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Company Profile

HealthSonix, Inc. (OTC: HSXI; Frankfurt: H7S), is an emerging medical tech-
nology company offering novel solutions for the treatment of arthritis 
patients. The Company has developed a unique, patent-pending technology 
that uses sound pressure waves to relieve the pain related to arthritis, fibro-
myalgia and muscular injuries. With headquarters in Irvine, California, 
HealthSonix currently serves the US and neighboring Canadian markets. The 
Company is set to expand across North America and launch new products 
internationally.

HealthSonix has developed a technology that applies sound pressure waves 
to the human body to relieve pain. Based on the sound pressure wave technol-
ogy, which has a pending US patent, the Company has developed its trade-
marked ‘enSonix’ medical devices for the treatment of arthritis. The devices 
generate intensity-specific sound pressure waves that work on the neuro-
vascular systems of the body to bring about desired therapeutic effects. 
HealthSonix, which initiated research in this field in 2001, claims to have had 
remarkable success with enSonix Therapy in the treatment of arthritis without 
known side-effects. 

The Company has also developed a novel treatment method that combines 
sound pressure waves with low impact exercises in warm water pools to treat 
arthritis patients. The treatment, called AquaSonix Therapy, helps to reduce 
and, in some cases, eliminate arthritis pain and restore flexibility. AquaSonix 
Therapy, claimed to be a breakthrough in the relevant field of medical treat-
ments, is undergoing additional clinical research trials to provide clinical 
evidence for expanded medical claims.
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Prospects & Prevalence of Disease 
HealthSonix, upon the development of the sound pressure wave-based technology, primarily focused its application 
on the treatment of pain associated with arthritis. The rationale behind this focus is the huge market size, 
fast-growing number of incidences of arthritis due to an aging population profile, and the absence of risk-free 
long-term remedies in the market, among others. 

Arthritis, according to the National Center for Disease Control and Prevention, is a leading cause of disability in the 
U.S., affecting over 70 million people. The Company believes that its unique technology and novel treatment methods 
will help assuage the pain of sufferers and win a large share in the growing market.

Acquisitions & Partnerships
In a bid to build up its arsenal to fight arthritis, HealthSonix strategically acquired KyoCare Health Co., a research 
and development organization that had of late turned into a medical technology company. The acquisition helped 
HealthSonix to enhance its focus on the disease. The Company has also enlisted physicians, rheumatologists and 
healthcare centers for the AquaSonix Therapy program. HealthSonix has set up Arthritis Treatment Centers and 
therapy pools to offer its sound pressure wave therapy in combination with other methods of treatment. 

Products and Services 
IHealthSonix offers its bouquet of products and services through two operating divisions that are distinguished 
by the Company’s marketing channels. One of these divisions is the Healthcare Services Division, which offers 
therapeutic programs like AquaSonix Therapy (in therapy pools).  These programs are administered under the 
guidance of certified AquaSonix therapists and Arthritis Treatment Centers of America (ATCA).  The ATCA’s are 
specialty arthritis ttreatment clinics that are staffed by physical therapists, the pfrimary care providers and other 
healthcare professionals: Medical Doctors, Kinesiologists, Nutritionists and Psychologists. 

The Company’s other division is the Medical Products Division.  This division utilizes various media and 
distribution channels to market products directly to consumers. The product line includes enSonix@home, a topical 
analgesic cream, Glucosaplex, Essential Minerals, Essential Vitamins and OMEGA 3 Fish Oils. The Company plans to 
market them along with its healthcare therapies in order to capture a share in the large and growing arthritis market.

The Company holds the U.S. FDA’s (Food and Drug Administration) registration for several medical devices. These 
devices are designated as Class 1 (the safest category for medical devices) and have been cleared for the treatment of 
aches, pain and muscle relaxation.
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Company Structure
HealthSonix, Inc., is listed on the over-the-counter exchange in the U.S. and recently on the Frankfurt exchange in 
Germany. The Company holds 100% ownership of its two operational divisions - healthcare services and medical 
devices - both of which cater to the healthcare markets in the U.S. and Canada. In the U.S. market, the Company 
offers all products and services while in the Canadian market, it provides AquaSonix Therapy and the entire range of 
medical devices. 

