as the Conpany intendstofileits definitive
annual neeting proxy materials wthin 120 days after its fiscal year-
end and the i nformation to be i ncluded thereininresponse to such
Items is incorporated herein by reference.

Item 11. Executive Conpensati on.

The information required by 1tem402 of Regulation S-Kis omtted from
this Report as the Conpany intends to file its definitive annual
meeting proxy materials within 120 days after its fiscal
year-end and the informati on to be i ncl uded thereininresponse to such
Itemis incorporated herein by reference.
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Item 12. Security Ownership of Certain Beneficial Owers and
Management .

The i nformation required by tem403 of Regulation S-Kis omtted from
this Report as the Conpany intends to file its definitive annual
meeting proxy materials within 120 days after its fiscal year-end and
the information to be included thereininresponse to suchltemis
i ncorporated herein by reference.

Item 13. Certain Relationships and Related Transacti ons.

The i nformation required by |tem404 of Regulation S-Kis omtted from
this Report as the Conpany intends to file its definitive annual
meeting proxy materials within 120 days after its fiscal year-end and
the information to be included thereininresponseto suchltemis
i ncorporated herein by reference.
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PART |V

Iteml1l4. Exhibits, Financial Statenent Schedul es and Reports on Form
8- K.

(a) (1) The foll ow ng consol i dated financi al statenents of U S.
Physi cal Therapy, Inc. and subsidiaries areincludedinltem
8:
Consol i dat ed Bal ance Sheets - Decenber 31, 2001 and 2000

Consol i dat ed St at ement s of (perations - years ended Decenber
31, 2001, 2000 and 1999

Consol i dat ed St at ements of Sharehol ders’ Equity - years
ended December 31, 2001, 2000 and 1999

Consol i dat ed St at enent s of Cash Fl ows - years ended Decenber
31, 2001, 2000 and 1999

Not es t o Consol i dat ed Fi nanci al St at enents - Decenmber 31,
2001

(2) The fol | owi ng consol i dat ed fi nanci al statenent schedul e of
U.S. Physical Therapy, Inc. is included in Item 14(d):



(3)

3.

3.

3.

10.

10.

10.

10.

10.

10.

1

2

3

Schedule Il - Valuation and Qualifying Accounts

Al'l other schedul es for which provision is made in the
appl i cabl e accounting regul ati on of the Securities and
Exchange Commi ssion are not required under the rel ated
instructions or are i napplicabl e and t herefore have been
om tted.

Li st of Exhibits

Articles of Incorporation of the Conpany (filed as an
exhi bit tothe Conpany’ s Form10-Qfor the quarterly period

ended June 30, 2001 and incorporated herein by reference).

Amendnent to the Articles of I ncorporation of the Conpany
(filed as an exhibit to the Conpany’s Form10-Q for the
quarterly peri od ended June 30, 2001 and i ncor por at ed herein
by reference).
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Byl aws of t he Conmpany, as anended (filed as an exhibit to
t he Conpany's Form10- KSB for t he year ended Decenber 31,
1993 and incorporated herein by reference).

Converti bl e Subor di nat ed Not e Pur chase Agreenent dat ed June
2, 1993 (filed as an exhi bit to the Conpany's Form8-K dat ed
June 10, 1993 and incorporated herein by reference).

Form of U.S. Physical Therapy, Inc. 8% Convertible
Subor di nated Notes (filed as an exhibit tothe Conpany's
Form 8- K dated June 2, 1993 and i ncorporated herein by
reference).

Amendnment to Convertible Subordi nated Note Purchase
Agr eenent dated March 10, 1994 (fil ed as an exhibit to the
Conmpany' s Form8- K dat ed March 25, 1994 and i ncor por at ed
herein by reference).

For mof 8%Converti bl e Subordi nated Notes, Series B(filed
as an exhibit to the Conpany's Form8-K dated May 5, 1995
and incorporated herein by reference).

Regi strati on Agreenent for Series B Notes (filed as an
exhibit to the Conpany's Form8-K dated May 5, 1995 and
i ncorporated herein by reference).

For mof 8%Converti bl e Subordi nated Notes, Series C(filed



10. 7

10.8 +

10.9 +

10. 10+

10. 11+

10. 12

10. 13

10. 14

10. 15

10. 16+
(filed

as an exhibit to the Conpany's Form8-K dated May 5, 1995
and i ncorporated herein by reference).

