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Part |
ltem 1. BUSI NESS
Cener al

Therageni cs Corporation (“Theragenics” or the “Conpany”), a
nmedi cal isotope and cancer treatnment producer, is a |leader in the
production and sales of inplantable radiation devices (“seeds”)
used in the treatnment of cancer. The Conpany produces and sells
Ther aSeed®, which is a U S Food and Drug Adm nistration (FDA)
| i censed device, based on the radioactive isotope palladium 103
(Pd-103). The Conpany recei ved FDA cl earance to nmarket Ther aSeed®
in 1986 and comrenced commercial production and product sales in
1987. Currently, TheraSeed® is used primarily in the treatnent of
early stage prostate cancer. In the treatnment, TheraSeeds® are
i npl anted (“seeding”) into the prostate in a one-tinme, mnimally
i nvasi ve procedure. The radiation emtted by the seeds is
contained wthin the imrediate prostate area, killing the
cancerous tunmor while sparing surrounding healthy cells and
organs from any significant dose of radiation. TheraSeed® has
been shown in independent clinical studies to offer success rates
that are conparable to or better than conventional therapies for
the treatnent of prostate cancer, while being associated with a

reduced incidence of adverse side effects. In addition,
Ther aSeed® offers significant quality of life and cost
advant ages. Since 1987, TheraSeed® has been used in over 800
centers across the United States. |In 1998, the Conpany received

regul atory approval for the marketing of TheraSeed® throughout
the nenber countries of the European Union by obtaining CE
Mar ki ng. Sal es of TheraSeed® in Europe were not significant in
1998 or 1999, and are not expected to be significant in 2000.
Ther aSeed® has al so been used on a limted basis in the treatnent
of cancers of the pancreas, |lung, head, neck, oral cavity, brain
and eye.

Ther ageni cs has produced Pd-103 using Conpany-owned cycl otrons
since 1993. As of Decenber 31, 1999, eleven cyclotrons were
fully operational, and three additional cyclotrons are expected
to becone operational during 2000. Currently, all Pd-103
utilized by the Conpany is produced by Conpany-owned cycl otrons.

In April 1999 the Conpany announced that the U S. Departnent
of Energy (DOE) granted Theragenics access to unique DOE
technol ogy for use in production of isotopes, including Pd-103.
This technol ogy venture represents part of a DOE initiative to
redirect Cold War assets to peacetine use and cushion the
economc inmpact of U S. Defense Departnent cutbacks. The
Conmpany expects that the use of this technology wll
significantly increase its capacity and allow for expanded use
of Pd-103 and TheraSeed® beyond treatnent of prostate cancer to
new nedi cal applications. The Conpany also believes that the
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DCE Project may allow it to explore options for applying this
technology to other uses, though there are no assurances that
this will be achieved. The Conpany is constructing a facility in
Cak Ridge, Tennessee to house the equipnent, infrastructure and
work force necessary to support the production of isotopes,
including Pd-103, wusing this DOCE technol ogy. The Conpany
expects to invest approximately $25-$30 million through 2001 to
build this manufacturing and R&D facility.

In March 2000, the Conpany announced that it had signed and
agreenent with the Atlanta Cardiovascular Research Institute
(ACRI) to begin a two-phase aninmal study addressing the use of
Pd-103 for the prevention of restenosis. Restenosis is the
reclosing of arteries that often occurs after coronary
angi opl asti es. According to the University of Texas
Sout hwestern Medical Center, nearly half of the 350,000 coronary
angi opl asties done in the United States each year fail or
restenosis within the first few nonths of the operation. 1In the
first phase of the study, scheduled to begin in April 2000, the
Conmpany will deliver catheter-based Pd-103 devices to ACRl for
determ nati on of whether the devices can inhibit restenosis-Ilike
changes in pig coronary arteries after balloon angioplasty and
stent inplantation, and to assess the |ong-term consequences of
this treatnent nodel. The second phase of the study wll have
simlar objectives, except that the Conpany will be delivering
stent-based Pd-103 devices to ACRI for use in the studies.

The Conpany is seeking to diversify its operations. The ACR
study addressing the wuse of Pd-103 for the prevention of
restenosis is part of a research and developnent initiative
| aunched in 1999, which is seeking to expand the application of
Pd-103 and TheraSeed® and explore options for wusing the
Conpany’s expertise and capabilities in other areas. (See
“Managenent’ s Di scussion and Analysis of Financial Condition and
Results of Operations, 1999 conpared to 1998” and “Liquidity and
Capital Resources”.) Managenment does not expect the Conpany to
generate significant revenues fromits research and devel opnent
activities in the near future.

| ndustry Overvi ew
Prost ate Cancer

Excl udi ng skin cancer, prostate cancer is the nost common form
of cancer, and the second |eading cause of cancer deaths, in
nmen. It is nobst comon in North Anmerican and northwestern
Europe and less comon in Asia, Africa, Central Anerica, and
South Anerica. The Anerican Cancer Society estimates there wl|
be about 180,400 new cases of prostate cancer and an estinmated
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31,900 deat hs associated with the disease in year 2000.

Prostate cancer incidence and nortality increase wth age.
Prostate cancer is found nost often in nen who are over the age
of 50. More than eight out of ten nen diagnosed with prostate
cancer are over the age of 65. Prostate cancer accounts for
about 13% of male cancer-related deaths. Men survive at | east
five years in 89% of the diagnosed prostate cancer cases.
According to the Anmerican Cancer Society, approximtely 58% of
all prostate cancers are found while they are still |ocalized
(confined to the prostate), and a 5-year relative survival rate
for men with localized prostate cancer is 100% 31% of prostate
cancers have spread to tissues near the prostate when di agnosed,
and the b5-year survival rate for these nen is 94% The
remai ning 11% of those nen diagnosed have prostate cancer that
has spread to distant parts of the body. O the remaining 11%
about 31% are expected to survive at |east five years. These
survival statistics, according to the Anmerican Cancer Society,
include all diagnosed prostate cancer cases, regardless of the
treat nent.

In addition to age, other risk factors are linked to
prostate cancer. One of these additional factors includes
geneti cs. Men with close famly nmenbers who have had prostate

cancer are nore likely to get prostate cancer.

Anot her factor that may contribute to prostate cancer is
diet. A diet high in fat may play a part in causing prostate
cancer. The American Cancer society suggests a diet low in
animal fat and high in vegetables, fruits and grains may help
|l ower the risk of prostate cancer in addition to sonme other
types of cancer.

The prostate is a walnut-sized gland surrounding the nale
urethra, |ocated below the bladder and adjacent to the rectum
The two nost prevalent prostate diseases are benign prostatic
hyperplasia ("BPH') and prostate cancer. BPH is a non-cancerous
enl argement of the innernost part of the prostate. Prostate
cancer is a mlignant tunor that begins nost often in the
peri phery of the gland and, |ike other fornms of cancer, nmay
spread beyond the prostate to other parts of the body. If left
untreated, prostate cancer can netastasize to the lung or bone,
resulting in death.

Staging is the process of determining how far the cancer has
spr ead. The treatnent and recovery outl ook depend on the stage
of the cancer. The TNM system is the staging process used npst
of ten. The TNM system for staging gives three key pieces of
i nformation:
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T refers to the size of the Tunor which is neasured in
centineters (cn). One cm is about one-half inch. N descri bes
how far the cancer has spread to nearby |ynph Nodes. M shows
whet her the cancer has spread (Mtastasized) to other organs of
the body. In addition, the TNM descriptions can be grouped
together with stages |abeled 0 through IV (0-4). The higher the
nunber, the nore the cancer has spread. The followng table
summari zes the various stages of prostate cancer.

St ages Characteristics of prostate cancer
T1 or T2 Localized in the prostate

T3 or T4 Local | y advanced

N+ or Mt Spread to pelvic | ynph nodes (N+)

or distant organs (M)

The deason system is typically wused for “grading” or
determining how fast the tunmor s grow ng. Some prostate
cancers grow nore quickly than others. A d eason grade, which
ranges from 2 to 10, wusually is used to indicate the tunor’s
growh rate after it is taken during a biopsy. Hi gher d eason
grades such as 8-10 neans cancer cells are likely to grow nore
qui ckly. Most localized <cancers of the prostate are an
i ntermedi ate grade, d eason grades 4, 5, or 6.

Approxi mately 58% of new prostate cancer diagnoses are defined
as being localized (that is, confined to the prostate) and the
5-year relative survival rate for men with localized prostate
cancer is 100% The |ack of early-stage synptons nakes di agnosis
difficult. Until the md 1980's, the best nethod of routine
exam nation had been the digital rectal exam an unconfortable
subjective determnation. The diagnostic test currently used
nost often is the PSA blood test, which determ nes the anmount of
prostate specific antigen ("PSA') present in the blood. PSA is
found in a protein secreted by the prostate, and el evated | evels
of PSA can be associated with either prostatitis (a noncancerous
inflammatory condition) or a proliferation of cancer cells in
the prostate. Industry studies have shown that the PSA test can
detect prostate cancer as nmany as five years earlier than the
digital rectal exam The PSA test is currently part of the
routine nedical check-up for prostate assessnent. Transrectal
ultrasound tests and biopsies are typically perfornmed on
patients with elevated PSA readings to confirm the existence of
cancer.

Treatment Options

In addition to seeding, prostate cancer can be treated wth
radi cal prostatectony ("RP'), transurethral resection of the
prostate (“TURP’), external beam radiation therapy ("EBRT"),
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cryosurgery, hornone therapy, chenotherapy and watchful waiting.
Some of these therapies may be conmbined in special cases to
address a specific cancer stage or patient need. For exanpl e,

Ther aSeed] has been used in conbination with EBRT to treat sone
| ocal |y advanced cases of prostate cancer. The treatnents that
have been nobst successful are those that renove or kill all of
the cancerous tissue while avoiding excessive damage to the
surrounding healthy tissue. Wen the cancerous tissue is not
conpletely elimnated, the <cancer typically returns to the
primary site, often wth netastases to other areas. The
following is a summary of treatnent options for prostate cancer
ot her than seeding.

Radi cal Prostatectonmy and transurethral resection of the
prostate are the two npbst common surgical procedures. Radi ca
Prostatectony involves the conplete renoval of the prostate
gland. This procedure has been used for over 30 years and is
considered to be the standard nedical treatnent for early-stage,
| ocalized tunors. RP typically requires a three-day average
hospital stay and a |lengthy recovery period (generally three to

five weeks). Possible side effects include inpotence and
i ncontinence. The cost of RP ranges from $19,000 to $25, 000 per
pr ocedur e, excl udi ng treat nent for si de effects and
post operative conplications. According to BBI, an industry
newsl etter, approximately 120,000 nmen will wundergo RP in the
year 2000.

Transurethral resection of the prostate (TURP) is used for nen
who are not able to have a radical prostatectony because of
advanced age or serious illness in addition to the prostate
cancer. It is not done to cure the disease or to renove all of
the cancer, but rather as a relief of the synptons from the
di sease before other treatnents begin. The procedure is
actually used nore often to relieve synptons of non-cancerous
prostate enlargenent. The procedure usually requires a hospital
stay of one to two days and the patient may return to work in
one to two weeks. Possible side effects include some bl eeding
into the urine after surgery, possibility of infections and the
ri sks associated with the type of anesthesia used.

Ext ernal Beam Radi ation Therapy involves directing a beam of
radiation at the prostate gland to destroy tunorous tissue and
has been a comon technique for treating many Kkinds of cancer
since the 1950s. EBRT has typically been reserved for early-
stage prostate cancer in locally advanced cases where the
patient is an inappropriate surgical risk. Patients are usually
treated five days per week in an outpatient center over a period
of six to seven weeks. Rectal <conplications resulting from
damage to the rectal wall caused by the radiation beam as it
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travels to the prostate are the nost conmmon side effects. O her
possible side effects also include incontinence and inpotence,
but these side effects generally occur with | ess frequency than
they do following RP. EBRT is estinmated to cost between $13, 000
to $17,000 per patient. According to BBI, an industry
newsl etter, approximately 65,000 EBRT procedures wll be
performed in the year 2000 for the treatnment of |localized
prostate cancer.

Cryosurgery involves placing a snmall netal tool into the tunor

and Kkilling the <cancer by freezing the entire prostate.
Patients wusually remain in the hospital for one to tw days
There will be sonme bruising and soreness of the area where the

probe was inserted. Side effects of cryosurgery may include
damage to nerves near the prostate that may cause inpotence and
i nconti nence, damage to bladder and intestines, and a fistula
(an abnormal opening) between the rectum and bl adder. Thi s
option is considered nobst appropriate for nmen wth serious
nmedi cal conditions that make them unable to endure surgery or
radi ati on therapy.

Ancillary Therapies, primarily consisting of hornone therapy
and chenot herapy, are used to slow the growth of cancer and
reduce tunor size, but are generally not intended to be
curative. Ancillary therapies are often used during advanced
stages of the disease to extend life and relieve synptons. Side
effects of hornonal drug therapy include increased devel opnent
of breasts, inpotence and decreased libido. In addition, many
hornmone pharmaceuticals artificially Jlower PSA levels in
patients, which can interfere wth staging the disease and
nonitoring its progress. Side effects of chenotherapy include
nausea, hair loss and fatigue. Drug therapy and chenotherapy
require long-term repeated admnistration of nedication on an
out pati ent basis.

Watchful Waiting is recommended by some physicians in certain
ci rcunstances based on the severity and growh rate of the
di sease, as well as on the age and life expectancy of the
patient. The aim of watchful waiting is to nonitor the patient,
treat sonme of the attendant synptons and determ ne when nore
active intervention is required. Wat chful waiting has gained
popul arity anong those patients refusing treatnment due to side
effects associated with radical prostatectony. Watchful waiting
requi res periodic physician visits and PSA nonitoring.

In addition to the treatnment options described above, other

forms of treatnment as well as prevention are being devel oped and
tested in clinical settings.
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The Ther ageni cs Sol ution

Therageni cs produces TheraSeedld, an FDA-cleared device for
treatment of all solid localized tunors and currently wused
principally in seeding for the treatnent of prostate cancer. In
the prostate application, TheraSeedsU are inplanted throughout
the prostate gland in a mnimally invasive surgical technique
under ultrasound gui dance. The radiation emtted by the seeds is
contained within the imediate prostate area, killing the tunor
while sparing surrounding organs of significant radiation
exposure. The seeds, whose capsul es are bioconpatible, remain in
the prostate after delivering their radiation dose. TheraSeedl
is best suited for solid localized tunors and is typically
classified as a treatnent for early-stage disease.