Exhibit 1: Company Structure 

Source: Company Report
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Investment Highlights

• The Company uses its patent-pending sound pressure wave technology along with AquaSonix Therapy to 
provide safer and effective treatment for arthritis patients. 
• It has acquired KyoCare Health Co. to enhance its focus on and to capture the opportunities present in the 
arthritis market. 
• The Company has made aggressive plans for business expansion to gain market share more rapidly.
• The effective cost of undergoing the Company’s treatment programs are quite low for the patients, as 80% of 
the treatment costs are covered by Medicare insurance in the U.S.
• The Company has an expert management team in place.
• The Company is expected to witness significant growth in business in view of the projected high growth in 
the patient base and huge market size in the U.S. and in other countries

Analyst: Shailesh Dhuri, CFA
Initial Report
September 25, 2006
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 Products and Services

Healthcare Services Division 
The Company provides the services of ATCA and AquaSonix Therapy Centers through this division. 

Arthritis Treatment Centers of America (ATCA)
ITo ensure the quality of the treatment programs offered by ATCAs, the Company has hired professionals having 
expertise in various disciplines like physical therapy, occupational therapy, rheumatology rehabilitation, kinesiology, 
psychology and nutrition. The Company conducts an extensive performance assessment test for each patient and 
formulates a customized treatment plan accordingly. The patients undergo a performance measurement process 
through the use of WOMAC (Western Ontario and McMaster University Pain Index) instrument. The WOMAC index 
helps to assess the degree of severity of the disease in a patient and the level of his/her response to the treatment at 
an ATCA. 

Besides monitoring the patients’ response to the treatment, the Company provides them with social support, 
educational pamphlets distributed by the Arthritis Foundation and advice regarding daily activities, diet and 
nutrition programs. The therapies make use of the sound pressure wave treatment and, in some cases, adjunctive 
treatments such as low level laser, electro stimulation and infrared technology. The treatment program also includes 
the use of topical ointments offered by the Company. HealthSonix forwards the treatment plans and monitored 
progress reports to the patients’ referring physician.   

AquaSonix Therapy
This is a cost-effective treatment program consisting of three distinct components, including sound pressure waves, 
individualized low impact exercises and a warm water pool. The therapy makes use of the buoyant nature of water 
that helps patients to exercise more freely. Also, the use of warm water helps in muscle relaxation and reducing pain 
and stiffness. The AquaSonix medical equipment is portable and can be easily transported from one place to another. 
A certified AquaSonix therapist tends to a group of 10 to 20 patients undergoing this treatment. The equipment 
embodies a specially designed submersible transducer (that dissipates the sound pressure waves in the pools), 
control module, laptop computer and proprietary software controlling the sound pressure waves. As water is a better 
transmitting medium than air, this therapy turns out to be the most effective one for the treatment of arthritis pain. 

Therapy  Details                             Areas covered

AquaSonix Therapy

enSonix@home Therapy

enSonix Therapy 

Delivered in warm water swimming and therapy 
pools
Delivered through the portable, compact, 
home-use device
Delivered in treatment chairs

North and South 
America
World

South East Florida

Exhibit 2: Product Line

Source: Company Report
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Products and Services

Medical Products Division
HealthSonix, through this division, offers enSonix@home and HealthSonix branded health supplements. These 
products are highlighted below. 

enSonix@home™ Medical Device for Home Use  
This is a small portable electronic device that produces sound pressure waves. Using this equipment, 
patients staying far from the treatment centers or AquaSonix pools can undergo treatment 
for the disease. enSonix@home can also be used as a supplementary therapy for patients undergoing 
other therapies offered by the Company. The enSonix@home kit consists of a hot/cold compress,
topical ointment, an information brochure and the enSonix home equipment. 
 
HealthSonix Health Products  
HealthSonix also provides some supplementary products. These include Glucosaplex™, a form of Glucosamine with 
additional anti-inflammatory ingredients (this formulation is proprietary to HealthSonix); Essential Minerals 
Formula; Essential Vitamins Formula; OMEGA 3 Fish Oil and a topical analgesic cream. The Company maintains the 
highest standards of quality for these products. The products follow the U.S. FDA’s current Good Manufacturing 
Practice (cGMP) program. All of these products offer several health benefits with almost none or very few side 
effects. 

Statutory Approvals 
The AquaSonix and enSonix@home medical devices launched by the Company have been registered with the U.S. 
Food and Drug Administration (FDA). This registration was made under the Code of Federal Regulations in the 
Physical Medicine category. enSonix Therapy received the safest of all classification designations (a Class 1 
designation in June 2002) whereas AquaSonix and the enSonix@home devices were assigned a Class 1 classification 
for the safest use in April of 2005. The sound pressure wave technology developed by the Company is pending a 
patent in the U.S.
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About the Disease

Arthritis is not one single disorder, but a group of disorders affecting the musculoskeletal system, particularly bone 
joints of the human body. Disorders including pain, stiffness, inflammation and damage to joint cartilage are 
collectively grouped under one common term -- arthritis. Such disorders lead to weakness in joints and difficulty in 
carrying out regular day-to-day activities, making those who suffer dependent on others for most of their daily 
chores. People suffering from this disease often require support for activities like bathing, brushing teeth, dressing, 
using the toilet, using a computer keyboard, eating, walking and climbing stairs or other personal care activities. 

