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LETTER TO SHAREHOLDERS

N

the time required to effect that change. Vendor problems added to the delay. In the end, it took eight to nine months
longer than anticipated to reach our destination of product release.

Even so, we were successful in releasing many other products in the course of the last fiscal year on a more timely
basis. In fact, fiscal year 2006 was one of the most prolific years we have had for new product introductions. Those
new products included the Dynatron XP Infrared Light Pad, the Dynatron XPb Booster Box, the Dynatron 880Plus
Light Probe, the Dynatron 405 Light Probe, the Dynatron iBox, the Dynatron 702 and the DT4X motorized therapy
table. (More information about these products is available in the following pages).

With so many new products being developed, it is not surprising that fiscal year 2006 generated the highest research
and development expenditures in the history of the company. These expenditures totaled $1,756,281, which is a 35
percent, or a $453,559, increase over R&D expenditures a year ago.

In keeping with our focus on.R&D, Ron Hatch was reassigned to focus solely on his duties as the Vice-President
of Research and Development for Dynatronics. His previous duties over production ‘and technical services were
assumed by Jim Woods, who now serves as director of manufacturing and is a member of the executive management
team. Jim ¢.1:mm over 30 years of engineering and manufacturing experience to Dynatronics and has been a welcome

- addition since March 2006.

During the second quarter of fiscal 2007 we anticipate releasing two more new products — the Dynatron® T4

traction therapy table and the Dynatron® T3 motorized therapy table. These two tables offer important features that -

will distinguish them from competitive models. The T4 table will be combined with the Dynatron DX2 traction
device as-a complete package for.decompression.therapy.

In order to increase our manufacturing capabilities to accommodate the new T3 and T4 tables and also to boost
operational efficiency, we completed a 10,000 square foot expansion of our operations in Chattanooga, Tennessee.
This additional space and upgrade of our facility will allow further growth and expansion of our operations — not
only for the T3 and T4 tables, but also for the planned new wood tables targeted to the more economic-minded
segments of our market.
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LIGHT THERAPY

L

Dynatron® X3
Infrared Light Therapy Unit

Dynatron® XP*
Light Pads

The Dynatron X3 is one of the most powerful infrared light therapy devices on the market. [t generates
a total of 16,000mW of light energy and is engineered to provide three independent infrared light therapy
treatments: two light pad treatments and one light probe treatment simultaneously. The X3’s state-of-the-art,
interactive touch-screen display features onboard tutorials and protocols.

The Dynatron XP Infrared Light Pad is much larger and more powerful than current light probes, and is
able to treat large areas of the body in minutes. The XP’s flexibility makes treating extremities and uneven
surfaces fast and easy.

REHABILITATION PRODUCTS

B
i

* Parent Pending
> LIGHT-PROBES
-
New in 2006 New ENQWM&J

Dynatron® 405 Dynatron® 880plus Dynatron® 890
Infrared & Blue Light Probe Infrared Ligit Probe Laser Probe
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DECOMPRESSION THERAPY

PRODUCTS

'
|
il

% REHABILITATION

Dynatronics is the first to combine the benefits of infrared light therapy and decompression therapy in one innovative
unit. Utilizing patent-pending technology, the Dynatron DX2 traction device controls the delivery of traction forces,
while at the same time enabling infrared light therapy treatments by pad or probe.

The DX2 features two machines

in one. In addition to delivering
traction therapy, the DX2 has three
channels of infrared light therapy.

The DX2 system automatically
calculates and digitally displays
the treatment angle, allowing for
Targeted Decompression™.

._._.ﬁ_UXN..me«mmm:.:nm_,mQZm @ 2 wxvﬂm-nﬂmmnm:wimnrﬂ:mO«:mﬂ_.o_._
natr
touch-screen display that . Dynatron® DX2 XP Light Pad a better outcome
facilitates quick, easy treatment is achieved than just using
set-ups. ' decompression therapy alone.

