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PARTI FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS
Urologix, Inc.

Condensed Balance Sheets

(In thousands, except per share data)

ASSETS

Current assets:

Cash and cash equivalents

Accounts receivable, net of allowances of $96 and $153, respectively
Inventories

Prepaids and other current assets

Total current assets

Property and equipment:
Machinery, equipment and furniture
Less accumulated depreciation

Property and equipment, net
Other assets
Other intangible assets, net

Total assets

LIABILITIES AND SHAREHOLDERS EQUITY
Current liabilities:

Accounts payable

Accrued compensation

Deferred income

Other accrued expenses

Total current liabilities
Deferred income

Total liabilities

COMMITMENTS AND CONTINGENCIES (Note 10)
Shareholders equity:

Common stock, $.01 par value, 25,000 shares authorized; 14,393 and 14,383 shares issued and outstanding

Additional paid-in capital
Accumulated deficit

Total shareholders equity

December 31,
2008
(unaudited)

$ 8,532
1,486

1,683

220

11,921

11,997
(10,322)

1,675
664
155

$ 14,415

$ 731
453
235
973

2,392
247

2,639

144
113,684
(102,052)

11,776

June 30,
2008

()

$ 11,031
1,773
1,634

115

14,553

12,303
(10,295)

2,008
752
167

$ 17,480

$ 774
711

227

1,582

3,294
339

3,633

144

113,413
(99,710)

13,847
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Total liabilities and shareholders equity $ 14,415 $ 17,480

(*) The Balance Sheet at June 30, 2008 has been derived from the audited financial statements at that date but does not include all of the
information and footnotes required by generally accepted accounting principles for complete financial statements.
The accompanying notes to financial statements are an integral part of these statements.
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Urologix, Inc.
Condensed Statements of Operations

(In thousands, except per share data)

(Unaudited)
Three Months Ended Six Months Ended
December 31, December 31,
2008 2007 2008 2007

Sales $ 338 $ 3,802 $ 6,040 $ 8,153
Cost of goods sold and asset impairments 1,572 1,928 3,055 3,557
Gross profit 1,814 1,874 2,985 4,596
Costs and expenses:

Selling, general and administrative 2,239 2,612 4,068 5,112
Research and development 631 835 1,253 1,514
Amortization and impairment of identifiable intangible assets 6 50 12 59
Impairment of goodwill 10,193 10,193
Total costs and expenses 2,876 13,690 5,333 16,878
Operating loss (1,062) (11,816) (2,348) (12,282)
Interest income, net 6 124 52 267
Loss before taxes (1,056) (11,692) (2,296) (12,015)
Provision for income tax expense (benefit) 12 (1,575) 46 (1,501)
Net loss $ (1,068) $(10,117) $ (2,342) $(10,514)
Net loss per common share basic $ (0.07) $ (0.71) $ (©.16) $ (0.73)
Net loss per common share diluted $ 0.07) $ (0.71) $ (©0.16) $ (0.73)
Weighted average number of shares used in basic per share calculations 14,385 14,333 14,384 14,333
Weighted average number of shares used in diluted per share calculations 14,385 14,333 14,384 14,333

The accompanying notes to financial statements are an integral part of these statements.
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Urologix, Inc.
Condensed Statements of Cash Flows
(In thousands)

(Unaudited)

Operating Activities:

Net loss

Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization

Impairment of long-lived assets and goodwill
Provision for bad debts

Employee stock-based compensation expense
Deferred income taxes

Change in operating items:

Accounts receivable

Inventories

Prepaids and other assets

Accounts payable

Accrued expenses and deferred income

Net cash used in operating activities

Investing Activities:
Purchase of property and equipment

Net cash used in investing activities

Financing Activities:
Proceeds from stock option exercises

Net cash provided by financing activities

Net decrease in cash and cash equivalents
Cash and cash equivalents:
Beginning of period

End of period

Supplemental cash-flow information

Net carrying amount of inventory transferred to property and equipment
The accompanying notes to financial statements are an integral part of these statements.

Six Months Ended
December 31,
2008 2007
$ (2,342) $(10,514)
532 583
10,299
3 42
263 436
(1,519)
284 1,320
(192) 55
(17) (34)
43) (239)
951) 477)
(2,463) 48)
44) (85)
44) (85)
8
8
(2,499) (133)
11,031 12,250
$ 8532 $ 12,117
$ 143 $ 239
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Urologix, Inc.
Notes to Condensed Financial Statements
December 31, 2008

(Unaudited)

1.  Basis of Presentation

The accompanying unaudited condensed financial statements of Urologix, Inc. (the Company, Urologix, we ) have been prepared in accordance
with generally accepted accounting principles for interim financial information and with the instructions for Form 10-Q and Article 10 of

Regulation S-X. The balance sheet, as of December 31, 2008, and the statements of operations and cash flows for the three and six month

periods ended December 31, 2008 and 2007 are unaudited but include all adjustments (consisting of normal recurring adjustments) necessary for

a fair presentation of the financial position at such date and the operating results and cash flows for those periods. Certain information normally
included in financial statements and related footnotes prepared in accordance with generally accepted accounting principles has been condensed

or omitted pursuant to the rules and regulations of the Securities and Exchange Commission. The accompanying financial statements should be

read in conjunction with the financial statements and notes included in the Urologix Annual Report on Form 10-K for the year ended June 30,

2008.