There are more than 100 disorders classified as arthritis. Some of the widely diagnosed forms of arthritis across the 
age groups are outlined in the following chart.

Current Medical Treatments for Arthritis
IAccording to the Arthritis Foundation in the U.S., the Arthritis Society in Canada and the American College of 
Rheumatology, arthritis cannot be cured by a single drug or single therapy. To put it otherwise, an arthritis patient 
cannot be given complete relief from joint pains or other chronic pains by monotherapy. The various drugs and 
treatments developed for treatment of arthritis from time to time are mentioned below.

• Prior to 1999, nonsteroidal anti-inflammatory drugs (NSAIDS) were recommended on a large scale by 
physicians as a pain-reliever. These NSAIDS include drugs such as Naproxen and Diclofenac. According 
to IMS health reports, about 13.3 million prescriptions were issued for Naproxen while 5.5 million 
prescriptions recommended the use of Diclofenac in 2005. However, prolonged use of these drugs led to 
side effects including gastrointestinal problems, stomach ulcers and internal bleeding. 

Type of Arthritis   Description

Osteoarthritis

Rheumatoid arthritis (RA) and 
Fibromyalgia
Gout

Ankylosing spondylitis 
Juvenile arthritis
Systemic lupus erythematosus (lupus)
Scleroderma

A degenerative joint disease that causes pain and loss of movement. It is the most common 
form of arthritis.
Affects the muscles and bone attachments. It is a common form of arthritis that occurs in 
women.
Usually affects men. It is caused by a defect in body chemistry. This form of arthritis affects 
the small joints such as the big toe and can be controlled through medication and little 
variation in food intake.
This is a kind of arthritis that affects the spine.
Common term used for all kinds of arthritis affecting children.
Arthritis that leads to damage in joints and other connective tissues.
A disorder that leads to the thickening and hardening of the skin.

Exhibit 3: Types of Arthritis 

Source: Arthritis Foundation
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Drugs Used in Treatment of Arthritis 

• In 1999, COX-2 inhibitors such as Vioxx (manufactured by Merck) and Celebrex (manufactured by 
Pfizer) were introduced for the treatment of arthritis. Physicians viewed these drugs as safe and 
prescribed their usage widely. In fact, the total value of the prescribed amounts for these two drugs was 
estimated at over $6.5 billion in 2002. According to IMS health reports, about 14.3 million prescriptions 
were issued for Celebrex in 2005. However, continuous use of these drugs was found to cause bleeding 
ulcers, strokes and heart attacks. Consequently, the manufacturer of Vioxx removed the drug from the 
market, and the FDA made it mandatory to put ‘black box’ warning on the labels of other inhibitors like 
Celebrex. Subsequently, Merck developed Arcoxia, a drug to be used for arthritis. It is currently under 
clinical trials. However, the FDA reported in September, 2006, that this drug might be as risky as Vioxx 
and might increase the risk of heart attack.   
• In recent times, it has been found that the new drugs recommended by physicians are not self-sufficient 
and need to be complemented with some type of therapy. Every prescription recommends the use of 
multiple therapies along with the appropriate drugs. HealthSonix has some products/services in almost 
every category of therapies recommended by physicians.

• NSAIDs: These drugs are recommended to reduce the pain and disability and can be given to patients 
suffering from any form of arthritis.
• Analgesics: Analgesics are drugs meant for relieving pain. These are generally used with all types of 
treatment methods.  
• Biologic Response Modifiers: These modifiers were only used for treating rheumatoid arthritis, after all 
the therapies failed to cure. However, these are presently being used in many treatment therapies.
• Corticosteroids: These steroids are administered to patients suffering from arthritis to give them relief 
from the inflammation of joints and organs.  
• DMARDs: Disease-modifying antirheumatic drugs (DMARDs) have properties to slow down the 
growth of the inflammation. 
• Gout Medications: Gout medications are helpful in reducing the uric acid in the blood which, in turn, 
provides relief from acute pain and inflammation. These medications also have the potential to reduce the 
number of attacks.
• Sjogren's Syndrome Drugs: These drugs are given to patients with autoimmune conditions including 
lupus or RA.  
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Advantage HealthSonix: The Sound Pressure Wave Principle
The enSonix medical device developed by HealthSonix creates sound pressure waves that perform three-way actions 
in order to relieve pain and relax muscles:  

Results from Clinical Tests 
A study conducted on 385 patients from different age groups (ranging from 32 to 91 years) and suffering from 
different conditions revealed a general improvement in pain conditions after undergoing treatment using the 
Company’s devices. All of these patients had undertaken the basic course of 15 treatment sessions. The Company 
registered the pre- and post-response of the treatment through the WOMAC questionnaire (lower extremities) and 
the DASH (disabilities of the arm, shoulder and hand) questionnaire (upper extremities). These questionnaires are 
meant for examining patient-relevant symptoms thoroughly in areas of pain, stiffness and physical function. 