Managenent believes TheraSeed offers significant advantages
over RP and EBRT. Recent mnulti-year clinical studies indicate
that seeding offers success rates for early-stage prostate
cancer that are conparable to or better than those of RP or EBRT

plus reduced conplication rates. In addition, the TheraSeedl
treatnent is a one-tine outpatient procedure with a typical two
to three day recovery period. By conparison, RP is an inpatient
procedure typically acconpanied by an average three day hospital
stay and a three to five week recovery period, and EBRT invol ves
six to seven weeks of daily radiation treatnents. The Conpany
estimates that treatnent with TheraSeed generally costs $13, 000
to $17,000 per procedure, which is substantially |lower than the
cost of RP and conparable to the cost of EBRT

TheraSeedld is a radioactive "seed" approximately 4.5
mllimeters long and 0.8 mllineters wide, or roughly the size
of a grain of rice. Each seed consists of a bioconpatible
titanium outer capsule containing the radioactive substance Pd-
103. The half-life of Pd-103, or the tine required to reduce the
emtted radiation to one-half of its initial level, is 17 days.
The half-life characteristics result in the loss of alnost all
radi oactivity in | ess than four nonths.

Tr eat nent Pr ot ocol

Prostate cancer patients electing seed therapy first undergo a
transrectal ultrasound test or CT scan, which generates a two-
di rensional inmage of the prostate. Wth the assistance of a
conputer program a three dinensional treatnment plan is designed
that calculates the nunmber and placenment of the seeds required
for the best possible distribution of radiation to the prostate.
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Once the inplant nodel has been constructed, the procedure is
scheduled and the seeds are ordered. The nunber of seeds
inmplanted normally ranges from 40 to 100, with the nunber of
seeds varying with the size of the prostate. The procedure is
usually performed wunder |ocal anesthesia in an outpatient
setting. An ultrasound probe is first positioned in the rectum
to guide needle placenent and seed |ocation. Correct needle
pl acenment is facilitated by a tenplate, or grid, that covers the
perineum (the area between the scrotum and rectum through which
the needles are inserted). This tenplate is attached to the
ul trasound probe. Inplant needles | oaded with seeds are assigned
to the appropriate tenplate holes as indicated in the treatnent
plan. Each needle is guided through the tenplate and then
through the perineum to its predetermned position within the
prostate under direct ultrasound visualization. The seeds are
inplanted as the needle is withdrawn fromthe prostate. \Wen al
seeds have been inserted, the ultrasound image is again reviewed
to verify seed placenent. An experienced practitioner typically
performs the procedure in approximately 60 to 90 mnutes, wth
the patient often returning hone at day's end.

Seedi ng has been used as a treatnent for prostate cancer since
the early 1980s, when seeds containing the radioactive isotope
| odi ne-125 (*“1-125") were inplanted in prostate tunors under

open surgery. However, this technique fell into disfavor because
the seeds were often haphazardly arranged resulting in radiation
not reachi ng al | of t he targeted cancer ous pr ost at e.

Compounding this was that often an unintended radi ati on dose was
delivered to healthy surrounding tissues, particularly the
urethra and rectum Cinical results indicate that the conputer
nodel i ng, advanced inmaging and other techniques used in seeding
today have significantly aneliorated these drawbacks.

Cinical Results

Strong Efficacy Results. Cinical data indicates that seeding
offers success rates for early-stage prostate cancer treatnent
that are conparable to or better than those of RP or EBRT. The
vast majority of published studies on the use of seeding in the
treatment of early-stage prostate cancer have been very
positive. In a study published in Uwology Tinmes in Septenber
1994, Drs. John Blasko and Haakon Ragde of the Northwest Tunor
Institute in Seattle, Washington, in a study of 298 nmen wth
early-stage prostate cancer, found an actuarial [|ocal control
rate of 96% after treatnment with either Pd-103 or 1-125 seed
i npl antation. A study published in 1995 by Drs. Bl asko and Ragde

found 100% of the 111 patients treated with TheraSeed for
| ocalized early-stage prostate cancer showed no |ocalized
prostate cancer after treatnent followup ranging from 12-73

Page 10



nonths, with a median followup of 32 nonths. The actuari al
di sease-free rate at 54 nonths was 89% Updating their previous
study on patients treated with Pd-103 or 1[1-125 for a paper
published for the Semnars in Surgical Oncology 1997, Drs.
Bl asko, Ragde, Gimm et al. found a seven-year actuarial |oca
(confined to the prostate) and distal (outside the prostate)
di sease-free rate of 97% and 95% respectively for 320 patients
treated for localized early-stage prostate cancer. Because of
Dr. Blasko's extensive experience in the treatnment of cancer and
brachyt herapy, the Conpany retained him as a nedical and cancer
advi sor in 1998.

Seeding treatnment in conbination with EBRT has also recorded
inpressive results in the treatnent of higher risk prostate
cancer patients. In their paper published for the Semnars in
Surgi cal Oncology 1997, Drs. Blasko, Ragde, Ginmm et al. also
presented an eight-year actuarial |ocal and distal disease-free
rate of 91% and 83% respectively for 231 patients who were
considered to represent higher risks of locally advanced
prostate cancer and were treated with a conbination of Pd-103 or
|-125 seeding and a nodified dose of EBRT. A study by Dr.
M chael Dattoli of University Comrunity Hospital, Tanpa,
Florida, and Dr. Kent Wallner of Menorial Sloan-Kettering Cancer
Center, New York, New York, published in the International
Journal of Radiation Oncol ogy, Biology and Physics in July 1996
found a three-year actuarial freedom from biochenmcal failure
(based on PSA scores) of 79% anong 73 patients wth clinically
| ocalized, high risk prostate cancer who were treated with EBRT
in conmbination with Pd-103. This conpares favorably to results
reported for patients treated wth conventional dose EBRT al one.
These locally advanced cases are significant because typical RP
protocols would not <classify them as suitable for surgical
treat nent.

Reduced Incidence of Side Effects. Because TheraSeedl delivers
a highly concentrated and confined dose of radiation directly to
the prostate, healthy surrounding tissues and organs are spared
excessive radiation exposure. This results in significantly
fewer and |less severe side effects and conplications than are
incurred with other conventional therapies. RP generally results
in a 65-90% inpotence rate and a 2-35% incontinence rate, and
EBRT generally results in inpotence and incontinence rates of
40-60% and 8-18% respectively. In contrast, according to the
1995 study by the Northwest Tunor Institute described above, it
was reported that 85% of seed therapy patients under 70 years of
age who were potent before the procedure renmained so. In
addition, patients who had not had a previous transurethral
prostate resection ("TURP') suffered no incontinence. Patients
having a previous TURP have conprom sed urinary tracts and can
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experience higher rates of incontinence. Patients receiving
seeding can expect sone urethra irritation and urinary urgency
post-inplantation as the Pd-103 delivers its radiation dose.

Lower Treatnent Cost. The total cost of seeding 1is
approxi mately $15,000 per procedure. This is approximtely two-
thirds the cost of RP, which ranges from $19,000 to $25, 000,
excluding treatnent for side effects and post-operative
conpl i cati ons. Seeding cost is conparable to the cost of EBRT
whi ch ranges from $13,000 to $17,000 for a six-to-seven week
course of treatnent.

Managenent believes TheraSeed represents the best available
form of seeding. Another radioactive isotope, lodine-125 ("I-
125"), is also commercially available as a pernmanent inplant.
TheraSeedd was the first comercially available alternative
isotope to 1-125 since 1-125s introduction in the 1970s.
Managenent believes that |-125 and Pd-103 are used in
approximately 65% and 35% respectively, of all prostate cancer
seeding procedures. Another technique known as "tenporary
seeding," which involves the tenporary placenent of an Iridium
based source in or near a tunor, is wused in a very smal
percentage of cases. Managenent believes Pd-103 has the
foll ow ng advantages over 1-125: (i) Pd-103 delivers three tines
the initial dose rate of 1-125, which can yield advantages in
treati ng aggressive cancers, (ii) Pd-103 has approxi mtely one-
third the half-life of 1-125, which shortens the duration of
sone radiation induced side effects by two-thirds and reduces
radi ati on exposure to nedical personnel in treatnment foll ow up;
and (iii) wunlike 1-125, Pd-103 is nontoxic and non-volatile as
it decays.

A seven-year, peer-reviewed study conducted at Yale University
School of Medicine published in the Cctober 29, 1999, issue of
Radi ati on Oncol ogy Investigations: Cinical and Basic Research

denonstrated that patients receiving TheraSeedd palladium 103
(Pd-103) seed i npl ants experi enced significantly | ower
i ncidences of side effects than patients inplanted with |-125.
Overall severe conplication rates fromboth I-125 and Pd-103 are
very | ow when conpared to other treatnment nodalities. Only 9% of
the patients involved in the study perfornmed at Yal e experienced
| ong-term conplications, all of whom were inplanted with 1-125.
Furthernore, the study indicates that inplants performed wth
TheraSeedd can utilize an increased mninmum tunor dose w thout
j eopardi zing the results fromside effects.

Producti on
The  production of Ther aSeed[ is dependent upon the
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avai lability of Pd-103, as well as Rhodium 103 ("Rh-103"),
titanium graphite and lead. Wth the exception of Pd-103, all
of these raw materials are relatively inexpensive and readily
avai lable fromthird party suppliers.

Pd-103 is a radioactive isotope that can be produced by
neut ron bonbardnment of Pd-102 in a nuclear reactor, or by proton
bombardnent of Rh-103 in a cyclotron. Follow ng the production
of Pd-103 from Rh-103 in the cyclotron, the Pd-103 is harvested
from the cyclotron and noved through a nunber of proprietary
production processes until it reaches its final seed form

The Conpany has produced Pd-103 using Conpany-owned cycl otrons
since 1993. The Conpany currently has eleven cyclotrons in
production and three additional cyclotrons are scheduled to
becone operational in 2000. The Conpany's cyclotrons are
designed, built, installed and tested by a conmpany speciali zing
in the construction of such equi pnent.

Due to the highly sophisticated and technical nature of the
equi pnent, the Conpany has in the past encountered delays and
difficulties in the construction, installation and testing of
its cyclotrons. Managenent cannot be certain that such problens
wi Il not occur in connection with the construction, installation
and testing of the cyclotrons to be installed in 2000.

Cyclotron operations constitute only one conponent of the
TheraSeedd manufacturing process. Because the production of

TheraSeed is highly sensitive and | abor intensive, managenent
is focusing significant attention and effort on automating and
otherwise inproving all aspects of the Conpany's manufacturing
process. Certain portions of the Conpany’s production processes
were automated during 1998 and 1999. Al t hough the automation
process is difficult and tine consum ng, and has been subject to
significant delays, managenent believes it <can continue to
i nprove efficiency, further reduce radiation exposure to
per sonnel and provide additional production capacity for

Ther aSeedO.

In April 1999 the Conpany announced that the U'S
Department of Energy (DOE) had granted Theragenics access to
unique DOE technology for use in production of isotopes,
including Pd-103 (See Item 7 -“Managenent’s Discussion and
Analysis of Financial Condition and Results of Operations -
Overview'). The Conpany is currently constructing the facilities
and infrastructure to support the use of this DOE technol ogy,
and does not expect this capacity to be avail abl e before 2001.

During 1997, the Conpany received certification that its
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quality <control system neets all the requirenents of the
| nt er nat i onal Organi zation for  Standards’ | SO 9001/ EN46001
Qual ity System St andar d.

Mar ket i ng

Strategic Alliance. 1In 1997, the Conpany entered into a sales
and marketing agreenent with Indigo Medical, Inc., a Johnson &
Johnson Conpany, granting to Indigo the exclusive worldw de
right to market and sell TheraSeedll for the treatnent of
prostate cancer. Indigo has assuned responsibility for the
education and training of wurologists, radiation oncologists and
other personnel involved in the use of TheraSeedd for the

treatnent of prostate cancer.

The Conpany believes that upon full inplenentation of Indigo’ s
mar ket i ng efforts directed to patients and medi cal
professionals, the alliance with Indigo provides the opportunity
for long-term sales growh and international expansion while
allowing the Conpany to focus its resources on maintaining its
| eadership in the production of Pd-103 for prostate cancer
treatment and other potential applications. By |everaging the
extensive worl dw de marketing capability of Indigo and Johnson &
Johnson, the Conpany can avoid the need to devel op an extensive,
vertically integrated sales, mar keting and education and
training network for the marketing of TheraSeedll for prostate
cancer. Management is confident in the ability of Indigo to
nore fully devel op potential markets.

In 1999, Indigo adjusted its sales and marketing efforts
directed at patients in addition to Indigo’'s existing nmarketing
efforts directed to physi ci ans and ot her heal t hcare

professionals. As a result of the sales and marketing agreenent

wi th Indigo, TheraSeedll sales depend on the success of Indigo’' s
mar keti ng strategy and efforts.

Ther aSpher eld

Theragenics has also participated in the devel opnent of
Ther aSphereld, a mcroscopic radioactive glass sphere designed
for the treatnment of liver cancer. The Conpany holds a worl dw de
exclusive license fromthe University of Mssouri for the use of
the technol ogy required to produce TheraSpherell. The Conpany has
granted to Nordion International, Inc. ("Nordion") an exclusive
wor | dwi de sublicense to manufacture, distribute and sell
Ther aSphereld for any application. TheraSpherel has been approved
for distribution in Canada, but has not been approved by the FDA
for distribution in the United States. Under the terns of the
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subl i cense, Nordion has agreed to obtain the necessary
regul atory approvals for distribution of TheraSpherell in the
United States and other countries. Timng for commercial
devel opnent and regulatory approval of TheraSpherell in the
United States and elsewhere is uncertain, and nanagenent does
not anticipate significant revenues from TheraSphereld within the
foreseeabl e future.

A TheraSpherell treatnent dose contains approximtely five
mllion yttrium90 glass spheres that are each approximately
half the diameter of a human hair. In the treatnment of |liver
cancer, a radiation dose is delivered to the tunor by

i ntroduci ng TheraSpherell by catheter into the hepatic artery,
which carries arterial blood to the liver. Because of greater
blood flow to tunors conpared to healthy Iliver tissue, the
m crospheres concentrate in the capillaries feeding the tunor.
The concentration of mcrospheres in healthy tissue is nuch
| ower. Because of the ability to place and concentrate the
radiation source in such <close proximty to the tunor,
Ther aSphereld can deliver a radiation dose to the tunor cells
five tines as strong as that which can be delivered via externa
beam r adi ati on.