Regi stration Agreement for Series C Notes (filed as an
exhibit to the Conpany's Form8-K dated May 5, 1995 and
i ncorporated herein by reference).

1992 St ock Option Pl an, as anended (filed as an exhibit to
t he Conpany’ s Form10-Qfor the quarterly peri od ended June
30, 2001 and incorporated herein by reference).

Executive Option Plan (filed as an exhibit to the Conpany's
Regi stration Statenent on Form S-8 (33-63444) and
i ncorporated herein by reference).

1999 Enpl oyee St ock Option Plan (filed as an exhibit tothe
Conpany’ s Form10-K for the year ended Decenber 31, 1999 and
i ncorporated herein by reference).
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Non- St atut ory Stock Qption Agreenent (filed as an exhibit to
t he Conpany’ s Form10- K for the year ended Decenber 31, 1999
and i ncorporated herein by reference).

Second Anended and Rest at ed Enpl oynent Agr eenent between t he
Conpany and Roy W Spradlin (filed as an exhibit to the
Conpany’ s Form10-Qfor the quarterly peri od ended June 30,
2001 and incorporated herein by reference).

The Sout hwest Bank of Texas N. A. Three Year $2.5 m I lion
Letter Loan Agreenent, dated July 1, 2000 (filed as an
exhibit to the Conpany’s Form10-K/ A for the year ended
Decenmber 31, 2000 and incorporated herein by reference).

The Sout hwest Bank of Texas N. A. Convertible Line of Credit
Not e, Exhibit A(i) tothe Three Year $2.5 m | lion Letter
Loan Agreenent dated July 1, 2000 (fil ed as an exhibit to
t he Company’ s Form10- K/ Afor the year ended Decenber 31,
2000 and incorporated herein by reference).

The Sout hwest Bank of Texas N. A. Revol ving Li ne of Credit
Note, Exhibit A(ii) tothe Three Year $2.5m | lion Letter
Loan Agreenent dated July 1, 2000 (fil ed as an exhibit to
t he Conpany’ s Form10-K/ Afor the year ended Decenber 31,
2000 and incorporated herein by reference).

Non- St at ut ory St ock Qpti on Agreenent dat ed February 17, 2000
as an exhibit to the Conpany’s Form 10-Q f or t he



quarterly period ended June 30, 2001 and i ncorporated herein
by reference).

10. 17+ Non-Statutory Stock Opti on Agreenent dated February 7, 2001
(filed as an exhibit to the Conpany’s Form10-Q for the
quarterly period ended June 30, 2001 and i ncor por at ed herein
by reference.)

10. 18+ Consul ti ng agreenent bet ween t he Conpany and J. Li vi ngston
Kosberg (fil ed as an exhibit to the Conpany’ s Form10- Qf or
t he quarterly period ended June 30, 2001 and i ncor por at ed
herein by reference).

10.19 Partnership I nterest Purchase Agreenent between t he Conpany
and John Cascardo (fil ed as an exhibit to the Conpany’s Form
10-Qfor the quarterly period ended Sept enber 30, 2001 and
i ncorporated herein by reference).
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10. 20* Partnershi p | nterest Purchase Agreenent between t he Conpany
and Peter Gennrich.

21 * Subsidiaries of the Registrant.
23.1 * Consent of KPMGLLP (Regi stration Nos. 33-63446, 33-63444,

33-91004, 33-93040, 333-30071, 333-64159, 333-67680, 333-
67678 and 333-82932).

(a) Reports on Form 8-K

No Form8-Kwas fil ed during the quarter ended Decenber 31,
2001.

Managenent contract or conpensatory plan or arrangenent.
Filed herewth.
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SCHEDULE |1 - VALUATI ON AND QUALI FYI NG ACCOUNTS
U. S. PHYSI CAL THERAPY, | NC. AND SUBSI DI ARl ES

ca.. A CO.. B Cca.. C CO.. D Ca.. E
Addi ti ons
Bal ance at Charged to
Begi nning | Charged to O her Bal ance at
of Costs and Account s- Deducti ons- End of
Descri ption Peri od Expenses Descri be Descri be Peri od
YEAR ENDED DECEMBER 31, 2001
Reserves and al | owances deduct ed
from asset accounts:
Al | owance for uncollectible
accounts $2, 780, 000 $1, 930, 000 $ 905,000(1) $3, 805, 000
YEAR ENDED DECEMBER 31, 2000:
Reserves and al | owances deduct ed
from asset accounts:
Al | owance for uncollectible
account s $2,014,000 $1, 596, 000 $ 830,000(1) $2, 780, 000
YEAR ENDED DECEMBER 31, 1999
Reserves and al | owances deduct ed
from asset accounts:
Al | owance for uncollectible
account s $1, 692,000 $1, 165, 000 $ 843,000(1) $2, 014, 000

(1) Uncol l ectible accounts written off, net of recoveries.