Decompression Unit

DECOMPRESSION THERAPY RELIEVES PAIN ASSOCIATED WITH

Pinched Nerve

Degenerative Disc Disease
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DYNATRONICS' MANAGEMENT

. TOP: Robert ]. (Bob) Cardon, Terry M. Atkinson, James E. Woods, Ronald J. Hatch
BOTTOM: Kelvyn H. Cullimore, Jr. and Larry K. Beardall

BOARD OF DIRECTORS

Kelvyn H. Cullimore, Jr. Larfy K. Beardall
Chairman, President and Executive Vice President of
CEQ Sales and Marketing
. and Director

E. Keith Hansen, M.D. Joseph H. Barton

Director Direcror

10

¢+ Kelvyn H. Cullimore, Jr. »  Terry M. Atkinson, CPA
Chairman, President, and CEO Chief Financial Officer

¢ Larry K. Beardall *  James E. Woods
Executive Vice President of Sales and Marketing Director of Manufacturing

¢« Ronald J. Hatch *  Roberr J. (Bob) Cardon
Vice President of RerD , Secretary / Treasurer

Howard L. Edwards Val ]. Christensen

Director Director
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The primary components affecting SG&A expenses in fiscal year 2006 compared to 2005

were:
+  Approximartely $161,000 in lower labor costs.
*  Approximately $187,600 in lower selling expenses.
*  Approximately $247,500 in lower incentive compensation expenses.

*  TDarally offsetting the reduction in SG&A expenses were $42,000 in higher
health insurance premiums,

RESEARCH AND DEVELOPMENT

In hscal year 2006, we invested heavily in R&D in order w develop our next-generation
products.  We spent a company record $1,756,281 developing new, state-of-the-art
equipment during the year. This compares 1o $1,302,722 spent in fiscal year 2003,
During fiscal year 2006, we increased the size of our engineering department in order
to develop several new products. Among the new products developed during the year
were the Dynatron Xp light pad, the Dynatron 702 light therapy device, the Dynatron
iBox iontophoresis device, as well as two light probes, We also spent time developing the
Dynatron X3 and DX2 units, which were introduced in the first quarter of fiscal 2007,
and the T4 and 'F'3 motorized therapy tables, scheduled for introducton in the second
quarter of fiscal 2007, Dynatronics intends to continue to develop several new products in
fiscal year 2007 and beyond in order to position the Company for growth. R&I) expenses
represented approximately 9.0% and 6.4% of the net sales of the Company in 2006 and
2005, respectively. R&D costs are expensed as incurred.

PRE-TAX PROFIT '

Pre-tax profit for the year ended June 30, 2006 was $209,221 compared to $1,150,856 in
2005. Lower sales and gross profit generated during fiscal year 2006, rogether with higher
R&D costs, decreased overall profits during the year. These factors were partially offset by
lower SG8¢A expenses.

INCOME TAX

" Income tax expense for the year ended June 30, 2006 was $15,190 compared 10 $422,040
in 2005. The effective tax rate for 2006 was 7.3% compared to an effective tax rate for

prior year due to a change in the valuation allowance for research and development credits
and certain other items.

NET INCOME

Net income for the year ended June 30, 2006 was $194,031 ($.02 per share), compared
10 $728,816 ($.08 per share) in fiscal 2005. The addition of new R&D personnel and the
ramp up in new product development have all added costs to the past year, but we believe
they have also provided a launching pad for furure growth in sales and profits.

L. _ _.2005.0f.36.7%. —The income.1ax.accrual.rate.in . fiscal .year. 2006 .was different_than_the .

LIQUIDITY AND CAPITAL RESOURCES

"The Company has financed its operations through cash reserves, available borrowings
under its line of credit, and from cash provided by operatiens. The Company had working
capital of $7,390,147 at June 30, 2006, inclusive of the current portion of long-term
obligations and credit facilities, compared to working capiral of $7,043,854 at June 30,
2005.