Results for any interim period shown in this report are not necessarily indicative of results to be expected for any other interim period or for the
entire year.

2.  Significant Accounting Policies
Revenue Recognition

We recognize revenue from the sale of Cooled ThermoTherapy system control units upon delivery to the customer. In addition to our sales of
Cooled ThermoTherapy system control units, we place our Cooled ThermoTherapy system control units with customers under a variety of
programs for both evaluation and long-term use, and also provide access to Cooled ThermoTherapy treatments via our Cooled ThermoTherapy
mobile service. We retain title to the control units placed with our customers for evaluation and longer-term use and do not recognize any
revenue on these control units until title has transferred. These programs, as well as our Cooled ThermoTherapy mobile service, are designed to
expand access to our technology, and thus expand the market for our single-use treatment catheters. Revenue from our mobile service is
recognized upon treatment of the patient. Revenue from the sale of single-use treatment catheters is recognized at the time of shipment. Revenue
for warranty service contracts is deferred and recognized over the contract period and revenue subject to certain sales incentives is deferred
based upon the contract provisions. We record a provision for estimated sales returns on product sales in the same period as the related revenue
is recorded. The provision for estimated sales returns is based on historical sales returns, analysis of credit memo data and specific
customer-based circumstances. Sales and use taxes are reported on a net basis, excluding them from revenue.

3. Use of Estimates

The preparation of financial statements in conformity with U.S. generally accepted accounting principles requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date
of the financial statements and the reported amounts of revenue and expenses during the reporting period. Actual results could differ from those
estimates.
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Urologix, Inc.
Notes to Condensed Financial Statements
December 31, 2008

(Unaudited)

4.  Stock-Based Compensation

We have a stock option plan that provides for the grant of stock options, restricted stock, deferred stock and stock appreciation rights to
employees, directors and consultants. As of December 31, 2008, we had reserved 4,450,910 shares of common stock under this plan, and
903,938 shares were available for future grants. Options expire ten years from the date of grant and typically vest 25 percent after the first year
of service with the remaining vesting '/36™ each month thereafter. Under the current terms of our stock option plan, persons serving as
non-employee directors at the date of the annual shareholder meeting automatically are granted an option to purchase 10,000 shares of common
stock at a price equal to fair market value on the date of grant. Generally, such options are immediately exercisable on the date of grant, and
expire ten years from the date of grant, subject to earlier termination one year after the person ceases to be a director of the Company.

On July 1, 2005, we adopted the fair value recognition provisions of Statement of Financial Accounting Standards (SFAS) No. 123R

Share-Based Payment using the modified prospective method. As a result, our results of operations for the three and six-month periods ended
December 31, 2008 and 2007 reflect compensation expense recognized over the requisite service period for new stock options granted since
July 1, 2005, and the unvested portion of stock option grants made prior to July 1, 2005 which vested during those periods. Amounts recognized
in the financial statements related to stock-based compensation were as follows (in thousands):

Three months ended  Six months ended

December 31, December 31,
2008 2007 2008 2007

Cost of goods sold $ 11 $ 27 $ 18 $ 59
Selling, general and administrative 127 160 226 327
Research and development 8 24 19 50
Total cost of stock-based compensation $ 146 $ 211 $ 263 $ 436
Tax benefit of options issued

Total stock-based compensation, net of tax $ 146 $ 211 $ 263 $ 436

The fair value of each option grant is estimated on the date of grant using the Black-Scholes option-pricing model. We use historical data to
estimate expected volatility, the period of time that option grants are expected to be outstanding, as well as employee termination behavior. The
risk-free rate is based on the U.S. Treasury yield curve in effect at the time of grant for the estimated life of the option. The following
assumptions were used to estimate the fair value of options granted during the six-month periods ended December 31, 2008 and 2007 using the
Black-Scholes option-pricing model:

2008 2007
Volatility 58.7% 61.5%
Risk-free interest rate 2.4% 4.6%
Expected option life 3.1 years 3.1 years

Stock dividend yield
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Urologix, Inc.
Notes to Condensed Financial Statements
December 31, 2008

(Unaudited)

A summary of our option activity for the six-month period ended December 31, 2008 is as follows:

Number Weighted-avg. Weighted-avg.
of Exercise Price Per Remaining Aggregate Intrinsic
Options Option Contractual Term Value
Outstanding at July 1, 2008 1,614,450 $ 3.32 $ 107,013
Options granted 397,000 1.46
Options forfeited (150,014) 2.06
Options expired (101,694) 5.35
Options exercised
Outstanding at December 31, 2008 1,749,742 2.90 7.4
Exercisable at December 31, 2008 937,138 3.91 5.6

The aggregate intrinsic value in the table above is based on our closing stock price of $1.79 and $0.55 as of the last business day of July 1, 2008
and December 31, 2008, respectively, which would have been received by the optionees had all in-the-money options been exercised on that
date.