VT Wwa 1|
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SI GNATURES

I n accordance with Section 13 or 15(d) of the Exchange Act, the
regi strant caused this report to be signed on its behalf by the
under si gned, thereunto duly authorized.

U. S. PHYSI CAL THERAPY, | NC. By: _/s/ J. Mchael Millin
(Regi strant) J. Mchael Millin,
Chi ef Financial Officer
(principal financial and
accounting officer)

Dat e: April 1, 2002

| n accordance wi t h t he Exchange Act, this report has been si gned bel ow
by the foll owi ng persons on behalf of the registrant and in the
capacities as of the date indicated above.

By: /s/ Roy W Spradlin By: _/s/ Mark J. Brookner
Roy W Spradlin, Chairmn, Mark J. Brookner,
Presi dent and Chi ef Vi ce Chairman of the Board

Executive O ficer
(principal executive officer)

By: _/s/ Eddy J. Rogers, Jr. By: _/s/ Janmes B. Hoover
Eddy J. Rogers, Jr., James B. Hoover,
Di rect or Di rect or

By: /s/ Marlin W Johnston By: /s/ Daniel C. Arnold
Marlin W Johnston, Dani el C. Arnold,
Di rect or Di rect or

By: _/s/ Bruce D. Broussard By: _/s/ Albert L. Rosen
Bruce D. Broussard, Al bert L. Rosen,
Di rect or Di rect or
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10.

10.

10.

10.

10.

1

2

| NDEX OF EXHI BI TS

| DENTITY OF EXHI BI T PAGE NO

Articles of Incorporation of the Conpany

(filed as an exhibit to the Conpany’s Form

10-Q for the quarterly period ended June 30,

2001 and incorporated herein by reference). --

Amendnent to the Articles of Incorporation

of the Conpany (filed as an exhibit to the
Conmpany’s Form 10-Q for the quarterly period
ended June 30, 2001 and i ncorporated herein

by reference). - -

Byl aws of the Conpany, as anended (fil ed

as an exhibit to the Conpany's Form 10- KSB

for the year ended Decenmber 31, 1993 and

i ncorporated herein by reference). - -

Converti bl e Subordi nated Note Purchase

Agreenent dated June 2, 1993 (filed as an

exhibit to the Conpany's Form 8-K dat ed

June 10, 1993 and incorporated herein

by reference). - -

Form of U. S. Physical Therapy, Inc. 8%
Converti bl e Subordi nated Notes (filed as

an exhibit to the Conpany's Form 8-K

dat ed June 2, 1993 and i ncorporated

herein by reference). - -

Amendnent to Converti bl e Subordinated

Not e Purchase Agreenment dated March 10, 1994
(filed as an exhibit to the Conpany's Form

8- K dated March 25, 1994 and i ncor porated

herein by reference). --

Form of 8% Converti bl e Subordi nated Not es,

Series B (filed as an exhibit to the Conpany’s
Form 8-K dated May 5, 1995 and i ncorporated
herein by reference). - -

Regi stration Agreenment for Series B Notes

(filed as an exhibit to the Conpany's Form

8-K dated May 5, 1995 and incorporated herein

by reference). - -
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| NDEX OF EXHI BI TS

EXHI BI T _NO. | DENTITY OF EXHI BI T PAGE NO

10. 6 Form of 8% Converti bl e Subordi nat ed
Notes, Series C (filed as an exhibit to
t he Conpany's Form 8-K dated May 5, 1995
and incorporated herein by reference).

10.7 Regi stration Agreenment for Series C Notes
(filed as an exhibit to the Conpany's Form
8-K dated May 5, 1995 and i ncorporated
herein by reference). - -

10.8 + 1992 Stock Option Plan, as anended (fil ed
as an exhibit to the Conpany’s Form 10-Q
for the quarterly period ended June 30, 2001
and incorporated herein by reference).