ACCOUNTS RECEIVABLE

Trade accounts receivable, net of allowance for doubtful accounts, remained constanrt at
$3,022,991 ar June 30, 2006 compared to $3,006,315 at June 30, 2005. Management
anticipates accounts receivable could increase in future periods due to the planned
introducrion and sales of new products in scal year 2007.

Trade accounts receivable represent amounts due from the Company’s dealer nerwork
and from medical practitioners and clinics. We estimare that the allowance for doubtful
accounts is adequate based on our historical knowledge and relationships with these
customers. Accounts receivable are generally collected within 30 days of the agreed
terms.

INVENTORIES

Inventories, ner of reserves, at June 30, 2006 increased $270,467 to $4,982,990 compared
to $4,712,523 at June 30, 2005. Management expects thar inventories will likely be
maintained at current levels over the course of the next fiscal year.

GOODWILL

Goodwill at June 30, 2006 and June 30, 2005 was $789,422. Beginning July 1, 2002,
the Company adopted the provisions of SFAS No. 142, Goeodwill and Other Intangible
Assers.  In compliance with SFAS 142, management utilized standard principles of
financial analysis and valuation, including transaction value, market value and income
value methods, o arrive at a reasonable estimate of the fair value of the Company in
comparison to its book value. The Company has determined it has one reporting unir.
As of July 1, 2002 and June 30, 2006, the fair value of the Company exceeded the book
value of the Company. Therefore, there was no indication of impairment upon adoption
of SFAS No. 142 or at June 30, 2006. Management is primarily responsible for the FAS

‘performed the annual impairment assessment during the

e

142 valuation determination an
Company’s fourth quarter.

ACCOUNTS PAYABLE

Accounts payable remained relatively constant at $593,016 at June 30, 2006 compared to
$605,788 at June 30, 2005. All accounts payable are within rerm. We continue ro rake
advantage of available early payment discounts when offered.
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Any modifications to estimates of inventory valuation resefves are reflected in the cost of
goods sold within the statements of income during the period in which such modifications
are determined necessary by management. At June 30, 2006 and 2005, our inventory
valuation reserve balance, which established a new cost basis, was $383,492 and $368,167,
respectively, and our inventory balance was $4,982,990 and $4,712,523 net of reserves,
respectively.

REVENUE RECOGNITION

Our products are sold primarily to customers who are independent distributors and
equipment dealers. These distriburors resell the products, typically to end users, including
physical therapists, professional trainers, athletic trainers, chiropractors, medical doctors
and aestheticians. Sales revenues are recorded when products are shipped FOB shipping
point under an agreement with a customer, risk of loss and title have passed to the
customer, and collection of any resulting receivable is reasonably assured. Amounts billed
for shipping and handling of products are recorded as sales revenue. Costs for shipping
and handling of products te customers are recorded as cost of sales.

ALLOWANCE FOR DOUBTFUL ACCOUNTS

We must make estimartes of the cellectibility of accounts receivable. In doing so, we
analyze historical bad debt trends, customer credit worthiness, current economic trends
and changes in customer payment patterns when evaluating the adequacy of the allowance
for doubtful accounts. Our accounts receivable balance was $3,022,991 and $3,006,315,
nert of allowance for doubtful accounts of $244,238 and $252,509, ar June 30, 2006 and
June 30, 2005, respectively.

BUSINESS PLAN AND OUTLOOK

During fiscal year 2006, we continued to focus our efforts on the development of new
products for the rehabilitarion and aestherics markets while, at the same time, strengthening
our channels of distribution and improving operating efficiencies.