Patents and Li censes; Trade Secrets

The Conpany holds United States patents directed to Pd-103
based on its production using both cyclotrons and nuclear
reactors. The Conpany also has corresponding patents in Canada,
South Africa, Japan and the countries of the European patent
convention, and a PCT patent application on file for Japan,
Australia, New Zealand, Canada, and Europe (representing 16
European countries) as well as a direct filing in Mexico. The
Conmpany may file additional patent applications from tine to
time and considers the ownership of patents inportant, but not
necessarily essential, to its operations. The Conpany al so uses
a strategy of confidentiality agreenments and trade secret
treatment to provide primary protection to a nunber of
proprietary design nodifications in the cyclotrons, as well as
vari ous production processes.

The Conpany also holds a worldw de exclusive |license from the
University of Mssouri for the use of technology required for

produci ng TheraSphereld. Theragenics holds the rights to al

i nprovenents developed by the University of Mssouri on this
t echnol ogy. The  Conpany, in turn, subl i censes excl usive
worl dwide rights to this technology and all inprovenents to
Nordion. Pursuant to its license agreenent with the University
of Mssouri, the Conpany is obligated to pay the University the
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greater of a fixed annual anobunt or a percentage of the gross
sal es ambunt derived fromthe sal e of TheraSpherel.

Theragenics holds patents for technology concerning nethods

for delivery of TheraSpherel in several countries, including the
United States, Canada, Australia, Argentina, South Africa and
the countries of the European patent convention, and has patent
applications on file in other countries, including Japan. The
Conmpany exclusively licenses this technology to Nordion for
wor | dwi de use.

The Conpany also relies to a significant degree on trade
secrets, proprietary knowhow and technol ogical advances that
are either not patentable or which the Conpany chooses not to
pat ent . In particular, the Conmpany has designed certain
nodi fications to its cyclotrons as well as various production
processes that it deenms to be proprietary. The Conpany seeks to
protect non-patented proprietary information, in part, by
confidentiality agreenents wth suppliers, enpl oyees and
consul tants.

Seasonal ity

Managenment believes that certain periods of a year contain
seasonally slow periods due to vacations taken by physicians,
patients and patients’ famlies, and the occurrence of holidays
and maj or nedi cal conventions. During 1999, nmanagenent has begun
to identify certain seasonality associated wth the demand for
Ther aSeed®. It appears that holidays, major nedical conventions
and vacations taken by physicians, patients and patients’
famlies may have an inpact on sales during the year.
Managenment is continuing to nonitor and assess the inpact that
seasonality may have on the demand for TheraSeed®.

Research and Devel opnent

Research and devel opnent (R&D) expenses were $709,000 in 1999
conpared to $448,000 in 1998. The increase in R&D was a result
of developnent efforts to inprove the Conpany’'s proprietary
production processes and the launching of a research and
devel opment initiative in the third quarter of 1999 (see Item 7
— Managenent’s Discussion and Analysis of Financial Condition
and Results of Operations, 1999 conpared to 1998").

Conmpetition

The Conpany conpetes in a market characterized by technol ogi cal
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i nnovati on, ext ensi ve research efforts and significant

conpetition. In general, TheraSeed® conpetes with conventiona
nmet hods of treating l|localized cancer, such as RP and EBRT, as
well as conpeting permanent inplant devices. RP currently
represents the standard nedical treatnent for early-stage,
| ocal i zed prostate cancer. RP has a long history of favorable
clinical results and physicians have devel oped a high degree of
famliarity and confort with this procedure. EBRT is also a

wel | -established nethod of treatnment and is widely accepted for
patients who do not represent a good surgical risk or whose
prostate cancer has advanced beyond the stage for which surgical
treatnment is indicated. Managenment believes that if general
conversion from these treatnent options (or other established or
conventional procedures) to TheraSeed® treatnent does occur, such

conversion will be the result of a conbination of equivalent or
better efficacy, reduced incidence of side effects and
conplications, |lower cost, other quality of Ilife issues and

pressure by health care providers and patients.

| odi ne-125 (1-125) is commercially available as a pernmanent
i npl ant and conpetes with TheraSeed® At |east eight conpanies
have obt ai ned regul atory approval to produce and distribute I-125
seeds and a nunber of other conpanies have announced their
intentions to apply for such approval. Managenent believes that
|-125 and Pd-103 are wused in approximately 65% and 35%
respectively, of all prostate cancer seedi ng procedures.

Managenment believes that Pd-103 has certain advantages over |-
125. A seven-year study conducted at Yale University School of
Medi ci ne denonstrated that patients receiving TheraSeed® Pd-103
i npl ants experienced significantly |ower incidences of side
effects than patients inplanted with I-125. The results of this
peer-reviewed study appeared in the OCctober 29, 1999 issue of
“Radi ati on Oncol ogy Investigations: Cinical and Basic Research”.
A review of 123 early stage Tlc and T2 prostate cancer patients
i npl anted between 1992 and 1999 with 1-125 or TheraSeed® reveal ed
an overall conplication rate of 0% w th TheraSeed® versus 13%for
| -125. Most inportant, the grade II1I-1V conplication (bladder
urethra, and rectun) rate for TheraSeed® was 0% versus 6% for |-
125. The three-year actuarial probability of remaining free of
| ong-term conplications was 100% f or Ther aSeed® versus 82% for |-
125. The study also reported that a review of the literature for
992 patients inplanted with 1-125 versus 540 patients inplanted
wi th TheraSeed® shows a consistently higher conplication rate for
| -125 versus Ther aSeed®.

Managenent believes that certain characteristics of Pd-103 can
| ead to continued inproved results over 1-125, including: (i) a
hi gher dose rate, which can vyield advantages in treating
aggressive cancers; (ii) a shorter half-life, which shortens the
duration of sone radiation induced side effects by two-thirds and
reduces radiation exposure to nedical personnel in treatnent
foll owup; and (iii) unlike 1-125, Pd-103 is non toxic and non-
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vol atile as it decays.

At | east three conpanies have obtained regulatory approval to
produce and distribute Pd-103 seeds, which conpete directly with
Ther aSeed®. These conpani es have announced their intention to
produce Pd-103 seeds in conmercial quantities in 2000. A nunber
of other conpani es have al so announced their intentions to apply
for regulatory approval to produce and distribute Pd-103 seeds.
Managenent believes that Theragenics has conpetitive advantages
over these conpanies including: (i) its proprietary production
processes that have been devel oped and patented; (ii) its record
of reliability and safety in its manufacturing operations; (iii)
the time and resources required for conpetitors’ production
capabilities to ranp up to commercial production on a scale
conparabl e to Theragenics’; and (iv) the resources and worl d-w de
mar keting capabilities of its marketing partner, Indigo, a
Johnson and Johnson conpany.

One of the conpanies that has produced Pd-103 consists of
certain fornmer enployees of Theragenics. Theragenics initiated
| egal action against this conpany in 1997 for m sappropriation of
trade secrets. The Conpany’s |lawsuit against the forner
enpl oyees’ conpany is on going, and nmanagenent is currently
unable to predict the ultimate outcone of the litigation.

At any point in time, managenment of Theragenics and/or |Indigo
may change their respective pricing policies for TheraSeed® in
order to take advantage of market opportunities or respond to
conpetitive situations. Responding to market opportunities and
conpetitive situations could have an adverse effect on the
prices of TheraSeed® while failure to do so could adversely
affect market share and vol unes.

In addition to the conpetition from the procedures and
conpani es noted above, many conpanies, both public and private,
are researching new and innovative nethods of preventing and
treating cancer. In addition, many conpanies, including many
| arge, well-known pharmaceutical, nedical device and chem cal
conpani es that have significant resources available to them are
engaged in radiological pharmaceutical and device research.
These conpanies are located in the United States, Europe and
t hroughout the world. Si gni ficant devel opnents by any of these
conpani es could have a material adverse effect on the demand for
Ther ageni cs’ products.

Gover nment Regul ati on

The Conpany’s present and future intended activities in the
devel opnment, manufacture and sal e of cancer therapy products are
subj ect to extensive |laws, regulations, regulatory approvals and
guidelines. Wthin the United States, the Conpany’ s therapeutic
radi ol ogi cal device nust conply with the U S. Federal Food, Drug
and Cosnetic Act, which is enforced by the FDA. As a result of
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receiving its CE Marking during 1998, the Conpany nust also
conply with the regulations of the Conpetent Authorities of the
Eur opean Union for TheraSeed® sold in the nenber nations of the
Eur opean Uni on.

The Conpany is also required to adhere to applicable FDA
regul ati ons for Good Manufacturing Practices, including extensive
record Kkeeping and periodic inspections of manuf act uri ng
facilities.

The Conpany obtained FDA 510(k) clearance in 1986 to market

TheraSeed® for, in general, the treatnent of localized solid
t unors. A new 510(k) clearance would be required for any
nodi fications in the device or its l|abeling that could

significantly affect the safety or effectiveness of the original
pr oduct .

The Conpany’s handling of radioactive materials is governed by
the State of Georgia in agreenent with the Nuclear Regulatory
Comm ssion (NRC). The users of TheraSeed® are also required to
possess licenses issued either by the states in which they reside
or the NRC (depending upon the state involved and the production
process used). The Conpany’s expansion plans require the Conpany

to secure additional permts and licenses from a nunber of
environnental, health and safety regulatory agencies. The
Conmpany believes, but cannot assure, that it will be able to
acquire the permts and |icenses necessary for its planned

expansion of its manufacturing capacity in accordance with its
tinetable. To date, the Conpany has not experienced delays in
licensing any of its facilities or cyclotrons.

The Conpany is required under its radioactive materials |license
to maintain radiation control and radiation safety personnel,
pr ocedur es, equi prent and processes, and to nonitor its
facilities and its enployees and contractors. The Conpany is
also required to provide financial assurance that adequate
funding will exist for end-of-life radiol ogi cal deconm ssioning
of its cyclotrons and other radioactive areas of its property
that contain radioactive materials. The Conpany’s deconm ssi oni ng
obligations will increase as its production capacity is expanded.

The Conpany di sposes of |ow | evel radioactive waste to |icensed
commerci al radioactive waste treatnent or disposal facilities for

i ncineration or |and disposal. Managenent believes the Conpany
is in conpliance with all state and federal regulations in this
regard. The Conpany provides training and nonitoring of its

personnel to facilitate the proper handling of all naterials.
Enpl oyees
As of Decenber 31, 1999, the Conpany had 159 full tinme

enpl oyees (including full tine tenporary enpl oyees and executive
per sonnel ). O this total, 122 were engaged in the devel opnent
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and production of the Conpany’s products. The remai nder were

engaged in marketing and general corporate activities. The
Conmpany’s enployees are not represented by a wunion or a
collective bargaining agreenent, and managenent consi ders

enpl oyee rel ations to be good.

Item 2. Properties

The Conpany owns two manufacturing facilities located in
Buf ord, Georgi a. One, conpleted and placed into service during
1998, houses cyclotrons, raw material processing, assenbly and
shi ppi ng operati ons. The second facility, which is adjacent to
the first facility, houses cyclotrons. The Conpany also owns an
admnistrative facility adjacent to its production facilities in
Buf or d. The admnistrative facility was placed in service in
February 2000.

Upon conpl etion of the expansion projects currently underway,
approximately 15 acres will be available for future devel opnent
adj acent to the Conpany’s current Buford |ocation. Managenent
intends to wuse this land for long term expansion of its
manuf acturing and support operations, if such expansion is
required.

The Conpany | eases 21 acres of land in the Gak Ri dge, Tennessee
area, on which it 1is constructing a facility to house the

equi pnent, infrastructure and workforce necessary to support
operations using technology |eased from the U. S. Departnment of
Energy (see Item 7 - “Managenent’s Discussion and Analysis of

Fi nancial Condition and Results of Operations — Overview'). The
Conpany also holds a right of first refusal option on the |ease
of 21 acres adjacent to its current |eased site in the Cak Ri dge
ar ea.

Item 3. Legal Proceedings

In January 1999, the Conpany and certain of its officers and
directors were naned as defendants in certain securities actions,

alleging violations of the federal securities |aws, including
Sections 10(b), 20(a) and Rule 10b-5 of the Securities and
Exchange Act of 1934, as anended. These actions have been

consolidated into a single action pending in the US. District
Court for the Northern District of Georgia. The conplaint, as
anmended, purports to represent a class of investors who purchased
or sold securities during the tinme period from January 29, 1998
to January 11, 1999. The amended conplaint generally alleges
that the defendants nmade certain m srepresentations and om ssions
in connection with the performance of the Conpany during the
class period and seeks unspecified damages. On May 14, 1999 a
stockhol der of the Conpany filed a derivative conplaint in the
Del aware Court of Chancery purportedly on behalf of the Conpany,
alleging that certain directors breached their fiduciary duties
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by engaging in the conduct that is alleged in the consolidated
federal class action conplaint. The derivative action has been
stayed by the agreenent of the parties. On Septenber 3, 1999,
the Conpany filed a nmotion to dismss the consolidated federa

class action conplaint on the grounds that it fails to state a
cl ai m agai nst the Conpany. There has not yet been a ruling on
the Conpany’ s notion. Managenent believes these charges are
without nerit and intends to vigorously oppose the litigation

however, given the nature and early stage of the proceedings, the
ultimate outcome of the litigation cannot be determined at this
tinme. Accordingly, no provision for any liability that m ght
result fromthis litigation has been nmade. The Conpany mai ntai ns
i nsurance for clains of this general nature.

In trade secret litigation filed against | nt er nati onal
Brachytherapy (“IBt”), Theragenics has clainmed ownership of
certain cyclotron inprovenents incorporated into the cyclotrons
provided to IBt by the conpanies’ comon cyclotron vendor. | Bt
is seeking indemification fromthe cyclotron vendor against the
Conpany’ s cl ai ns. The cyclotron vendor has in turn filed for
arbitration seeking determ nation of ownership of the cyclotron
i nprovenents and certain other information devel oped by
Theragenics relating to the cyclotron technology. The cyclotron
vendor is also seeking indemification for any anounts paid by
the vendor to IBt to defend against the trade secret clains of
Theragenics, and attorney fees in the arbitration. The cyclotron
vendor is not seeking to prevent the Conmpany from using the
cyclotrons or the related inprovenents or information. The
parties are in the process of conducting discovery and the
ultimate outcone of this uncertainty cannot be determined at this
time. Accordingly, no provision for any liability that m ght
result fromthis uncertainty has been nade.

