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 Hanger Orthopedic Group, Inc., headquartered in Bethesda, Maryland, is the 

world’s premier provider of orthotic and prosthetic patient-care services. Hanger is the market 

leader in the United States, owning and operating 624 patient-care centers in 45 states and the 

District of Columbia, with 3,319 employees including 1,021 practitioners. Hanger is organized 

into four business units. The two key operating segments are patient-care, which consists of 

nationwide orthotic and prosthetic practice centers, and distribution, which consists of distribution 

centers managing the supply chain of orthotic and prosthetic componentry to Hanger and third-

party patient-care centers. The third unit is Linkia, which is the first and only managed care 

organization for the orthotics and prosthetics industry. The fourth unit is Innovative Neutronics, 

which introduces emerging neuromuscular technologies developed through independent research 

in a collaborative effort with industry suppliers worldwide.



Our business continues to operate in a very 
challenging environment. From a reimburse-
ment perspective, we were in the second of 
a three year fee schedule “freeze” mandated 
by Medicare.

On the competitive front, other healthcare 
professionals and equipment suppliers are 
targeting segments of our patient base. To 
ensure the well-being of all patients, CMS in 
their draft quality standards, has included 
accreditation and licensing requirements for 
the providers of certain O&P procedures. 
We must wait to see the outcome of this 
legislation. Finally, we have experienced cost 
increases caused by general inflation and the 
worldwide energy situation. Despite all of 
these factors, our Company improved results 
from the prior year and made significant 
progress in strengthening our foundation.

We reported net sales of $578.2 million in 
2005, an increase of 1.7% compared with the 
$568.7 million in 2004. The 2005 results 
reflect 0.2% same store sales growth in the 
patient care division and an overall increase 
of 13.7% in the SPS subsidiary external sales. 
We reported net income of $17.8 million in 
2005 compared to a net loss of $23.4 million, 
including a one time goodwill impairment 
charge in 2004. The continuing costs related 
to Sarbanes-Oxley, increased compliance 
related activities, the impact of inflation on 
our labor, overhead and material costs, and 
investments in our future, as discussed later, 
impacted our profits. We generated $25.7 mil-
lion in cash flow from operations in 2005, 
reduced our capital additions to $8.8 million 
and consequently were able to pay down our 
debt by $14.9 million.

Linkia, LLC our provider network manage-
ment subsidiary, met important infrastructure 
milestones by enhancing its systems, pro-
cesses and personnel. Additional traction was 
gained by signing a contract with CIGNA 
and we are working with them to implement 
their provider network strategy in early 2006. 
Throughout 2005 the national contract reve-
nues increased and we continue to discuss, 
with other healthcare management companies 
how Linkia can help them achieve improved 
business results.

Our wholly-owned subsidiary, Innovative 
Neurotronics, Inc., accomplished key tasks in 
developing its first product the WalkAide®. 
In early fall, they secured FDA approval 
and the team has been gaining momentum 
as it approaches commercialization in the 
spring of 2006. We are optimistic about this 
product’s ability to deliver the benefits of 
neuromuscular electric stimulation based on 
Hanger’s myo-orthotic technology® to a large 
market segment of patients suffering from 
foot drop disorder.

We completed the roll-out of our single 
platform billing system OPS, which provides 
the capability to analyze all facets of our busi-
ness. The number of practitioners trained to 
use Insignia® our laser scanning system, grew 
to nearly 700. This system, along with the 27 
regional and 3 national fabrication centers 
enables improved patient care. We plan to 
utilize Insignia® to open other growth areas 
for the Company.

We are pleased to be working with Bay Care, 
which joined the Hanger family during the 
year and look forward to their contribution 
to our growth.

I would like to recognize the distinguished 
service and wise advice contributed to our 
Board by C. Raymond Larkin, Jr. Ray, a 
Director since 1999, resigned in order to 
devote his full energies to other activities. 
We wish him well in his new challenges. Isaac 
Kaufman was appointed to fill the vacated 
seat and as a member of the Audit Committee. 
Isaac has a broad business, financial and 
marketing background that will help us in 
many areas.

As I review our accomplishments from the 
past year, I am encouraged by the progress we 
have made in reversing the direction of our 
performance. This is not to say we are satis-
fied, but to say we are redoubling our efforts 
to build stronger relations with our existing 
referral sources, to make our value proposition 
second to none so we can attract new referral 
sources and to commercialize products and 
new businesses to better serve our patients.

In closing, I thank our employees and their 
families for their dedication and tireless 
efforts in the face of difficult market condi-
tions. I also appreciate the continued confi-
dence of the members of our expanded 
medical and supplier communities and our 
shareholders for their support.

Sincerely,

IVAN R. SABEL 
Chairman of the Board

Dear Fellow Shareholders:

Our commitment to helping others reach 

their highest independence drives Hanger to select 

and combine the best of new technology to bring you to 

A New Level of Freedom.



Our Vision

Core Values 

To provide our patients with the best value, most advanced clinically  

excellent orthotic and prosthetic services in a timely, pleasant and professional manner,  

while maintaining a rewarding atmosphere for our associates and investors.