During the year, we introduced several new products, including the Dynatron Xp Infrared
Light Pad, which allows unattended therapy of large segments of the body such as the
back, thigh or shoulder. We also began shipping the Dynatron iBox, a new transdermal
drug delivery device for iontophoresis that we believe is the most technologically advanced

productof it kind on the market. " In"addition; we began shipping the Dynatron 70272

stand-alone light therapy device that simplifies infrared light therapy treatments. We also
began offering a unique package of Dynatron modalities referred to as the DX9 package.
This package includes a Dynatron TX900 traction device, related traction accessories, a
Dynacron 702 Infrared Light Therapy device and the DT4X motornized traction therapy
table, Combining the pain relieving characteristics of infrared lght therapy as offered
through our new Xp Light Pad, with the traditional benefits of decompression therapy
through tractdon, has made cur DX9 traction systern one of the most unique products
of its kind on the marker. It is designed to provide vzn::o:onm a more effective way to
relieve pain using combination therapy.

We also introduced rwo new lighr probes 1o the marker during fiscal year 2006 — the
Dynatron 880Plus light cherapy probe which generates ewice the power output of its
predecessor model, and the Dynatron 405 combination blue/IR light probe.

In July 2006, we introduced the Dynatron X3, a unit that offers muldiple light therapy
applications due ro its ability to operate two Xp Infrared Light Pads or a light therapy
probe with a light pad simultaneously. This device incorporates touch screen technology
for easy interface with the practitioner. '

In September 2006, we introduced the DX2 combination traction and light therapy
device. Itis Dynatronics’ first proprietary traction device and incorporates not only rouch
screen technology, but other unique and proprietary technology that will facilitate traction
and decompression therapy. We believe it is the only unit on the market thar offers
traction and infrared light therapy from the same device. To support this product, we
plan to introduce a new traction therapy table, the Dynarron T4, which we expect will be
one of the best value tables on the market for traction and decompression therapy. The
‘T4 and DX2 will typically be sold together as a package. We also plan to introduce a new
3-section treatment table called the T3 in the quarter ending December 31, 2006,

In"fiscal year 2006, the Company developed its own proprietary iontophoresis device
~ the Dynatron iBox — which is capable of delivering two treatments simultaneously. In
addition, the Company began distribution in September 2006 of a line of proprietary
iontophoresis electrodes with the brand name of Dynartron lon efectrodes.

Another imporrant part of our strategic plan is the further expansion of worldwide -
marketing efforts. Over the past two years, international sales have been maintained
above the $1 million level, or approximately 3% of net sales, and we continue 1o press
forward secking additional oppertunities for international expansion. The Company's
Salr Lake City operadon, where all electrotherapy, ubtrasound, STS devices, light therapy
and Synergie products are manufactured, is certified 1o SO 13485, an internationally
recognized standard of excellence in medical device manufacturing. This designation isan
important requirement in obraining the CE Mark certification, which allows us ro marker
our products in the European Union and other foreign countries.

We continue efforts to promote our line of aesthetic equipment which includes the Synergie
AMS device for dermal massage, the Synergiec MDA device for microdermabrasion, and
the Synergie LT device, an infrared light therapy unir designed specifically for aesthetic
applications. In September 2006, we hired a new, experienced sales manager for the
aesthetic department. During fiscal year 2007, we plan 1o redesign our Synergie product
line and make it more attracrive to the international market. We also plan to develop

N

N

and introduce additional products for the aesthetic market. Recent interest by medical
spas in the use of other physical therapy modalities such as electrotherapy, ultrasound and
light therapy in aesthetic applications has opened new potential for crossover of physical
medicine modalities into the aesthetics market. This presents a unique opportunity for
us to grow sales of new aestheric products with litte additional R&D effore since che
praducts have already been developed for the physical medicine markets. We are also
considering new methods of distribution to boost sales that have lagged due w reduced
dealer interest in capiral equipment.