I[tem 4. Subm ssion of Matters to a Vote of Security Hol ders

The Conpany did not submt any matter to a vote of its security
hol ders during the fourth quarter of cal endar 1999.

PART 1|1

Item5. Market for Registrant's Common Equity and Rel ated
St ockhol der Matters

The Conpany’s common stock, $.01 par value, (“Comon Stock”) is
traded on the New York Stock Exchange (NYSE) under the synbol
“TGX". Trading on the NYSE commenced on August 6, 1998. Prior
to that date, the Conpany’s Comon Stock was traded on the Nasdaq
Nat i onal Market. The high and low prices for the Conpany’s
Common Stock as reported on the NYSE and, prior to August 6,
1998, the high and I ow bid information as reported by NASDAQ for
each quarterly period in 1998 and 1999 are as foll ows:
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1999

First Quarter ........... ... ... $17.75  $5.00
Second Quarter .......... .. ... 8.94 6. 63
Third Quarter ....... . .. . . . i 13. 69 6.75
Fourth Quarter ....... ... .. .. .. . . ... 13.75 7.63
1998

First Quarter .......... .. . . .. 35. 37 17.81
Second Quarter ......... .. . ... 34. 62 22. 25
Third Quarter ........ ... . . i 24.75 9. 25
Fourth Quarter ....... ... . ... .. . . .. ... 21.75 10. 81

As of March 17, 2000, the closing price of the Conpany's Comon
Stock was $13.125 per share. Also, as of that date, there were
approximately 740 holders of record of the Conpany's Common
Stock. The nunber of record hol ders does not reflect the nunber
of beneficial owners of the Conpany's Commobn Stock for whom
shares are held by depositary trust conpanies, brokerage firns
and ot hers.

The Conpany has a Stockholder Rights Plan (the “Rights Plan”),
whi ch contains provisions to protect the Conpany’'s stockhol ders
in the event of an unsolicited offer to acquire the Conpany,
including offers that do not treat all stockhol ders equally, the
acquisition in the open market of shares constituting control
wi thout offering fair value to all stockholders, and other
coercive, unfair or inadequate takeover bids and practices that
could inpair the ability of the Board of Directors to represent
stockhol ders’ interests fully. Pursuant to the Rights Plan, each
share of the Conpany’s Common Stock contains a share purchase
right (a “Right”). The Rights expire in February 2007, and do
not become exercisable unless certain events occur, including the
acquisition of, or comrencenent of a tender offer for, 15% or
nore of the outstanding Common Stock. In the event certain
triggering events occur, including the acquisition of 20% or nore
of the outstanding Common Stock, each Right that is not held by
the 20% or nore stockholder will entitle its holder to purchase
additional shares of Commobn Stock at a substantial discount to
then current market prices. These effects could adversely effect
the market price of the Conpany’s Common Stock. The Rights Plan
and the terns of the Rights, which are set forth in a Rights
Agreenent between the Conpany and SunTrust Bank, Atlanta, as
Ri ghts Agent, could add substantially to the cost of acquiring
t he Conpany, and consequently could delay or prevent a change in
control of the Conpany.

Di vidend Policy
The Conpany has never declared or paid a cash dividend on its

Common Stock. It is the present policy of the Board of Directors
to retain all earnings to support operations and to finance
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expansion. Consequently, the Board of Drectors does not
antici pate declaring or paying cash dividends on the Common Stock
in the foreseeable future. The Conpany's current credit facility
restricts the Conpany’s ability to pay dividends if such dividend
paynment woul d cause a default under any of the credit facility’'s
financial covenants. Decisions on the paynent and anount of any
dividends on the Common Stock wll depend on the Conpany's
results of operations, capital requi renents and financia
condition and other relevant factors as determ ned by the Board
of Directors.

Stock Split

On March 16, 1998, the Board of Directors approved a two-for-
one Comon Stock split, effected in the form of a 100% stock
di vidend, which was distributed on April 15, 1998 to stockhol ders
of record on March 31, 1998. Al references to shares
outstanding and per share ampunts contained herein have been
restated to reflect the stock split.

ltem 6. Selected Financial Data

The selected financial data set forth bel ow as of Decenber 31
1998 and 1999 and for each of the three years in the period ended
Decenber 31, 1999 have been derived fromthe financial statenents
of the Conmpany included el sewhere herein, which have been audited
by G ant Thornton LLP, independent certified public accountants.
The selected financial data as of Decenber 31, 1995, 1996 and
1997 and for each of the two years in the period ended Decenber
31, 1996 have been derived from the financial statenents of the
Conmpany, which have been audited by G ant Thornton LLP but are
not included herein. The selected financial data set forth bel ow
should be read in conjunction with the financial statenents of
the Conpany and related notes thereto and "Managenent's
Di scussion and Analysis of Financial Condition and Results of
Qperations” included el sewhere herein.

Year Ended Decenber 31
1995 1996 1997 1998

1999

(Amounts in thousands, except per share data)

St at enent of Earni ngs Dat a:

Product sales.......... .. ... .. . . .. . ..... $7,782 $12,257 $24,457 $37,858 $43,618
Licensing fees......... .. ... ... ... 85 100 100 100 100
Total revenue......... ..., 7,867 12, 357 24, 557 37, 958 43,718
Cost of product sales.................... 2,645 3,736 6,141 10, 869 13,293
Goss profit......... ... .. .. ... ... ... ... 5,222 8, 621 18,416 27,089 30, 425
Selling, general and admnistrative...... 2,396 3,198 4,819 6, 000 6, 300
Research and developnent................. 18 7 55 448 709
Qperating profit......................... 2, 808 5,416 13, 542 20, 641 23,416
Qher income.......... .. ... 64 36 1, 306 1,262 1,273
Net earnings before incone taxes. . . . 2,872 5,452 14,848 21,903 24,689
I nconme tax expense. ............ouiun.. 1,100 2,067 5,350 7,880 8,667
Net earnings. ......... ..., $1,772 $3,385 $9,498 $14,023 $16,012
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Decenber 31,
1995 1996 1997 1998 1999
(Amounts in thousands, except per share data)

Ear ni ngs per conmon share

BasiC........ ... ... $0.08 $0.15 $ 0.35 $ 0.48 $ 0.54
Diluted ....... ... ... . . $0.07 $0.14 $ 0.33 $ 0.46 $ 0.53
Wei ght ed average comon shares
BasiC ......... . 22, 206 23,250 27,526 29,259 29, 478
Diluted ....... ... ... .. .. 23,696 24,582 28,618 30, 315 29, 960
Bal ance Sheet Dat a:
Cash and short-terminvestnments ........ $3,266 $2,986 $30,162 $19,542 $18,765
Mar ket abl e securities - - 8, 392 6, 830 15, 137
Property, plant and equi pnent, net ..... 10,073 17,586 28, 986 53, 258 64, 081
Total assets .......... ... .. ... ... 16,878 23,689 71,200 88,273 108, 043
Long-term debt, including current
installments ......... ... . . ... .. . .. 1,519 3, 458 - — —
Shar ehol ders' equity ................... 14,769 19,385 67,033 84,385 101, 077

ltem 7. MANAGEMENT' S DI SCUSSI ON AND ANALYSI S
OF FI NANCI AL CONDI TI ON AND RESULTS OF OPERATI ONS

Overvi ew

Theragenics is a nedical isotopes and cancer treatnent
producer. Currently, TheraSeed® is the Conpany’ s principa
product and is used primarily in the treatnent of early-stage
prostate cancer. Physicians, hospitals and other healthcare
providers, |ocated primarily in the United States, utilize the
Ther aSeedld product. In 1998 the Conpany received regulatory
approval for the marketing of TheraSeedd throughout the nenber
countries of the European Union by obtaining CE MarKking. Sal es
of TheraSeedU in Europe were not significant in 1998 or 1999.

Under a Sales and Marketing agreenent executed in My 1997
with Indigo Medical, Inc. (“Indigo”), a Johnson & Johnson
conpany, (the “Indigo Agreenent”) Indigo obtained the exclusive
worl dwi de right to market and sell TheraSeedd for the treatnent
of prostate cancer. Under the terms of the Indigo Agreenent,
Indigo has responsibility for the education and training of
urol ogi sts, radiation oncologists and other personnel involved
in the use of TheraSeedll, as well as all other sales and
mar keting activities. The Conpany continues to be responsible
for all manufacturing and distribution of TheraSeed[.

Pal | adium 103 (Pd-103) is the radioactive isotope that

supplies the therapeutic radiation of TheraSeedl. Currently, al
Pd-103 wutilized by the Conmpany is produced by Conpany-owned
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cyclotrons and, as of Decenber 31, 1999, eleven cyclotrons were
fully operational.

Three additional cyclotrons are scheduled to becone
operational in 2000, bringing the total nunmber of cyclotrons in
operation to fourteen. The Conpany does not currently have any

addi tional cyclotron purchase comm tnents. Because a cyclotron
does not becone operational until approximately 18 nonths after
it is ordered, the accuracy of the Conpany’'s |long-term

projections related to delivery of cyclotrons and market
conditions, such as demand, can significantly affect its results

of operations. The delivery of cyclotrons prior to a
comensurate increase in demand could adversely inpact gross
margi ns, while inadequate capacity could limt the Conpany’s

ability to neet demand and achi eve maxi mum sales growh. Al so,
due to the highly sophisticated and technical nature of the
equi pnent, the Conmpany has in the past encountered delays and

difficulties in the construction, installation and testing of
its cyclotrons. Managenent cannot be certain that such problens
will not occur in connection with the construction, installation

and testing of the cyclotrons to be installed in 2000.

In April 1999 the Conpany announced that the U'S
Department of Energy (DOE) had granted Theragenics access to
unique DOE technology for use in production of isotopes,
including Pd-103 (the “DCE Project”). This technology venture
represents part of a DCOE initiative to redirect Cold War assets
to peacetinme use and cushion the econom c inpact of U S. Defense
Depart ment cut backs. The Conpany expects that the use of this

technology wll significantly increase its capacity and may
al l ow for expanded use of Pd-103 and TheraSeed® beyond treat nent
of prostate cancer to new nedical applications. The Conpany

also believes that the DOE Project may allow it to explore
options for applying this technology to other uses, though there

are no assurances that this will be achieved. The Conpany is
constructing a facility in Qak R dge, Tennessee to house the
equi pnent, infrastructure and work force necessary to support

the production of isotopes, including Pd-103, wusing this DOE
technol ogy. The Conpany expects to invest approximtely $25-3%30
mllion through 2001 to build this manufacturing and R&D
facility.

RESULTS OF OPERATI ONS

Year Ended Decenber 31, 1999 Conpared to year Ended Decenber 31
1998

Revenues were $43.7 mllion in 1999 conpared to $38.0
mllion in 1998, an increase of $5.7 mllion or 15.0% 1In light
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of results bel ow expectations in the first quarter of 1999 that
had carried over from the fourth quarter of 1998, Indigo mde

adjustnments to its sales and marketing prograns for TheraSeedl.
The Conpany believes these adjustnents contributed significantly
to the recovery in sales in the second half of 1999. VWi | e
pleased wth this recovery, the Conpany recognizes that the
brachyt herapy market has beconme very dynamc, and sales and
mar keting adjustnents will continue to be needed to anticipate
and react to this changi ng market pl ace.

As do all providers of health care products and services,
Theragenics, Indigo and Johnson & Johnson <closely nonitor
rei mbursenent of healthcare costs. The Bal anced Budget Act of
1997 represented a reinbursenent concern for the entire
heal thcare industry in that it provided for reductions in
Medi care spending and prospective paynent reform on healthcare
purchasing |evels and paynent streans. Along with nost other
health care products and services, brachytherapy seeds faced the
potential of reinbursenment reductions under Medicare as a result
of the 1997 Act and the rules proposed thereunder. I ndi go,
Johnson & Johnson and Theragenics were all active in efforts to
educate Congress about brachytherapy and thereby protect
adequate reinbursenent for the procedure. In part as a result
of these efforts, the Omibus Consolidated Appropriations Act,
adopted in Novenber 1999, provides that brachytherapy seeds
continue to be reinbursed based on the individual health care
provi der’s actual cost of the product. This cost rei nbursenent
will continue for a period of two to three years while the
Health Care Financing Admnistration (HCFA) collects nore
appropriate cost data. Managenment expects that it, along wth
Indigo and Johnson & Johnson, wll continue to nonitor the
progress of HCFA as it relates to this issue.

Licensing fees represent royalty paynents with respect to
the Conpany’s |icensed TheraSphere® technol ogy. Managenent does
not expect such Ilicensing fees to becone naterial in the
foreseeabl e future.

Gross profit percentage decreased to 69.6% of revenue in
1999 from 71.4% of revenue in 1998. This decrease was
attributable to an increase in the manufacturing fixed cost base
as depreciation and other fixed expenses associated wth
additional cyclotrons and new nmanufacturing facilities were
incurred during 1999. As additional cyclotrons cone on |ine,
mar gi ns generally decline because each machi ne represents excess
capacity for a period while carrying its full conponent of fixed
costs, including depreciation. Currently, eleven cyclotrons are
operational . Three additional cyclotrons are expected to be
operational during the first half of 2000, bringing the tota
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nunber of cyclotrons in operation to fourteen. Cost of product
sales are expected to continue to increase as a percent of
revenue to the extent that additional cyclotrons create capacity
nore rapidly than the growh in demand for Pd-103 based
pr oducts.

Selling, general and admnistrative (SG&A) expenses were
$6.3 mllion in 1999 conpared to $6.0 mllion in 1998,
reflecting an increase of $300,000 or 5.0% This increase was
due primarily to increases in conpensation and benefits as a
result of the increasing scope of the Conpany’ s operations.