•  Integrity
•  Clinical and Operational Excellence
•  Unsurpassed Customer Satisfaction
•  Flexible and Entrepreneurial Operations
•  Creativity and Innovation
•  Shared Success



A key component of Hanger’s philosophy is 
the fundamental premise that patients deserve 
the best clinical care possible. We have also 
determined as part of this formula, a strong 
dose of communication appeals to the patients, 
physicians and other referral sources that 
send us patients.

We are well positioned to provide the types 
of value added services to keep all of our 
constituencies current with the latest orthotic 
and prosthetic developments. Through our 
Patient Evaluation Clinics we notify our 
patients when it is time to revisit our centers 
for an inspection of their device and consul-
tation by a regional or national expert. This 

clinical service allows us to make core and 
ancillary products readily available for their 
unique needs.

Our team of business development mangers is 
in constant communication with the medical 
community providing product advice and 
changes in clinical procedures. These contacts 
reinforce our competencies. In addition, 
through our marketing programs such as 
stocking products in the physicians’ offices, 
Hanger demonstrates its ability to be the 
provider of choice to service their needs.

We established a subsidiary, Linkia, to offer 
provider network management services to meet 
the needs of our payers. The value proposition 

includes not only network management, but 
electronic interfaces for invoicing and payment, 
as well as customer satisfaction and quality 
monitoring in terms of the services provided. 
This combination has brought new business 
volume and we continue to remain optimistic 
about expanding its penetration into national 
and large regional payers.

Leveraging the education, knowledge and 
products within a responsive service model is 
the best way to maximize our share of ser-
vices. Likewise, helping our referral sources 
be more successful in running their business 
is the best way to maintain current and to 
gain new referral sources.

Expanding Our Business

more volume

Hanger’s commitment to the well being of 
our patients means that we are constantly 
searching for the best technology to meet our 
patient’s needs. That technology can be in the 
form of a new process, innovative equipment 
to diagnose our patients and fabricate their 
devices or the underlying systems that process 
their information efficiently and accurately.

We believe that technology, in addition to 
providing better patient care, can also be an 
effective mechanism for growing our business. 
For example, the Insignia® laser scanning 
system is a fast, accurate, non-intrusive method 
for capturing measurements and establishing 

a documented record of the patients’ specifi-
cations. We have demonstrated this technology 
in orthotic braces, cranial helmets and pros-
thetics limb applications, now we are extending 
this technology to other exciting opportunities.

Insignia® along with some other innovative 
developments are being adapted to the burn 
masks and garments areas, the sports protec-
tive face mask and the custom footwear appli-
cations. The advantage is twofold: an extremely 
accurate and fast 3D measurement and a 
permanent record of the patients’ condition 
thus permitting quantitative step by step 
monitoring of the improvement and change.

In all of these applications, Hanger is rede-
signing the way the process is managed. We 
are changing it for a more positive outcome 
for the patient. For example, historically 
capturing a burn patient’s measurements was 
difficult and could subject the patient to 
infection and/or pain, whereas with Insignia 
these risks are minimized while the accuracy 
is not compromised. During 2006, these new 
uses for Insignia will be rolled out to our 
patient care centers.

New Technology in Patient Care

more innovation
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Legend

Over the past several years we have been at 
the forefront of commercializing new products 
that can provide higher levels of functionality 
for our patients. Due to our size, national 
footprint and clinical regulatory expertise, 
Hanger has been the preferred company for 
introducing new products to our patients and 
the industry. Products like the microprocessor 
knee, myo-electric upper extremity devices 
and advanced socket holding systems such as 
the Harmony VASS are provided in partner-
ship with our equipment suppliers. Quite 
often these products are developed through 
collaboration between Hanger and the 
manufacturer with Hanger supplying critical 

clinical inputs from conceptualization 
through launch.

Recognizing that new ideas can come from our 
own employees, patients, referral sources and 
of course universities, we began to proactively 
search for new products. We implemented an 
internal Idea Generation Partnership Program 
in which our employees submit suggestions 
and if selected, the employee and Hanger can 
jointly benefit from the new idea.

In addition, teams of Hanger personnel visit 
the major universities and technical centers 
to identify promising new products that have 
progressed from the research stage and 
are entering the development phase. The 

WalkAide® product is an excellent example of 
Hanger’s engineers and business personnel 
working with the inventors from the 
University of Alberta to bring a new innovative 
product to market. This product is based on 
our proprietary Myo-Orthotics® technology 
and is our first entry into this emerging new 
market segment which uses neuromuscular 
electrical stimulation to restore partial func-
tionality to an impaired limb. The market 
size is significant and the revenue potential 
could have a considerable impact on our 
growth. We envision a family of products to 
follow the same path.

New Products

more functionality

There are numerous examples of products 
and services made available through channels 
that are different from their historical norm. 
For example, airplane tickets, withdrawing 
cash and popular songs are frequently 
accessed through fast efficient delivery mech-
anisms in response to consumers changing 
needs. Our patients and referral sources are 
no different.