Dynatronics continues to look for strategic business opportunities that would enhance

/

/
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\\‘ REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM |//

We have audited the balance sheet of Dynatronics Corporation as of June 30, 2006 and 2005, and the related statements of income,
stockholders’ equity, and cash flows for the years then ended. These financial statements are the responsibility of the Company’s
management. Qur responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audits to obrain reasonable assurance about whether the financial statements are free
of material misstatement. We were not engaged to perform an audit of the Company’s internal control over financial reporting. Qur
audits included consideration of internal control over financial reporting as a basis for designing audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s internal control over financial
reporting. Accordingly, we express no such opinion. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements, assessing the accounting principles used and significant estimates made by management, as well
as evaluating the overall financial statement presentation. We believe that 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 Dynatronics
Corporation as of June 30, 2006 and 2005, and the results of its operations and its cash flows for the years then ended in conformity
with accounting principles generally accepted in the United States of America.

TANNER LC

Salt Lake City, Utah
September 27, 2006
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STATEMENTS OF INCOME — YEARS ENDED JUNE 30, 2006 AND 2005

2006 2005
Nert sales $ 19,513,136 20,404,368
Cost of sales 12,221,375 12,105,079
Gross profit 7,291,761 8,299,289
Selling, general, and administrative expenses 5,239,462 5,748,529
Research and development expenses 1,756,281 1,302,722
Operating income 296,018 1,248,038
Other income (expense):
Interest income 10,714 9,377
Interest expense (163,287) (139,482)
Orther income, net 65,776 32,923
Total other income (expense) (86,797) (97,182)
Income before income raxes 209,221 1,150,856
Income tax expense 15,190 422,040
Ner income | $ 194,031 728,816
Basic net income per common share $ 0.02 0.08
Diluted net income per common mrw—”n: e .M:l 002 008
énmm.rﬂmm average basic and diluted common shares outstanding
Basic 9,019,416 8,973,911
Dilured 9,170,270 9,213,808

See accompanying notes to financial statements.
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STATEMENTS OF CASH FLOWS — YEARS ENDED JUNE 30. 2006 AND 2005

2006 2005

Cash flows from operating activides:
Net income $ 194,031 728,816
Adjustments to reconcile net income to net cash provided by (used in)
operating activities:

Depreciation and amortization of property and equipment 354,220 372,332
Other amortization 7,324 7,324
Provision for doubeful accounts 48,000 96,000
Provision for inventory obsolescence 252,000 276,000
Provision for warranry reserve 280,085 169,321
Provision for deferred compensation 27,732 29,496
Compensation expense on stock and options 4,000 29,700
Change in operaring assets and liabilities:
Receivables (190,394) 620,189
Inventories (522,467) (300,726)
Prepaid expenses and other assets . {210,916) (3,420)
Deferred tax asser (1,797) 24,570
Accounts payable and accrued expenses (442,381) (173,207)
Prepaid income taxes (41,013) 21,701
) Income tax payable - {218,601)
Net cash provided by (used in) operating acrivities (241,576) 1,679,495
Cash flows from investing acuvities:
Capital expendirures (804,992) (284,162)
Proceeds from sale of assets - 1,500 (31)
Net cash used in investing activities (803,492) (284,193)
Cash flows from financing activities: )
Proceeds from issuance of long-term debt 1,530,000 -
Principal payments on long-term debt (803,466) (209,457)
Net change in line of credit ' 312,471 (1,339,774)
Proceeds from issuance of common stock 15,797 53,801
Redemption of common stock (59,449) -
Net cash provided by (used in) financing activities 995,353 (1,495,430}
Net changeincash e (49715 . . _Qoo128)_ _
Cash at beginning of year 472,899 573,027
Cash at end of year $ 423,184 472,899
Supplemental disclosures of cash flow information:
Cash paid for interest - $ 156,723 138,304
Cash paid for income taxes 58,000 594,370
Supplemental disclosure of non-cash investing and financing activities:
Common stock issued for directors fees 8,000 -
Income tax benefit from non-employee exercise of stock options 3,155 25,095

No/

See accompanying notes to %.unn&.&. statements.