A summary of restricted stock award activity for the six-month period ended December 31, 2008 is as follows:

Number of Shares

Underlying
Restricted Stock Weighted-avg. Grant-

Awards Date Fair Value
Nonvested at July 1, 2008 80,000 $ 1.79
Shares granted
Shares forfeited
Shares vested
Nonvested at December 31, 2008 80,000 $ 1.79

As of December 31, 2008, total unrecognized compensation cost related to nonvested stock options and restricted stock awards granted under
our plan was $723,000 and $87,000 respectively. That cost is expected to be recognized over a weighted-average period of 2.5 years for
non-vested stock options and 3.5 years for restricted stock awards.

5.  Basic and Diluted Loss Per Share

Basic loss per share is computed by dividing the net loss by the weighted average number of shares of common stock outstanding during the
periods presented. Diluted loss per share is computed by dividing the net loss by the weighted average number of shares of common stock
outstanding plus all dilutive potential common shares
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Urologix, Inc.
Notes to Condensed Financial Statements
December 31, 2008

(Unaudited)

that result from stock options. The weighted average common shares outstanding for both basic and dilutive (in thousands), were 14,385 and
14,333, respectively, for the three month periods ended December 31, 2008 and 2007, and 14,384 and 14,333, respectively, for the six month
periods ended December 31, 2008 and 2007.

The dilutive effect of stock options excludes approximately 1.6 million and 1.3 million, respectively, for the three and six-month periods ended
December 31, 2008 and 2007 of options for which the exercise price was higher than the average market price. In addition, 19,322 potentially
dilutive stock options, where the exercise price was lower than the average market price were excluded from diluted weighted average common
shares outstanding for the six-month period ended December 31, 2008 as they would be anti-dilutive due to our net loss for such period. There

was a nominal amount of potentially dilutive stock options for the three-month period ended December 31, 2008 which were also excluded from
dilutive weighted common shares outstanding.

6. Inventories
Inventories consisted of the following as of (in thousands):

December 31, June 30,
2008 2008
Raw materials $ 832 $ 786
Work in process 129 264
Finished goods 722 584
Total inventories $ 1,683 $ 1,634
7.  Other Accrued Expenses
Other accrued expenses were comprised of the following as of (in thousands):
December 31, June 30,
2008 2008
Accrued severance $ 248 $ 405
Sales tax accrual 362 762
Other 363 415
Total other accrued expenses $ 973 $ 1,582

Based on a sales tax audit and new information obtained by the Company in the fourth quarter of fiscal 2008, we believed we may have
additional sales tax exposure in some states related to our mobile service business. As a result, we recorded a liability in accordance with
Statement of Financial Accounting Standard (SFAS) No. 5 Accounting for Contingencies and increased our sales tax accrual by approximately
$755,000 in the fourth quarter of fiscal 2008 for sales we previously believed to be exempt. As a result of new information obtained subsequent
to June 30, 2008, which indicates that we will not owe as much sales tax as previously estimated, we reduced our sales tax accrual by

11
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approximately $396,000 at September 30, 2008, resulting in a reduction in our selling, general and administrative expenses for the six month
period ended December 31, 2008.

12
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Urologix, Inc.
Notes to Condensed Financial Statements
December 31, 2008

(Unaudited)

8. Income Taxes

The Company adopted the provisions of FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes, an Interpretation of FASB
Statement No. 109 (FIN 48) on July 1, 2007. This interpretation clarifies the accounting for uncertainty in income taxes recognized in an entity s
financial statements in accordance with SFAS 109, Accounting for Income Taxes. It prescribes a recognition threshold and measurement
attribute for financial statement disclosure of tax positions taken or expected to be taken on a tax return. As of June 30, 2008, the liability for

gross unrecognized tax benefits was an immaterial amount. During the six months ended December 31, 2008, there were no significant changes

to the total gross unrecognized tax benefits. It is expected that the amount of unrecognized tax benefits for positions which we have identified

will not change significantly in the next twelve months.

We file income tax returns in the United States (U.S.) federal jurisdiction as well as various state jurisdictions. We are subject to U.S. federal
income tax examinations by tax authorities for fiscal years after 1993. Income tax examinations we may be subject to for the various state taxing
authorities vary by jurisdiction.

9.  Warranty

Some of our products are covered by warranties against defects in material and workmanship for periods of up to 24 months. We record a
liability for warranty claims at the time of sale. The amount of the liability is based on the trend in the historical ratio of product failure rates,
material usage and service delivery costs to sales, the historical length of time between the sale and resulting warranty claim, and other factors.

Warranty provisions and claims for the six month periods ended December 31, 2008 and 2007 were as follows (in thousands):

Beginning
Balance Warranty Ending
at Provisions Warranty Balance
Fiscal Year July 1, (Reductions) Claims at December 31,
2009 $ 40 $ 8 $ (26) $ 22
2008 $ 105 $ 31) $ (28) $ 46

10. Commitments and Contingencies
Legal Proceedings

We have been and are involved in various legal proceedings and other matters that arise in the normal course of our business, including product
liability claims that are inherent in the testing, production, marketing and sale of medical devices. The ultimate liabilities, if any, cannot be
determined at this time. However, based upon currently available information, we believe that the ultimate resolution of these matters will not
have a material effect on the financial position, liquidity or results of operations of the Company.