Research and devel opnment (R&D) expenses were $709,000 in
1999 conpared to $448,000 in 1998. The increase in R&D expenses
was a result of developnent efforts to inprove the Conpany’s
proprietary production processes and an increased enphasis on
the Conpany’s new R&D initiatives. During the third quarter of
1999, the Conpany |aunched a research and devel opnment initiative
to expand the application of Pd-103 and TheraSeed® to other
oncol ogi cal and non-oncol ogical uses, and explore options for

using its expertise and capabilities in other areas. |n Cctober
1999, the Conpany hired a Vice President of |sotope Production
and Research, to assist in its research and devel opnent
initiative. The Vice President of |Isotope Production and

Research brings extensive scientific experience to the Conpany.
Managenment plans to significantly increase efforts in research
and devel opnent as its initiatives to diversify nove forward and
expects future R&D expenditures to increase significantly.
However, R&D spending is dependent on the conplex scheduling of
research and devel opnent activities in progress as well as the
pursuit of other appropriate opportunities as they arise. For
t hese reasons, no assurances can be made as to spending anounts
and R&D expenses may fluctuate significantly from period to
peri od.

O her inconme was approximately $1.3 million for both 1999
and 1998, conprised primarily of interest income generated from
the Conpany’s short-term investnents and high quality nunicipa
bond investnents. These funds have and wll continue to be
utilized for the Conpany’'s «current and future expansion
prograns, including its R& initiatives. As funds continue to be
used for these prograns, nmanagenent expects other incone to
decl ine accordingly.

The Conpany’s effective incone tax rate was 35.1% for 1999,
conpared to an effective incone tax rate of 36.0% for 1998. The
reduction in the effective incone tax rate was a result of the
recognition of $330,000 of investnent tax credits in 1999.
These tax credits were a result of the Conpany’s investnents in
its expansion projects.

Page 27



Year Ended Decenber 31, 1998, Conpared to Year Ended
Decenber 31, 1997

Revenues were $38.0 nillion in 1998 conpared to $24.6
mllion in 1997, an increase of $13.4 mllion or 54.5% Thi s
increase was attributable to the Conpany’s ability to increase
production and sales volune of TheraSeed® wth additiona
cyclotron and assenbly capacity, including the addition of three
cyclotrons in 1998. Although 1998 was another year of record
revenue for Theragenics, sales for the fourth quarter of 1998
declined as conpared to the third quarter of 1998. This was the

first full guarter in which the transition of sal es
responsibility for TheraSeed® to |Indigo wunder the Indigo
Agreenent was substantially conplete, as well as the first
gquarter in which the Conpany had nore capacity than current
demand. During 1998 Indigo focused its narketing efforts on
physician training and building physician rel ationships, rather
than efforts directed at patients. The Conpany believes that

the results of Indigo’'s 1998 nmarketing efforts have confirned
Ther ageni cs’ experience that in addition to marketing TheraSeed®
to physicians and other health care professionals, substantial
attention and resources nust be devoted to educating the
ultimate consuner regarding the benefits of seeding therapy. In
recognition of the potential value added by consuner marketing
and in an effort to build sales growh nmonmentum |ndigo advised
the Conpany that it nade adjustnents to its sales and marketing
strategy to increase the focus on marketing efforts directed to
patients.

Li censing fees represent royalty paynents with respect to the
Conmpany’s licensed TheraSphere® technol ogy. Managenent does not
expect such licensing fees to becone material in the foreseeable
future.

Cost of product sales increased to 28.7% of product sales in
1998 from 25.1% of product sales revenue in 1997. This increase
was attributable to an increase in the manufacturing fixed cost
base as depreciation and other fixed expenses associated wth
additional cyclotrons and new nanufacturing facilities were
incurred during 1998. As additional cyclotrons cone on |ine,
mar gi ns generally decline because each machi ne represents excess
capacity for a period while carrying its full conponent of fixed
costs, including depreciation. Cost of product sales are
expected to continue to increase as a percent of revenue to the
extent that additional cyclotrons create capacity nore rapidly
than the growh in demand. During 1998 the Conpany also
i ncreased the nunber of manufacturing enployees and enhanced
enpl oyee conpensation and benefits in an effort to continue to
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attract and retain qualified enployees. Fiscal 1998 al so
included noving, training, testing and other start-up expenses
associated with its new manufacturing facilities, which were
placed in service in the third quarter, and testing and start-up
expenses related to three cyclotrons. Only one cyclotron was
added in 1997.

The increase in cost of sales as a percentage of revenue
over 1997 is also attributable to the fact that during the first
hal f of 1997, prior to the execution of the Indigo Agreenent,
t he Conpany sold and marketed TheraSeed® with internal resources
and accordingly, charged higher unit prices than it has charged
to | ndigo. Fiscal 1998 reflects a full year of these reduced
unit prices, while the Indigo Agreenent was in effect for only
the last half of 1997. Under the terns of the Indigo Agreenent,
Indigo bears the selling and marketing expenses directly
associ ated with TheraSeed® for prostate cancer.

Selling, general and admnistrative (SGA) expenses were
$6.0 million in 1998 conpared to $4.8 nillion in 1997,
reflecting an increase of $1.2 mllion or 25.0% However, SGEA
expenses as a percentage of revenue declined to 15.8% in 1998
from 19.6% in 1997. The increase in SG&A expenses during 1998
was primarily attributable to increases in professional fees and
conpensation and benefits. Legal and prof essional f ees
increased primarily due to fees in connection with the Conpany’s
on-going efforts to protect its trade secrets and other
proprietary information, including litigation against parties
the Conpany believes have violated or threaten to violate the
Conpany’s rights. Conpensation and benefits increased as the
Conmpany continued to add enployees and build infrastructure to
support its increasing operations.

The increase in SG&A expenses in 1998 over 1997 were
partially offset by a reduction in selling expenses as a result

of the Indigo Agreenent. Under the Indigo Agreenent, I|ndigo
bears the cost of the selling and marketing efforts related to
Ther aSeed® for prostate cancer. The decreases in these selling

expenses contributed to the decrease in SG&A expenses as a
percentage of revenue in 1998 fromthe 1997. Additionally, SGEA
expenses incurred to support increasing operations did not
increase at the sane rate as the growth in revenue.

Research and devel opnent (R&D) expenses were $448,000 in
1998 conpared to $55,000 in 1997. The increase in R&D was a
result of devel opnent efforts to inprove the Conpany’s
proprietary production processes.

QG her inconme was approximately $1.3 mllion for both 1998
and 1997, conprised primarily of interest incone generated from
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the Conpany’s short-term investnments and high quality nunicipal

bond i nvestnents. These investnents were made utilizing the
proceeds from the Conpany’s secondary stock offering in April
1997. These funds have and will continue to be utilized for the

Conpany’s current and future expansi on prograns.

| ncone tax expense was $7.9 mllion in 1998 and $5.4 mllion
in 1997. The increase was due to the increase in pretax
earnings in 1998 over 1997. The effective incone tax rate was
36. 0% for 1998 and 1997.

Liquidity and Capital Resources

The Conpany had cash, short-term investnents and narketabl e
securities of $33.9 mllion at Decenber 31, 1999, conpared to
$26.4 mllion at Decenber 31, 1998. Marketable securities
consist primarily of high-credit quality nmunicipal obligations,
in accordance with the Conpany's investnent policies. The
increase in cash, short-term investnents and narketable
securities was a result of ~cash generated by operations,
partially offset by capital expenditures. Wor ki ng capital was
$40.8 mllion at Decenber 31, 1999, conpared to $33.0 mllion at
Decenber 31, 1998.

The Conpany’s principal source of cash in 1999 and 1998 has
been <cash generated from operations. Cash provided by
operations was $21.5 mllion and $13.6 million in 1999 and 1998,
respectively. Cash generated from operations consists of net
earnings plus non-cash expenses such as depreciation and
deferred incone tax expense. In 1998, cash from operations was
reduced by approximately $4.2 mllion due to cash absorbed by an
increase in accounts receivable. The 1998 increase in accounts
recei vabl e was due to the Conpany’s 55% i ncrease in revenue over
1997.

The Conpany’s primary use of cash in 1999 and 1998 rel ated
to capital spending to increase manufacturing capacity. Cash
used for capital expenditures was $14.1 mllion and $26.2
mllion in 1999 and 1998 respectively. These expenditures relate
primarily to capital expansion projects including the addition
of cyclotrons and new nmanufacturing and support facilities. In
1999, the Conpany added four new cyclotrons and supporting
facilities, bringing the total nunber of fully operational
cyclotrons to eleven. Three additional cyclotrons and supporting
facilities, and the Conpany’s new headquarters facility, are
expected to becone operational during 2000. Costs incurred
t hrough Decenber 31, 1999 on these projects were approxinmately
$13.6 mllion and they are expected to cost approximtely $1.4
mllion to conplete.
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The Conpany expects to invest approximately $25.0 to $30.0
mllion through 2001 to construct the facilities and
infrastructure required for its DCE Project in Gak Ridge,
Tennessee, (see “Overview' above) with approximately $19.0 to
$24.0 mllion expected to be spent in 2000. Construction costs
of approximately $2.2 mllion were incurred on this project as
of Decenber 31, 1999.

As part of the DOE Project, the Conpany has |leased land in
the OGak Ri dge, Tennessee area and equi pnent previously used by
the governnent to produce isotopes. As a result of the
sensitive nature of the equipnent, the specialized technol ogy
involved and the restrictions on access to unique DCE-operated
facilities, the Conpany has contracted with the DOE' s primary
contractor for the Oak Ridge governnent installation to handle
certain technical and operational services that are critical to
the project, including noving, reassenbling and reconm ssioning
equi pnent currently in storage, designing and fabricating new
parts and nodifications to the equipnment and DOE facilities; and
operating and providing ongoing access to the DOE facilities.
The success of the project is dependent on the continued
cooperation of the DOE and its primary contractor, which could
be adversely affected by future changes in governnmental program
priorities and funding. If the equi pnment cannot be noved and
recomm ssioned successfully, if there are problenms with the
operation or nodification of the DOE-operated facilities, or if
unforeseen challenges arise, the project my not be successful
or the costs or tineliness associated with the project could
exceed current estinates.

In addition to using cash to fund ongoi ng capital expansion
projects in 2000, the Conpany expects to significantly increase
its spending for R&D. I n March 2000, the Conpany announced t hat
it had signed an agreenent wth the Atlanta Cardiovascul ar
Research Institute to begin a two-phase ani mal study addressing
the use of Pd-103 for the prevention of restenosis. O her R&D
activities are also occurring (see “Results of Operations, 1999
conpared to 1998”, above). The Conpany expects that R&D expense
spending may total up to 5% of revenue in 2000, depending on
whet her appropriate R&D opportunities arise.

Cash provided by financing activities was $286,000 in 1999
and $462,000 in 1998, consisting of cash proceeds from the
exercise of stock options and warrants. 1999 also included
$100,000 in financing fees paid in connection with the Conpany’s
$40.0 million Unsecured Credit Agreenent.

During 1999, the Conpany executed an Unsecured Credit

Agreenment with a financial institution. The Unsecured Credit
Agreenent, which expires in August 2002, provides for borrow ngs
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of up to $40.0 mllion under two lines of credit. Interest on
out standi ng borrowings is payable nonthly at the prine rate or a
LI BOR based rate, at the option of the Conpany. The LIBOR based
rate is equal to LIBOR plus a margin ranging from .7% to 1.55%
dependi ng upon certain financial ratios of the Conpany. Under
the Unsecured Credit Agreenent, the Conpany has the option,
t hrough August 2001, of converting outstanding borrow ngs of up
to $25.0 mllion to a term |l oan which would be repayable over 5

years. An additional unconmitted $10.0 nmillion line of credit
is also available under the Unsecured Credit Agreenent, subject
to the approval of the financial institution. No borrow ngs

wer e outstanding under the Conpany’s Unsecured Credit Agreenent
at Decenber 31, 1999. The Conpany has no other existing credit
facilities.

Managenent believes that current cash and investnent
bal ances, cash from future operations and its available credit
facilities, will be sufficient to neet its currently anticipated
working capital, capital expenditure and R&D requirenents. I n
the event additional financing beconmes necessary, managenent may
choose to raise those funds through other neans of financing as
appropri ate.

Foreign Currency Information

Remai ni ng purchase comm tnents denom nated in Bel gian Francs
and balance sheet itens denomnated in foreign currencies at
year-end were not significant. Additionally, foreign currency
transaction gains or |losses were not significant during any of
the three years in the period ended Decenber 31, 1999.

| npact of the Year 2000 Issue

The Conpany has not identified any significant
interruptions, delays or problens associated with the Year 2000
(Y2K) Issue. Additionally, the Conpany has not been notified by
any of its critical suppliers, significant custoner or any of
the healthcare providers that utilize its product that they have
experienced a Y2K related disruption that would have a materi al
adverse effect on the Conpany’'s operations. Though no Y2K
rel ated disruptions have been experienced to date, the Conpany
intends on nonitoring its Y2K status, as well as the potenti al
effect on its operations of the Y2K status of its critical
suppliers, significant custoner, and healthcare providers that
utilize its product, during 2000. During 1999, the Conpany
incurred direct costs of |ess than $100, 000 in addressing the
Y2K i ssue
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Forward Looking Statenents

This docunent contains certain forward-1ooking statenents
within the neaning of the Private Securities Litigation Reform

Act of 1995 including, without limtation, statenents regarding
sales and marketing efforts, possible benefits associated with
the Indigo Agreenent, future cost of sal es, cont i nui ng

sufficiency of reinbursenent, R&D efforts and expenses, SGEA
expenses, capacity expansion projects, the QGak Ridge project,
possi ble data processing issues related to the year 2000, the
devel opment of new technol ogi es, processes and products, and the
sufficiency of the Conpany’'s liquidity and capital resources.
From tinme to tine, the Conpany may also nake other forward-

| ooking statenents relating to such matters as well as
anti ci pat ed fi nanci al per f or mance, busi ness prospects,
t echnol ogi cal devel opnents, research and devel opnent activities
and simlar matters. These forward-looking statenents are

subject to certain risks, uncertainties and other factors which
could cause actual results to differ nmaterially from those
anticipated, including risks associated wth the nmanagenment of
grow h, Year 2000 issues, research and devel opnent activities,
adverse changes in governnmental program priorities and budgetary
funding by the rel evant governnental authorities, potential costs
and delays in the startup and refinenment of technology and
rel ated equipnent, potential equipnent failure, inability to
obtain, construct or install necessary parts or nodifications to
production equi pnent or facilities, effectiveness and execution
of Indigo’'s marketing and sal es prograns, acceptance and efficacy
of Pd-103 for other applications, governnment regulation of the
t herapeutic radiol ogical pharmaceutical and device business, the
i npact of a prospective paynent system for Medicare rei nbursenent
of healthcare providers and other changes in third party
heal t hcare rei mbur senent, and conpetition from ot her
brachyt herapy products and conventional and newly devel oped
nmet hods of treating |ocalized cancer.
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Quarterly Results

The followwing table sets forth certain statenent of
operations data for each of the Conpany's |ast eight quarters.
This unaudited quarterly information has been prepared on the
sanme basis as the annual audited information presented el sewhere
in this Form 10-K, reflects all adjustnents (consisting only of
nor mal , recurring adjustnents) which are, in nmanagenent’s
opi nion, necessary for a fair presentation of the information for
the periods covered and should be read in conjunction with the
financial statenments and notes thereto. The operating results for
any quarter are not necessarily indicative of results for any
future period. Quarterly data presented may not reconcile to
totals or full year results due to rounding.