10.9 + Executive Option Plan (filed as an
exhibit to the Conmpany's Registration
St atenment on Form S-8 (33-63444) and
i ncorporated herein by reference). - -

10. 10+ 1999 Enpl oyee Stock Option Plan (filed as
an exhibit to the Conmpany’s Form 10-K
for the year ended Decenber 31, 1999 and i ncor porated
herein by reference). --

10. 11+ Non- Statutory Stock Option Agreenment (filed
as an exhibit to the Conpany’s Form 10-K
for the year ended Decenber 31, 1999 and i ncorporated
herein by reference). --

10. 12+ Second Amended and Restated Enpl oynent Agree-
ment between the Conpany and Roy W Spradlin
filed as an exhibit to the Conpany’ s Form
10-Q for the quarterly period ended June 30,

2001 and incorporated herein by reference). - -

10. 13 The Sout hwest Bank of Texas N. A. Three Year
$2.5 million Letter Loan Agreenent, dated
July 1, 2000 (filed as an exhibit to the
Conpany’s Form 10-K/ A for the year ended
Decenmber 31, 2000 and incorporated herein
by reference). - -
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14
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16+
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18+

19
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| NDEX OF EXHI BI TS

| DENTITY OF EXHI BI T PAGE NO

The Sout hwest Bank of Texas N. A. Convertible

Line of Credit Note, Exhibit A(i) to the

Three Year $2.5 mllion Letter Loan Agreenent
dated July 1, 2000 (filed as an exhibit to the
Conpany’s Form 10-K/ A for the year ended

Decenber 31, 2000 and i ncorporated herein

by reference). - -

The Sout hwest Bank of Texas N. A. Revol ving

Line of Credit Note, Exhibit A(ii) to the

Three Year $2.5 mllion Letter Loan Agreenent
dated July 1, 2000 (filed as an exhibit to the
Conpany’s Form 10-K/ A for the year ended

Decenber 31, 2000 and i ncorporated herein

by reference). - -

Non- Statutory Stock Option Agreenent Dated
February 17, 2000 (filed as an exhibit to the
Conpany’s Form 10-Q for the quarterly period
ended June 30, 2001 and incorporated herein

by reference). - -

Non- Statutory Stock Option Agreenent Dated
February 7, 2001 (filed as an exhibit to the
Conmpany’s Form 10-Q for the quarterly period
ended June 30, 2001 and i ncorporated herein

by reference). - -

Consul ti ng Agreenment between the Conpany and

J. Livingston Kosberg (filed as an exhibit to

t he Conpany’s Form 10-Q for the quarterly period
ended June 30, 2001 and incorporated herein

by reference). - -

Partnership I nterest Purchase Agreenent between
t he Conpany and John Cascardo (filed as an
exhibit to the Conpany’'s Form 10-Q for the
quarterly period ended Septenber 30, 2001

and incorporated herein by reference).

Partnership Interest Purchase Agreenment between
t he Conpany and Peter Gennrich. 72
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21 * Subsi di ari es of the Registrant. 91

23.1 * Consent of KPMG LLP (Registration Nos.
33-63446, 33-63444, 33-91004, 33-93040,
333-30071, 333-64159, 333-67680,

333-67678 and 333-82932). 100
+ Managenment contract or conpensatory plan or arrangenent.
* Fil ed herew th.
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SUBSI DI ARI ES OF THE REG STRANT

NAME OF TYPE OF
SUBSI DI ARY ENTI TY

U.S. PT - Delaware, |n€orporationDel aware
U.S. Therapy, Inc. dba The
Facilities Group, |ndcorporationTexas

Exhi bit 21

STATE OF
| NCORPORATI ON
OR _FORNMATI ON

Nati onal Rehab GP, Inc. Cor porati on Texas
Nati onal Rehab Del aware, Inc. Cor porati on Del awar e
U.S. PT - Mchigan, |n€orporationDel aware
HH Rehab Associates, Inc. dba

Genesee Val | ey Physical Therapy

dba Theramax Physical Therapy Corporation M chi gan
Pr of essi onal Rehab Services, Inc.

dba Nort hwoods Physi cal Therapy

dba Thi bodeau Physi cal Therapy

dba Evergreen Physical Therapy Corporation M chi gan
U. S. Physical Therapy, Ltd. Limted Partnership Texas
U.S. PT Managenent, Ltdimted Partnership Texas
Nati onal Rehab Managenent