13
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Urologix, Inc.
Notes to Condensed Financial Statements
December 31, 2008

(Unaudited)

11. Recently Issued Accounting Pronouncements

In September 2006, the FASB issued Statement of Financial Accounting Standard (SFAS) No. 157, Fair Value Measurements. SFAS No. 157
establishes a single authoritative definition of fair value, sets out a framework for measuring fair value and requires additional disclosures about
fair-value measurements. This Statement applies only to fair value measurements that are already required or permitted by other accounting
standards, except for measurements of share-based payments and measurements that are similar to, but not intended to be, fair value. This
statement is expected to increase the consistency of fair value measurements, but imposes no requirements for additional fair value measures in
financial statements. The provisions under SFAS No. 157 was effective for us beginning on July 1, 2008. The adoption of this statement had no
impact on our financial statements.

In February 2007, the FASB issued SFAS No.159, The Fair Value Option for Financial Assets and Financial Liabilities. SFAS No. 159 amends
SFAS No. 115, Accounting for Certain Investments in Debt and Equity Securities and permits entities to choose to measure many financial
instruments and certain other items at fair value. SFAS No. 159 was effective for us beginning on July 1, 2008. The adoption of this statement

had no impact on our financial statements.

In December 2007, the FASB issued SFAS No. 141(R) (revised 2007), Business Combinations ( SFAS 141R ). SFAS 141(R) establishes
principles and requirements for how an acquirer recognizes and measures in its financial statements the identifiable assets acquired, the liabilities
assumed, any noncontrolling interest in the acquiree and the goodwill acquired in the business combination. SFAS 141(R) also establishes
disclosure requirements to enable the evaluation of the nature and financial effects of the business combination. SFAS 141(R) will impact
financial statements at the acquisition date and in subsequent periods. We will be required to apply the new guidance to any business
combinations completed on or after July 1, 2009.

In April 2008, the FASB issued FASB Staff Position (FSP) No. 142-3, Determination of the Useful Life of Intangible Assets. FSP No. 142-3
amends the factors that should be considered in developing renewal or extension assumptions used to determine the useful life of a recognized
intangible asset under SFAS No. 142, Goodwill and Other Intangible Assets. FSP No. 142-3 is effective for us beginning July 1, 2009. We do
not expect the adoption of this statement to have any impact on our financial statements.

In October 2008, the FASB issued FSP no. FAS 157-3, Determining the Fair Value of a Financial Asset When the Market for That Asset is Not
Active which clarifies the application of SFAS 157 in an inactive market and illustrates how an entity would determine fair value when the
market for a financial asset is not active. The Staff Position is effective immediately and applies to prior periods for which financial statements
have not been issued, including interim or annual periods ending on or before September 28, 2008. The implementation of FAS 157-3 had no
impact on our financial statements.

10

14



Edgar Filing: UROLOGIX INC - Form 10-Q

ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
This Management s Discussion and Analysis of Financial Condition and Results of Operations contains, in addition to historical information,
forward-looking statements that are based on our current expectations, beliefs, intentions or future strategies. These statements are subject to
risks and uncertainties that could cause actual results to differ materially from the statements as a result of certain factors, including those set
forth under Part I, Item 1A. Risk Factors in our Annual Report on Form 10-K for the year ended June 30, 2008, as well as in other filings we
make with the Securities and Exchange Commission and include factors such as: the impact of competitive treatments, products and pricing; our
ability to develop and market new products and services, including the Urologix-owned Cooled ThermoTherapy mobile service and the
CoolWave control unit and our ability to generate revenue from new products such as CTC Advance ; our dependence upon third-party
reimbursement for our products and reimbursement rates for Cooled ThermoTherapy; our dependence on Cooled ThermoTherapy for all of our
revenues,; approval by the FDA of our products, and compliance with FDA requirements for the manufacture, labeling, marketing and sale of
our products; the rate of adoption by the medical community of Cooled ThermoTherapy products and the effectiveness of our sales organization
and marketing efforts to the medical and patient community; our limited experience in manufacturing some of our products and our dependence
upon third-party suppliers to produce and supply products; our ability to successfully defend our intellectual property against infringement and
the expense associated with that effort; product liability claims inherent in the testing, production, marketing and sale of medical devices;
product recalls which could harm our reputation and business; and our ability to obtain additional financing if needed on reasonable terms. All
forward-looking statements included herein are based on information available to us as of the date hereof, and we undertake no obligation to
update any such forward-looking statements.

The following is a discussion and analysis of Urologix financial condition and results of operations as of and for the three and six month periods
ended December 31, 2008 and 2007. This section should be read in conjunction with the condensed financial statements and related notes in
Item 1 of this report and Urologix Annual Report on Form 10-K for the year ended June 30, 2008.

OVERVIEW

Urologix develops, manufactures, and markets non-surgical, catheter-based therapies that use a proprietary cooled microwave technology for the
treatment of benign prostatic hyperplasia (BPH), a disease that affects more than 23 million men worldwide. We market our control units under

the Targis® and CoolWave® names and our procedure kits under the recently approved CTC Advance , CTC , Targis and Prostaprobe names. All
systems utilize the Company s Cooled ThermoTherapy technology, a targeted microwave energy combined with a unique cooling mechanism
that protects healthy tissue and enhances patient comfort while providing safe, effective, lasting relief from the symptoms of BPH. Cooled
ThermoTherapy can be performed without general anesthesia or intravenous sedation and can be performed in a physician s office or an

outpatient clinic. We believe that Cooled ThermoTherapy provides an efficacious, safe and cost-effective solution for BPH with results clinically
superior to medication and without the complications and side effects inherent in surgical procedures.