1998 1999
First Second Third Fourth First Second Third Fourth
Qar Qar Qar Qar ar Qar Qar Qar
(Amounts in thousands, except per share data)
Total revenues $8, 281 $8,714 $11, 129 $9, 834 $9, 164 $11,121 $11,480 $11,953
Cost of product
sal es 2,188 2,414 3,184 3,083 3, 380 3,187 3,458 3, 268
Gross profit 6, 093 6, 300 7,945 6, 751 5,784 7,934 8,022 8,695
Sel I'i ng,
general and
adm ni strative 1, 337 1, 307 1, 644 1,711 1, 407 1,761 1,697 1,435
Research and
devel opnent 41 49 262 96 139 140 203 227
O her incone
(expense) 443 297 260 261 274 346 331 322
Net ear ni ngs
bef ore income
t axes 5,158 5,241 6, 299 5, 205 4,512 6, 379 6,453 7,345
I ncone tax
expense 1, 857 1, 908 2, 267 1, 848 1, 632 2,322 2,064 2,659
Net earni ngs $3, 301 $3, 333 $4, 032 $3, 357 $2, 880 $4, 057 $4, 389 $4, 686
Ear ni ngs per
conmon share
Basi c $0. 11 $0. 11 $0. 14 $0. 11 $0. 10 $0. 14 $0.15 $0.16
Di |l uted $0. 11 $0. 11 $0. 13 $0. 11 $0. 10 $0. 14 $0.15 $0.16
Wi ght ed aver age
shares
out st andi ng:
Basi c: 29, 088 29,191 29, 364 29, 396 29, 427 29,474 29,503 29,510
Di |l uted 30, 353 30, 479 30, 160 30, 166 29,872 29, 867 30,065 30,077
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Inflation

Managenent does not believe that the relatively noderate
| evel s of inflation which have been experienced in the
United States in recent years have had a significant effect
on the Conpany's net sales or profitability.

Item 7A. Quantitative and Qualitative D sclosures About Market
Ri sk

See Item 7, “Managenent’s Discussion and Anal ysis of Financi al
Condi tion and Results of Operations; Foreign Currency

| nf ormation.”

Item 8. Financial Statenents and Suppl enmentary Data

See Index to Financial Statenents (Page 42) and
fol |l om ng pages.

Item 9. Changes in and Di sagreenments on Accounting and
Fi nanci al Di scl osure

Not Appli cabl e

PART |11
Item 10. Directors and Oficers of Registrant*
Item 11. Executive Conpensati on*

Item 12. Security Omership of Certain Beneficial Owers and
Managenent *

Item 13. Certain Relationships and Rel ated Transacti ons*

*The information called for by Itens 10, 11, 12 and 13 is
omtted fromthis Report and is incorporated by reference to
the definitive Proxy Statenent to be filed by the Conpany not
| ater than 120 days after Decenber 31, 1999, the close of its
fiscal year.
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PART |V

Item 14. Exhibits, Financial Statenment Schedul es, and Reports on
Form 8- K.

a) The follow ng docunents are filed as part of this Report.

1. Financial Statenents
See index to financial statenments on page 42

2. Financial Schedul es
See the index to financial schedules on page 42

3. Exhibits

3.1 - Certificate of Incorporation as anended
t hrough July 29, 1998, (incorporated by
reference to Exhibit 3.1 of the Conpany’s
report on Form 10-Q for the quarterly
peri od ended June 30, 1998)

3.2 - By-Laws, (incorporated by reference to
Exhibit 3.4 of the Conmpany’s registration
statenment on Form S-1, File No. 33-7097,
and post-effective anmendnents thereto)

4.1 - See Exhibits 3.1 - 3.2 for provisions in
the Conpany's Certificate of Incorporation
and By-Laws defining the rights of holders
of the Conpany's Common St ock

10.1 - License Agreenent with University of
M ssouri, as anmended, (incorporated by
reference to Exhibit 10.3 of the Conpany’s
regi stration statenent on FormS-1, File
No. 33-7097, and post-effective anendnents
t her et 0)

10. 2 - Reassignnment and Rel ease Agreenent anong
t he Conpany, John L. Russell, Jr., and
Georgi a Tech Research Institute,
(incorporated by reference to Exhibit 10.8
of the Conpany’s registration statenent on
Form S-1, File No. 33-7097, and post-
ef fective anmendnents thereto)

10.3 - 1986 Incentive and Non-Incentive Stock
Option Plan*, (incorporated by reference to
Exhi bit 10.11 of the Conpany’s registration
statenent on Form S-1, File No. 33-7097,
and post-effective anmendnents thereto)

10. 4 - 1990 Incentive and Non-Incentive Stock
Option Plan*, (incorporated by reference to
Exhi bit 10.10 of the Conpany’s report on
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10.

10.

10.

10.

10.

10.

10.

10.

10.

10.

5

6(a)

6(b)

6(c)

6(d)

10

11

Form 10-K for the year ended Decenber 31
1990)

Agreenment with Nordion International Inc.,
(incorporated by reference to the Conpany’s
report on Form 8-K dated March 23, 1995)
Pur chase Agreenent dated Decenber 27, 1996
bet ween Ther ageni cs Corporation and |on
Beam Applications s.a., (incorporated by
reference to Exhibit 10.23(A) of the
Conmpany’s report on Form 8-K dated January
13, 1997)

Purchase Agreenent dated Decenber 27, 1996
bet ween Ther ageni cs Corporation and |on
Beam Applications s.a., (incorporated by
reference to Exhibit 10.23(B) of the
Conmpany’s report on Form 8-K dated January
13, 1997)

Pur chase Agreenent dated Decenber 27, 1996
bet ween Ther ageni cs Corporation and |on
Beam Applications s.a., (incorporated by
reference to Exhibit 10.23(C) of the
Conmpany’s report on Form 8-K dated January
13, 1997)

Pur chase Agreenent dated Decenber 27,

1996 between Therageni cs Corporation and

| on Beam Applications s.a., (incorporated
by reference to Exhibit 10.23(D) of the
Conmpany’s report on Form 8-K dated January
13, 1997)

Ri ghts Agreenent dated as of February 17,
1997 between t he Conmpany and SunTrust Bank,
Atl anta, (incorporated by reference to
Exhibit 99.1 of the Conpany’s registration
statenent on Form 8-A filed February 27,

1997)
Therageni cs Corporation 1995 Stock Option
Pl an*, (1 ncor porat ed by reference to

Exhibit 10.1 of the Conpany’s commobn stock
registration statenent on Form S8, file
no. 333-15313 )

1997 Stock Incentive Plan, (incorporated by
reference to appendi x B of the Conpany’s
proxy statenment for its 1997 Annual Meeting
of Stockholders filed on Schedul e 14A)*

Mar keti ng and Sal es Agreenent by and

bet ween the Conpany and | ndi go Medi cal,

Inc. dated May 30, 1997 (i ncorporated by
reference to Exhibit 10 of the Conpany’s
report on Form 10-Q for the quarterly

peri od ended Septenber 30, 1997)

Ther ageni cs Cor poration Enpl oyee Stock



10.

10.

10.

10.

10.
23.

27.

12

13

14

15

16

1

Purchase Pl an*, (incorporated by reference
to appendi x A of the Conpany’s proxy
statenent for its 1998 Annual Meeting of

St ockhol ders filed on Schedul e 14A)

Enmpl oynent agreenent of Bruce W Smth*,

(i ncorporated by reference to Exhibit 10.22
of the Company’s report on Form 10-K for

t he year ended Decenber 31, 1998)

Subl ease dated March 25, 1999 between

Ther ageni cs Corporation and Conmunity Reuse
Organi zati on of East Tennessee,
(incorporated by reference to Exhibit 10.1
of the Company’s report on Form 10-Q for
the quarterly period ended March 31, 1999)
Wrk for hers Agreenent dated March 25,
1999 between Therageni cs Corporation and
Lockheed Martin Energy Research
Corporation, (incorporated by reference to
Exhibit 10.2 of the Conpany’s report on
Form 10-Q for the quarterly period ended
March 31, 1999)

Credit Agreenent between Theragenics

Cor poration and Wachovi a Bank, Nati onal
Associ ation, (incorporated by reference to
Exhibit 10.1 of the Conpany’s report on
Form 10-Q for the quarterly period ended
Sept enber 30, 1999)

Ther ageni cs Corporation 2000 Stock

I ncentive Pl an*

Consent of | ndependent Public Accountants
for Incorporation by Reference of Audit
Report into Registration Statenments

Fi nanci al Data Schedul e for the years ended
Decenber 31, 1999 and 1998 (for SEC use

only)

* Managenent contract or conpensatory plan or arrangenent
identified pursuant to Item 14(a)(3) of Form 10-K
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(b) Reports on Form 8-K
No reports on Form 8-K were filed by the

Conpany during the |ast quarter of the
nost recent fiscal year.
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Report of Independent Certified Public Accountants

Board of Directors
Theragenics Corporation

We have audited the balance sheets of Theragenics Corporation (a Delaware corporation) as of
December 31, 1998 and 1999, and the related statements of earnings, shareholders’ equity, and cash
flows for each of the three years in the period ended December 31, 1999. These financial statements
are the responsibility of the Company’s management. Our responsibility is to express an opinion on
these financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe our audits provide a reasonable
basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of Theragenics Corporation as of December 31, 1998 and 1999, and the results of

its operations and its cash flows for each of the three years in the period ended December 31, 1999, in
conformity with generally accepted accounting principles.

/s/ Grant Thornton LLP

Atlanta, Georgia
January 14, 2000
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Theragenics Corporation
BALANCE SHEETS
December 31,

(Amounts in thousands, except per share data)

ASSETS
1998 1999
CURRENT ASSETS
Cash and short-term investments $ 19,542 $ 18,765
Marketable securities 6,830 15,137
Trade accounts receivable, less allowance of
$54 in 1998 and $43 in 1999 7,000 7,333
Inventories 781 1,172
Deferred income tax asset 210 432
Prepaid expenses and other current assets 579 963
Total current assets 34,942 43,802
PROPERTY, PLANT AND EQUIPMENT - AT COST
Buildings and improvements 17,426 20,453
Office furniture and equipment 334 436
Machinery and equipment 25,570 37,010
Leasehold improvements 154 -
43,484 57,899
Less accumulated depreciation 7,032 10,676
36,452 47,223
Land and improvements 848 848
Construction in progress 15,958 16,010
53,258 64,081
OTHER ASSETS 73 160

$ 88,273 $__ 108,043

The accompanying notes are an integral part of these statements.
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LIABILITIES AND SHAREHOLDERS’ EQUITY

1998 1999
CURRENT LIABILITIES
Accounts payable

Trade $ 628 $ 783

Construction 359 843
Accrued salaries, wages and payroll taxes 499 333
Income taxes payable 165 563
Other current liabilities 317 466

Total current liabilities 1,968 2,988
DEFERRED INCOME TAXES 1,920 3,900
OTHER LIABILITIES - 78
COMMITMENTS AND CONTINGENCIES - -
SHAREHOLDERS’ EQUITY

Common stock - authorized 100,000 shares

of $.01 par value; issued and outstanding,

29,406 in 1998 and 29,514 in 1999 294 295
Additional paid-in capital 58,921 59,600
Retained earnings 25,170 41,182

84,385 101,077

$ 88,273 $__ 108,043
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Theragenics Corporation

STATEMENTS OF EARNINGS

Year ended December 31,

(Amounts in thousands, except per share data)

Revenue
Product sales — affiliate
Product sales
Licensing fees
Cost of sales
Gross profit
Operating expenses
Selling, general and administrative
Research and development
Earnings from operations
Other income (expense)
Interest income
Interest and financing costs
Other
Net earnings before income taxes
Income tax expense

Net earnings

Net earnings per common share
Basic

Diluted

1997

$ 12,287
12,170
100
24,557
6,141
18,416
4,819
55
4,874
13,542
1,362
(21)
(35)
1,306
14,848
5,350

$ 9,498

.3

.3

The accompanying notes are an integral part of these statements.
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1998 1999
$ 37,775 % 43,473
83 145
100 100
37,958 43,718
10,869 13,293
27,089 30,425
6,000 6,300
448 709
6,448 7,009
20,641 23,416
1,318 1,316
(56) (93)
- 50
1,262 1,273
21,903 24,689
7,880 8,677
$_ 14023 $_ 16,012
$ A48 % .54
$ 46 0 $ .53




STATEMENTS OF SHAREHOLDERS’ EQUITY

Balance, December 31, 1996

Issuance of common stock in secondary public
offering, net of offering costs of $2,483

Issuance of common stock to Johnson & Johnson
Development Corporation

Exercise of stock options and warrants,
net of 2 common shares redeemed

Income tax benefit from stock options exercised
Net earnings for the year
Balance, December 31, 1997

Exercise of stock options and warrants,
net of 8 shares redeemed

Stock-based compensation
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Theragenics Corporation

For the three years ended December 31, 1999

(Amounts in thousands, except per share data)

Common stock

Number of
shares

23,629

4,600

509

338

29,076

330

Additional
Par value paid-in Retained
$.01 capital earnings Total

237 $ 17,498 $ 1,649 19,384

46 31,971 - 32,017

5 4,995 - 5,000

3 640 - 643

- 490 - 490

- - 9,498 9,498

291 55,594 11,147 67,032

3 459 - 462

- 164 - 164



Theragenics Corporation

STATEMENTS OF SHAREHOLDERS’ EQUITY - CONTINUED

For the three years ended December 31, 1999

(Amounts in thousands, except per share data)

Income tax benefit from stock options exercised

Net earnings for the year

Balance, December 31, 1998

Exercise of stock options and warrants

Common shares issued under employee stock purchase plan
Stock-based compensation

Income tax benefit from stock options and stock purchase plan
Net earnings for the year

Balance, December 31, 1999

The accompanying notes are an integral part of these statements.