———— e ———f
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— NOTES TO FINANCIAL STATEMENTS — YEARS ENDED JUNE 30, 2006 AND 2005

yd

Ourstanding options not included in the computation of diluted net income per share based
on the treasury stock method total 675,638 and 188,092 as of June 30, 2006 and 2005,
respectively, because to do so would have been antidilurive.

(k) Income Taxes

The Company accounts for income taxes using the asset and liability method. Under the asser
and liability method, deferred tax assees and deferred tax liabilities are recognized for the furure
tax consequences auriburable to differences between the financial statement carrying amounts
of existing assets and liabilities and their respective tax bases. Deferred tax assets and deferred
tax {iabilities are measured using enacted tax rates expected to apply 1o taxable income in the
years in which those temporary differences are expected to be recovered or settled. The effect on
deferred rax assets and deferred tax liabilities of a change in tax rates is recognized in income in
the period that includes the enacement dare. .

() Stock-Based Compensation

The Company employs the footore disclosure provisions of Statement of Financial Accounting
Standards (SFAS} No. 123, Accounting for Stock-Based Compensation, as amended by SFAS
No. 148, Accounring for Stock-Based Compensation — Transition and Disclosure. SFAS No.

123 encourages entities to adopt a fair-value-based method of accounting for stock options

or similar equity instruments. However, it also allows an entiry to continue measuring
compensation cost for stock-based compensation using the intrinsic-value method of
accounting prescribed by Accounting Principles Board (APB) Opinion No. 25, Acconnting
Jor Stock [ssued 1o Emplayees (APB 25). The Company has elected to apply the provisions of
APB 25 and provide pro forma footnote disclosures required by SFAS No. 123. Accordingly,
no compensation expense has been recognized for the stock option plan. (See note 11). Had
compensation expense for the Company’s stock option plan been determined based on the fair
value at che grant date consistenr with the provisions of SFAS No. 123, the Company’s results
of operations would have been reduced to the pro forma amounts indicated below:

The Company has no employee stock-based compensation expense since stock options have
exercise prices at least equal to the market price of the Company’s stock on the grane date.

The fair value of each oprion grant is estimated on the date of grant using the Black-Scholes
option-pricing model with the following assumptions:

June 30
2006 2005
Expected dividend yield 0% 0%
Expected stock price volatility 70-88% §6-89%
Risk-free interest rate 4.14 - 4.98% | 3.68-445%
Expected life of options 5-10 years 5 - 7 years

The weighted average fair value of options granted during 2006 and 2003 was $1.22 and
$1.31, respectively.

On May 19, 2006 the Board of Directors accelerated the vesting of certain unvested stock
options awarded to employees and officers under the Company's stock option plan. The
Company took this action 1o avoid an accounting charge (as compensarion expense) for these
options starting in the quarter ending September 30, 2006, as required by FAS 123(R). A
portion of the increase in proforma compensation expense in fiscal 2006, as shown above, isa
result of the vesting acceleration.

{m) Concentration of Risk

In the normal course of business, the Company provides unsecured credit terms to its
customers. Most of the Company’s customers are involved in the medical industry. The
Company performs ongotng credit evaluations of its customers and maintaing allowances for
possible losses which, when realized, have been within the range of management’s expectations.
The Company maintains its cash in bank deposit accounts which at times may exceed federally
insured limits, The Company has not experienced any losses in such accounts. The Company
believes it is not exposed to any significant credit risks on cash or cash equivalents.