We believe that third-party reimbursement is essential to the continued adoption of Cooled ThermoTherapy, and that clinical efficacy, overall
cost-effectiveness and physician advocacy will be keys to maintaining such reimbursement. We estimate that 60% to 80% of patients who
receive Cooled ThermoTherapy treatment in the United States will be eligible for Medicare coverage. The remaining patients will either be
covered by private insurers, including traditional indemnity health insurers and managed care organizations, or they will be private-paying
patients. As a result, Medicare reimbursement is particularly critical for widespread market adoption of Cooled ThermoTherapy in the United
States.

The level of Medicare reimbursement for Cooled ThermoTherapy is dependent on the site of service. Beginning on August 1, 2000, the Centers
for Medicare and Medicaid Services (CMS) replaced the reasonable cost

11
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basis of reimbursement for outpatient hospital-based procedures, including Cooled ThermoTherapy, with a new fixed rate or prospective
payment system. Under this method of reimbursement, a hospital receives a fixed reimbursement for each Cooled ThermoTherapy treatment
performed in its outpatient facility. This reimbursement is $3,026 in calendar year 2009 compared to $2,879 in calendar year 2008, although the
rate varies depending on a wage index and other factors for each region. The urologist performing the Cooled ThermoTherapy treatment
receives reimbursement of approximately $587 per procedure.

In January 2001, CMS began to reimburse for Cooled ThermoTherapy treatments performed in the urologist s office. The reimbursement rate
(inclusive of the physician s fee) in calendar year 2009 for Cooled ThermoTherapy procedures performed in the urologist s office is $2,551
compared to $3,118 in calendar 2008, which is subject to geographic adjustment. The urologist s office is where the majority of Urologix Cooled
ThermoTherapy treatments are performed today.

In January 2008, the CPT Code covering Cooled ThermoTherapy was once again added to the Ambulatory Surgical Centers (ASC) list of
Medicare approved procedures. Effective with this change, urologists who perform Cooled ThermoTherapy procedures in an ASC are
reimbursed under the two-part system in which the ASC receives a fixed fee of $1,849 for calendar year 2009, as compared to $1,872 in
calendar 2008, while the urologist performing the treatment is reimbursed approximately $587 for calendar year 2009.

We have an active reimbursement strategy, and have retained consultative experts to assist us with reimbursement matters, including the
reimbursement rate reductions for calendar year 2009.

Private insurance companies and HMOs make their own determinations regarding coverage and reimbursement based upon usual and customary
fees. To date, we have received coverage and reimbursement in various geographies from private insurance companies and HMOs throughout

the United States. We intend to continue our efforts to gain coverage and reimbursement across the United States. There can be no assurance that
we will receive favorable coverage or reimbursement determinations for Cooled ThermoTherapy from these payers or that amounts reimbursed

to physicians for performing Cooled ThermoTherapy procedures will be sufficient to encourage physicians to use Cooled ThermoTherapy.

Our goal is to grow Cooled ThermoTherapy as a standard of care for the treatment of BPH. Our business strategy to achieve this goal is to

(1) educate both patients and physicians on the benefits of Cooled ThermoTherapy compared to other treatment options, (ii) increase the use of
Cooled ThermoTherapy by physicians who already have access to a Cooled ThermoTherapy system, (iii) increase the number of physicians who
provide Cooled ThermoTherapy to their patients, and (iv) provide more physicians with access to Cooled ThermoTherapy through the use of
third party mobile providers and our own Cooled ThermoTherapy mobile service in the United States.

We expect to continue to invest in research and development and clinical trials, sales and marketing programs and our Cooled ThermoTherapy
mobile service as we focus on growing revenues and continuing to improve our therapy. Our future growth will be dependent upon, among other
factors, our success in achieving increased treatment volume and market adoption of the Cooled ThermoTherapy procedures in the physician s
office, including treatments delivered through our Cooled ThermoTherapy mobile service, our success in obtaining and maintaining necessary
regulatory clearances, as well as the risk of FDA mandated recall of our products, our ability to manufacture at the volumes and quantities the
market requires, the fact that our products may be subject to product recalls even after receiving FDA clearance or approval, the extent to which
Medicare and other health care payers continue to reimburse costs of Cooled ThermoTherapy procedures performed in physicians offices,
hospitals, and ambulatory surgery centers and the amount of reimbursement provided.

Critical Accounting Policies:

A description of our critical accounting policies was provided in the Management s Discussion and Analysis of Financial Condition and Results
of Operations section of our Annual Report on Form 10-K for the year ended June 30, 2008. At December 31, 2008, our critical accounting
policies and estimates continue to include revenue recognition, allowance for doubtful accounts, product warranty, inventories, sales tax accrual,
income taxes, and stock-based compensation.
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RESULTS OF OPERATIONS
Net Sales

Net sales for the three and six month periods ended December 31, 2008 were $3.4 million and $6.0 million, respectively, compared to $3.8
million and $8.2 million, respectively, during the same periods of the prior fiscal year. The $416,000 or 11 percent decrease in net sales and the
$2.1 million or 26 percent decrease in net sales for the three and six-month periods, respectively, ended December 31, 2008, is primarily
attributable to reduced orders for procedure kits as well as a reduction in the number of treatments performed by our Urologix-owned Cooled
ThermoTherapy mobile service.