• Sound pressure waves block the passage of a pain message from its site of origin to the brain. They 
stimulate mechanoreceptors in the skin, which then establish uninterrupted communication with the 
brain, preventing any other message, including that of pain, from reaching the brain. 

• These sound pressure waves also bring an effect of gentle vibration in the muscle fibers. This effect 
causes the secretion and release of endorphins, the natural pain killer of the body.

• These sound pressure waves enhance cell membrane flow and blood circulation in the body. This helps 
to reduce pains and to tone and relax muscles.

Exhibit 4 highlights the mechanism adopted by sound pressure waves for blocking the pain message from an arthritic knee. 

Source: Company Website
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 The results of the study are highlighted below in Exhibit 5.

Exhibit 5: Research results in areas of pain, stiffness and physical functioning   

Source: Company 
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Results indicated that out of 385 patients, 
78% recorded an average decrease in 
pain of 51% after 15 sessions of treat-
ment.  

Results indicated 82% of the patients 
recorded an average decrease in 
stiffness by 53% after 15 therapy 
sessions. 

Results indicated that 92% of the patients 
had an improvement in function by 44% 
after 15 sessions of treatment.
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The Company has used its proprietary software programs and database to examine the outcomes of the treatment for 
specific conditions. Some of the results are shown in the Exhibit 6

Exhibit 6: Research results of different conditions 

Source: Company 
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The study was also conducted on patients who were using medications. The results are shown below in Exhibit 7.

Exhibit 7: Research results with medications and/or supplements

Source: Company 
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Business Strategy

HealthSonix has adopted an integrated approach for treating arthritis patients. This includes highly effective and safe 
therapies provided in clinics and aquatic classes, as well as products for home use.    

The Company has adopted a cross marketing strategy, and distributes its products through various marketing 
channels. The Company also has a centralized customer service center and state-of-the-art communication network 
which is complementary to the marketing activities of the Company

Healthcare Services Division 

AquaSonix Therapy
For AquaSonix Therapy, the Company seeks to acquire existing swimming pools in the U.S. and Canada on rental, 
partnership or outright management basis. The Company has assigned AquaSonix Therapists as a Territory 
Managers to each geographic territory which covers at least 5,000 residents. The Territory Manager is responsible for 
conducting aquatic classes as well as marketing the services among the locals. A Territory Manager is assisted by 
Area Managers.    

The Company typicall forges alliances with local physicians, rheumatologists and other rehab specialists, who refer 
their patients for the AquaSonix Therapy. The Company also has direct sales medical sales professionals to detail 
doctors and promote its products and services.  It also makes use of promotional aids such as providing referral pads 
and patient brochures to physicians for displaying these in the waiting rooms in order to create awareness among 
patients. 

Target market is people that are 50 plus.  HealthSonix promotes its products through direct advertising on the radio 
and in print media, such as magazines and newspapers that focus on this echelon. The Company also makes use of 
public relations programs, consumer and professional health shows and public seminars on arthritis pain 
management for creating more awareness for its products and services among arthritis patients. HealthSonix also has 
made insurance companies and large corporations that self-insure their employees aware of the benefits of sound 
pressure wave treatments. 

The Company operates its centralized call center and website for providing comprehensive medical information on 
arthritis conditions to its patients. The Company maintains a database of people who posted inquiries to the call 
centers or on its website. This database is utilized for distributing newsletters and special product offers.      

Furthermore, the Company seeks to maintain contact with several organizations such as the American Association of 
Retired Persons (AARP), the Canadian Association of Retired Persons (CARP) and the United Seniors Association of 
Ontario. The Company promotes its products and services through the advertising media of these organizations. It is 
also planning to use its AquaSonix Therapy as a fund-raising program for the Arthritis Foundation. The Company 
will give $2.50 to the Foundation for each AquaSonix Therapy session held by it. In return, the Foundation will 
promote the benefits of AquaSonix Therapy, which costs $19.50 per patient per session. 
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Arthritis Treatment Centers of America (ATCA)
For ATCA, the Company is targeting metropolitan regions having a population of 300,000 to 500,000. With the 
present level of incidence of arthritis being 30% among adults over 18 years of age, the Company expects to capture a 
significant market share out of approximately 80,000 potential patients in each region. Each ATCA is set up on an area 
measuring approximately 1,700 square feet and accommodates a reception corner, assessment and treatment rooms, 
staff offices and six enSonix treatment chairs. There is a Center Manager who looks after the overall operations of the 
center. The ATCA also provides other supplementary products such as topical creams and vitamins.