GP, Inc. Cor porati on Texas
Rehab Partners #1, Inc. Cor porati on Texas
Rehab Partners #2, Inc. Cor porati on Texas
Rehab Partners #3, Inc. Cor por ati on Texas
Rehab Partners #4, Inc. Cor porati on Texas
Rehab Partners #5, Inc. Cor porati on Texas
Rehab Partners #6, Inc. Cor porati on Texas
U.S. PT Payroll, Inc. (formerly

Rehab Partners #7, Inc.) Cor por ati on Texas
Rehab Partners Acquisition

#1, Inc. Cor porati on Texas
U.S. PT Therapy Services, Inc.

(formerly U.S. Surgical

Partners, Inc.) dba Cornerstone

Physi cal Ther apy Cor porati on Del awar e
U.S. Surgical Partners #1, Inc. Corporation Texas
Ef fi ngham Anbul at ory Surgery

Center, L.P. (fornmerly U S

Surgi cal Partners of Coll ege

Park, Limted Partnership Limted Partnership Texas
U.S. Surgical Partners #2, Inc. Corporation Texas

M dl and Surgical Partners, Ltd. Limted Partnership Texas
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SUBSI DI ARI ES OF THE REG STRANT

STATE OF

NAME OF TYPE OF | NCORRORATI ON
SUBSI DI ARY ENTITY OR _FORMATI ON
U.S. PT Turnkey Services, Inc.

(formerly Surgical Management

GP, Inc. Cor porati on Texas
U.S. Surgical Partners

Managenent, Ltd. Limted Partnership Texas
Sout heast ern Hand Rehabilitation,

I nc. dba Rei st Hand Therapy

dba Achi eve Physical Therapy Cor porati on Fl ori da
Acti on Physical Therapy

Clinic, Ltd. Limted Partnership Texas
Cypresswood Physi cal

Therapy Centre, Ltd. Limted Partnership Texas
Progressi ve Physi cal

Therapy Cinic, Ltd. Limted Partnership Texas

Virginia Parc Physical

Therapy, Ltd. dba

McKi nney Physi cal Therapy

Associ at es Limted Partnership Texas
Dear born Physi cal Therapy,

Ltd. dba Advanced

Physi cal Therapy Limted Partnership Texas
Sal i ne Physi cal Therapy of

M chi gan, Ltd. dba Physi cal

Therapy in Motion Limted Partnership Texas
R. Clair Physical Therapy,

Limted Partnership Limted Partnership Texas
Roepke Physi cal Therapy,

Limted Partnership Limted Partnership Texas
Merrill Physical Therapy,

Limted Partnership Limted Partnership Texas

Joan Osterneier Physical
Therapy, Limted
Partnershi p dba Sport &

Spine Clinic of Wttenberg Limted Partnership Texas
Cr ossroads Physical Therapy,

Limted Partnership Limted Partnership Texas
Kelly Lynch Physical Therapy,

Limted Partnership Limted Partnership Texas
U S. PT Mchigan #1, Limted

Partnership Limted Partnership Texas

73



NAME OF

SUBSI DI ARY

SUBSI DI ARI ES OF THE REG STRANT

Sprackl en Physi cal
Limted Partnership

Bosque Ri ver
and Rehabilitation,

Part nership

Frisco Physi cal

Partnership

Spi nal

Physi cal

Ther apy,

Therapy Institute,

Limted Partnership
Sport & Spine Clinic of Fort
Limted Partnership
Sport & Spine Clinic of

At ki nson,

Aubur ndal e,
Back i n Bal ance,

Partnership
Ki ngwood Physi cal
Enid Therapy Center,

Ther apy,

Limted Partnership

Dynam ¢ Physi cal

of Round Rock, L

Acti ve Physi cal

Ther apy

td.

Ther apy,

Limted Partnership

Sout hwi nd Physi cal

Ther apy,

Limted Partnership

Sports Center -
Limted Partnership dba
Genesi s Physi cal

Cl evel and Physi cal

Genesi s Rehabilitation and

Jackson,

Ther apy
Limted

Therapy Limted

Limted Partnership
Limted

Ltd.

Therapy Group

Ther apy,

Ltd.