Page 48

Common stock

Number of
shares

29,406
97

11

29,514

Additional
Par value paid-in Retained
$.01 capital earnings Total
- 2,704 - 2,704
) ; 14,023 14,023
294 58,921 25,170 84,385
1 322 - 323
- 73 - 73
- 276 - 276
- 8 - 8
- - 16,012 16,012
295 $ 59,600 41,182 $__ 101,077



Theragenics Corporation
STATEMENTS OF CASH FLOWS
Year ended December 31,

(Amounts in thousands)

1997 1998 1999

Cash flows from operating activities:
Net earnings $ 9,498 $ 14,023 % 16,012
Adjustments to reconcile net earnings to net
cash provided by operating activities:

Depreciation and amortization 1,467 2,366 3,887
Deferred income taxes 1,850 710 1,468
Income tax benefit from stock options 490 2,704 8
Stock-based compensation - 164 276
Deferred rent - - 78
Provision for reserves 65 268 263
Loss on disposal of equipment - - 4

Change in assets and liabilities:
Accounts receivable (732) (4,193) (322)
Inventories (205) (615) (665)
Prepaid expenses and other current assets (27) (301) (384)
Other assets 46 - -
Accounts payable 1,105 (807) 155
Accrued salaries, wages and payroll taxes 230 (191) (166)
Income taxes payable 355 (680) 688
Other current liabilities 80 179 149
Net cash provided by operating activities 14,222 13,627 21,451

Cash flows from investing activities:
Purchase and construction of property and equipment (12,858) (26,249) (14,129)
Purchase of marketable securities (8,392) (2,610) (11,985)
Maturities of marketable securities - 4,150 3,600
Net cash used by investing activities (21,250) (24,709) (22,514)
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Theragenics Corporation
STATEMENTS OF CASH FLOWS - CONTINUED
Year ended December 31,

(Amounts in thousands)

1997 1998 1999
Cash flows from financing activities:
Repayment of long-term debt (3,458) - -
Proceeds from issuance of common stock, net 37,017 - -
Proceeds from exercise of stock options,
warrants and stock purchase plan 644 462 396
Financing fees - - (110)
Net cash provided by
financing activities 34,203 462 286
Net increase (decrease) in cash and
short-term investments 27,175 (10,620) (777)
Cash and short-term investments
at beginning of year 2,987 30,162 19,542
Cash and short-term investments
at end of year $ 30,162 $ 19,542 % 18,765
Supplementary Cash Flow Disclosure
Interest paid, net of amounts capitalized $ 29 $ 5 $ 93
Income taxes paid $ 2,655 % 5650 $ 6,513

The accompanying notes are an integral part of these statements.

Page 50



Theragenics Corporation
NOTES TO FINANCIAL STATEMENTS

December 31, 1998 and 1999

NOTE A - ORGANIZATION AND DESCRIPTION OF BUSINESS

Theragenics Corporation (the "Company”) was organized to develop, manufacture and market
radiological pharmaceuticals and devices used in the treatment of cancer. Currently, the Company
manufactures and sells one product, TheraSeed, which is an implantable radiation device used
primarily in the treatment of prostate cancer. TheraSeedU is a U.S. Food and Drug Administration
(FDA) licensed device based on Pd-103, a radioactive isotope. Under a Sales and Marketing
Agreement executed in May 1997 with Indigo Medical, Inc. (Indigo), a Johnson & Johnson
Company, all TheraSeedd products used in the treatment of prostate cancer are sold to Indigo.
Physicians, hospitals and other healthcare providers, located primarily in the United States, utilize the
TheraSeedd product. In 1998 the Company received regulatory approval for the marketing of
TheraSeedd throughout the member countries of the European Union by obtaining CE Marking.
Sales of TheraSeed in Europe were not significant in 1998 or 1999.

The Company competes in a market characterized by rapid technological innovation, significant
research efforts and continual scientific discoveries. This market is also subject to significant
regulatory oversight at the federal, state and local levels. The regulatory bodies include, among
others, the FDA, the Nuclear Regulatory Commission (NRC),various states’ agencies such as the
Departments of Natural and Human Resources, and the Occupational and Health Safety
Administration, as well as the European counterparts of these U.S. governmental units. The
Company is therefore directly affected by changes in technology and products, as they may apply to
cancer treatment, governmental regulations related to its industry and the well being of the healthcare
industry.

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A summary of the significant accounting policies consistently applied in the preparation of the
accompanying financial statements follows:

1. Use of Estimates

In preparing financial statements in conformity with generally accepted accounting principles
(“GAAP™), management is required to make certain estimates and assumptions that affect the
reported amounts in the financial statements and accompanying notes. Actual results could differ
from those estimates and assumptions.
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Theragenics Corporation
NOTES TO FINANCIAL STATEMENTS - CONTINUED

December 31, 1998 and 1999

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

2. Revenue Recognition

Revenue from product sales is recognized upon shipment. Licensing fees are recognized in the period
to which they relate.

3. Cash and Short-Term Investments

For purposes of reporting cash flows, cash and short-term investments include cash on hand, cash in
banks and variable rate demand notes and commercial paper with original maturities of less than 90
days.

4. Marketable Securities

Marketable securities consist primarily of high-credit quality municipality obligations in accordance
with the Company’s investment policies. Marketable securities are classified as available for sale and
are reported at fair value, based upon quoted market prices at the balance sheet date. The amortized
cost of marketable securities approximated their fair value at both December 31, 1998 and 1999. The
estimated fair value of marketable securities by contractual maturity at December 31, 1999, is as
follows:

Due in one-year or less $ 7,167,000
Due after one-year through five years 7,970,000

5. Inventories

Inventories are stated at the lower of cost or market. Cost is determined using the first-in, first-out
(FIFO) method. Inventories consist primarily of spare parts, components and work in process.

6. Property, Equipment, Depreciation and Amortization

Property and equipment are recorded at historical cost. Depreciation and amortization is provided for
in amounts sufficient to relate the cost of depreciable assets to operations over their estimated services
lives on a straight-line basis. Depreciation and amortization expense related to property and
equipment charged to operations was approximately $1,458,000, $2,336,000 and $3,786,000 for
1997, 1998 and 1999, respectively. Estimated services lives are 30 years for buildings and
improvements, and three to ten years for machinery, equipment and furniture.
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Theragenics Corporation
NOTES TO FINANCIAL STATEMENTS - CONTINUED

December 31, 1998 and 1999

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

6. Property, Equipment, Depreciation and Amortization - Continued

A significant portion of the Company’s depreciable assets are utilized in the production of its product.
Management periodically evaluates the realizability of its depreciable assets in light of its current
industry environment. Management believes that no impairment of depreciable assets exists at
December 31, 1999. It is possible, however, that management’s estimates concerning the
realizability of the Company’s depreciable assets could change in the near term due to changes in the
technological and regulatory environment.

7. Income Taxes

The Company accounts for income taxes using the asset and liability method. Under this method,
deferred tax assets and liabilities are recognized for the future tax consequences attributable to
differences between the financial statement carrying amounts of existing assets and liabilities and their
respective tax bases. Deferred tax assets and liabilities are measured using enacted tax rates applied
to taxable income. The effect on deferred tax assets and liabilities of a change in tax rates is
recognized in income in the period that includes the enactment date. A valuation allowance is
provided for deferred tax assets when it is more likely than not that the asset will not be realized.

8. Research and Development Costs

Research and development costs are expensed when incurred.

9. Advertising

The Company expenses the cost of advertising as incurred. Advertising expense was not significant
for each of the three years in the period ended December 31, 1999.

10. Earnings Per Share and Common Stock

Basic net earnings per common share is based upon the weighted average number of common shares
outstanding during the period. Diluted net earnings per common share is based upon the weighted
average number of common shares outstanding plus dilutive potential common shares, including
options and warrants outstanding during the period.
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Theragenics Corporation
NOTES TO FINANCIAL STATEMENTS - CONTINUED

December 31, 1998 and 1999

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

10. Earnings Per Share and Common Stock - Continued

On March 16, 1998, the board of directors approved a two-for-one common stock split, effected in
the form of a 100% stock dividend, which was distributed on April 15, 1998 to shareholders of
record on March 31, 1998. The stock split has been recognized by reclassifying the par value of the
additional shares resulting from the stock split from additional paid in capital to common stock. All
references to shares outstanding and per share amounts have been restated to reflect the stock split.

On June 12, 1998, the shareholders approved an increase in the number of authorized common shares
from 50,000,000 to 100,000,000.

11. Stock Based Compensation

Stock options issued to employees are accounted for under the intrinsic value method in which
compensation expense is recognized for the amount, if any, that the fair value of the underlying
common stock exceeds the exercise price at the date of grant. Stock options and other equity
instruments issued in exchange for goods or services with non-employees are accounted for based on
the fair value of the consideration received or the fair value of the equity instruments issued,
whichever is more readily measurable.

12. Fair Value of Financial Instruments

The Company’s financial instruments include cash, cash equivalents and marketable securities. The
carrying value of cash and cash equivalents approximates fair value due to the relatively short period
to maturity of the instruments. Marketable securities are classified as available for sale and are
reported at fair value.

13. Foreign Currency

All balance sheet accounts denominated in foreign currencies are translated into U.S. dollars at the
year-end rate of exchange. Such balance sheet accounts were not significant at December 31, 1998
or 1999. Additionally, foreign currency transaction gains or losses were not significant during any
of the three years in the period ended December 31, 1999.

Page 54



Theragenics Corporation
NOTES TO FINANCIAL STATEMENTS - CONTINUED

December 31, 1998 and 1999

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

14. Reclassifications

The 1997 and 1998 Statements of Earnings have been conformed to the 1999 presentation, which
includes explicit disclosure of gross profit. Management believes that this format provides a more
meaningful presentation.

NOTE C - CONSTRUCTION IN PROGRESS AND PURCHASE COMMITMENTS

Approximately $13.6 million of construction in progress consists of payments made for
manufacturing equipment and facilities expansion at the Company's location in the Atlanta, Georgia
area. At December 31, 1999, the remaining purchase commitments for this expansion, which is
expected to be completed in 2000, totaled approximately $1.4 million. Remaining purchase
commitments denominated in foreign currencies were not significant at December 31, 1999.

In April 1999, the Company announced that the U.S. Department of Energy (DOE) granted
Theragenics access to unique DOE technology for use in production of isotopes, including Pd-103.
This technology venture represents part of a DOE initiative to redirect Cold War assets to peacetime
use and cushion the economic impact of U.S. Defense Department cutbacks. This project is expected
to enable the Company to significantly increase its production capacity and allow for expanded use of
Pd-103 and TheraSeed] beyond treatment of prostate cancer to new medical applications. The
Company is constructing a facility in Oak Ridge, Tennessee to house the equipment, infrastructure
and work force necessary to support the production of isotopes, including Pd-103, using this DOE
technology. The Company expects to invest approximately $25.0 million to $30.0 million through
2001 to build this manufacturing and R&D facility. Construction costs of approximately $2.2 million
have been incurred on this project as of December 31, 1999 and are included in construction in
progress.
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Theragenics Corporation
NOTES TO FINANCIAL STATEMENTS - CONTINUED

December 31, 1998 and 1999

NOTE D - INCOME TAXES

The income tax provision consisted of the following (in thousands):

1997 1998 1999
Current:
Federal $ 3,300 $ 6570 $ 6,926
State 200 600 283
3,500 7,170 7,209
Deferred:
Federal 1,750 655 1,334
State 100 55 134
1,850 710 1,468

$ 5,350 $ 7880 $ 8,677

The Company’s temporary differences result in a deferred income tax liability at December 31, 1998
and 1999, summarized as follows (in thousands):

December 31,

1998 1999
Deferred tax assets:
Nondeductible accruals and allowances $ 210 $ 292
Inventories 10 168
Stock compensation 60 161
Gross deferred tax assets 280 621
Deferred tax liabilities:
Property and equipment (1,990) (4,089)
Net deferred tax liability $  (1,710) $  (3.468)

The net deferred tax liability is classified in the accompanying balance sheets as follows (in
thousands):

Current deferred tax asset $ 210 $ 432
Long-term deferred tax liability (1,920) (3,900)
Net deferred tax liability $  (1,710) $  (3,468)
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Theragenics Corporation
NOTES TO FINANCIAL STATEMENTS - CONTINUED

December 31, 1998 and 1999

NOTE D - INCOME TAXES - Continued

A reconciliation of the statutory federal income tax rate and the effective tax rate follows:

1997 1998 1999
Tax at applicable federal rates 35.0% 35.0% 35.0%
Effect of surtax exemption (0.7) - -
State tax, net of federal income tax 1.7 1.9 2.0
State investment credits - - (1.3)
Tax exempt interest (0.3) (1.1) (0.8)
Other 0.3 0.2 0.2

6.0% 36.0% 35.1%

NOTE E - UNSECURED CREDIT AGREEMENT

In August 1999, the Company executed an Unsecured Credit Agreement with a financial institution.
The Unsecured Credit Agreement, which expires in August 2002, provides for borrowings, of up to
$40.0 million under two lines of credit. Interest on outstanding borrowings is payable monthly at the
prime rate or a LIBOR based rate, at the option of the Company. The LIBOR based rate is equal to
LIBOR plus a margin ranging from .7% to 1.55%, depending upon certain financial ratios of the
Company. Under the Unsecured Credit Agreement, the Company has the option, through August
2001, of converting outstanding borrowings of up to $25.0 million to a term loan which would be
repayable over 5 years. An additional uncommitted $10.0 million line of credit is also available
under the Unsecured Credit Agreement, subject to the approval of the financial institution.

Provisions of the Unsecured Credit Agreement limit the incurrence of additional debt and require the
maintenance of certain financial ratios, among other things. As of December 31, 1999, the Company
was in compliance with the provisions of the Unsecured Credit Agreement and there were no
outstanding borrowings.