The Company aims at receiving 70% of the revenue generated through doctor referrals within six months of opening 
a center. The Company ascertained the cost of initial assessment at $85 and subsequent visits at $55 per visit.  

Medical Products Division
HealthSonix offers its medical products to its consumers and physicians through several media channels like 
magazines, newspapers, radios, Internet, brochures, seminars and trade shows. The Company sells its products 
directly through the Company’s website and the clinics. 
The enSonix@home is priced at $249. The HealthSonix Health supplementary products are priced in the range of 
$14.97 to $29.97, with a gross margin of 74%. 

Growth Plans
The Company plans to increase the number of ATCA’s and AquaSonix Therapy territories significantly to cover more 
areas and accommodate a greater number of patients under its treatment programs. As per the projections, 
HealthSonix will have a total number of 46 ATCAs in the U.S. and 1512 AquaSonix Therapy territories in the U.S. and 
Canada within the next five years. 

For the medical products division, the Company is planning to launch cross marketing programs for the promotion 
of new products among its existing customers. 

In the overseas markets, the Company is planning to appoint authorized distributors for selling its products to 
healthcare companies and equipment manufacturers. The Company will appoint an International Sales Manager for 
the distribution job outside North America.  

Exhibit 8: Projected Growth for AquaSonix Territories and ATCAs 

Source: Company 
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PET Analysis

Political Factors

AquaSonix Therapy
HealthSonix caters to the healthcare markets in the U.S. and Canada. These markets are controlled by regulatory 
authorities such as the FDA (in the U.S). There are also various laws related to intellectual property rights, copyrights 
and patents that govern the healthcare markets in these countries. In order to market its products and services, the 
Company must ensure that it complies with all the norms and regulations made by these regulatory authorities. As 
the Company’s products are covered through Medicare insurance, the regulations related to the insurance industry 
are also applicable to the products and services offered by HealthSonix. 

Economic Factors  
The arthritis healthcare market is significantly influenced by the demographic factors in an economy. The 
demographic data of the U.S. show that there is an increase in the number of people aged above 50 years. Such aging 
of the population is expected to increase the number of incidences of the disease. This phenomenon necessitates the 
development of effective and safe treatments of arthritis. Furthermore, people suffering from the disease tend to 
develop a negative state of mind with a general feeling of irritation, depression, stress and boredom. Treatment 
programs that pay special attention to such social issues should be more acceptable in the future.  

Technological Factors
There are some new indications for the treatment of arthritis that are undergoing clinical trials and remain pending 
with the FDA to obtain clearance. These include Prograf® (generic name: tacrolimus) for rheumatoid arthritis and 
Raptiva® (generic name: efalizumab) for psoriatic arthritis. These new indications may pose a threat to the existing 
treatments if proven more effective and safe. Also, new combinations of products and dosage forms are evolving for 
more effective treatment. These new combinations may have an impact on the arthritis treatment market.

Exhibit 9: PET Analysis

Source: Our Research
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 Opportunities Ahead
 
Arthritis is one of the major causes of disability in the U.S. It is generally believed that people aged above 50 years are 
susceptible to arthritis, but recent data show that even kids are suffering from this disease. The number of women 
afflicted with arthritis exceeds the number of men suffering from joint pains.

The number of Americans suffering from arthritis is depicted in Exhibit 9.

According to the Arthritis Foundation, out of a total number of 66 million people suffering from chronic joint 
symptoms, 42.7 million were diagnosed for arthritis in 2005. Out of those diagnosed for the disease, 25.9 million were 
women while the remaining 16.8 million were men. The number of patients also included 300,000 children. 

As per the data presented by the Center for Disease Control (CDC), the number of physician visits related to arthritis 
in 1997 was 39 million, including 2.9 million visits to outpatient centers and 2.2 million emergency room visits. The 
total government spending on the treatment of the disease was more than $86.2 billion in fiscal year 2005. As the 
number of people aged above 50 years increases (according to demographic trends), the number of arthritis patients 
and, therefore, the medical costs incurred for treatment will also increase in the coming years. According to the 
Arthritis Foundation, the total cost of medical care and lost wages in the U.S. due to prevalence of the disease is about 
$64.8 billion per year. This cost is anticipated to exceed $100 billion by 2020. 