Aquatic and Orthopedi c Rehab

Limted

TYPE OF
ENTI TY

Exhi bit 21

STATE OF
| NCORPORATI ON
OR _FORNMATI ON

Partnership Texas

Speci al i sts,

Limted

Partnershi p dba Oceansi de

Physi cal
Coast ,

Ther apy,

Ther apy

Vil eno Therapy of Treasure
Limted Partnership
Conmpr ehensi ve Hand & Physi cal

Limted Partnership

Tom Mel ko Physi cal

Ther apy,

Limted Partnership

74

Limted Partnership Texas
Limted Partnership Texas
Limted Partnership Texas
Limted Partnership Texas
Limted Partnership Texas
Limted Partnership Texas
Limted Partnership Texas
Limted Partnership Texas
Limted Partnership Texas
Limted Partnership Texas
Limted Partnership Texas
Limted Partnership Texas
Limted Partnership Texas
Limted Partnership Texas
Limted Partnership Texas
Limted Partnership Texas
Limted Partnership Texas



Exhi bit 21

SUBSI DI ARI ES OF THE REG STRANT

STATE OF

NAME OF TYPE OF | NCORPORATI ON
SUBSI DI ARY ENTITY OR _FORMATI ON
Debra Dent Physical Therapy,

Limted Partnership Limted Partnership Texas
Hands Pl us Therapy Center,

Limted Partnership Limted Partnership Texas
Sout h Tul sa Physical Therapy,

Limted Partnership Limted Partnership Texas
Hands On Therapy, Limted

Partnership Limted Partnership Texas
U S. PT Mchigan #2, Limted

Partnership Limted Partnership Texas
First Choi ce Physical Therapy,

Limted Partnership Limted Partnership Texas
Tupel o Hand Rehabilitation,

Limted Partnership Limted Partnership Texas
The Hal e Hand Center,

Limted Partnership Limted Partnership Texas
Sooner Physical Therapy,

Limted Partnership Limted Partnership Texas
Arrow Physi cal Therapy, Linmted

Part nershi p dba Broken Arrow

Physi cal Therapy Limted Partnership Texas
Achi eve Physical Therapy,

Limted Partnership Limted Partnership Texas

Mel bour ne Physi cal Therapy

Specialists, Limted Partnershi himted Partnership Texas
Mai ne Physi cal Therapy,

Limted Partnership Limted Partnership Texas
Brent wood Physi cal Therapy,

Limted Partnership (clinic

sold 12/31/01) Limted Partnership Texas
Sagi naw Val | ey Sport and Spine,

Limted Partnership dba Sagi naw

Val |l ey Sport & Spine, Bay City

Sport & Spine and M dl and Sport

& Spi ne Limted Partnership Texas
Brazos Val |l ey Physical Therapy,
Limted Partnership Limted Partnership Texas

Pl ynout h Physi cal Ther apy
Specialists, Limted
Partnership Limted Partnership Texas
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SUBSI DI ARI ES OF THE REG STRANT

STATE OF
NAME OF TYPE OF | NCORPORATI ON
SUBSI DI ARY ENTI TY OR _FORNMATI ON

Brick Hand & Rehabilitative

Services, Limted Partnershilp mted Partnershi pTexas
Heart | and Physi cal Therapy,

Limted Partnership Limted Partnershilexas
Bay Vi ew Physical Therapy, Ltd.

dba Pine State Physical Therapy Limted Partnershilgxas
Ri o Grande Physical Therapy,

Limted Partnership (cl osed

effective 07/27/2000) Limted Partnershifexas
Thomas Hand and Rehabilitation

Specialists, Limted

Partnershi p dba Thomas Physi cal

& Hand Therapy dba Thomas Hand

Institute Limted Partnershilexas
Excel Occupational and Physi cal

Therapy, Limted Partnership

(closed effective 01/31/200Qi mted PartnershipTexas
Hand Heal th and Rehabilitation,

Limted Partnership Limted Partnershilexas
FI annery Physi cal Therapy,

Limted Partnership dba

Physi cal Therapy Pl us Limted Partnershilexas
Port City Physical Therapy,

Limted Partnership Li mted Partnershilexas
Proactive Physical Therapy,

Limted Partnership Limted Partnershifexas
Al'l Brunswi ck Physical Therapy,

Limted Partnership Limted Partnershilexas

Penobscot Sports Associ ates,
Limted Partnership (clinic

cl osed 06/01/01) Limted Partnershilexas
Moor esvi |l | e Managenent,

Limted Partnership Limted Partnershilexas
Beauf ort Physical Therapy,

Limted Partnership Limted Partnershilexas
Engli sh Creek Hand & Therapy

Center, Limted Partnership Limted Partnershilexas

Br owmnwood Physi cal Ther apy,
Limted Partnership dba
Pecan Val |l ey Physical Therapym ted PartnershipTexas
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SUBSI DI ARY ENTI TY OR _FORNMATI ON