The Company operates in one line of business, the development, markering, and distribution
of a broad line of medical producis for the physical therapy and aesthetics markets. As such, the
Company has only one reportable operating segment as defined by SFAS No. 131, Disclosures

The Company groups their sales into physical medicine products and aesthetic products.
Physical medicine products consisced of 87% of net sales for the year ended June 30, 2006 and
85% for the year ended June 30, 2005. Aesthetics producrs consisted of 7% and 9% of net

sales for years ended June 30, 2006 and 2005, respectively. Chargeable repairs, billable freight

22

N\

AN

and other miscellaneous revenue account for the remaining 6% of total revenues in both years

Management of the Company has made a number of estimates and assumptions relating 1o the
reporting of assets, liabilities, revenues, and expenses and the disclosure of contingent assets
and liabilities to prepare these financial statements in conformity with accounting principles

Year ended Year ended
June 30, June 30,
2006 2005
{n) Operating Segments
Net income as reported : $ 194,031 728,816
Less: pro forma adjustment for stock based
compensation, net of income tax (563,489) {44,042)
) abous Segments of an Enterprise and Relared Information.
Pro forma ner income (loss) $ (369,458) 684,774
Basic net income (loss) per share:
As reported $ 0.02 0.08
Effect of pro forma adjustment (0.06) -
Pro forma (0.04) 0.08
ended June 30, 2006 and 2005, respectively.
Diluted net income (loss} per share: {0) Use of Estimates
As reported 0.02 0.08
Effect of pro forma adjustment (0.06) {0.01)
Pro forma $ (0.04) 0.07

generally accepred in the United States of America. Significant items subject to such estimares
and assumprions include the carrying amount of property, plant, and equipment; valuation
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\\l NOTES TO FINANCIAL STATEMENTS — YEARS ENDED JUNE w.o, 2006 AND 2005 |//

(8) GOODWILL AND OTHER INTANGIBLE ASSETS Actual income tax expense differs from the “expected” tax expense (computed by applying the

Goodwill. The cost of acquired companies in excess of the fair value of the ner assets and U.S. federal corporate income tax rate of 34% to income before income taxes) as follows:

purchased intangible assets at acquisition date is recorded as goodwill. As of June 30, 2002,
. the Company had ner goodwill $789,422 arising from che acquisition of Superior Orthopaedic : 2006 2005
Supplies, Inc. on May 1, 1996 and the exchange of Dynarronics Laser Corporation common
stock for a minority interest in Dynatronics Markering Corporation on June 30, 1983.

Expected tax expense $ 71,135 391,291

License Agreement. ldentifiable intangible assets, included in other assets, consist of a license State taxes, net of federal vax benefic 11,206 64.632

agreement entered into on August 16, 2000 for a certain concept and process relating to a Officers’ life insurance . - ) (3,278) . (3,239
. patent. The license agreement is being amortized over ten years.on a straight-line basis. The

- ; . Kz Extraterritorial income exclusion (7,662) (7,480)
following table sets forch the pross carrying amount, accumulated amortization, and ner
carrying amount of the license agreement: Other, ner (56,211) (23,164)
- $ 15,190 422,040
As of As of . .
June 30, 2006 June 30, 2005 . e . *
Deferred income tax assers and liabilities related to the tax effects of temporary differences are as |
Gross carrying amount 3 73,240 73,240 follows:
Accumulated amortization 42,724 womhoo 2006 2005
Net carrying amount $ 30516 37,840 Net deferred tax asser= current:’ . )
Inventory capitalization for income tax purposes  $ 63,523 64,640
Amortization expense associared with the license agreement was $7.324 for 2006 and 2005. Inventory reserve 143,043 137,326
Estimated amortization expense for the existing license agreement is expecred to be $7.324 for
cach of the fiscal years ending June 30, 2007 through June 30, 2010. Warranty reserve 77,584 77,584
Accrued product liability - 12,580 10,341
¢ Allowance for doubtful accounts 91,100 . . 94,186
(9) INCOME TAXES Total deferred tax asser — current $ 387,830 384,077
Income tax expense (benefit) for the years ended June 30 consists of: Ner deferred rax assct (liability) — non-current:
) Defetred compensation $ 144,817 134,473
Cusrent Deferred Total Property and equipment, principally due to
2006: differences in depreciation {373,052) (3G1,409)
U.S. federal . 5 (3.724) (1,556) © . (5,280} = Non-compete and goodwill ' 2,632 3,289
State and local 20,711 (241) 20,470 ‘Total deferred rax liability — non-current $  {(225,603) (223,647)
i $ 16,987 (1,797) 15,190
2003: In assessing the realizability of deferred rax assets, management considers whether it is
U.S. federal $ 332,838 21,278 354,116 Ec_,n.:rn:ﬁnrwn.:ow.Hwnn.moan.vo..ao:.ohm__.c?rn.mnmn:&.nwn assets-will.not.be reatized.
State and local 64,632 3.292 67.924 The :E.:::n realizarion of deferred tax assets is dependent upon the generation of fuiture
taxable income during the periads in which those temporary differences become deductible,
$ 397,470 24,570 422,040 Management considers the scheduled reversal of deferred rax liabilities, projected future taxable