With the growing base of patients, there is a need for a more effective and safer treatment of arthritis. The service 
offerings by HealthSonix may provide an effective treatment method when used in combination with medications. 
Clinical research results show that such combination therapies yield better results than medications alone. In fact, 
physicians are now adopting these therapies (which integrate non-pharmacologic modalities with prescription 
medicines) to provide improved results. These integrated therapies take care of the mental, physical and emotional 
aspects of arthritis patients. 

Exhibit 10: Population Affected by Arthritis (in millions)

Source: Arthritis Foundation
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Exhibit 11: Projected Revenue (in ‘000s US$) 

Source: Company 

Revenue 

YoY Growth

Year1

6,609 

Year 2

39,557 

499%

Year 3

110,944 

180%

Year 4

225,712 

103%

Year 5

392,748 

74%

Exhibit 12: Projected Segment-Wise Revenue (in ‘000s US$) 

Source: Company 

Product Sales

YoY growth

Treatment Services

YoY growth

AquaSonix (International Royalties)

YoY growth

AquaSonix Equipment

YoY growth

Total Revenues

Year1

 4,458 

1,943 

8 

200 

6,609 

Year 2

15,414 

246%

21,979 

1031%

299 

3458%

1,865 

833%

39,557 

499%

Year 3

29,127 

89%

77,972 

255%

966 

223%

2,880 

54%

110,944 

180%

Year 4

42,494 

46%

177,754 

128%

1,865 

93%

3,599 

25%

225,712 

103%

Year 5

62,122 

46%

324,154 

82%

2,873 

54%

3,599 

0%

392,748 

74%

Financial Analysis

Projected Revenue 
The projected revenue of the Company for the next five years is highlighted in Exhibit 11. The revenue is expected to 
grow at a CAGR of 178% over the period. During the initial years (i.e. the first, second and third year), the Company 
is expected to expand its business aggressively in terms of the number of territories for AquaSonix Therapy and 
ATCA centers. As a result, the revenue figures will experience a three digit growth rate during the period under 
consideration.

Segment-Wise Revenue
In the first year, the Company will receive its revenue primarily from product sales. But as time progresses, a major 
part of the revenue will be contributed by treatment services provided by the Company. 
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Growing EBITDA margins
HealthSonix anticipates losses in the first year of its operation when it will incur capital costs for planning, 
construction and setting up the facilities. Further, there will be a considerable investment in marketing and 
promotion activities in the first year. Over the period of five years, the EBITDA margins are expected to exhibit a 
continuous growth before stabilizing at around 40-45%. 

Promising Net Profit Margins 
The net profit margin, which is negative for the first year due to losses, will show growth over the five year period. 
The Company anticipates its net profit to reach up to $105 million and net profit margin to be at 27% at the end of the 
fifth year.

Exhibit 13: EBITDA and EBITDA Margins

Source: Company

(985)

178,644
93,482

41,248

9,755

Exhibit 14: Net Profit and Net Profit Margins 

Source: Company

(985)

178,644
93,482

41,248

9,755

-14.9%

24.7%

37.2%
41.4%

45.5%
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24,170
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-10.3%

14.6%

21.8%
24.4%
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(20,000)

-

20,000

40,000

60,000

80,000

100,000

120,000

-15.0%

-10.0%

-5.0%

0.0%

5.0%

10.0%

15.0%

20.0%

25.0%

30.0%

Net Profit (In '000s US$) Net Profiit Margin



18

Analyst: Shailesh Dhuri, CFA
Initial Report
September 25, 2006

HealthSonix, Inc. (OTC: HSXI; Frankfurt: H7S)

Exhibit 15: Free Cash Flow

Source: Company

(In ‘000s US$) 

Pre Tax EBIT

Add: Depreciation

Less: Change in Working Capital

Less: Increase in Fixed assets

Free Cash Flow

 

  

    

Year1

  (637)

 77 

 -   

 -   

 (560)

 

Year 2

 5,629 

 373 

 3,156 

 (2,535)

 6,623 

Year 3

 24,216 

 888 

 12,856 

 (3,281)

 34,679 

Valuation 

For our valuation, we have assumed a discount rate of 18% and long-term growth rate of 15%.  Exhibit 15 given 
below shows the projected free cash flows of the Company over the next three years.

Valuing the Company on a Discounted Cash Flow (DCF) basis, we estimate the net present value (NPV) of the 
Company to be $216 million.  Based on Company figures of 51.41 million shares currently issued and outstanding, we 
arrive at an intrinsic value of $4.22 per share for HealthSonix which is our target price at this time.