Four Corners Physical Therapy,

Limted Partnership Limted Partnership Texas
W | mi ngton Hand Therapy, Limted

Part nershi p dba Hand Ther apy

of W I m ngton Limted Partnership Texas
Hi gh Poi nt Physical Therapy,

Limted Partnership Limted Partnership Texas
Yar nout h Physi cal Therapy,

Limted Partnership Limted Partnership Texas
Quant um Physi cal Therapy, Limted

Partnership Limted Partnership Texas

Spi ne & Sport Physical Ther apy,
Limted Partnership dba The Hand

I nstitute of Spine & Sport Limted Partnership Texas
Nor man Physi cal Ther apy,

Limted Partnership Limted Partnership Texas
Ri ce Rehabilitation Associ ates,

Limted Partnership Limted Partnership Texas

Physi cal Therapy and Spi ne

Institute, Limted Partnership Limted PartnershiTfgexas
Forest City Physical Therapy,

Limted Partnership Limted Partnershifexas
Leader Physical Therapy,

Limted Partnership dba

Menmphi s Physi cal Therapy Limted Partnershilexas
Functions by Fletchall,

Limted Partnership Limted Partnershilexas
Coast al Physi cal Therapy,

Limted Partnership Limted Partnershilexas

G eene County Physical Therapy,

Limted Partnership (clinic

cl osed 02/ 2001) Limted Partnershilexas
East gat e Physical Therapy,

Limted Partnership dba

Summ t Physical Therapy Limted Partnershilexas
Tennessee Val |l ey Physi cal

Therapy, Limted Partnership

(clinic closed 10/31/01) Limted Partnershifexas
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NAME OF TYPE OF | NCORPORATI ON
SUBSI DI ARY ENTI TY OR _FORNMATI ON

Lucasvill e Therapy Services,

Limted Partnership Limted Partnership Texas
C. A R E. Physical Therapy

Center, Limted Partnership

(closed effective 03/31/99;

partnership cancel ed 04/15/99) Limted Partnership Texas
Ankeny Physical & Sports Therapy,

Limted Partnership Limted Partnershilexas
Twin Cities Physical Therapy,
Limted Partnership Limted Partnershilexas

Brem Physi cal Therapy Associ at es,
Limted Partnership (cl osed

effective 05/31/99) Limted Partnershifexas
Penn's Wbod Physi cal Ther apy,

Limted Partnership Limted Partnership Texas
Regi onal Physical Therapy

Center, Limted Partnership Limted Partnership Texas

W man Physi cal Ther apy,
Limted Partnership dba

Preci si on Physical Therapy Limted Partnership Texas
Adams County Physical Therapy,
Limted Partnership Limted Partnership Texas

Coppel | Spine & Sports Rehab,

Limted Partnership dba Physical

Therapy of Flower Mund dba

Green Oaks Physical Therapy Limted Partnership Texas
Julie Emond Physical Therapy,

Limted Partnership dba

Mapl e Vall ey Physical TherapyLimted Partnership Texas
City of Lakes Physical Therapy,

Limted Partnership Limted Partnership Texas
Radt ke Physi cal Ther apy,

Limted Partnership Limted Partnership Texas
Hoeppner Physi cal Therapy,

Limted Partnership Limted Partnership Texas
Des Moi nes Physi cal Therapy,

Limted Partnership Limted Partnership Texas
Shrewsbury Physical Therapy,

Limted Partnership Limted Partnership Texas

78



SUBSI DI ARI ES OF THE REG STRANT

NAME OF
SUBSI DI ARY

Heri t age Physi cal Therapy,
Limted Partnership

Mansfi el d Physical Therapy,
Limted Partnership

Texstar Physical Therapy,
Limted Partnership

Peni nsul a Physi cal Therapy,
Limted Partnership

Lake Si de Physical Therapy,
Limted Partnership dba
Lakesi de Physical Therapy

FI i nt Physical Therapy,
Limted Partnership

Pelican State Physical Therapy,
Limted Partnership dba
Audubon Physi cal Therapy

Ai rpark Physical Therapy,
Limted Partnership dba

Phi | adel phi a Physi cal Therapy Li

Capi tal Hand and Physi cal
Therapy, Limted Partnership

Mai nes & Dean Physical Therapy,
Limted Partnership

Edge Physical Therapy, Limted
Partnershi p dba River's Edge
Physi cal Therapy

Laurel Physical Therapy,
Limted Partnership dba
Sout h M ssi ssi ppi Physi cal
Ther apy