There is an opportunity to bundle high quality 
service with the orthotic soft goods, rehabili-
tation equipment, prefabricated and adjust-
able devices to rehabilitation centers, clinics, 

doctors’ groups, and special care facilities 
through an efficient personalized clinician 
delivery mode. Offering the total package 
necessary to ensure a patient’s recovery is 
not only good patient care, but simplifies 
the logistics facing the physician or the 
physician’s staff. For Hanger it is also good 
business from two perspectives: it represents 
a growth opportunity and it provides the 
ability to access new referral sources and to 
cross-link this business with our traditional 
custom orthotics and prosthetics operations 
to satisfy the full range of our referral sources’ 

and patients’ needs. We plan to extend the 
two pilot operations into a comprehensive 
rehabilitation effort focused on a full range of 
surgeons’ and physiatrists’ needs in terms on 
knees, hips and spine.

We are also evaluating other types of channels 
in order to make Hanger’s products and ser-
vices more readily available to our patients. 
These may include the internet for more rou-
tine products as well as a variant on the classic 
retail model. As our patients demand greater 
f lexibility and preference in purchasing, 
Hanger intends to be supplier of first choice.

Alternative Delivery Channels

more flexibility
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Board of Directors

Ivan R. Sabel, CPO 
Chairman of the Board  
and Chief Executive Officer,  
Hanger Orthopedic Group, Inc.

Edmond E. Charrette, M.D. 
Chairman, Health Resources Corporation; 
General Partner, Ascedant Healthcare 
International; President, Latin Health 
Investment Management Co., LLC

Thomas P. Cooper, M.D. 
Chief Executive Officer,  
VeriCare Management, Inc.;  
Adjunct Professor,  
Columbia University

Cynthia L. Feldmann 
Founder and President, 
Jetty Lane Associates

Eric Green 
Senior Partner, Friedberg Milstein

Thomas F. Kirk, Ph.D. 
President and  
Chief Operating Officer,  
Hanger Orthopedic Group, Inc.

Isaac Kaufman, CPA 
Senior Vice President and  
Chief Financial Officer of Advanced  
Medical Management, Inc.

H.E. Thranhardt, CPO 
Former President and  
Chief Executive Officer,  
JE Hanger of Georgia, Inc.

Management Team

Ivan R. Sabel, CPO 
Chairman of the Board  
and Chief Executive Officer,  
Hanger Orthopedic Group, Inc.

Rebecca Hast 
President, Linkia, LLC

Thomas C. Hofmeister 
Vice President of Finance and  
Chief Accounting Officer 
Hanger Orthopedic Group, Inc.

Thomas F. Kirk, Ph.D. 
President and  
Chief Operating Officer,  
Hanger Orthopedic Group, Inc.

Jeffrey L. Martin 
President, Innovative Neurotronics, Inc.

Ronald N. May 
President and Chief Operating Officer,  
Southern Prosthetic Supply, Inc.

George E. McHenry 
Executive Vice President and  
Chief Financial Officer 
Hanger Orthopedic Group, Inc.

Marion Mullauer 
Vice President, and Chief Information Officer 
Hanger Orthopedic Group, Inc.

Jason P. Owen 
Vice President,  
Treasurer and Corporate Secretary  
Hanger Orthopedic Group, Inc.

John Rush, M.D. 
Chief Medical Officer, 
Hanger Orthopedic Group, Inc.

Richmond L. Taylor 
President and  
Chief Operating Officer,  
Hanger Prosthetics & Orthotics, Inc.

Brian A. Wheeler 
Vice President, Human Resources  
Hanger Orthopedic Group, Inc.

Corporate Information

INDEPENDENT ACCOUNTANTS 

PricewaterhouseCoopers LLP  
1751 Pinnacle Drive  
McLean, VA 22102

LEGAL COUNSEL 
Foley & Lardner LLP  
3000 K Street, NW Suite 500  
Washington, DC 20007

ANNUAL MEETING OF  

SHAREHOLDERS 
May 12, 2006 at 10:00 am  
Mayflower Hotel 
1127 Connecticut Avenue 
Washington, DC 20036

All shareholders are welcome to attend.

COMMON STOCK 

The company’s common stock is traded on 
the New York Stock Exchange. The ticker 
symbol is HGR.

TRANSFER AGENT 

Mellon Investor Services, LLC  
Overpeck Centre  
85 Challenger Road  
Ridgefield Park, NJ 07660  
1.800.522.6645  
www.melloninvestor.com
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http://www.curran-connors.com
http://www.melloninvestor.com


 Two Bethesda Metro Center  
 Suite 1200  

 Bethesda, MD 20814

www.hanger.com

http://www.hanger.com

	Shareholders Letter
	Business Overview
	Selected Financial Data
	Management's Discussion and Analysis
	Financial Statements
	Consolidated Balance Sheets
	Consolidated Statements of Operations
	Consolidated Statements of Cash Flow