Management is confident of achieving the business plans which have been described in the report. As such, we have 
assumed that the Company will achieve its targets.  As this is a major assumption, and if the Company fails to 
achieve its own targets, its intrinsic worth can fall significantly below the current market price. 
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Summary

HealthSonix, by using its innovative sound pressure wave technology along with warm water treatment program, 
provides safer and effective treatments for arthritis. The Company has laid out aggressive plans to market its 
healthcare products and services in the U.S. and the Canadian markets as well as some other parts of the globe. In 
order to capture the opportunities present in the market, the Company plans to capitalize on its proprietary 
technology and services to promote the HealthSonix brand name and launch cross-marketing schemes for its 
innovative products and services.  Given the projected high growth of the respective patient base, huge market size in 
the U.S. and advantages offered by the products and services of the Company, a favorable market environment exists 
for HealthSonix to build upon. 
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Key Personnel 

Mr. de Souza has 25 years of experience in investment banking. He has served Scotia 
McLeod in the capacity of Senior Vice President and was a founder of Investcan, Inc. He has 
also served the Toronto community in humanitarian causes for many years. He was the 
Board member of The Brazilian Ball and contributed significantly to arthritis research. 

Mr. Ivezic worked for more than 15 years with start-up companies. His entrepreneurial 
skills helped these companies transform into successful international organizations such as 
Lectronic Kaddy, LuminArt and Centraxx. At HealthSonix, Mr. Ivezic is responsible for 
formulating overall strategic directions to be followed by the Company.

Mr. Phillips has a rich experience of serving early-stage consumer goods companies in 
international markets for over 25 years. He has played a key role in formulating strategic 
plans and then effectively assembling, implementing and managing the resources required 
for success.

Mr. Doederlein brings to the Company 30 years of experience in consumer and healthcare 
sector companies, including a public health and beauty aid firm. He is actively involved in 
the formulation of strategies for the Company. He has experience working with healthcare 
majors like Colgate, SmithKline French, Warner-Lambert, Glaxo and Carter Wallace.

Mr. Hruby has to his credit over 20 years of consumer and professional marketing 
experience with leading international healthcare companies, including Pfizer and Cooper 
Laboratories. His expertise ranges from prescription drugs, over-the-counter 
pharmaceuticals and medical devices to consumer healthcare products. 

Michael Ivezic 
(Interim President 
and CEO)

Larry Phillips 
(Executive Vice 
President)

Ivan X. de Souza 
(Chairman)

Gerry Hruby (Vice 
President 
Marketing)

Dieter Doederlein 
(Vice President 
Corporate 
Development)

Management Team

Dr. Keystone holds a Doctorate of Medicine degree from the University of Toronto and is 
qualified in both Rheumatology and Internal Medicine. He is a consultant to the 
pharmaceutical and biotechnology industry both in the U.S. and abroad. Dr. Keystone is 
serving as a Professor of Medicine at the University of Toronto and is the Chairman of the 
Canadian Rheumatology Research Consortium (CRRC) and Associate Clinical Director of 
the Canadian Arthritis Network.

Dr. David Venturi (M.D., B.Sc., M.A.Sc., Medical Director)
Dr. Venturi is a graduate of the University of Toronto, Faculty of Medicine. He looks after 
the medical and technical aspects of all treatment programs undertaken by the Company. 
He is responsible for providing professional and informed counsel to the Company with 
regards to its overall direction in scientific research, opportunities and discoveries. 

Dr. David Venturi 
(M.D., B.Sc., 
M.A.Sc., Medical 
Director)

Dr. Edward C. 
Keystone (M.D., 
FRCP(C), Honorary 
Chairman)

Medical Advisory Board
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Dr. Chang holds a Doctorate degree from the Department of Physiology and Institute of 
Biomedical Engineering of the University of Toronto. During 1989-1992, Dr. Chang was a 
Post- Doctoral Fellow in the Department of Clinical Biochemistry at the Toronto General 
Hospital. 

Dr. Earle holds B.Sc., B.Ed. and M.D. degrees from Memorial University. Since 1994, he has 
been serving as a Medical Consultant for the Region of Peel, where he deals with 
Occupational Health and Safety reviews as well as the management of insurance and 
disability claims. He currently serves as Medical Director of Peel Manor LTC facility and 
Tall Pines LTC facility. 

Dr. Fitz-Ritson earned his BA (Honors) degree with specialization in Psychology and 
Kinesiology from the University of Waterloo and Doctorate of Chiropractic (CMCC) and 
post graduate degree in Neurophysiology from the University of Toronto. He also held a 
Fellowship of the College of Chiropractic Rehabilitation Specialists Canada (FCCRS) and 
was a Diplomat of the American Chiropractic Rehabilitation Board (DACR) in the U.S. 
Recently, Dr. Fitz-Ritson has started his research on the effects of Low Energy Laser therapy 
on acute and chronic patients. He is also serving Advanced Laser Sciences Corp. as its 
President.