During the second quarter of fiscal 2009, 37 percent of sales were derived from treatment catheter sales to direct accounts, compared to 41
percent in the prior fiscal year, while third party mobile revenue represented 16 percent of overall revenue compared to 9 percent in the prior
year. Revenue derived from the Urologix-owned Cooled ThermoTherapy mobile service constituted 44 percent of overall revenue in the current
quarter compared to 47 percent of revenues in the second quarter of fiscal 2008.

Cost of Goods Sold and Asset Impairments and Gross Profit

Cost of goods sold includes raw materials, labor, overhead, and royalties incurred in connection with the production of our Cooled
ThermoTherapy system control units and single-use treatment catheters, amortization related to developed technologies, as well as costs
associated with the delivery of our Cooled ThermoTherapy mobile service. Cost of goods sold for the three and six month periods ended
December 31, 2008 decreased $356,000 or 18 percent to $1.6 million and $502,000 or 14 percent to $3.1 million, respectively, from $1.9 million
and $3.6 million during the same respective periods of the prior year. The decrease in costs of goods sold for the three and six-month periods
ended December 31, 2008 is a result of lower sales, as well as second quarter fiscal 2008 non-recurring charges related to the write-off of the
developed technology asset of $65,000 and provision for Prostatron inventories, purchase commitments and warranties of $131,000 as a result of
end-of-life projections for this product line. These decreases were partially offset by under absorbed manufacturing expenses of approximately
$123,000 and $333,000, respectively, for the three and six-month periods ended December 31, 2008.

Gross profit as a percentage of sales increased to 54 percent from 49 percent for the three month period ended December 31, 2008, but decreased
to 49 percent from 56 percent in the six-month period ended December 31, 2008 compared to the corresponding period of the preceding year.
The five percent point increase in gross margin for the three-month period ended December 31, 2008 is primarily due to the write-off of the
remaining developed technology intangible asset, as well as an increase in the provision for Prostaprobe inventories, purchase commitments and
warranties related to a decrease in the projected end-of-life revenue for the Prostatron product line in the second quarter of fiscal 2008. The
seven percentage point decrease in gross margin for the six-month period ended December 31, 2008 is due to approximately $333,000 of under
absorbed manufacturing expenses, as well as higher fixed costs per unit due to lower sales volume, partially offset by the non-recurring charges
related to Prostatron previously mentioned.

Selling, General & Administrative

Selling, general and administrative expenses decreased to $2.2 million and $4.1 million, respectively, for the three and six-month periods ended
December 31, 2008 from $2.6 million and $5.1 million in the same periods of fiscal year 2008. The $373,000 or 14 percent decrease in expense
for the three-month period ended December 31, 2008 is primarily the result of a decrease in consulting fees of $126,000 and legal and audit fees
of $105,000 as a result of special projects during fiscal 2008. Also contributing to this decrease was a decrease in credit card fees and service
charges of $99,000, and a $33,000 decrease in stock option expense. These decreases were partially offset by an increase in travel and
entertainment expense of $59,000 due to increased sales activity. The $1.0 million or 20 percent decrease in selling, general and administrative
expense for the six-month period ended December 31, 2008 is primarily the result of the reversal of $396,000 of the sales tax reserve in the first
quarter of fiscal 2009 as a result of new information obtained which indicated that we would not owe as much sales tax as previously estimated,
as well as a $155,000 decrease in consulting fees and a $151,000 decrease in legal and audit fees, a $108,000 decrease in bank fees, a $90,000
decrease in commissions, and a $57,000 decrease in shipping fees due to reduced sales, partially offset by a $126,000 increase in travel and
entertainment.
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Research and Development

Research and development expenses, which include expenditures for product development, regulatory compliance and clinical studies, decreased
to $631,000 and $1.3 million, respectively, for the three and six-month periods ended December 31, 2008 from $835,000 and $1.5 million in the
same periods of fiscal year 2008. The decrease in expenses of $204,000 or 24 percent, and $261,000 or 17 percent for both the three and
six-month periods ended December 31, 2008, respectively, resulted primarily from decreases in product testing and project materials of
$299,000 and $439,000, respectively, partially offset by an increase in consulting expenses of $129,000 and $323,000, respectively, as a result of
turnover in the area. In addition, also contributing to the decline in the six-month period ended December 31, 2008, wages decreased by
approximately $40,000 due to lower headcount, as well as a decrease in stock option expense of approximately $30,000.

Amortization of Identifiable Intangible Assets

Amortization of identifiable intangible assets decreased to $6,000 and $12,000, respectively, for the three and six-month periods ended
December 31, 2008 from $50,000 and $59,000 in the same periods of fiscal year 2008. The decrease in amortization expense is due to the
write-off of our trademark intangible asset of $16,800 and the further impairment of our customer base intangible asset of $24,000 during the
second quarter of fiscal 2008 as a result of reduced sales projections for the Prostatron product line. The current quarter amortization expense
relates only to the amortization of the customer base intangible asset over its remaining useful life of 6 years.