The Company has a letter of credit outstanding under the Unsecured Credit Agreement for
approximately $500,000 relating to regulatory requirements. The letter of credit is subject to terms
identical to those of borrowings under the Unsecured Credit Agreement.

The Unsecured Credit Agreement replaced the $15.0 million Amended and Restated Loan and
Security Agreement that was previously outstanding.
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Theragenics Corporation
NOTES TO FINANCIAL STATEMENTS - CONTINUED

December 31, 1998 and 1999

NOTE F - MARKETING AND SALES AGREEMENT AND MAJOR CUSTOMER

In May 1997, the Company executed a Sales and Marketing Agreement (the Agreement) with Indigo
Medical, Inc. (Indigo), a subsidiary of Johnson & Johnson Development Corporation (Johnson &
Johnson), granting Indigo the exclusive worldwide right to market and sell TheraSeedO for the
treatment of prostate cancer for a period of seven years with a provision for successive three-year
renewals. In accordance with the Agreement, all TheraSeedU products used for the treatment of
prostate cancer are sold to Indigo. The terms of the Agreement require Indigo to purchase minimum
quantities of TheraSeed on an annual basis. The minimum quantities have been exceeded in each of
the three years in the period ended December 31, 1999.

As a result of the Indigo Agreement, approximately 50% of sales in 1997, and substantially all sales
in 1998 and 1999 were to Indigo. Additionally, substantially all accounts receivable were from
Indigo at December 31, 1998 and 1999, respectively.

Concurrent with the execution of the Agreement in 1997, Johnson & Johnson purchased 509,000
shares of the Company’s common stock for $5.0 million in cash.

NOTE G - COMMITMENTS AND CONTINGENCIES

Licensing Agreement

The Company holds a worldwide exclusive license from the University of Missouri for the use of
technology, patented by the University, used in the Company’s "Therasphere product. The
licensing agreement provides for the payment of royalties based on the level of sales and on lump sum
payments received pursuant to a licensing agreement with Nordion International, Inc. (see below).

The Company has granted certain of its geographical rights under the licensing agreement with the
University of Missouri to Nordion International, Inc., a Canadian company which is a producer,
marketer and supplier of radioisotope products and related equipment. Under the Nordion
agreement, the Company will receive a licensing fee for each geographic area in which Nordion
receives new drug approval. The Company will also be entitled to a percentage of future revenues
earned by Nordion as royalties under the agreement. Royalties from this agreement were not
significant for each of the three years in the period ended December 31, 1999.
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Theragenics Corporation
NOTES TO FINANCIAL STATEMENTS - CONTINUED

December 31, 1998 and 1999

NOTE G - COMMITMENTS AND CONTINGENCIES - Continued

Lease Commitments

The Company leases land, space and office equipment under noncancelable leases which expire at
various dates through April 2029. Approximate minimum lease payments under the leases are as
follows: 2000, $357,000; 2001, $316,000; 2002, $311,000; 2003, $314,000; 2004, $137,000;
beyond, $3,322,000.

Rent expense was approximately $179,000, $190,000 and $404,000 for the years ended December
31, 1997, 1998 and 1999, respectively.

Contingencies

In January 1999, the Company and certain of its officers and directors were named as defendants in
certain securities actions, alleging violations of the federal securities laws, including Sections 10(b),
20(a) and Rule 10b-5 of the Securities and Exchange Act of 1934, as amended. These actions have
been consolidated into a single action pending in the U.S. District Court for the Northern District of
Georgia. The complaint, as amended, purports to represent a class of investors who purchased or
sold securities during the time period from January 29, 1998 to January 11, 1999. The amended
complaint generally alleges that the defendants made certain misrepresentations and omissions in
connection with the performance of the Company during the class period and seeks unspecified
damages. On May 14, 1999 a stockholder of the Company filed a derivative complaint in the
Delaware Court of Chancery purportedly on behalf of the Company, alleging that certain directors
breached their fiduciary duties by engaging in the conduct that is alleged in the consolidated federal
class action complaint. The derivative action has been stayed by the agreement of the parties. On
September 3, 1999, the Company filed a motion to dismiss the consolidated federal class action
complaint on the grounds that it fails to state a claim against the Company. There has not yet been a
ruling on the Company's motion. Management believes these charges are without merit and intends
to vigorously oppose the litigation, however, given the nature and early stage of the proceedings, the
ultimate outcome of the litigation cannot be determined at this time. Accordingly, no provision for
any liability that might result from this litigation has been made. The Company maintains insurance
for claims of this general nature.
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Theragenics Corporation
NOTES TO FINANCIAL STATEMENTS - CONTINUED

December 31, 1998 and 1999

NOTE G - COMMITMENTS AND CONTINGENCIES - Continued

Contingencies - Continued

In trade secret litigation filed against International Brachytherapy ("IBt"), Theragenics has claimed
ownership of certain cyclotron improvements incorporated into the cyclotrons provided to IBt by the
companies’ common cyclotron vendor. IBt is seeking indemnification from the cyclotron vendor
against the Company's claims. The cyclotron vendor has in turn filed for arbitration seeking
determination of ownership of the cyclotron improvements and certain other information developed
by Theragenics relating to the cyclotron technology. The cyclotron vendor is also seeking
indemnification for any amounts paid by the vendor to 1Bt to defend against the trade secret claims of
Theragenics, and attorney fees in the arbitration. The cyclotron vendor is not seeking to prevent the
Company from using the cyclotrons or the related improvements or information. The parties are in
the process of conducting discovery and the ultimate outcome of this uncertainty cannot be
determined at this time. Accordingly, no provision for any liability that might result from this
uncertainty has been made.

NOTE H - STOCK OPTIONS AND WARRANTS

Stock Options

The Company’s board of directors has approved three stock option plans which in aggregate cover up
to 4,000,000 shares of common stock. The plans provide for the expiration of options ten years from
the date of grant and requires the exercise price of the options granted to be at least equal to 100% of
market value on the date granted. Stock options become exercisable over a two to five-year vesting
period.

Stock option transactions for each of the three years in the period ended December 31, 1999, are
summarized below (shares in thousands):

1997 1998 1999

Weighted Weighted Weighted

Average Average Average

Exercise Exercise Exercise

Shares Price Shares Price Shares Price

Outstanding, beginning of year 1,674 $ 3.57 1,888 $7.95 1,734 $10.24
Granted 538 17.90 157 20.07 564 8.77
Exercised (300) 1.80 (311) 1.30 37) 2.64
Forfeited (24) 5.38 - - - -
Outstanding, end of year 1,888 $ 7.95 1,734 $10.24 2,261 $9.99
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Theragenics Corporation
NOTES TO FINANCIAL STATEMENTS - CONTINUED

December 31, 1998 and 1999

NOTE H - STOCK OPTIONS AND WARRANTS - Continued

Stock Options - Continued

The following table summarizes information about stock options outstanding at December 31, 1999
(shares in thousands):

Options Outstanding Options Exercisable
Weighted

Average Weighted Weighted
Range of Number Remaining Average Number Average
Exercise Outstanding at Contractual Exercise Exercisable at Exercise

Price December 31, 1999 Life (Years) Price December 31, 1999 Price
$1.63 - $3.19 587 5.4 $2.66 542 $2.65
$7.44 - $11.75 1,027 8.4 8.58 431 8.11
$16.56 - $26.63 _ 647 8.2 18.88 241 18.86
2,261 7.6 $9.99 1,214 $7.81

The Company follows the practice of recording amounts received upon the exercise of certain options
by crediting common stock and additional paid-in capital. No charges are reflected in the statements
of operations as a result of the grant or exercise of options to or by employees. The Company
realizes an income tax benefit from the exercise of certain stock options and the exercise and early
disposition of the shares acquired via certain other stock options. This benefit results in a reduction
to income taxes payable and an increase to additional paid-in capital.

The Company uses the intrinsic value method in accounting for stock options issued to employees. In
applying this method, no compensation cost has been recognized. Had compensation cost for the
Company’s stock option plans been determined based on the fair value at the grant dates for awards
under those plans, the Company’s net earnings and earnings per share would have resulted in the pro
forma amounts indicated below (in thousands, except per share data):
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Theragenics Corporation
NOTES TO FINANCIAL STATEMENTS - CONTINUED

December 31, 1998 and 1999

NOTE H - STOCK OPTIONS AND WARRANTS - Continued

Stock Options - Continued

1997 1998 1999
Net earnings As reported $ 9,498 $ 14,023 $ 16,012
Pro forma 8,629 11,942 14,122
Basic net earnings per
common share As reported $ .35 $ 48 8 .54
Pro forma 31 41 A7
Diluted net earnings per
common share As reported $ .33 $ 46 $ .53
Pro forma 31 .40 .46

The weighted average fair value of the options granted during 1997, 1998 and 1999 was $9.38,
$14.76 and $6.37, respectively. The fair values were estimated using the Black Sholes options-
pricing model with the following weighted average assumptions:

1997 1998 1999
Expected dividend yield 0.0% 0.0% 0.0%
Expected stock price volatility 68.0% 65.0% 77.3%
Risk-free interest rate 5.9% 5.0% 6.2%
Expected life of option (years) 3.7 5.0 6.3

Stock Options Issued to Non-Employees

During 1998, the Company issued 100,000 stock options to an individual for medical and cancer
consulting services. The Company is recording consulting expenses based on the estimated fair value
of the options at the grant date over the consulting term of five years. Consulting expenses related to
this agreement were approximately $164,000 and $276,000 during 1998 and 1999, respectively.

Page 62



Theragenics Corporation
NOTES TO FINANCIAL STATEMENTS - CONTINUED

December 31, 1998 and 1999

NOTE H - STOCK OPTIONS AND WARRANTS - Continued

Warrants

Warrants exercised totaled 40,000, 20,000 and 60,000 during 1997, 1998 and 1999, respectively,

resulting in proceeds to the Company of $150,000, $75,000 and $225,000, respectively. No
unexercised warrants were outstanding as of December 31, 1999.

NOTE | - EARNINGS PER SHARE
Earnings per common share was computed as follows (in thousands except per share data):

Year ended December 31,

1997 1998 1999

Numerator for basic and diluted earnings

per share — income available common

shareholders $ 9,498 $ 14,023 $ 16,012
Denominator for basic earnings per share —

weighted average shares 27,526 29,259 29,478
Effect of dilutive stock options and warrants 1,092 1,056 482
Denominator for diluted earnings per share —

adjusted weighted average shares 28,618 30,315 29,960
Basic earnings per share $ .35 $ 48 $ .54
Diluted earnings per share $ .33 $ 46 $ .53
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Theragenics Corporation
NOTES TO FINANCIAL STATEMENTS - CONTINUED

December 31, 1998 and 1999

NOTE J - EMPLOYEE BENEFIT PLAN

401(k) Savings Plan

The Company has a 401(k) savings plan providing retirement benefits to all employees at least 21
years of age. Commencing in the fourth quarter of 1998, the Company makes matching contributions
of 20%-60% of each participant’s contribution, up to 6% of salary. The percentage of matching
contributions are based on net earnings and are made in the form of Company common stock.

Matching contributions are charged to operating expenses and totaled approximately $8,000 and
$69,000 in 1998 and 1999, respectively.

Employee Stock Purchase Plan

In June 1998, the Company’s stockholders approved the Theragenics Corporation Employee Stock
Purchase Plan (the "ESPP"). The ESPP allows eligible employees the right to purchase common
stock on a quarterly basis at the lower of 85% of the market price at the beginning or end of each
quarterly offering period. As of December 31, 1998 and 1999, there were approximately 200,000
and 189,000 shares of common stock reserved for the ESPP, respectively, and 0 and 11,000 shares
had been issued under the plan, respectively.

NOTE K - QUARTERLY FINANCIAL DATA (UNAUDITED)

The following summarizes certain quarterly results of operations (in thousands, except per share
data):

Quarters ended
March 31 June 30 September 30 December 31

Year ended December 31, 1999:

Net revenue $ 9,164 $ 11,121 $ 11,480  $ 11,953
Gross profit 5,784 7,934 8,022 8,685
Net earnings 2,880 4,057 4,389 4,686
Net earnings per common share
Basic $ 10 3 14 $ A5 $ .16
Diluted $ 10 S 14 $ A5 0 8 .16
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Theragenics Corporation

NOTES TO FINANCIAL STATEMENTS - CONTINUED

December 31, 1998 and 1999

NOTE K - QUARTERLY FINANCIAL DATA (UNAUDITED) - Continued

Year ended December 31, 1998:
Net revenue
Gross profit
Net earnings
Net earnings per common share
Basic
Diluted
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Quarters ended

March 31 June 30 September 30 December 31
$ 8,281 $ 8,714 $ 11,129 $ 9,834
6,093 6,299 7,945 6,752
3,301 3,333 4,032 3,357
$ A1 08 A1 $ 14 $ A1
$ A1 08 A1 $ .13 $ A1



Report of Independent Certified Public Accountants on Schedule

Board of Directors
Theragenics Corporation

In connection with our audit of the financial statements of Theragenics Corporation referred to in our
report dated January 14, 2000, which is included in the annual report to security holders and
incorporated by reference in Part 1l of this form, we have also audited Schedule Il for each of the
three years in the period ended December 31, 1999. In our opinion, the schedule presents fairly, in
all material respects, the information required to be set forth therein.

/s/ Grant Thornton LLP

Atlanta, Georgia
January 14, 2000
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Theragenics Corporation

SCHEDULE Il - VALUATION AND QUALIFYING ACCOUNTS

For each of the three years in the period ended December 31, 1999
(Amounts in thousands)

Column A Column B Column C Column D Column E
Additions
(€ )
Balance at Charged to Charged to Balance at
beginning of costs and other accounts Deductions - end of
Description period expense describe describe (a) period
Year ended December 31, 1999
Allowance for doubtful
accounts receivable $ 54 - $ - $ 11(a) $ 43
Allowance for doubtful inventory $ 345 214 $ - $ - 3 619
Year ended December 31, 1998
Allowance for doubtful
accounts receivable $ 65 - $ - $ 11(b) $ 54
Allowance for doubtful inventory $ 77 268 $ - $ - 3 345
Year ended December 31, 1997
Allowance for doubtful
accounts receivable $ - 65 $ - $ - $ 65
Allowance for doubtful inventory $ 77 - $ - $ - 3 77

(a) — adjustment to reserve

(b) - write-off of uncollectible accounts receivable.
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