income, and tax planning strategies in making this assessment. Based upon the level of historical
taxable income and projections for future tasable income over the periods which the deferred
tax assets are deducrible, management believes it is more likely than not thar the Cafmpany will
realize the benefits of these deductible differences.
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CORPORATE INFORMATION

_ Executive Vice President of Sales and Marketing and Director.

AVAILABILITY OF FORM 10-KSB

Dynatronics Corporarion files an Annual Report on Form 10-KSB each year with the
Securities and Exchange Commission. A copy of the Form 10-K$B for the fiscal year
ended June 30, 2006 may be obtained at no charge by sending a written request to:
Mr..Bob Cardon, Secretary/Treasurer, Dynatronics Corporation, 7030 Park Centre
Drive, Salt Lake City, Utah 84121,

ANNUAL MEETING

The Company’s Annual Sharcholders Meeting will be Tuesday, November 28, 2006
at 4:00 p.m. MST 2t Dynatronics’ corporate headquarters, 7030 Park Centre Drive,
Salt Lake City, Urah 84121,

GENERAL INFORMATION

Dynatronics Corporation, a Utah corporation organized on April 29, 1983,
manufactures, markets and distributes a broad line of therapeuric, diagnostic
and rehabilitation equipment, medical supplies and soft goods, weatment tables,
and aesthetic massage and microdermabrasion devices to an expanding marker of
physical therapists, sports medicine practitioners and athletic trainers, chiropractors,
podiatrists, orthopedists, plastic surgeons, dermatologists, aestheticians and other
medical professionals.

OFFICERS AND DIRECTORS

Kelvyn H. Cullimore, Jr.
Chairman of the Board, President, and CEQ

Larry K. Beardall

Ronald J. Hatch
Vice President of Research & Development

Terry M. Atkinson, CPA
Chief Financial Officer

Robert J. Cardon

Secretary/Treasurer

E. Kcith Hansen, M.D.
Director
OB/GYN-Private Practitioner

Howard L. Edwards
Director
Retired Corporate Secretary, ARCQO Company

Val J. Christensen
Direcror

Executive Vice President & General Counsel, EnergySolutions, LLC

Joseph H. Barton
Director
Retired Sr. Vice President, GranCare Inc.

ACCOUNTANTS, LEGAL COUNSEL AND TRANSFER AGENT

Independent Auditors
Tanner LC

Salr Lake Ciry, Urah

Corporate Legal Counsel
Durham Jones & Pinegar

Salc Lake City, Utah

Intellectual Property Legal Counsel
Kirton & McConkie
Salt Lake City, Utah

Transfer Agent
Interwest Transfer Company

PO. Box 17136

.mm_ﬁ.grn.ﬂm?-cnm_._..mgZw... . Tt ot

Dynatronics Corporation Headquarters
7030 Park Centre Drive

Sale Lake Ciry, Utah 84121
1.800.874.6251
hoepi/iwww.dynatronics.com
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DYNATRONICS CORPORATION HEADQL
7030 PARK CENTRE DRIVE
SALT LAKE CiTy. UTAH 84121

1.800.874.6251
HTTP:/ /AWWW.DYNATRONICS.COM