Ri ver west Physi cal Therapy,
Limted Partnership

Scott Bl ack Physical Therapy,
Limted Partnership dba

Nort hern Neck Physical Therapy

Mount ai n Vi ew Physi cal Therapy,
Limted Partnership

I nt er rount ai n Physi cal Ther apy,
Limted Partnership
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Limted

Limted

Limted

Limted

Limted

Limted

Limted

Exhi bit 21

STATE OF
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Partnership
Partnership
Partnership

Partnership

Partnership

Part nership

Part nership

mted Partnership

Limted

Limted

Limted

Limted

Limted

Limted

Limted

Limted

Part nership

Partnership

Part nership

Part nership

Partnership

Partnership
Partnership

Part nership

Texas

Texas

Texas

Texas

Texas

Texas

Texas

Texas

Texas

Texas

Texas

Texas

Texas

Texas

Texas

Texas
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STATE OF

NAME OF TYPE OF | NCORPORATI ON
SUBSI DI ARY ENTITY OR _FORMATI ON
St aunton Hand & Rehab Services,

Limted Partnership Limted Partnership Texas
VWi te Mountain Physical Therapy,

Limted Partnership Limted Partnership Texas
Battl e Physical Therapy,

Limted Partnership Limted Partnership Texas
Covi ngt on Rehabilitation and

Hand Therapy, Limted Partnership

dba South M ssi ssi ppi Physi cal

Ther apy Limted Partnership Texas
Crawf ord Physical Therapy,

Limted Partnership Limted Partnership Texas
Mobi |l e Spine and Rehabilitation,

Limted Partnership Limted Partnership Texas
Uni versity Physical Therapy,

Limted Partnership Limted Partnership Texas
Oregon Spine & Physical Therapy,

Limted Partnership Limted Partnership Texas
Audubon Physi cal Therapy,

Limted Partnership Limted Partnership Texas
Bow Physi cal Therapy & Spine

Center, Limted Partnership Limted Partnership Texas
Cal dwel | Managenent, Limted

Part nership Limted Partnership Texas
Sout heast Boi se Managenent,

Limted Partnership Limted Partnership Texas

North Shore Sports & Physi cal

Therapy, Limted Partnership Limted Partnership Texas
Perf ormance and Sports Medici ne,

L. P, dba Center for Performance

& Sports Medici ne Excell ence Limted Partnership Texas
Physi cal Therapy Connection of

McLean, Limted Partnership Limted Partnership Texas
Royal Physical Therapy,

Limted Partnership Limted Partnership Texas
Sport & Spine Clinic, L.P. Limted Partnership Texas
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Exhibit 23.1

CONSENT OF KPMG LLP

Board of Directors
U. S. Physical Therapy, Inc.:

VW consent to incorporationby referenceintheregistrationstatenents
(Nos. 33-63446, 33-63444, 33-91004, 33-93040, 333-30071, 333-64159,
333-67680, 333-67678 and 333-82932) on Form S-8 of U.S. Physica
Ther apy, I nc. of our report dated February 27, 2002, relatingtothe
consol i dat ed bal ance sheets of U.S. Physical Therapy, Inc. and
subsi di ari es as of Decenmber 31, 2001 and 2000, and the rel ated
consol i dated st atenents of operations, sharehol ders’ equity, and cash
fl ows for each of the years in the three-year peri od ended Decenber 31,
2001, and the rel ated consol i dated fi nanci al stat enent schedul e, whi ch
report appears i nthe Decenber 31, 2001, annual report on For m10- K of
U. S. Physical Therapy, Inc.

Qur report refers to changes i n accounti ng for busi ness conbi nati ons
and resul ting goodwi | I and ot her intangi bl e assets that were adopted in
2001.

KPMG LLP

Houst on, Texas
March 28, 2002
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