Net Interest Income

Net interest income for the three and six-month periods ended December 31, 2008 decreased to $6,000 and $52,000, respectively, from $124,000
and $267,000 in the same periods of the prior fiscal year. The decrease is due to lower interest rates as well as a decrease in our cash and cash
equivalents.

Provision for Income Taxes

We recognized income tax expense of $12,000 and $46,000, respectively for the three and six-month periods ended December 31, 2008
primarily related to state taxes. In the prior year periods we recognized an income tax benefit of $1.6 million and $1.5 million, respectively, as a
result of a $1.6 million reversal of the deferred tax liability balance related to goodwill which was no longer necessary after the impairment of
goodwill in the second quarter of fiscal 2008. At December 31, 2008, we continued to carry a full valuation allowance of $40.6 million against
our net deferred tax assets. The decrease in working capital is primarily due to the $2.5 million decrease in the cash balance, partially offset by
the $902,000 decrease in other current liabilities.

LIQUIDITY AND CAPITAL RESOURCES

We have financed our operations since inception through sales of equity securities and sales of our Cooled ThermoTherapy system control units,
single-use treatment catheters and mobile service offerings. As of December 31, 2008, we had total cash and cash equivalents of $8.5 million
compared to $11.0 million as of June 30, 2008. Working capital decreased to $9.5 million at December 31, 2008 from $11.3 million at June 30,
2008.

During the six months ended December 31, 2008, we used $2.5 million of cash for operating activities. The net loss of $2.3 million included
non-cash charges of $532,000 of depreciation and amortization expense, and $263,000 of stock-based compensation expense. Changes in
operating items resulted in the use of $919,000 of operating cash flow for the period with lower accrued expense and deferred income of
$951,000, increase in inventories of $192,000 and decrease in accounts payable of $43,000, partially offset by a decrease in accounts receivable
of $284,000. The decrease in accrued expenses and deferred income resulted mainly from the reduction in the sales tax accrual of $400,000, the
payment of severance accruals and the payment of fiscal 2008 year-end sales commissions during fiscal 2009 which were based primarily on
higher sales volumes in the period ended June 30, 2008 compared to the period ended December 31, 2008, as well as a decrease in the payroll
accrual due to timing. The increase in inventories is a result of an increase in finished goods. The decrease in accounts payable is due to the
timing of purchases versus payments. The decrease in accounts receivable is due to decreased sales and an improvement in days sales
outstanding from 44 days as of June 30, 2008 to 40 days at December 31, 2008.
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During the six months ended December 31, 2008, we used $44,000 for investing activities to purchase property and equipment to support our
operations.

During the six months ended December 31, 2008, we generated $8,000 from financing activities as a result of the exercise of stock options.

We plan to continue offering customers a variety of programs for both evaluation and longer-term use of our Cooled ThermoTherapy system
control units in addition to purchase options, as well as grow our mobile service which provides physicians and patients with efficient access to
our Cooled ThermoTherapy system control units on a pre-scheduled basis. As of December 31, 2008, our property and equipment, net, included
approximately $1.2 million of control units used in evaluation or longer-term use programs and units used in our Company-owned mobile
service. Depending on the growth of these programs, we may use additional capital to finance these programs.

We believe our $8.5 million in cash and cash equivalents at December 31, 2008 will be sufficient to fund our working capital and capital
resources needs through fiscal 2009. In addition, we believe the majority of our cash equivalents are secure as they are backed by United States
Government Treasuries. There can be no assurance, however, that we will not require additional financing in the future or that any additional
financing will be available to us on satisfactory terms, if at all.

Off Balance Sheet Arrangements
We do not have any off balance sheet arrangements.
Recently Issued Accounting Standards

In September 2006, the FASB issued Statement of Financial Accounting Standard (SFAS) No. 157, Fair Value Measurements. SFAS No. 157
establishes a single authoritative definition of fair value, sets out a framework for measuring fair value and requires additional disclosures about
fair-value measurements. This Statement applies only to fair value measurements that are already required or permitted by other accounting
standards, except for measurements of share-based payments and measurements that are similar to, but not intended to be, fair value. This
statement is expected to increase the consistency of fair value measurements, but imposes no requirements for additional fair value measures in
financial statements. The provisions under SFAS No. 157 was effective for us beginning on July 1, 2008. The adoption of this statement had no
impact on our financial statements.

In February 2007, the FASB issued SFAS No.159, The Fair Value Option for Financial Assets and Financial Liabilities. SFAS No. 159 amends
SFAS No. 115, Accounting for Certain Investments in Debt and Equity Securities and permits entities to choose to measure many financial
instruments and certain other items at fair value. SFAS No. 159 was effective for us beginning on July 1, 2008. The adoption of this statement

had no impact on our financial statements.

In December 2007, the FASB issued SFAS No. 141(R) (revised 2007), Business Combinations ( SFAS 141R ). SFAS 141(R) establishes
principles and requirements for how an acquirer recognizes and measures in its financial statements the identifiable assets acquired, the liabilities
assumed, any noncontrolling interest in the acquiree and the goodwill acquired in the business combination. SFAS 141(R) also establishes
disclosure requirements to enable the evaluation of the nature and financial effects of the business combination. SFAS 141(R) will impact
financial statements at the acquisition date and in subsequent periods. We will be required to apply the new guidance to any business
combinations completed on or after July 1, 2009.