Dr. Harold T. Earle 
(M.D., B.Sc., B.Ed.)

Dr. Don Fitz-Ritson 
(BA (Hons.), DC. 
FCCRS (Canada), 
DACRB (USA))

Dr. Gordon Chang 
(B.Sc., M.Sc., Ph.D.)
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Risk Factors

Despite having some crucial advantages in terms of its unique technology and treatment programs, HealthSonix 
looks susceptible to a number of risk factors that may stand in the way of its commercial success.

• The Company depends heavily on physician referrals to attract new patients to its treatment centers. If 
the physicians are unable to give referrals, the Company may not be able to capture the potential market 
for arthritis. 
• The Company spends a significant amount for advertising its products and services. Failure of the 
advertising campaigns may affect the Company’s performance.      
• HealthSonix operates in a highly competitive market. The competitors may develop better alternatives 
to the products and services offered by the Company in the near future. This may pose a threat to the 
existence of the Company. 
• The Company has submitted patent applications for its medical technology. Failure to obtain approval 
for this patent will affect the performance of the Company. 
• The Company has entered into strategic relationships with other companies for the development of new 
products. If such efforts are not successful in new product development, the Company will suffer 
significant financial losses. 
• Some products of the Company are produced by third-party manufacturers. Failure to obtain these 
products from the third parties would adversely impact the Company’s business.  
• The stock of HealthSonix has exhibited price and volume volatility and is appropriate only for 
high-risk-oriented investors.
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Disclaimer

Beacon Equity Research (otherwise known as BER) is an independent research firm specializing in small and micro capitalization 
companies.   BER has no investment banking or consultation conflicts thereby minimizing the inherent conflicts of interest 
between the research analysts and the companies they cover.   BER is not a registered investment advisor or broker dealer.   No 
information in this report should be construed as an endorsement to either buy or sell any securities mentioned in this report.  
The analyst(s) who prepared this report rely on publicly available information which neither the analyst, nor BER, can guarantee 
to be error-free or factually accurate.   All conclusions in this report are deemed reasonable and appropriate by the author. The 
Private Securities Litigation Reform Act of 1995 provides investors a "safe harbor" in regard to forward-looking statements.  To 
fully comply with the requirements of this law, BER cautions all investors that such forward-looking statements in this report are 
not guarantees of future performance. Unknown risk, uncertainties, as well as other uncontrollable or unknown factors may 
cause actual results to materially differ from the results, performance or expectations expressed or implied by such 
forward-looking statements.  Investors should exercise good judgment and perform adequate due-diligence prior to making any 
investment.   Ratings and price targets in this report should not be construed as recommendations or stock price predictors.  
Beacon Equity Research has been directly compensated eighteen thousand dollars by a third party, PearlStar Inc. for an 
enrollment in its research program. Readers of this report are urged to use due diligence in any purchase of security list herein.  
Readers should consult the Company's SEC filings as well as our initial report on the firm to better understand the inherent risks 
associated with this security. There may be many uncontrollable or unknown factors which may cause actual results to materially 
differ from the results, performance or expectations expressed or implied by such forward-looking statements.  Investors should 
exercise good judgment and perform adequate due-diligence prior to making any investment. 

I,  Shailesh Dhuri, CFA, the author of this report, certify that the material and views presented herein represent my personal 
opinion regarding the content and securities included in this report.   In no way has my opinion been influenced by outside 
parties, nor has my compensation been either directly or indirectly tied to the performance of any security listed.  I certify that I 
do not currently own, nor will own and shares or securities in any of the companies featured in this report.

Shailesh Dhuri, CFA - Senior Analyst

Shailesh is co-founder of Advanced Investment Mechanics. Prior to establishing AIM, Mr. Dhuri worked for the treasury team at 
Credit Agricole Indosuez, where he was responsible for bond trading, ALM and transfer pricing. Before moving to Credit 
Agricole, Shailesh headed the trading desk of one of the primary dealers of Indian Government Bonds. Shailesh started his career 
with Unit Trust of India, where he held various assignments, including launch of the first money market mutual fund in India, 
heading the treasury desk of the fund. Shailesh is holds an MBA from the Indian Institute of Management, Bangalore. In 
addition, he holds CFA qualification from ICFAI, FRM qualification from GARP, PRM qualification from PRMIA, and Cost 
Accounting qualification from ICWAI.
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