In April 2008, the FASB issued FASB Staff Position (FSP) No. 142-3, Determination of the Useful Life of Intangible Assets. FSP No. 142-3
amends the factors that should be considered in developing renewal or extension assumptions used to determine the useful life of a recognized
intangible asset under SFAS No. 142, Goodwill and Other Intangible Assets. FSP No. 142-3 is effective for us beginning July 1, 2009. We do
not expect the adoption of this statement to have any impact on our financial statements.
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In October 2008, the FASB issued FSP no. FAS 157-3, Determining the Fair Value of a Financial Asset When the Market for That Asset is Not
Active which clarifies the application of SFAS 157 in an inactive market and illustrates how an entity would determine fair value when the
market for a financial asset is not active. The Staff Position is effective immediately and applies to prior periods for which financial statements
have not been issued, including interim or annual periods ending on or before September 28, 2008. The implementation of FAS 157-3 had no
impact on our financial statements.

ITEM 3. QUALITATIVE AND QUANTITATIVE DISCLOSURE ABOUT MARKET RISK

Our financial instruments include cash and cash equivalents. Increases and decreases in prevailing interest rates generally translate into
decreases and increases, respectively, in the fair value of these instruments. Also, fair values of interest rate sensitive instruments may be
affected by the credit worthiness of the issuer, prepayment options, relative values of alternative instruments, the liquidity of the instrument and
other general market conditions.

Market risk was estimated as the potential decrease in fair value resulting from a hypothetical 1% change in interest rates and was not materially
different from the quarter-end carrying amount. Due to the nature of our cash and cash equivalents, we have concluded that we do not have a
material market risk exposure.

Our policy is not to enter into derivative financial instruments. We do not have any significant foreign currency exposure since we do not

generally transact business in foreign currencies. Therefore, we do not have significant overall currency exposure. In addition, we do not enter
into any futures or forward commodity contracts since we do not have significant market risk exposure with respect to commodity prices.

ITEM 4. CONTROLS AND PROCEDURES
(a) Evaluation of Disclosure Controls and Procedures

The Company s Chief Executive Officer, Stryker Warren, Jr., and Controller and Director of Finance, Rebecca J. Weber, have evaluated the
Company's disclosure controls and procedures as of the end of the period covered by this report. Based upon this review, they have concluded
that these controls and procedures are effective.

(b) Changes in Internal Control Over Financial Reporting

There have been no changes in internal control over financial reporting that occurred during the fiscal period covered by this report that have
materially affected, or are reasonably likely to materially affect, the Company s internal control over financial reporting.

PARTII OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

We have been and are involved in various legal proceedings and other matters that arise in the normal course of our business, including product
liability claims that are inherent in the testing, production, marketing and sale of medical devices. Based upon currently available information,
we believe that the ultimate resolution of these matters will not have a material effect on our financial position, liquidity or results of operations.
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ITEM 1A. RISK FACTORS

The most significant risk factors applicable to the Company are described in Part I, Item 1A Risk Factors of our Annual Report on Form 10-K
for the year ended June 30, 2008. There have been no material changes from the risk factors previously disclosed in our Annual Report on Form
10-K.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS
Not applicable.

ITEM 3. DEFAULTS UPON SENIOR SECURITIES
Not applicable.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

Our Annual Meeting of Shareholders was held on November 11, 2008. Of the 14,463,350 shares of common stock outstanding and entitled to
vote at the meeting as of October 2, 2008, 12,905,986 shares were present, either in person or by proxy. The following describes the maters
considered by the shareholders at the Annual Meeting, as well as the results of the votes cast at the Annual Meeting.

Proposal 1: To elect two (2) directors to hold office for a term of three years or until their respective successors have been elected and shall
qualify.

Nominees Votes

Sidney W. Emery, Jr. For: 12.400,706
Withheld: 505,280

William M. Moore For: 12,450,539
Withheld: 455,447

Guy C. Jackson., Jerry C. Cirino, Mitchell Dann, Stryker Warren, Jr. and Daniel J. Starks continued their respective terms as directors after the
Annual Meeting.

Proposal 2: To ratify and approve the appointment of KPMG LLP as our independent auditors for the fiscal year ending June 30, 2009.

Votes

For: 12,729,943
Against: 63,733
Abstained: 112,310

ITEM 5. OTHER INFORMATION
Not applicable.

ITEM 6. EXHIBITS

Exhibit 31.1  Certification of Chief Executive Officer Pursuant to Section 13a-14 and 15d-14 of the Exchange Act.
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Exhibit 31.2
Exhibit 32
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Certification of Controller and Director of Finance Pursuant to Section 13a-14 and 15d-14 of the Exchange Act.

Certification pursuant to 18 U.S.C. 1350.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by the

undersigned thereunto duly authorized.
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Urologix, Inc.

(Registrant)

/s/ Stryker Warren, Jr.
Stryker Warren, Jr.

Chief Executive Officer
(Principal Executive Officer)

/s/ Rebecca J. Weber

Rebecca J. Weber

Controller and Director of Finance
(Principal Financial and Accounting Officer)

Date February 13, 2009
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